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A SOCIOECONOMIC AND ENVIRONMENTAL ISSUES ANALYSIS OF
OIL AND GAS ACTIVITY IN THE OUTER CONTINENTAL SHELF OF THE
WESTERN GULF OF MEXICO

1. Introduction

This study focuses on the social, economic, and environmental issues related to the oil and gas
industry which are salient to members of communities in five selected counties located on or near
the coast of the Gulf of Mexico in southeast Texas. The primary goal of this project is to identify
the issues and concerns of stakeholder groups in the coastal region, as well as to understand the
relationships among various issues and groups. Ultimately, this information should facilitate
communication between these stakeholder groups and those who make policy decisions that
affect their communities.

2. Background Information and Recent Developments

The Texas coastal region has been heavily invested in the oil and gas industry since 1901, when a
well in the Spindletop oil field in Jefferson County “blew” in a gusher. This discovery of mass
quantities of oil in southeast Texas quickly resulted in Texas becoming the center of the nation’s
oil industry. It also was the catalyst for unprecedented industrial development in the state as the
region became a major refining area. The oil industry flourished through World War II and
experienced a major “boom” in the early 1970s, as a result of increased demand, price
deregulation, and the oil embargo by Arab countries. As oil prices continued to rise throughout
the 70s, money continued to pour into south Texas and many communities along the coast
became increasingly dependent on the industry. As the supply and price of oil increased, demand
for petroleum products decreased, ultimately resulting in an oil glut and the beginning of a “bust”
cycle in the early 1980s. In a very short time, the price of a barrel of oil plunged to $11, down
from a previous high of around $40. By the mid-80s, the decline of the industry had caused a
major recession in south Texas, causing widespread unemployment, and the collapse of social
and economic infrastructures throughout the region.

By the time this study was initiated, recovery was well underway in most of the coastal
communities that had been hardest hit by the mid-1980s bust. In some places, recovery has been
achieved through efforts to diversify economically (e.g., Houston and Corpus Christi), while
other communities have mostly abandoned their prior direct investment in the oil and gas
industry and have turned to other sources of economic development, such as tourism (e.g.,
Rockport, Port Aransas, and Galveston). Still other communities have diversified to a limited
extent, but remain heavily dependent on the industry, and are primarily “riding out the hard
times,” waiting for the fortunes of the industry to turn (Texas City, Beaumont, and Port Arthur).

All of these communities, however, are, to varying degrees, experiencing some economic
improvement in the latter half of the 1990s, as compared to the mid- and late-80s. This helps to
explain the general optimism evident in discussions with many of the informants. In general,



communities on the Texas coast have been intertwined so deeply and for so long with the oil and
gas industry that there is little question of its continued presence and socioeconomic influence.
One frequently expressed attitude is that while the industry will probably never produce the
fortunes that it did in the 1970s and early 80s, it is here to stay and so the best approach is to “get
what you can, when you can” from it. While oil and gas reserves in Texas are in no way
depleted, the state is now a net importer of oil. The refining sector has become increasingly more
dependent upon foreign oil, in part because several major oil companies have moved their
operations overseas in response to the increasing globalization of the industry.

Recent technological developments in the area of offshore drilling techniques, however, have
created a potential for increased extraction activity in the Gulf of Mexico. Three major
discoveries have made the Outer Continental Shelf (OCS) once again an attractive site for
investment of oil companies’ domestic exploration budgets. First, geologists using 3-D seismic
technology have discovered that many mature oil fields on the OCS contain smaller reservoirs
that had been previously overlooked. This allows for increased production at established sites.
Second, in 1993 Phillips Petroleum became the first company to successfully exploit a sub-salt
oil field. Although drilling through layers of salt is expensive and technically difficult at times,
the reserves that can be exploited in this way are potentially very productive and profitable;
Phillips has announced that they expect to get 100 million barrels from their first sub-salt field.
The third development fueling offshore extraction activities is the ability of companies to drill in
increasingly deeper waters. In 1994, Shell Oil Company began successfully pumping oil from an
offshore platform in the Gulf of Mexico in 2,860 feet of water, 137 miles from shore. In the past,
drilling platforms on the OCS have typically been anchored on fixed legs in relatively shallow
waters, but the production of huge floating platforms (anchored with mooring cables) and the use
of more sophisticated exploration techniques has made deep-water drilling possible for the first
time.

In general, the minor “boom” that may result from these developments is very different from the
oil boom of the late 70s and early 80s. The oil companies involved are much more cautious and,
in many cases, have funded their research by downsizing general operations and reducing their
overall number of employees. Oil company supply companies and support industries are more
likely to provide jobs and additional money to local communities, but the scope of this
development is in no way comparable to the economic contribution of the industry to the area
two decades ago. Still, these recent small surges in activity may have affected the data collected
for this report. A few of the communities represented in this study have begun to experience
some positive results of this increased drilling activity, while others are cautiously optimistic in
response to it. No one we talked to thought that the level of oil and gas activity would ever equal
that of the 1970s and 80s, but most respondents were pleased with the prospect of any renewed
activity in the region.

