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IMPACT OF 2015 OIL AND GAS PRICE DROP ON HOUSTON 
REAL ESTATE  

 

Houston is the intellectual center of the oil and gas industry in the world. 

In McAlister Investment Real Estate’s effort to keep our clients informed on the Texas Housing and real estate market, 

we are issuing the follow up analysis to the January 2015 release of the “The Fall of Oil Pricing and Its Impact on Texas 

Real Estate.”  

The drop in oil prices and its residual impact on the Texas economy continues to unfold and is front and center in the 

headlines for 2015 and 2016.  This McAlister Investment report will reevaluation the variables, the short term and long 

term outlook, and their impact on the Houston and the Texas real estate markets.  This report will evaluate the 

magnitude of the drop in the price of oil, the length of time it may remain low, and the impact on the growth in real 

estate values in Texas.   

McAlister Investment is already evaluating new investment positions in 2016 and into 2017 as quality 

opportunities arise at depressed pricing amidst the cloud of negative headlines.  Because of the persistent 

undersupply of lots for new home construction, both the Texas and Houston real estate markets are positioned 

to increase in value in 2017 thru 2019 as oil prices recover and job growth in re-accelerates. 

Click here to view the summary report: 01.2016 Oil Report Summary - McAlister Investment RE 

Click here to visit the McAlister Investment website. http://mcalisterinv.com/ 

The World has an abundance of oil and gas reserves. As past history has shown, when the supply of economically 

producible oil and gas reserves become low, prices rise, and production from previously uneconomical new sources 

increases. New techniques to find more oil and gas sources that can be produced economically will be discovered 

and evolve. 

These new techniques include those that involve giant technological steps, such as the production of oil and gas from 

shale. When I was studying petroleum engineering and geological engineering in the 1960’s, the wisdom was that 

shale contained oil and gas, but it was not producible because it had porosity but not transmissibility. Porosity 

measures the amount of space within the formation that may hold oil and gas. Transmissibility measures the capacity 

of the formation to allow fluid or gas to flow through the formation. With shale, porosity, which is the open spaces 

within the formation that may contain oil and gas, is not connected and flow is impossible. Formations that have 

transmissibility have spaces that are connected and oil and gas can flow through the formation to the well bore then 

to the surface. 

George Mitchell from Houston utilized an old technique of fracturing the formation to connect the spaces that 

contained oil and gas. The economic evolution of this one technique changed the available reserves of fossil fuel 

dramatically in the U.S. and the world. The U.S. saw its production of oil rise from 3.5 MMbbl /day in 2005 to 

9.6MMbbl/day in 2015. The additional production capacity was credited directly to the new technique created by 

one man. There will be many more techniques that may come to fruition in the future, as more oil and gas is needed 

to meet current demand. 

http://1drv.ms/1TrSuKH
http://1drv.ms/1TrSuKH
http://mcalisterinv.com/
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 LONG TERM: 

1. Fossil fuels (Oil and Gas) will provide the majority of the world’s increasing energy needs for decades into the 
future. 

2. By 2035, world population will reach 8.7 billion people, a growth of 1.6 billion people. 
3. In 2035, the GDP/person will be 75% higher than in 2013.  
4. In 2035, China will be the world’s largest economy followed by the U.S. and India.  
5. China and India will be 1/3 of global population and GDP by 2035.  
6. China will become the largest contributor to the growth of the world energy demand over the next forty years. 
7. North America is positioned to be a net exporter of energy by 2018 or 2019. Between now and 2035, North 

America will produce 50% of “tight oil” and 30% of shale gas to fuel global demand.  
8. Global demand for fossil fuel will provide the majority of world energy by 2035.  
 

The primary conclusion of the study of oil and gas production impact on Texas and Houston, is that the oil and gas 

industry will continue to be the dominant component in providing worldwide energy demands into the future. Houston 

will be the focal point for the growth in oil related companies and Texas will be a major source for growing production 

volume.   The long term view is that Houston and Texas will continue very strong growth in the exploration and 

production of oil and gas for many decades. The current downturn is the result of a temporary over-supply of oil relative 

to its demand. This is a relatively short to medium-term problem when considering the long term need for oil and gas 

into the future. 

Texas and Houston’s real estate will return to the dynamic growth patterns seen over the last 60 years when the crude 

oil supply problem comes back into balance over the next few years. Re-balancing has already begun as less economical 

formations and wells reduce production. 

