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Federal Regulations and Federal Ownership

Limit Oil Production Potential
Nicolas D. Loris

roduction of crude oil in the United States is up

to 8.36 million barrels per day—the highest since
January 1988.' The increased supply of oil has wide-
spread economic benefits, but a new Congressional
Research Service report shows that when the num-
bers are broken down by ownership it becomes clear
that the situation could be even better. Although oil
production overall has almost doubled in less than
six years, production continues to fall on federally
owned land areas.?

A more streamlined and efficient environmen-
tal review and permitting process would be wel-
come, but the best solution would be for Congress to
devolve energy production decisions regarding fed-
eral lands to the states.

Offshore Drilling Discouraged

After oil production reached a peak in barrels
produced offshore per day in 2010, the Deepwater
Horizon oil spill resulted in a blanket moratorium
on all new offshore projects and the cancellations
of several existing leases. There may no longer be a
literal ban on offshore drilling, but government poli-
cies still in effect have the same consequences.

This paper, in its entirety, can be found at
http://report.heritage.org/ib4212
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It can take anywhere from five to 10 years for a com-
pany to move from approval to production, with no
guarantee that the permit obtained will lead to success-
ful crude oil production. Much of this is due to copious
amounts of regulation and red tape.? The time and labor
needed to see this process through dwarfs the amount
of time it takes other businesses to expand and grow
in almost any other industry. On top of the inefficient
and onerous regulatory process, the oil industry has
access to just 15 percent of available offshore areas.*

Inaccessibility and unnecessary regulations
inhibit economic growth in various parts of the coun-
try off the Atlantic, Pacific, and Gulf coasts. A study
recently published by the American Petroleum Insti-
tute and the National Ocean Industries Association
shows that opening up offshore areas for drilling in
the Atlantic Outer Continental Shelf—just one region
where offshore drilling is possible but not permitted—
would create 280,000 jobs in that region alone.®

Drilling on Federal Lands
Faces Bureaucratic Hurdles

In addition to a continued decline in offshore drill-
ing, onshore drilling on federal land has increased at
only a fraction of the rate as on non-federal lands.
Almost all of the benefits from fracking thus far have
occurred on non-federal land.

While production on state and private lands has
grown by almost 65 percent in the past seven years,
production on federal lands has increased by about
27 percent, less than half the rate.’ In total, federal
lands now account for only 5 percent of oil produc-
tion.” Daily federal onshore oil production is equal to
about one-third of what is produced every day at the
Bakken formation alone.?
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Part of the discrepancy is that many of the big
oil shale reserves lie on non-federal lands; however,
a major reason that production on federal land has
lagged behind is not a matter of economic viability
or location but rather inefficiencies on the part of the
federal government.

As with offshore drilling, long processes result-
ing from government inefficiencies create an unnec-
essary burden on industry. In some cases, waiting
for a federal permit can take 10 times longer than it
does at the state level. In 2013, the average wait for
the federal government to approve a request was 194
days,’ compared to 27 days in North Dakota, 11 days
in Texas, and 45 in Pennsylvania.'®

Federal ownership disincentivizes production on
non-federallandslocated adjacent to or interspersed
with federal lands. Since production on federal lands
is much more difficult, drilling may make economic
sense only if a company has access to both the fed-
eral land and the non-federal land.

Open Access and
Grant States Control

Excessive regulations and bureaucratic ineffi-
ciencies have stymied oil production and prevented
the full effects of the energy boom. Opening up the
rest of the Outer Continental Shelf to exploration
and oil production would allow this to occur.

As the experience with federal lands that are
technically open to exploration and drilling has
indicated, having access is only one of the changes
that must be made. Another step the federal govern-
ment needs to take to allow for growth is to reduce
time-consuming and costly regulations by stream-
lining the process. The efficiency that has been dem-
onstrated at the state level shows that itis possible to
quickly process a high volume of requests.

In fact, one of the primary reasons shale oil and
shale gas production has been so successful both
economically and environmentally is state manage-
ment. State regulators and private land owners have
decentralized knowledge and the proper incentives
to promote economic growth while protecting their
environment. They are the ones who have the most
to gain when the management of natural resources
and economic activity is handled properly, and they-
also have the most to lose if those are mismanaged.

The federal government owns nearly one-third of
U.S. territory. Congress should consider privatizing
some of that land, but in the meantime, transferring
the management of federal lands to state regulators
would encourage energy resource development on
the federal estate while maintaining strong environ-
mental protections. The Federal Land Freedom Act
of 2013 (S. 1233 and H.R. 2511), introduced by Sena-
tor James Inhofe (R-OK) and Representative Diane

1. Mark Shenk, “Shale Boom Sends U.S. Crude Supply to Highest Since 1930s,” Bloomberg, April 23, 2014,
http://www.bloomberg.com/news/2014-04-23/u-s-crude-supply-climbs-to-highest-level-since-1931.html (accessed April 30, 2014).