Oil-related activities in the Gulf of Mexico have had the greatest impact on the state economies
and social infrastructures of communities in Louisiana and Texas. While both states have felt the
results of the volatility of the o1l and gas industry in recent decades, there are some significant
differences in regional experience that should be noted. In general, Louisiana has historically
been most heavily invested in offshore drilling and in providing support services for these



activities. In contrast, Texas has had a more extensive involvement in onshore activities such as
the refining and processing of crude oil. Texas has also attracted the corporate offices and
benefited from the associated upper-management jobs of several large oil companies (especially
in Houston), while most of the oil-related employment opportunities in Louisiana have been in
lower level positions. While there are hundreds of gas and oil wells off the Texas coast, the state
1s still far less dependent on local drilling activity than is Louisiana. In fact, some Texas
refineries deal almost exclusively with imported raw materials. This magnifies the importance of
ports along the Texas coast, and creates a different situation for Texas coastal communities trying
to respond to the fluctuations of the industry as a whole. In general, while both Texas and
Loutsiana have felt the pains of the 1980s oil bust, involvement in both upstream and
downstream activities may have given Texas a slight edge in dealing with its consequences.

The strong presence of the o1l and gas industry on the Texas coast (and the dependency of local
communities upon its ongoing success) was never disputed by the respondents 1in this study. Not
even the most radical environmental activists that we talked to suggested that the o1l industry
should “go away” — the direct and indirect dependency of the region on the industry is simply a
fact of life. What the communities that live within the context of this dependency want is the
freedom to benefit economically from this situation, and at the same time, some assurance that
the environment is being protected as much as possible.

3. Methodology

The subject matter and primary questions to be considered in this study led to the adoption of a
qualitative approach. Our general focus was on the subjective perceptions of individual
informants about a number of issues and their perspectives about various aspects of the
relationship between the oil and gas industry and Texas coastal communities. An open-ended
discussion format allowed for elaboration on issues that were salient to individuals in different
areas and with a variety of ties to the industry. It also facilitated the introduction and discussion
of unanticipated areas of importance to the respondents. This approach is not appropriate for
generalizing to the larger population, so random sampling techniques were not used. Instead, the
focus was on ensuring variation in the characteristics of specific informants. This was
accomplished by selecting respondents from different sectors of the community and from
different geographical locations throughout the coastal region.

3.1. Sampling

The primary unit of analysis used in this study was the Texas coastal region. This broad area was
divided into existing counties, which provided the primary sampling units. Demographic profiles
of all of the counties in the region were assembled, based on data from various federal, state, and
local sources. After reviewing the information gathered at this early stage, five counties were
pro-actively chosen for inclusion in this study, based on their specific experience and varied
levels of involvement with the oil and gas industry. These were Aransas, Galveston, Harris,
Jefferson, and Nueces counties.



Regional criteria were used to ensure variation and representative opinions among the
informants. For instance, some counties were chosen for inclusion because of their focus on
coastal tourism and recreation, others for their investment in downstream industry activities such
as refining and petrochemical manufacturing, and still others for their involvement in both
downstream and exploration and drilling activities. There was also a mix in terms of the size of
the communities located within these county boundaries. Major urban areas (e.g., Houston and
Corpus Christi) were targeted, as well as smaller cities and towns (e.g., Beaumont, Port Arthur,
Galveston, Texas City, Rockport, and Port Aransas). Aransas County is largely rural, with most
of its population located in the Rockport/Fulton area. The population of potential informants was
made up of individuals residing in each of these counties.

To ensure a variety of opinions and experiences among participants, we originally targeted
community leaders in three primary sectors: business, government (state, county and city levels),
and environmental organizations. Because of the inherent limitations of utilizing discussion
data, we focused on local leaders in each of the five counties, rather than on the general
population. It was assumed that community leaders would be the most knowledgeable about
local issues related to the oil and gas industry, and that they could provide us with information
about the general attitudes of the residents in their area. The business, government, and
environmental sectors provided convenient categories for use in grouping respondents, but they
were not mutually exclusive. In many cases, informants represented the opinions of individuals
in more than one of the three primary sectors. For example, a city council member also owned a
local business, a businessperson was also elected to the local school board, or a representative
from an environmental organization worked for the oil and gas industry. Indeed, one finding of
this study is that it is erroneous to assume that varying interest groups in this region exist
independently of one another. For analytical purposes, in cases where individual respondents
could be characterized as representing more than one sector, they were identified as being in the
category which best described either their primary involvement or the official position they filled
which led to our initial contact with them.

After establishing the three sectors upon which to focus, we began to look for specific
individuals to contact within each of these groups. To assist in this effort, we contacted several
people whom we assumed were knowledgeable about the issues in each of the targeted areas and
requested background information as well as referrals of people to contact for more lengthy
interviews. At this stage, we made efforts to contact Texas state senators whose districts were
located in the targeted geographical regions and individuals from local newspaper staff in each
community. Telephone interviews were conducted with two state senators and media
representatives from seven different communities.

These initial interviews provided us with enough information to begin the process of contacting
primary informants for face-to-face interviews. Because this approach was so effective, we
utilized a snowball sampling technique for the remainder of the data collection process.
Referrals from previous interviews were augmented with the names of some specific targeted
contacts in each community (e.g., members of local Chambers of Commerce, city council
members, county commissioners, and members of specific environmental organizations, such as
local chapters of the Sierra Club, the Audubon Society, and other environmental groups).