 

BACKGROUND AND ISSUES – 2016: 

1. World crude production is approximately 95.7 MMbbl/d as in 2015.  World consumption of crude is 
approximately 93.1 MMbbl/d. This leaves a surplus of production in excess of demand of approximately 2.6 
MMbbl/d, approximately 2.8% over current demand. 
 

2. The United States began producing large amount of oil from the shale deposits in 2009.  U.S. oil production 
rose to 9.6 MMbbl/d in 2015 from 3.5 MMbbl/d in in 2005, creating a surplus of oil in the world market. 
This rapid growth of U.S. oil production is a major contributor to the glut in the market that precipitated the 
drop in price of oil.  
 

3. Prior to the large increase in production by the United States, OPEC Countries controlled oil prices by 
controlling their production output.  The leader among the OPEC countries was and is Saudi Arabia, which 
produces approximately one-third of the 30 MMbbl/d produced by OPEC. 
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4. Saudi Arabia has traditionally increased prices by withholding production from the market. This time, 
however, Saudi Arabia is not willing to cut production to maintain higher oil prices at the risk of losing 
international market share to the US. This caused the price of oil to fall as the U.S. and other producers also 
continued to produce larger amounts of crude in 2014 and 2015.  

 
5. Currently, it is the U.S. and Saudi that control the supply of crude oil. Saudi is unwilling to cut production 

because of their desire to maintain low oil prices and attempt to reduce production from the U.S. The U.S. 
does not regulate production of individual producers. Economics dictate the volume of production by the 
U.S.  

 
6. Economic expectations and the demand for oil by world consumers impact the price of oil. China’s economy, 

for example, was growing at a rate of 7.3% /year in 2014 and is expected to have a growth rate of only 
6.8%/year for 2015.  However, China has increased its refining processing rates in the 4th Quarter 2015 
taking advantage of the low crude price.  China’s oil demand is projected to grow by approximately 3% in 
2016. 
 

7. The world is not showing an economic growth rate that is sufficient for oil producers and purchasers to feel 
comfortable with forecasting higher demand and therefore a higher price for crude at this time.   
 

8. There is an issue that may, in the medium-term, be a force that will call for higher crude prices: Most of the 
oil producing countries and particularly OPEC countries, depend upon crude oil exports for most of their 
revenue to meet their annual operating budgets for the country. Most OPEC nations including Saudi Arabia, 
need to have crude oil prices over $90/bbl to meet their internal budget needs.  Only Saudi Arabia, and 
possibly Iran, among the OPEC cartel, has a sufficient cash surplus to ride out a multi-year term of low crude 
prices.  

 
9. Russia is in the same position as most of the OPEC countries.  The Russians need to sell their crude at 

$150/bbl to meet their budget requirements.  This down-cycle and the low price for crude has created 
serious financial problems for Russia. The current price decline has caused a significant drop in value of the 
ruble. Oil and natural gas account for approximately 50% of government revenue and 33% of national 
economic output. 

 
10. Venezuela gets 95% of its revenue to operate the country from its petroleum exports. Because of the 

country’s deficits due to the drop in oil, Venezuela’s bonds lost more than 20% in the three month period 
preceding August 2015. 
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11. The following table shows the price of oil necessary to balance the budget of prominent oil producing 

countries: 
 
 At the onset of the decline in oil prices in 2014, the Wall Street Journal summarizes the dependence of   
 OPEC countries on oil revenue for their national budget. 
 

 
 

 

Will the economic pressure from these and other troubled oil income dependent countries force a decrease in 

production and an increase in crude pricing? 

 BACKGROUND---PRODUCTION—2016: 

1. OPEC countries (and Russia) generally produce at or near capacity in order to satisfy their respective national 
budget needs, and as such, they have very little ability to significantly increase their production.  

 
2. The U.S. has just begun to take full advantage of its shale oil reserves. Between 2012 and 2015, there has 

been a dramatic decrease in the cost of drilling new wells. Since 2012, initial oil production from shale oil 
wells is up 17% and 30% for gas wells.  This increase is attributed to improve techniques an increased 
knowledge. Although new drilling activity has had a significant decrease since the 2014 oil price drop, U.S. 
production increased from 8.9 MMbbl/d to over 9.6 MMbbl/d from 2014 to 2015 and only recently has 
begun to taper. 
  

