
Southeastern Oil Industry 
Booming Again 

New government programs and rising oil prices have sparked renewed activity in the 
Southeast's oil industry, which supplies about one-fifth of U.S. crude oil production. 
The boom promises substantial benefits in employment, taxes, and lease income for 
the region's oil and gas centers. 

Despite the recent decline in U. S. oil imports, 
the economy remains heavily dependent on 
imported oil. The ending of price controls 
and the introduction of energy-oriented gov-
ernment programs have stimulated produc-
tion. A major reason for the recent surge in 
oil and gas exploration is the increased price 
firms are receiving for their oil-related products. 
For the same reason, enhanced oil recovery 
techniques and sub-marginal oil fields have 
also become more attractive. Even though 
the development of other energy sources, 
such as coal, are expected to decrease the 
nation's dependence on oil, domestic produc-
tion appears unable to keep up with demand. 
The ratio of new reserves to production has 
turned up since the low of 38 percent reached 
in 7976, but we are still not discovering as 
much new oil as we are pumping. 

Production of crude oil in the Southeast dropped 
by almost one-third from 1974-80. The number 
of producing wells and the volume of proven oil 
reserves also declined. Despite these signs of 
exhaustion, the Southeast's oil industry appears 
to be getting its second wind. 

A New Burst of Activity 

The rising value of oil and gas reserves is 
fostering record drilling activity in the Southeast 
(see Table 1). For example, footage drilled in 
Louisiana was up over 11 percent in 1980 from 
1979.Preliminary indications are that 1981 will 
see drilling activity continue to increase in the 
Southeast. Most of the region's activity is in 
development wells (wells drilled in known pro-
ductive areas) as opposed to exploratory wells 
(see Chart 1). 

The search for new oil and gas has turned to 
deeper levels and more forbidding environments. 
The effort will require premium-priced equipment 
and services; therefore, the oil services industries 
should continue to enjoy rapid expansion over 
the coming decade as demand for equipment 
expands. 

The oil services industry includes companies 
that build offshore drilling rigs and others that 
interpret well drilling or geophysical survey data. 
Platform orders are running strong in light of' 
recent record offshore lease sales in Alabama 
and Louisiana. Fabricating capacity is being expan-
ded at facilities in Louisiana and Mississippi. The 
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Table 1. Footage Drilled, New Wells by District States (1000 Ft.) 
Percent 
Change 

1973 1974 1975 1976 1977 1978 1979 1980 1973-1980 
Alabama 1,025.9 985.8 1,373.9 1,393.4 1,237.5 1,112.7 1,433.0 1,312.0 27.9 
Florida 678.4 639.4 630.3 272.8 304.6 382.0 395.1 158.0 -76.7 
Louisiana 21,585.9 24,163.6 21,893.8 24,494.9 27,615.7 29,752.9 29,087.8 32,474.0 50.4 
Mississippi 3,181.2 3,572.6 3,586.3 3,764.0 4,676.2 4,329.3 4,728.1 5,404.0 69.9 
Tennessee 166.4 304.2 434.1 411.3 409.2 342.8 343.6 316.0 89.9 
District 26,637.8 29,665.6 27,918.4 30,336.4 34,243.2 35,919.7 35,987.6 39,664.0 48.9 

Source: "Twentieth Century Petroleum Statistics," De Golyer and MacNaughton, 1981. 

long leadtimes for platform delivery that plagued 
the industry in 1974 and 1975 have been reduced. 

Another indication of the industry's bright pros-
pects has been the recent surge in lease sales in 
the region. Louisiana collected over twice the 
lease and royalty payments from state-owned 
properties in 1980 as in 1979. Alabama and 
Louisiana set records in the sale of offshore 
leases. Alabama's Department of Conservation 
and Natural Resources collected $449.2 million 
recently for 13 leases, covering 55,054 acres in 
and around Mobile Bay—the highest yet for a 
Gulf Coast state. 

Louisiana can boast of two unique recent 
developments dealing with the transportation 
and storage of petroleum. One is the LOOP 
(Louisiana Offshore Oil Port). The $700-million 
port south of New Orleans is a joint venture of 
five oil firms. Inland ports are not dredged deep 
enough to accept deep draft tankers—the offshore 
port was designed as a means to take advantage 
of the massive capacity of the large tankers. It will 
handle about 25 percent of all oil imported by 
the U. S., unloading about 330 ships a year. 
Before construction of the LOOP, oil companies 
were required to unload the very large crude 
carriers (VLCCs) outside U. S. territorial waters 
into smaller tankers to reach refineries up the 
Mississippi River. 