One observation during this stage of the sampling process that altered our perspective about
potential respondents should be noted. Contrary to our expectations, there were no clearly
organized, definable “stakeholder groups” in the targeted communities. The influence of the
industry in this area is so pervasive that the entire community is strongly affected by industry
developments. So many people have direct dealings with the industry through their employment,
their physical location in the community, or their business and social interests that to separate out
specific “stakeholders” seemed too limiting. We therefore broadened our definition of the pool
of prospective informants to include additional categories of people within the targeted
communities.

We did not target oil and gas industry representatives at this point, because we planned to include
them in focus group discussions to be conducted at a later point in the data gathering stage. The
initial interviewing strategy was to conduct approximately 15 face-to-face discussions with
individual informants, and then to proceed to a second phase, which included recruiting various
individuals with different interests (including the perspective of the industry) to participate in
focus groups. We abandoned this strategy for two primary reasons after conducting several face-
to-face interviews. First, the interviews were very productive, providing us with very useful and
candid information in all of our targeted topical areas. Informants continued to provide
additional referrals, and it seemed reasonable to continue gathering information from these
individual sources. Second, the people that we were interviewing frequently had direct ties to oil
and gas, and were therefore providing us with information from the perspective of the industry.
For instance, several of the government officials we interviewed were retired from the industry,
and informants from other sectors were currently employed by oil and gas companies. We
therefore made the decision to increase the number of face-to-face discussions conducted instead
of moving on to gather focus group data. (Refer to Appendix A for a chart containing
information about all respondents’ county locations and sectors).

3.2. Discussions

Dr. Nancy Bell, a member of the research staff for the project, conducted all the discussions. A
first round of telephone discussions were completed and a list of targeted referrals established.
Afterward, a local research service organization — Tammadge Market Research, Inc. — was hired
to make initial contact with potential respondents and schedule meetings if they were interested
in participating in the study (the vast majority of people contacted were willing to provide us
with the information requested). Dr. Bell coordinated with staff members from Tammadge, and
made several trips to the Texas coastal region to conduct the discussions from March through
May of 1997.

A total of 39 semi-structured discussions were conducted over this time period. All informants
were assured of anonymity, and advised that the information they provided would remain
confidential. To ensure some uniformity of topics covered, a discussion guide with specific
questions was created (refer to Appendix B for a list of questions used). The general approach
was to begin with broad questions, which focused on a particular topic, and then to probe for
further information in these areas by using verbal prompts. This strategy worked well, since it



allowed informants to elaborate in areas where they had special expertise or interest, and at the
same time, kept the interview process somewhat structured. These interviews ranged from 25
minutes to 2 hours in length, with most lasting approximately 45 minutes to an hour.

Since we were utilizing a snowball sampling strategy, we did not establish a specific number of
discussions to be conducted. New referrals were scheduled for meetings throughout the process,
and data gathering continued until it became clear that we had a sufficient amount of information
to continue on the next phase of the project. Our judgment that enough data had been gathered
was based on two factors. First, and most important, we had a convergence of information — the
majority of perspectives and information being provided by respondents had already been
obtained in previous discussions. Second, these meetings were producing fewer new referrals.
Many of the individuals that respondents suggested we contact had already been mentioned in
prior interview encounters and most had been contacted. All of the face-to-face discussions were
audio taped and these tapes were duplicated for security purposes. They were then transcribed by
a professional transcribing service and delivered in both hard copy and diskette formats.

In the analysis stage, a content analysis of the recordings was conducted to identify emerging
themes. The data were organized around specific topical areas, and comparisons of the
perspectives of respondents from different counties, cities, and sectors were made. Verbatim
quotes were then lifted from the individual transcripts for use in reporting the project findings.

4. Discussion of Key Findings

The discussion questions developed for face-to-face discussions can be divided into five general
topical categonies:

e the degree of dependency of the various communities on the oil and gas industry

e the perceived benefits received from communities’ close involvement with or proximity
to oil and gas activities

e local concerns about the strong presence of the industry along the Texas Gulf Coast
the public’s general perception of the industry, including the quality of communication
between the community and industry officials

e the appropriate role for the federal government to play in dealing with local oil and gas
issues

The following discussion of key findings is organized around these subject areas. We have made
it a priority to provide numerous verbatim quotations from respondents to substantiate our
conclusions in this presentation of key findings. The source of specific quotations is provided at
the end of the text of the quote. The social sector group of the respondent (B = Business Sector,
E = Environmental Sector, G = Government Sector, M = Media Sector) is followed by the name
of the county in which the respondent was located.



4.1. Community Dependency on the Industry

In a global sense, all of the communities located along the Gulf Coast in Texas — indeed
throughout the entire state — are dependent upon the oil and gas industry to a certain degree. As
one respondent put it: “Oil is everywhere, and oil is King in Texas.” While all of the
communities included in this study continue to deal with local problems caused by the industry’s
bust cycle in the early 1980’s, social and economic recovery in some areas is further along than
in others.