3. For 2016, the U.S. is likely to see production decline as economics and the profitability of the new wells 
dictate. OPEC countries could see a rise in production. Iran is an unknown, but is likely to bring considerable 
oil and gas to the world market.  Iran has over 40 Million barrels of oil in storage and is considered the ‘wild  
card’ since long standing international economic sanctions on Iran are being lifted which will allow Iran to 
sell oil to the international market.   
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4. To date, energy companies have laid off over 200,000 employees world-wide. Drilling rigs in the U.S. have 

dropped from over 2,000 rigs daily drilling to under 700.  However, Texas oil output reached 1.28 billion 
barrels for 2015, exceeding the state’s record of 1.26 billion barrels set in 1972 per the Texas Alliance of 
Energy Producers.  For the month of July 2015, producers brought 14.5 Million barrels more to the 
marketplace than in July 2014. This gain in production is due to an increase in production efficiency with new 
methodology and techniques.  

 
5. The current surplus of world crude supply to demand is approximately +/- 3.0 MMbbl/d per the U.S. EIA, or 

approximately 3% more than the total demand. This surplus combined with slower worldwide economic 
growth, the unwillingness of producing countries to cut back on crude production plus the probability of 
increased Iranian crude will work toward keeping the price of oil low for the near term. 

 
6. After months of declining rig count, U.S. production finally began declining in May 2015 and should continue 

declining until mid-2016 or early- 2017.  
 

7. Prior to the collapse of oil prices in late 2014, U.S. supply had been growing at approximately 100,000 bbl/d 
every month, Raymond James U.S. Research reports. They also forecast the current production decline in 
the U.S. will continue at a moderate pace until early 2016 and bottom out at approximately 8.9 MMbbl/d. if 
Iran is factored into the equation, it could be 2017 or 2018 when production bottoms out. 
 

8. The U.S. oil production growth may turn positive in 2016 and recover sharply in 2017 because of strong 
increases in initial productivity per well. Research from Raymond James U.S. Research suggests that the 
production from U.S. sources will surge in 2017 gaining approximately 900 Mbbl/d and gaining another 1.7 
MMbbl/d in 2018.  So while oil prices may show only modest increase, the increase of efficiency in well 
technology will allow for profitable productions of new wells. This does not include natural gas liquids which 
would have the same trajectory as crude. 

 
9. Iran is planning to expand their production as the sanctions are lifted. They are utilizing buy back contracts. 

Iran will pay larger fees to attract investors. Iran will try to boost production to 5.7 MMbbl/day and gas to 
1.4 billion cubic meters/day by 2021. Middle East tension and politics will heavily influence Iran’s ability to 
return to these production goals. 

 
10. Iran in the past was the second largest OPEC producer. It also holds the fourth largest oil reserves in OPEC. 

Oil exports from Iran fell to an average of 1.4 MMbbl/d in 2014 and from 2.6 MMbbl/d in 2011.  Iran pumped 
2.8 MMbbl/d in September 2015, making it the fifth largest producer in OPEC. 
 

11. As sanctions are lifted, Iran intends to sell 1 MMbbl/d within 6 months.  
 

12. The production cost of Iran’s crude oil is $15/bbl and the break-even costs for developing a new oil field is 
approximately $30/bbl, compared to as much as $65/bbl for U.S. Shale. 
 

13. OPEC members have paid a heavy price resulting from low oil pricing. Venezuela currency has lost 87% of its 
value in the past year. Venezuela has already pushed for reducing OPEC production to increase pricing.  
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14. One of OPEC’s goals is to maintain market shares and to reduce production of shale oil from the U.S. by 

keeping the price of crude low.  U.S. production will drop to +/- 8.6MMbbl/d in 2016, before the turn-around 
in prices.  
 

Texas and Houston’s economy is displaying resilience despite the loss of jobs in the Oil and Gas sectors. Texas 

economic conditions continue to grow with an unemployment rate still less than the nations. Over the last 20 years 

Houston has developed a more diversified business climate. The job sectors outside of oil and gas are growing nicely. 

Leisure and hospitality, education and health services along with trade and transportation lead the way for job 

growth. When oil and gas prices fall, other businesses benefit from lower energy costs. In particular, Houston’s 

downstream oil and gas refining is showing very strong growth with $50 Billion in petrochemical capital projects 

underway in Houston alone. The long term population growth for Houston and Texas will remain strong due to 

Texas’s pro-business climate.  

1. In 2015, Houston permitted over $6 Billion in residential and commercial projects in spite of the downward 
pressures on the Oil and Gas sector of the economy. This is a 12% drop compared to the same period last 
year, but no disaster.  
 