With LOOP, the crude will be pumped from 
the V L C C s through 19 miles of undersea pipe to 
a shore facility which will boost the flow another 
28 miles to a 4-million-barrel-capacity underground 
salt dome storage complex. The oil then will be 
pushed into a pipeline called "Capline," a large 
oil pipeline running from St. James, Louisiana, to 
Patoka, Illinois. The LOOP and connecting Capline 
will supply crude oil to more than 25 percent of 
the nation's refineries.1 The New Orleans Cham-
ber of Commerce projects the "Superport" will 
eventually bring 30,000 jobs to south Louisiana, 
both from direct employment and from ancillary 
industry employment and will attract $5.6 billion 
in industrial investment. 

'Chemical Week, May 20, 1981, p.9. 
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MAP 1 

The second unique project is the Strategic 
Petroleum Reserve (SPR). The first phase of the 
SPR program called for the construction of five 
salt dome storage complexes and a marine 
terminal along the Louisiana-Texas Gulf Coast. 
The oil can be sentto the Capline if desired. Over 
$900 million has been spent on the project so 
far. The reserve has a capacity of 750 million 
barrels of oil. The SPR operation is directed from 
a control center in New Orleans. 

Where the Oi l Is 

Production of crude oil in the Southeast slipped 
during the past seven years, thanks mainly to 
declining production in the older producing 
states of Mississippi and Louisiana (see Tables 2 
and 4). Despite this decline, Louisiana still ranks 
first in the Sixth Federal Reserve District, produc-
ing 82 percent of the region's oil. The newer 
fields of Alabama and Florida have shown large 
percentage increases in production, with Florida 
surpassing Mississippi in 1977 to rank as the 
District's second largest producer (see Chart 2). 
Georgia produces no oil as yet and Tennessee 
produces very little (see Map 1). The Southeast 
supplied 18 percent of U. S. crude production in 
1980, down from 26 percent in 1974. The dramatic 
sevenfold increase in Alaskan crude production 
from 1974 to 1980 boosted U. S. output during 
the period, cutting into the Southeast's share of 
national production. 

Despite the region's healthy oil industry, the 
Southeast remains a net importer of petroleum, 

consuming roughly 14 percent of total U.S. 
consumption (foreign and domestic). Only Louis-
iana produces more oil than it uses. Florida, for 
example, produced an amount equal to one-
sixth of the petroleum consumed in the state in 
1979. The important tourism and agricultural 
industries have kept consumption high in the 
region. 

Mississippi and Alabama rank tenth and seven-
teenth respectively in crude oil production in the 
country (see Chart 2). Mississippi ranks third in 
District crude production, following Louisiana 
and Florida. The Black Warrior Basin covering 
Mississippi and Alabama has yielded nearly 50 
new-field wildcat wells (wells drilled in an area of 
no previous production) since 1976. Since the 
Basin has still not been fully explored, the proba-
bility of new oil and gas discoveries is high. Over 
50 oil fields are actively producing oil in the 
lower Mississippi area. During the 50s and 60s, 
exploration peaked, and drilling has slowed since 
then. Recent discoveries are not as long-lived as 
earlier finds. The average production span is now 
seven years and a few have ceased production 
after only one year.2 

Tennessee is the new "hot spot" for oil exploration 
in the Appalachian area. More wildcat wells were 
drilled in Tennessee in 1978 than in Ohio, 
Pennsylvania, and West Virginia combined. Oil 
and gas production in Appalachia is small, but 
growing. Wells there are shallow, 5,000 or so feet 
deep compared to Oklahoma's 15,000 feet or 

2Oil and Gas Journal, June 2, 1980, p. 163. 
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Table 2. Crude Oil Production by District States 
(Thousands of Barrels) 

Percent 
Change 

1974 1975 1976 1977 1978 1979 1980 1974-1980 
Alabama 13,323 13,477 14,706 18,252 19,829 19,178 21,911 64.4 
Florida 36,351 41,877 44,460 46,641 47,536 47,170 42,846 17.9 
Louisiana 737,324 650,840 606,501 562,905 532,740 494,462 466,964 -36.7 
Mississippi 50,779 46,614 46,072 43,022 42,024 38,286 36,533 -28.1 
Tennessee 769 682 598 820 593 552 742 - 3.5 
District 838,546 753,490 712,337 671,640 642,722 599,648 568,996 -32.1 
U.S. 3,202,585 3,056,779 2,976,180 3,009,265 3,178,216 3,114,553 3,146,519 - 1.8 

Source: "Basic Petroleum Data Book," Volume 1, Number 1, American Petroleum Institute. 

more. Drilling costs, ranging from $50,00 to 
$100,000, are much less expensive than in most 
other areas in the country. Although the first oil 
was found in Tennessee in 1866, rough terrain 
and isolated drilling areas held down exploratory 
drilling in the area until recently. The shallowness 
of the wells cut down on typical high investment 
costs, opening the way for the less well capitalized 
wildcatters. Tennessee has more unexplored 
acreage than any other Appalachian state. Most 
of the drilling is occurring in an area known as the 
Eastern Overthrust Belt, a 900-mile-long, 40- to 
100-mile wide strip through the Appalachian 
Basin and extending into Alabama and Georgia(see 
Map 2).3 