When asked about the current degree of dependence of their communities on the oil and gas
industry, most respondents drew comparisons between their situation now and what they
experienced in the 1970s and 80s. It would be difficult to overstate both the positive impact of
the industry on this region and the hardship that resulted from the fall of oil prices in the “bust”
of the early 1980s:

It [the early 1980s] was a disaster. A lot of people were broke... restaurants and
stores closed down. Real estate dropped 50% — it still hasn’t recovered at all. The
economy got to where it’s very strong now, primarily because there’s more
discretionary money in other communities that build here and retire here and own
a second home here. But...all of the South Texas economy is driven by two
things: agriculture and oil. (G — Aransas)

When you’ve got the largest complex in the country, and the city is, say, 40,000 or
41,000 population, I don’t know how many people are employed by the
petrochemical industry, but I would say that probably, just off the top of my head,
just a rough guess, 5,000. And if you count their families, you’re talking about 15
or 20,000 people — half the population is dependent directly. And the other{s]
dependent on them for grocery stores and restaurants. I’d say 90% of the people
in Texas City are dependent upon petrochemical. (G — Galveston)

Texas City would be a ghost town without the oil and gas industry. (B —
Galveston)

We grew up largely as an industrial base for the industry...It really put Houston on
the map.... That’s what led, though, to the dependence — not only was it the
manufacturing sector, it was all of these other sectors that were very much
dependent on the oil and gas industry, and as a result of that we lost over 220,000
jobs during the depth of the recession. So our dependency on the energy sector
has diminished considerably. However, it is still the most dominant and most
prominent industry sector in this region — still very much a major player in
Houston. (B — Harris)

Our tax base has finally reached what it was in 1985. We reached it.... It took
twelve years to get back — twelve years. (G — Harris)



This area is very dependent on it. Has been for years and years and years. We’re
tied to it. And the problem with that is, any change that hurts that industry hurts
us, from an economic standpoint.... Any variable that would affect a company
would affect us.... And because so much of our economy is predicated upon the
petrochemical industry, it could be drastic. Which is, in my mind, the obvious
reason that we need to diversify. (B — Jefferson)

The reason Pt. Arthur is in existence... is the oil and gas industry.... Spindletop
came in and Texas Oil Company and Gulf Oil were formed in Pt. Arthur.... So
our dependence has been throughout this century basically on oil. Up until the
70’s, I guess, one of the slogans in town was ‘The City That Oils the World,’
because about 10% of the refining capacity in the world was situated right here
south of town. (G — Jefferson)

I don’t think we’re nearly as dependent on the oil and gas business as we once
were. I think people realized we had a lot of eggs in one basket. I think we
learned a lesson. That doesn’t mean if we took another real big downturn that we
wouldn’t be hurt, but I don’t think we’d be hurt nearly as bad as the time before
because people have long memories. They’re not going out and borrowing
money. They’re not going out and spending frivolously. We learned a lesson, but
at the same time, we’d still welcome any increase in the oil and gas. (G — Nueces)

[In 1986], many, many people in Corpus Christi found that they were in the oil
and gas business. They just didn’t know they had been in the oil and gas business
because they were either selling real estate to people who were employed by the
exploration firms, or the people doing business with the exploration firms. The
hotels found that they didn’t have near as much visitor industry as they thought
they did. What they had was a whole lot of people flying into town doing oil and
gas deals. And suddenly, their occupancies fell off. The real estate industry went
into the soup. There was an absolute buyers’ market for homes and residential
real estate. (B — Nueces)

While all of the communities included in this study are affected by oil and gas, the type of
involvement and degree of current investment in industry activities varies across the region. The
cities that are most heavily invested in downstream industry activities (e.g., refining and
petrochemical production) such as Houston, Corpus Christi, Texas City, and most of the cities in
Jefferson County, are the most directly dependent on oil and gas for their continued existence.
The majority of employment opportunities in these cities come from either refining and
manufacturing jobs or from satellite industries that serve the energy sector. Beyond employment,
the economies in these cities are heavily dependent on the tax revenues (both property and ad
valorem) that they receive from the oil companies with operations in their area.

The communities that have invested heavily in tourism, such as Galveston, Port Aransas,
and Rockport, are less directly tied to the industry, but remain dependent upon the money
it generates, particularly in the areas of real estate, retail sales, and recreational
expenditures:



Some of the effects are very indirect. Well — the real estate market is probably
affected by the turns of fortunes in the oil industry. It bottomed out in the 80’s.
We’re doing better now — there’s increased oil business right now. It increases
retail business when it’s good; it decreases when it’s bad. (G — Aransas)

A lot of the people who came here to play were in the oil and gas industry. 1don’t
know how you socioeconomic people look at that, but it is a big factor, because
they bought homes for the weekends to play, and they came here in their big
airplanes to our little airport out there... they had great big airplanes out there all
the time coming and going. That affects your economy. (G — Aransas)

Oil and gas people were a major factor in the development of Rockport because it
was a place to come for recreational purposes...that’s still true, but not to the
extent of the ‘good old days’ everybody talks about. (G — Aransas)

The synergism of the oil and gas industry and the building industry and the money
that’s generated out of Houston generates discretionary income if these people
want to go somewhere nice and it’s close. And nice and close is Rockport. (G -
Arkansas)

The indirect affect of the oil and gas business — and I think that people in the
industry are naturally risk takers and things of this nature — is that their employees
are that way. A lot of them will have second homes down here. And so when the
oil business is good... these folks are more than likely going to be buying second
homes down here. And so, we depend on that extremely good feeling in Houston
of oil and gas possibly looking good. It has affected our real estate market here.
(G - Galveston)

I think the business probably brings a lot of people to our area.... All the offshoots
of the industry probably bring a lot of people to the South Texas area which, in
turn, naturally converts some of those people to buyers and recreational users.