2. Houston’s CPI (Consumer Price Index) rose only 0.3% through December 2015. 
 

3. Houston’s cost of living continues to be lower than the national average 
 

4. Of the 20 most populous metropolitan areas, Houston’s cost-of-living advantage is even more pronounced. 
Houston’s housing costs are 33% below the average for the large metro areas, and its overall costs are 19% 
below the national average. 
 

5. JLL reports that Houston’s office market recorded 89,000 square feet of negative absorption for year-end 
2015, the first net loss since 2010. Sublease space dramatically increased in 2015 and additional unleased 
space currently under construction will increase vacant square footage in the marketplace as companies 
adjust their current office requirements. Available office space and reduced rental rates will attract additional 
diversification as other industries take advantage of soft office rents, office prices and well as consolidation 
of oil and gas firms to Houston office space.  Just as they have done in prior downturns, oil and gas companies 
have begun to consolidate operations to Houston to reduce their overall expenses. 
 

6. CBRE reports that Houston’s industrial market recorded net positive absorption of 1.37MSF in Q4 2015, 
ending the year with a positive net absorption of 6.3MSF. This level of absorption was constrained by the 
lack of available leasable space. 
 

7. Industrial vacant space was 4.9 % in Q4 2015 and is expected to remain solid. 
 

8. Retail market space has yet to be impacted and is poised to potentially grow to catch up with the dramatic 
population increase of the last 5 years.  
 

9. Total nonfarm employment for Houston was 3,015,800 in December 2015, an increase of 23,000 (or 0.8 %) 
since December 2015.  
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10. 2015 Houston single family home resales.  Overall, Houston resales showed the underlying benefit of the 

diversified economy.   
 

a) Total housing sales for 2015 were the 2nd highest ever (73,724) following 2014’s record year of sales 
(75,535). 
 

b) December home sales between $150,000 and 500,000 were flat year over year while (1) home sales 
above $500,000 declined from the slowdown in oil and (2) home sales below $150,000 declined as price 
appreciation has pushed homes out of this price segment. 

 
c) Median sales price continue to increase 2.9% year over year due to lack of housing supply. The average 

sales price decreased only 0.6% as the luxury, high-end market has slowed with the decrease in oil prices. 
 

d) The resale housing inventory for Houston remained extremely tight at 3.2 months’ supply.  A balanced 
market should have approximately a 6.0 months’ supply.   

 

11. Houston-area vehicle sales reached a historic high with a record 376,481 vehicles sold in 2015, up 0.7% from 
2014.  
 

12. Houston has felt the pressures from the oil and gas slowdown, but is persevering due to the positive impact 
in other sectors of the economy. The Texas economy as a whole continues to gain jobs across most sectors. 
 

13. Both the Houston and Texas real estate markets continue to hold strong in this unsettled  marketplace, as 
opposed to the serious problems Houston faced in the downturn of the 1980’s, Houston has a residential real 
estate market with a very thin supply of developed housing and lots for building housing. The opposite was 
true in the 1980’s when Houston had a massive over-supply of houses, lots, and rental space. Houston still 
has the most economical cost of living of the major U.S. cities. 
 

14. Over the last several years Houston has had employment growth of between 95,000 and 110,000 per year, 
with a 15 year average of +/- 65,000.    
 

15. Per the University of Houston Institute for Regional Forecasting, Houston’s estimated job creation for 2015 
is approximately 17,000 to 20,000 new Jobs. Future expectations are approximately 20,000 new jobs for 
2016, rising to approximately 93,000 in 2018. 

 
16. Houston single family housing permits are 28,758 units YTD through September 2015 as compared to 29,538 

year to date for September 2014. Over 20,000 units are estimated to be constructed in 2016. The estimated  
home starts for Dallas and Austin are 25,000 and 11,000, respectively. Compare these Texas cities to other 
major U.S. cities as follows: 
 

 Los Angeles, Long Beach, Anaheim         7,000 Units 

 New York, Newark, Jersey City      10,000 Units 

 Washington, Arlington, Alexandria      11,000 Units 

 Charlotte, Concord, Gastonia      10,000 Units 

 Las Vegas, Henderson, Paradise          7,000 Units 
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a. Even in a time of problems in the oil and gas sector of the economy, Houston continues to lead the 
U.S. in home starts.  
 

17. Houston Class A apartment occupancy was at 84.3% and Class B was at over 94% as of  
Q32015.   
 

a. New homes under construction in Houston and finished vacant new homes reflect a 7.2 month 
inventory as of third quarter 2015.  Houston had a 16.6 month supply of vacant developed lots as of 
October 2015.  A balanced market typically has 20-24 months’ supply meaning Houston is still under-
supplied. 
 