Although Georgia produces no oil as yet, oil 
and gas exploration is at its highest level ever. A 
number of companies have been conducting 
preliminary surveys, buying leases, and drilling 
test wells. Most of the activity is in northwest 
Georgia in the Eastern Overthrust Belt. Although 
oil companies have drilled more than 130 explor-
atory wells in Georgia as well as a number off the 
coast in the Atlantic Ocean, profitable quantities 
of oil or gas have not been found so far. The state 
offers a $250,000 prize for finding Georgia's first 
producing oil well. 

The oil explorers also have reason to be interest-
ed in south Georgia. New geologic information 
reveals that the earth's continents may have 
shifted their positions drastically over several 
million years, with portions of northern Africa 

breaking off from what is now south Georgia. 
Rock samples taken underground in south Geor-
gia appear to have an affinity with the rocks 
found in oil-rich north Africa.4 

Florida is considered a wildcat region by oil 
companies. Exploratory drilling is very risky in 
Florida, and there are environmental restraints. 
In the 1970s, several oil companies spent millions 
of dollars bidding on offshore oil leases to drill 
near Panama City and Fort Walton Beach, but no 
oil was found. The Jay oil field in the Florida 
Panhandle accounts for about 87 percent of 
Florida's oil production. The Jay field was discov-

"Atlanta Constitution, March 11, 1980 , p. 1 2 A 
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ered in 1970 and peaked nine years later, but is 
expected to yield petroleum beyond the end of 
the century. Exxon Company U.S.A. plans to 
spend about $80 million on an enhanced recovery 
project in The jay-Little Escambia Creek field. 
The project calls for injecting water and nitrogen 
into wells and is the largest enhanced recovery 
project of its kind.5 

Louisiana is the nation's third largest petroleum-
producing state, supplying 15.9 percent of the 
country's crude oil in 1979. The Mississippi and 
its tributary rivers give Louisiana the most miles 
of navigable waterways of any state in the country, 
an important consideration for the petrochemi-
cals industry. Most of the petrochemical industry 
is located on the Louisiana-Texas Gulf Coast. A 
1979 survey showed 20 refineries and 42 chemi-
cal plants recently completed, under construction, 
or proposed in that area. 

Offshore activity continues strong. In the last 
quarter of a century, approximately 14,000 wells 
have been drilled off the Louisiana coast. From 
1954 through 1979, waters off the Louisiana 
coast yielded 69.7 percent of all the offshore oil 
produced in the United States. The likelihood of 
a large increase in oil production is not good, but 
gas production is advancing strongly due to the 
lucrative deep Tuscaloosa Gas Trend. The gas-
bearing belt is known to stretch 200 miles across 
Louisiana and is one of the hottest U.S. drilling 
areas today. 

sFlorida Trend, May 1980, p.32. 
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Table 3. State and Local Severance and 
Production Taxes Paid in 1980 

Alabama 
Florida 
Louisiana 
Mississippi 
Tennessee 
District Total 

(Thous. of Dollars) 

30,019 
74,698 

513,151 
69,011 

378 
687,257 

Source: State Department of Revenue and Taxation 

Natural Gas 

The region's richest natural gas area is the 
Tuscaloosa Trend. Although the Trend was first 
identified geologically in Alabama, its major por-
tion is located in Louisiana. The success ratio is 
unusually high there, with more than one produc-
ing gas well for every three wildcats drilled. The 
Trend, which lies in the feeding area of the big 
pipelines to eastern markets, is an energy frontier 
because of its depth. While nearly all the oil and 
gas wells in the U. S. are at depths of 5,000 feet or 
less, the Tuscaloosa is a repository of natural gas 
at 16,000 to 20,000 feet or more.6 

E c o n o m i c Benefits 
from Oi l and Gas 

Clearly, an important indicator of the South-
east's petroleum industry's value is the state and 
local severance taxes paid by companies for the 
privilege of removing the resource. States in the 
Sixth Federal Reserve District received approxi-
mately $687 million in taxes from this source in 
1980, nearly 17 percent of the U.S. total for 
these taxes. Most of these funds are used for 
education and for expenses of operating local 
governments. Table 3 compares the tax receipts 
of the various states, illustrating how the Louisiana 
economy (primarily the southern portion) is 
bolstered by the petroleum industry. Duringthe 
decade of the 1970s, this tax produced more 
than $3.8 billion for Louisiana. The state abolished 
its property tax eight years ago and in 1980 gave 
its residents an across-the-board 36 percent cut 
in state income taxes—both cases permitted by 
oil nd gas revenues.7 

Source: Twentieth Century Petroleum Statistics, DeGolyerand MacNaughton. 