2. Marc Humpbhries, “U.S. Crude QOil and Natural Gas Production in Federal and Non-Federal Areas,” Congressional Research Service Report for
Congress, April 10, 2014, http://energycommerce.house.gov/sites/republicans.energycommerce.house.gov/files/20140410CRS-US-crude-oil-
natural-gas-production-federal-non-federal-areas.pdf (accessed April 28, 2014).

3. American Petroleum Institute, “Offshore Leasing, Exploration, and Development Process,” 2013,
http://www.api.org/~/media/Files/Qil-and-Natural-Gas/Exploration/Offshore/Offshore-Process-Feb-2013.pdf (accessed April 28, 2014).

4. American Petroleum Institute and National Ocean Industries Association, “The Economic Benefits of Increasing U.S. Access to Offshore Qil

and Natural Gas Resources in the Atlantic,” December 2013,

http://www.noia.org/wp-content/uploads/2013/12/The-Economic-Benefits-of-Increasing-US-Access-to-Offshore-Oil-and-Natura....pdf

(accessed April 28, 2014).
Ibid.

6. Humphries, “U.S. Crude Oil and Natural Gas Production in Federal and Non-Federal Areas.”

7. U.S. Department of the Interior, Bureau of Land Management, “Oil and Gas,” April 16, 2014,
http://www.blm.gov/wo/st/en/prog/energy/oil_and_gas.html (accessed April 28, 2014).

8. U.S. Department of Energy, Energy Information Administration, “Petroleum and Other Liquids: Drilling Productivity Report,” April 14, 2014,
http:/www.eia.gov/petroleum/drilling/#tabs-summary-2 (accessed April 30, 2014).

9. U.S. Department of the Interior, Bureau of Land Management, “Average Application for Permit to Drill (APD) Approval Timeframes: FY2005-
FY2013," March 19, 2014, http://www.blm.gov/wo/st/en/prog/energy/oil_and_gas/statistics/apd_chart.html (accessed April 28, 2014).

10. Nidaa Bakhsh, “Shale Gas Halted in U.K. by Six-Month Permit Wait: Energy,” Bloomberg, February 20, 2014,
http://www.bloomberg.com/news/2014-02-20/drill-permits-26-times-slower-than-texas-halt-u-k-shale.html (accessed April 28, 2014).



http://www.bloomberg.com/news/2014-04-23/u-s-crude-supply-climbs-to-highest-level-since-1931.html
http://energycommerce.house.gov/sites/republicans.energycommerce.house.gov/files/20140410CRS-US-crude-oil-natural-gas-production-federal-non-federal-areas.pdf
http://energycommerce.house.gov/sites/republicans.energycommerce.house.gov/files/20140410CRS-US-crude-oil-natural-gas-production-federal-non-federal-areas.pdf
http://www.api.org/~/media/Files/Oil-and-Natural-Gas/Exploration/Offshore/Offshore-Process-Feb-2013.pdf
http://www.noia.org/wp-content/uploads/2013/12/The-Economic-Benefits-of-Increasing-US-Access-to-Offshore-Oil-and-Natura....pdf
http://www.blm.gov/wo/st/en/prog/energy/oil_and_gas.html
http://www.blm.gov/wo/st/en/prog/energy/oil_and_gas/statistics/apd_chart.html
http://www.bloomberg.com/news/2014-02-20/drill-permits-26-times-slower-than-texas-halt-u-k-shale.html

ISSUE BRIEF | NO. 4212
MAY 07,2014

CHART1

Oil Production in Federal Areas Lags
While Overall Production Jumps

CRUDE OIL PRODUCTION, IN MILLIONS
OF BARRELS PER DAY, BY AREA
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http://energycommerce.house.gov/sites/republicans.
energycommerce.house.gov/files/20140410CRSUS-crude-oil-
natural-gas-production-federal-nonfederal-areas.pdf (accessed
April 30, 2014).

IB4212 W heritage.org

Black (R-TN), would do just that by allocating more
authority to the states to control their energy future."

Increasing Energy Opportunities

Due to a lack of access and excessive federal reg-
ulation, the full effects and potential of America’s
energy boom have yet to be felt. Streamlining and
simplifying the approval process by devolving deci-

CHART 2

Federal Oil Production Not Keeping
Pace with Non-Federal Areas
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sions to the states, along with opening up more
regions for development, would allow the U.S. to
harness its full energy potential.

—Nicolas D. Loris is Herbert and Joyce Morgan
Fellow in the Thomas A. Roe Institute for Economic
Policy Studies at The Heritage Foundation. Mallory
Carr, a member of Heritage’s Young Leaders Program,
contributed substantially to this report.

1. The Federal Land Freedom Act would allow states to develop energy resources on federal land that is not part of Indian territory, the National
Park System, the National Wildlife Refuge System, or a congressionally designated area. The legislation would allow states to develop
programs that satisfy all applicable federal laws required to produce energy on federal lands.