18. Houston’s new lot deliveries are estimated to be approximately 30,000 lots for 2015.   An unusually rainy 
year and limited financing have added to the difficulties in producing new vacant developed lots (VDLs).  This 
bottleneck in new VDLs bodes well for Houston land investments in the short and long term.  The inventory 
of real estate in the market is well below historical averages and look to get tighter in 2016/2017 as financing 
for new developments remain challenging. As soon as the oil and gas sectors stabilizes and begins to grow, 
residential construction growth will immediately increase.  

 

THE FUTURE: 

The long term outlook is fundamentally sound for oil and gas producing companies to grow financially in order to 

meet the growing worldwide demand for fuel.  Houston, Texas, and the US as a whole are well positioned to thrive 

under these conditions.  

Fossil fuel is projected to supply two-thirds of the increased energy demand worldwide through 2035 and a larger 

percentage farther into the future. 

Houston has been the known as the world capitol for oil and gas companies for decades. While Houston has 

dramatically diversified its economy from the early 1980’s, the energy sector remains an important factor in the 

overall economic health of Houston and Texas. 

The greater Houston area, with a population over 6.5 million, will continue to be the world’s intellectual center of 

the petroleum industry for decades to come. The petroleum industry must be prepared to grow to meet the short 

term needs of the population while managing for the long term growth. Houston and its energy companies today are 

having to deal with more production of energy than the world market can absorb.  

The spot price of oil and gas is closely related to short term balance of supply and demand for crude oil and gas. Since 

OPEC’s (the Organization of the Petroleum Exporting Countries) inception in 1960 to ‘coordinate and unify the 

petroleum policies.” Through its members, OPEC has largely controlled the international price of oil by regulating its 

production. In particular, the price is influenced most by the actions of Saudi Arabia. OPEC produces approximately 

1/3 of the world oil demand, and Saudi Arabia produces 1/3 of the OPEC output.  
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The technological breakthroughs in shale production in the early 2000’s by the U.S. changed the game.  By 2014, the 

U.S. was producing nearly as much oil as Saudi Arabia. The entry of U.S. shale production into the world market for 

crude oil will have a long-term impact because of the large reserves of U.S. oil and gas in the shale reservoirs and the 

ability of the existing reservoirs to produce large quantities for a sustained period of time.   

The price of West Texas Intermediate (WTI) oil dropped from over $100/bbl in summer 2014 to the high$40s/bbl in 

late 2014. The price of oil is now in the mid to high $30’s/bbl. Real estate investors in Texas are trying to determine 

the impact of the oil price decline on Texas employment and real estate values. This leads to the major questions of 

when will oil prices recover and to what price level will they stabilize. The pundits are all trying to get a grip on these 

answers. 

 

CONCLUSION:  

Per Raymond James Financial and similar research firms, the general consensus is that oil will not move back to the 

lofty $100/bbl in the near term, but would settle near $70/bbl as early as 2017. These projections are difficult to 

predict as the supply can change quickly in the event that one of the major suppliers makes a unilateral change in 

the amount of oil it produces. 

The reasons that it is so difficult to reach a singular conclusion on the future pricing of oil are the numerous geo-

political variables and their impact on the evolving supply-and-demand balance.  A large number of oil-producing 

countries are dependent almost exclusively on revenue from oil production to meet their national budget. They 

generally require $95/bbl to meet budget. Pressure to cut back on production and to increase price is always on the 

table.  These oil producing nations have differing goals and political agendas and their actions are not always rational. 

Additionally, it is an inexact science to precisely project the future of international demand for crude and the 

production levels of the competing oil producing countries. 

With the current drop in price for both oil and gas, it is necessary to examine the long term demand for fossil fuel as 

well as the short term movement in supply for both oil and gas.  In the long term analysis for oil and gas, the supply, 

demand and price trends for petroleum products reflect a very positive business environment into the future for 

producers of oil and gas. Recent studies by the U.S. Energy Information Administration, BP Energy, Raymond James 

Financial and others generally agree and forecast the growing demand for fossil fuels for many decades.  

The conclusion is that the oil and gas industry is going through a temporary correction due to a production surplus 

created by the dramatic increase in shale production by the U.S. relative to demand and the uncertainty of Iran and 

other OPEC production goals. 

 

 

 

 

 