«Forbes, April 30, 1979, p.66. 
'Louisiana Oil and Gas Facts, 18th Edition, p. 1. 
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Table 4. Extent and Economic Value of Industry 
Ala. Fla. La. Miss. Tenn. U.S. 

First recorded production 
of crude oil (year) 1944 1943 1902 1889 1860 1859 

Percent of total land 
area productive or 
leased (as of 1/1/81) 27.6 8.7 55.5 26.3 24.6 21.2 

Year of highest production 
of crude oil 1980 1978 1971 1970 1977 1970 

Number of producing crude 
oil wells (as of 1/1/81) 669 120 26,014 2,631 441 543,510 

Source: "The Oil-Producing Industry in Your State," Independent Petroleum Association of America, 1981. 

Significant economic impact is also generated 
by lease and royalty income to landowners in the 
District. It would be difficult to determine lease 
income for the District as a whole because, like 
real estate, "acreage" is a matter of location. In 
active areas such as Louisiana's Tuscaloosa Gas 
Trend, leases can cost as much a $700 an acre, 
while in areas with less proven resources, such as 
northwest Georgia, drilling rights are going for $ 1 
to $10 peracre. Drilling rights are obtained either 
by lease auctions by the states or federal govern-
ment or by private transactions with the companies 
or individuals owning the land. 

As might be expected, the major oil companies 
have the heftiest amounts of undeveloped lands 
or leaseholds. However, small exploration com-
panies—whose knowledge of where to lease 
lands exceeds their supply of capital for drilling— 
also have important acreage holdings. In 1980, 
28 percent of the land area of the Sixth District 
was under lease or producing oil or gas (see 
Table 4 and Map 1). 

Most leases have three- to five-year terms, 
with an option to renew if oil or gas is found. 
When and if production begins, a lease usually 
calls for a royalty payment to the landowner from 
one-eighth to one-sixth of the value of production. 
We can roughly approximate royalty payments 
in the District by multiplying the value at the well 
of crude oil produced by each state by the 
minimum royalty percentage. Using this method, 
royalty income to southeastern landowners sur-
passed $1 billion in 1979. 

Because the oil industry is highly mechanized, 
it uses vast sums of capital and generates a 
widespread economic impact. Nevertheless, it 
directly provides relatively few jobs. Only 5.5 
percent of Louisiana's nonfarm workers were 
employed directly in oil production in May of 
1981; yet, petroleum payrolls from all sources 
totaled over $1.5 billion in the Pelican State in 
1980.8 

Employment in Louisiana and Mississippi was 
up sharply between the beginning of the Arab oil 
embargo in November of 1973 and May 1981. 
These two states supply nearly 90 percent of all 
petroleum produced in the District and have 97 
percent of the producing oil wells. Louisiana oil 
and natural gas employment grew to 88,900 in 
May 1981, up81 percentfrom November 1973. 
Mississippi oil and gas employment stood at 
10,000 in May 1981, a 141 percent increase 
from November 1973. Although petroleum pro-
duction requires the largest share of employ-
ment and is concentrated in Louisiana, employ-
ment in petroleum retailing is close behind and, 

8Separate employment data for the oil and natural gas industries are not 
available under the 1972 Standard Industrial Classification coding system; 
however, since crude oil and natural gas often come from the same wel l only 
to separated at the wellhead, the figures are valuable for this study of 
petroleum. The crude petroleum and natural gas industry includes establish-
ments primarily engaged in operat ing oil and gas field properties. Such 
activities include exploration for crude petroleum and natural gas, drilling, 
complet ing and equipping wells, operation of separators, emulsion breakers, 
desilt ing equipment, and all other activities incident to making oil and gas 
marketable. 
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as would be expected, is spread more evenly 
throughout the region. 

Petroleum production workers are relatively 
few compared to emplyees in other southern 
industries, but they exert a disproportionate 
influence on a state's economy by pulling in 
quite high wages. According to the latest industry 
wage survey by the Bureau of Labor Statistics, in 
1977 the average hourly earnings of a Louisiana 
petroleum driller was $7.66. Hourly earnings for 
workers in the food and kindred products sector 
averaged $4.74forthe same period, and apparel 
and textile product workers only received $3.77 
per hour. 

Conclusion 

After several years of decline, the Southeast's 
petroleum industry is showing new life. Drilling is 
booming, orders for platforms are running strong, 
and lease sales are up. In addition, the new 
LOOP pipeline system and the strategic petroleum 
reserve are stimulating business in the industry. 
The impact of the revival should be felt not only 
in the major petroleum-producing areas but also 
throughout the region. 

—David M. Avery 
and Gene D. Sullivan 
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