(B — Nueces)

When the big oil industry was in full gear and all those people had a lot of money
to spend on second homes — in that respect, the economic impact was fairly
substantial. (B — Nueces)

The general point here is that the tourist-oriented communities along the coast are dependent
upon regional residents having discretionary income to spend, “to play,” or to buy second homes
in tourist areas. While it is difficult to ascertain exactly how much of this spending comes
directly from people in the oil and gas industry, a certain percentage is inevitably linked because
the entire coastal area is heavily affected by the presence of the industry in the region. There are
also many retired people who have settled in Rockport and Port Aransas, and many respondents
indicated that a fair number of these people were retired oil and gas executives.



There is a certain degree of dependence on the oil and gas industry in all of these communities,
but nowhere is it as high as it was prior to the oil bust in the 1980s. Even in places were the
industry is still very active, there are fewer opportunities for local residents than there were in
what some respondents called “the good old days™ of the 1970s and early 80s. For instance,
because of organizational changes within the industry, most companies can now operate with
fewer employees. Corporate mergers, increased automation in the refining plants, and general
downsizing have all created a context in which most companies have been able to reduce their
payrolls. This trend has created a great deal of local concern, and will be discussed in more
detail in other sections. '

The amount of social and economic recovery that has taken place in all of these communities is
most often attributed to local efforts to diversify, and thus to reduce local dependency on the oil
and gas industry. In general, no one we talked to expected the industry to ever return to its prior
activity and profit levels. The goal for many cities, then, has been to reduce their dependency on
the industry by investing in alternative areas. For instance, the cities of Galveston, Port Aransas,
Rockport, and Corpus Christi to a lesser extent, have committed to developing tourism as a
mainstay for their local economies. Beaumont, Port Arthur, and surrounding communities in
Jefferson County are counting on the construction and maintenance of several new prisons in the
area to provide jobs, increase local spending, and reduce their presently heavy dependence on oil
and gas. The city of Houston has also had economic diversification as a priority over the past
few years and has successfully lured non-oil and gas related companies to the city. This priority
on diversification as a means of reducing local dependence on the oil companies is reflected in
the following quotes:

If something did crash, we’d certainly feel it, but we’re really hanging our hat
more on tourism now. It used to be shrimping and tourism and oil.
And...shrimping and the oil were the big ones and tourism was just something
that would come in. And now, tourism has jumped on top of everything. (G -
Aransas)

There’s been such a push to get away from the dependency on oil and gas.... I
think people are very reluctant, very cautious when it comes to the oil and gas
industry because they’ve gotten killed by it before. And so, the diversification is
there. (G — Harris)

The tendency is diversification — getting more and more industries coming in —
like biomedical research. We’re having more of that. We’re having more
technology coming in. We’re having more light industrial companies coming in.
More telecommunications seem to be coming into the area. So most of what
you’ve seen within the last years has been in other industries. You're seeing the
oil companies downsizing.... There’s a sense that somehow or another a lot of
other industries are coming into the Houston economy, and that’s welcome. The
international sector is also welcome. (G — Harris)

I think we have to realize that it’s not going to get any better. It may get worse....
Even with the increase in activity. I mean, I don’t think it’s ever going to be like
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it was. As a community, we’re going to have to understand that and go pursue
whatever alternative we can to maintain business. (B — Jefferson)

The decline of the oil industry in the 80s — our community has suffered seriously
from a loss of jobs and a decrease in tax revenues, etc. So I guess we describe
ourselves as having put most all of our eggs in one basket and now we’re looking
to diversify. (B — Jefferson)

Houston is not as dependent as it used to be — the oil companies have downsized
and the city has diversified. People who live here don’t think of it so much as an
‘oil town’ anymore. (M — Harris)

It [the bust in the 1980s] was a truly traumatic experience for the community. I
guess we saw that in the way some of the institutions reacted. In 1986, the city
formed what was then the Corpus Christi Area Economic Development
Corporation. And they had a city commission that was charged with going out
and recruiting industry, doing things to try to grow the economy.... Suddenly,
people put a far greater emphasis on economic development and economic
diversification than they ever had before. (B — Nueces)

In the mid-80s when everything just fell down the tubes, both the city and the
individual homeowners and the individual condominiums and the RGC and all
those people realized that the money, the buyers, had to come from somewhere
besides the state of Texas. So, they just completely reversed all their marketing
efforts...they dropped the prices, but not the rates for wintertime and really started
directing all their mass advertising to the Midwest.... [So that was your style of
diversification — not to change the goods, but to change the marketing?] Exactly.
And it’s been very successful. (B — Nueces)

The only industry we have in Port Aransas is tourism. That’s it. We’re not zoned
for any other type of industry and over 99% of our establishments on the island
depend totally on tourism. (B — Nueces)

In many cases, these efforts to diversify have been fairly successful (although it is interesting to
note in the last quote above that Port Aransas has not actually “diversified” — they’ve simply
moved from being primarily dependent upon the oil industry to being almost totally dependent on
tourism for local revenue). Several people commented on the fact that Houston is not perceived
as an “oil town” anymore, and the construction of prisons in Jefferson County has created an
alternative to the areas near-total dependence on oil and gas. The fact of the matter is, however,
that all of these communities remain very closely tied to the oil and gas industry. Often those
respondents who emphasized diversification efforts followed up these comments later with an
admission that oil is still the mainstay in their local economies:

Forty percent of our economy [in Houston] is really oil and gas based. It’s
diversified incredibly since the late 80s when we had a downturn.... But when you
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think about the fact that 40% of the economy is still based on oil and gas, that’s a
significant part. There’s no ifs, ands, or buts about it. (G — Harris)

Our dependency on the energy sector has diminished considerably. However, it is
still the most dominant and most prominent industry sector in this region...still
very much a major player in Houston. (B — Harris)

1985-86 was our worst time. But everything that we can look at that has really
influenced our economy has had something to do with the petrochemical industry
for the last 90 years. Every five to ten years we always go through a big
discussion about diversification. “We can’t depend on the petrochemical industry.
We’ve got to get something else.” And the thing about it is, they are still our
major industry. They’re still out there. (G — Jefferson)

We are probably trying to do more diversification in employment over the last
eight or nine years than we ever have, but we’re still pretty much heavily
dependent on the industry. (G — Galveston)

I think it’s [Corpus Christi] pretty heavily dependent on oil and gas activity. And
spin off companies, and the refining of it here, the jobs it creates — the
construction jobs as well as the refining jobs.... Of course, the Port of Corpus
Christi — while we’re trying to diversify to some extent, probably 75-90% of the
cargo that comes in is oil-related, in the refining and petrochemical business. We
do a lot of agriculture, but I think over the years, the petrochemical and refining
business is a bigger percentage. We’re trying to diversify a little bit. (G —
Nueces)

This continuing state of dependency is especially true for the region’s ports. The ports of
Houston, Corpus Christi, Texas City, Beaumont, and Port Arthur are among the busiest in the
nation, measured in terms of cargo tonnage, and the vast majority of cargo moving in and out of
all of these ports is oil-related. The importance of ports in cities heavily invested in downstream
activities has also increased in recent years as more and more of the raw products used in the
refining process are imported, rather than domestically produced.

Although there was general agreement about the positive aspects of diversification as a means to
reduce local dependency on the oil and gas industry, this opinion was not unanimous. Some
respondents thought either that the industry was so entrenched that significant diversification was
impossible, or, in some cases, that it didn’t even make sense:

I don’t think you ever take the place of the petroleum industry here.... It’s
entrenched. It’s 80% of what makes the city go, I would say. (G — Galveston)

The petrochemical industry is here to stay. And this part of the state is going to be
that way. (E — Jefferson)

There’s never going to be a time in this country that I can see — and I know in my
lifetime — that it won’t be somewhat dependent on oil and gas. It’s going to, so

12



we’ve got to do all we can to balance the environmental concern with just being
able to give the ability to do business in America and do it where they can at least
make a profit. (G — Jefferson)

Oil and gas is an important part of the community... and in my perception of this
community — heavy industry is accepted. We still actively and aggressively solicit
industrial investment here as a community.... Our economic development
commissions are still seeking that sort of industry. (G — Nueces)

What we happen to have is a large refining and petrochemical industry because it
must have been natural for the industry to locate here. There must have been
economic advantages or physical advantages for that industry to be here....
Diversification means to stupid people getting things that they probably can’t
have. Having business, I would say, the biggest opportunity to develop business
in our area involves first expanding that which is already here. And second, going
downstream from those businesses.... Energy should be put into keeping the fit
geographically and economically. (B — Nueces)

It may be that the degree to which many of these coastal communities can achieve true economic
diversity is inherently limited, given the history of the area’s heavy dependence on the industry
throughout this century.

One final insight about the Texas coastal region’s dependency on the oil and gas industry
involves the idea that this state of dependency is not always one-sided. For instance, although
communities that rely heavily on refinery plants feel threatened by the possibility that a local
refinery could pick up and move, one respondent in Texas City noted that this fear was largely
unfounded because of what it would cost the companies to relocate. Not only would it be very
expensive to transport the massive amounts of equipment currently located in coastal refineries,
but these companies also enjoy certain privileges, such as exemption from environmental
regulations by virtue of the fact that they were “grand-fathered” when new environmental laws
were passed. The “catch” is that if they leave now, they have to bring the site up to current
environmental standards, which would be extremely expensive:

I think the industry realizes that they need the community, that they need to be
here and operate because they’re here and they’ve got this investment and they
need to be able to utilize it. The community needs the industry here to pay for its
operations. And so, they both need each other.... If they had to, for instance, shut
down their plants, they would have to abandon a lot of equipment because it’s not
anything you can pick up and move. If you ever look at the stuff, it’s piping and
blocks. Ithink Amoco has something like $2 billion in investments in its plants.
You don’t pick up $2 billion and move it to Indonesia.... And they probably
couldn’t move to any place in the country — not with the regulations now. A lot of
their things are grand-fathered. And they would have to go to a foreign country,
which is always a threat. [So, they don’t have the freedom to just pick up and take
off?] Oh, no. They’d have to leave the plant. Because the stuff is not
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salvageable. It’s not moveable.... Once you’ve built those things here, they’re
special custom-built processes and equipment. (G — Galveston)

The argument is that if you don’t make concessions [to the refineries] they’ll pick
up and leave. And this is not so. They cannot leave, because if they do, they have
to pay to clean up. And what we have over here is a superfund site. If they left,
they’d pay through the nose. So while they might want to leave, they can’t. (E —
Nueces)

So, the relationship between Texas coastal communities and the oil industry is, at best, an
interdependent one, with both sides highly dependent upon continued operations. And while the
communities’ degree of dependence is not as high as it was 15 years ago, it is still safe to assume
that the o1l and gas industry remains the primary industry sector in the region.

4.2. Perceived Benefits from the Industry

The most significant benefit received from the oil and gas industry in the coastal region is
employment opportunities. This category includes jobs for people working directly for the oil
and petrochemical companies as well as jobs in support industries that serve the energy sector
and, even more indirectly, employment in tourist areas. Cities that host refineries and
petrochemical plants, such as Texas City, Houston, Beaumont, Port Arthur, and Corpus Christi,
are particularly dependent upon the industry for local employment:

Texas City grew up as an industrial town. The base of our tax structure and our
employment structure revolves around the plants.... We are probably trying to do
more diversification in employment over the last eight or nine years than we ever
have, but we’re still pretty much heavily dependent on the industry. (G -
Galveston)

We talk about the plants being here since the 1940s. And so, people like me, your
grandpa, or your uncle, or your brother, or you father, your mother, your sister,
your cousin — everybody’s been working at the plants. It provides a lifestyle — and
you weigh the advantages and the disadvantages, and you just come out ahead, at
least in their mind at this point in time.... And they’re paying major league
salaries, mind you.... If you work enough overtime, you’re making $50,000 to
$60,000 a year — that’s good in that it provides a nice lifestyle. (G — Galveston)

The people, who live here, live here because they have jobs here. Whether it’s
directly related to petrochemical or not, much of the development of Houston was
based on the petrochemical industry. (E — Harris)

We’re enjoying some success in recruiting, retaining, and expanding some of
these operations right now. And when you look at the quality of jobs, the pay
ranges for employees within the industry, it’s very, very positive from the
industrial job perspective. The [oil] companies can really pay fairly well, relative
to a lot of other industries. (B — Harris)
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Our [refining] capacity here has always had one of the heaviest impacts, probably
of all the counties or regions in the country. It affects about everything we do. It
starts off with jobs. That’s the first thing. (G — Jefferson)

I think it is almost the only source of income in those communities. Most
everybody works in the refineries in those communities — they either work for the
city, for the school district, or for the refinery. (E — Jefferson)

What we need is the same old basic thing. We need jobs. (G — Jefferson)

We have used it as our primary employment means.so we rely heavily on the
industry. We are fortunate in that in our community, we’ve had the prison
systems come in so that’s helping to pick up some of the slack. But I would still
say that the vast majority [of local employment] is in this industry. (B — Jefferson)

The majority of the people realize that that’s how they’ve made their living.
That’s how their families survived for all these years. And whether or not they
still work there — even if they’re retired — they’ve got kids and grandkids, church
friends and so forth that still owe their livelihood there. And while the wages
might not be as high as they used to be, they’re still a lot better than they can go
work for in almost any other place. (B — Jefferson)

A third of us work there. I may be overstating it, but it’s a significant employment
base. And even more importantly, its significance has expanded because of the
relative income levels in that [refinery] area. The best paying jobs that a kid out
of high school or a two-year college or a four-year college is going to get in this
town is in the industry. (G — Nueces)

It’s my view that the oil and gas exploration business is the only significant
business in this part of the country that provides entry-level jobs where you can
make some money. If you don’t know nothing, but you’re hearty and healthy and
willing to work on a rig and the jobs exist, you can get that work. And there
aren’t many jobs like that. (B — Nueces)

The Port of Corpus Christi and this community will die without those [refinery]
jobs. I would suggest that maybe 60% of all the jobs generated in this community
are generated by heavy industries, in and around Corpus Christi. And if you start
driving them out, we’re not going to get any more. If you start driving these guys
out...the best jobs go away. You can have all the tourist industry jobs you want
and starve. (B — Nueces)

As several of these quotations indicate, it is not only the number of jobs available through the
industry, but also the fact that many of these jobs are higher-paying and offer better benefits than
most other jobs available in the community.
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In addition to working directly for the industry, many people in these areas work for companies
that directly support both the production and refining of oil and gas. Among other things, this
category of jobs includes helicopter transport services (which take workers to offshore rigs),
communications companies, copper and other supply service companies, construction businesses,
machine, tool making, welding and repair shops, pipeline companies, and the trucking industry.
The industry also provides business for upper-level jobs in areas such as technology
development, petroleum engineering, and geology. The importance of these jobs in the region
was repeatedly emphasized in the interviews we conducted:

We occasionally have rigs come in for work being done — dry-dock kind of stuff
down here. Iknow there’s some helicopter companies that work out of Galveston
that service the rigs.... And there’s some supply — Farmer’s Copper and Marine
Supply is a big industrial supply. I think they probably do some oil and gas
business. I know there was a local businessman here and his grocery store
supplied the offshore rigs and things like that. It’s not huge, but it’s important
because it supports the “little people.” (E — Galveston)

The helicopter business — they buy a lot of fuel and also fly a lot of folk in and out
of here. (B — Galveston)

We are still very much oil and gas related. There’s a lot of those other industries
that are created and, of course, supported by the oil and gas industries — oil field
equipment, oil field research, chemical industries and all of the other satellite
industries.... Ithink that’s also significant. (G — Harris)

Obviously, the offshore drilling and exploration work is having a dramatic impact
on the basic manufacturers of components that go into drilling activity. As they
go into deeper waters, that’s stimulating technology development on how to
address and cope with the environment that they’re drilling in. So we’re looking
for companies in the greater Houston area to be in a position to capitalize on the
growth of that market. (B — Harris)

To the extent that these companies are international and they have resources —
global resources — obviously, it’s very good to have the decision-makers in the
community. Because when you have the corporate entity and you have all their
key purchasing functions managed and controlled from Houston, it creates the
synergy for this city to be a focus for world suppliers of products to the companies
coming in. (B — Harris)

One of the biggest things about this industry — especially on the manufacturing
side — if you start looking at refineries and chemical plants, your job multipliers
are among the highest of the industry sector. For every direct job that you have in
a refinery and a chemical plant, your indirect job multiplier is five or six to one....
If you looked at all the contract maintenance at those huge complexes — the
machine shops, motor rewindment shops, the transportation logistics, the pipeline
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companies — they touch so many other people and services and support activity.
(B — Harris)

As things change, now we’re beginning to see things come back in our satellite
activities that do relate to whether or not the refineries are doing well. We’ve got
several smaller companies [that] depend on that industry specifically.... They’re
not what we call major employers, but we’ve got a lot of them, and that’s what
our economy really is based on — all of these people. That’s where we’ve come
back.... As it comes back in — as an industry it becomes normal — then it will flow
in and it will affect other people who aren’t out there drilling, but they’re support.
They’re the service. (G — Jefferson)

It’s just amazing when you think about it — how many people in the community
are involved in the industry. And if you add in all of the support industries, and
auxiliary, it would probably be difficult to find anyone in the community who is
not. (B — Jefferson)

You’ve got all your equipment that’s used on [rigs]: your valves, pumps, and
engines. There are service industries that come into that. You’ve got electricians
that are always involved in that. I’ve got a couple of friends that spend a
tremendous amount of their time going offshore to do work on those platforms
and out at the refineries, either working on the generators or whatever else they
might need out there from an electrical standpoint. And then you’ve got your
construction business and maintenance business that goes out and works on those
things — and expansion contractors. (G — Nueces)

A new rig in the area is a big deal. Each new rig means, depending on the size of
it, means a lot of new jobs, 24 hours a day, seven days a week. You’ve got the nig
crews, the logging crews, the trucking people, the tool people, the mud people.
You’ve got a lot of people involved in making that whole [business work].(B —
Nueces)

There were lots of entry-level welding jobs, just to give you an example, in the oil
and gas industry, which have been gone ten years or more. Now we’re seeing a
revival of some of that, and we’re getting a new generation of workers, because
the old generation either had to do something else to live these last ten years, or
go.... With the lifting of the market, we’ve seen a lot more activity of mud
companies, pipe sellers, landmen. It’s been a significant new business addition....
geologists, landmen, petroleum engineers, and those people — the professional
side — and the deal makers. Those guys are finally making a living again. (B —
Nueces)

Other respondents emphasized employment opportunities that were not directly linked, but still
dependent upon the industry. Most of these jobs were supported by oil company employees who
had money to spend on general services in the community:
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If they’ve got good income, disposable income, then they’re going to go out and
buy cars and clothes and go to movies. A good indication is that for a town this
size, we’ve got a tremendous number of restaurants.... 'm amazed that all the
restaurants can stay open. (G — Nueces)

Part of that spin-off is that these folks need automobiles to be driving around and
checking on their wells here in town and out in the country. So, you’ve got your
automobile sales, and then, of course, you need people to repair those vehicles and
the people who clean them. It’s not just the people who are refining the oil and
gas who are making the money. Everybody gets a piece of the pie. (G — Nueces)

There’s a hotel that’s close to the airport where the petroleum helicopters work
out of, and I’'m sure we get benefit from that. Say they’re going to have a crew
change...and it gets fogged in, and the employees are here. I think they put them
up at that motel until it clears to ship them out there. So those are benefits you
get. 1think you get housing — temporary housing — benefits from them. Of course
the restaurants and those kinds of things.... Galveston is a staging area. (B —
Galveston)

I’m sure there are some benefits we receive in Galveston from the people that
work offshore. Maybe their families come down here and spend a couple of days
with them when they fly off or come back. [It may help the tourism market?]
Yes. They could say, ‘Well, I’'m going to fly out. Let’s go down a couple of days
early and spend some time together on the beach with the kids, and then I’ll leave
on Sunday and you all can get home.” I’m sure there’s some of that going on, so
we derive that benefit from it. (B — Galveston)

I wonder about competition and what happens to Texas City if the plants do go
away.... Or what happens to the workers if they decide to go on strike again? ...
What that would do, not only to the people that were on strike, but then to all the
people who depend of those people that spend their bucks here in town — the
grocery stores, the car repair businesses. It becomes so dependent in one dire