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Swing producer: A new role for 
U.S. shale and how to embrace it
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The crude oil market 
has been like the Tex-
as floods of late — too 
much oil since 2013, too 
much rain this spring, 

and we are dealing with the consequenc-
es. No mortal could stop the floods in Texas, 
and OPEC could not stop the oil flood. U.S. 
shale had changed the game.

OPEC declined to act as the swing pro-
ducer because it could not stop the unprec-
edented increase in world petroleum stocks 
(crude plus liquids), leading to May’s mar-
ket surplus of 3 million bbl/day. 

The excess crude oil came from U.S. 
shale fields. From January 2009 to January 
2015, tight oil production from U.S. shale 
fields increased from 1.0 to 4.5 million bbl/
day. In the same period, OPEC’s production 
fell by 0.3 percent and its market share fell 
from 43.2 percent to 41.2 percent, a drop 
representing 1.6 million bbl/day. OPEC may 
have held the price up until last June, but it 
couldn’t stop price from plummeting there-
after, as world stocks rose to unprecedent-
ed levels. 

Had OPEC continued to cut produc-
tion, keeping price up, U.S. shale pro-
ducers would have continued dramat-
ic growth. Where would it have stopped? 
With high prices, OPEC supply cuts would 
have been replaced quickly by U.S. tight oil 
production.

Instead, in November, OPEC surprised 
the market, changing it’s focus to market 
share. Price plummeted 24 percent in 18 
days, bottoming out on March 13 at $43.39/
bbl.  U.S. oil rigs dropped from 1,575 on Dec. 
5 to 635 on June 12, a 60 percent drop. 

OPEC realized it could no longer divert 
price in a flooded market, acting alone. 
Now, shale producers must transition from 
price takers into swing producers, making 
decisions that collectively but indepen-
dently help correct market imbalances and 
dampen market price swings. Here’s how 
they can and what the threats are:

1 accept the swing-
producer role

When price changes trend, shale producers 
need to adjust production in the same direc-

tion within one to three months of a price 
swing, as OPEC did. 

Eagle Ford shale production shows 
decline rates steep enough to brake pro-
duction quickly: down 28 percent from first 
month to third, and 50 percent to sixth. Shale 
production leveled out in April this year, four 
months after price and rigs plummeted, and 
has started to decline. While shale can help, 
shale isn’t big enough yet to swing produc-
tion alone.

2 Keep pushing on costs, 
technology and 
production efficiency 

The shale revolution came about from tech-
nology breakthroughs and methodology 
improvements. Keep pushing the envelope to 
improve efficiency, reduce costs and increase 
swing production ability.  

3 be realistic about price 
U.S. shale producers can no longer be 

price takers, comparing current prices to 
their breakeven prices. 

Shale producers must understand how 
price behaves. They can use a simple idea  — 
a “shale threshold price ratio” to inform their 
price expectations. It is the current price 
divided by their average breakeven price. If 
the ratio is high, expect the current price to 
fall soon and quickly, as shale production 
ramps up. If the ratio is closer to 1, expect it 
to come down more slowly. 

Use these new price expectations to eval-
uate new investments and capital decisions. 
It’s simple, and introduces caution. It’s hind-
sight, but with better informed expectations, 

producers may have avoided some of the big-
ger risks of the last five years. 

4 be cautious about 
antitrust

Producers need not collaborate about pro-
duction decisions. What matters is sound 
price expectations and how producers use 
them.

 
5 understand threats

Market forces beyond producer control 
affect price, such as geopolitical events and 
supply disruptions. Producers will form bet-
ter price expectations if they stay current on 
expected impact and duration. 

The biggest threat is continued excess 
supply and yet lower prices. With cost reduc-
tions up to 30 percent per well, current shale 
breakeven prices range roughly from $25/bbl 
to $90/bbl, with most between $45 and $80. 
A price of $30 would pretty much shut shale 
down. If price stays above $50, U.S. produc-
ers can help by swinging shale production. 

Practical and operational issues will chal-
lenge the entire U.S. oil industry – storage, 
downstream, trading and capital market 
firms will also need to adjust to a new way 
of doing business. 

Finally, since neither OPEC nor the U.S. 
can swing production alone, OPEC must 
help. 

Laurance L. Prescott, Ph.D. is an 
associate director of Houston-based 
Accumyn Consulting.

47%
How fast U.S. shale fields increased at an annual rate from January 2009 to January 2015 — 
they went from 1.0 to 4.5 million bbl/day

0.3%
How much OPec’s production fell in the same time period — and its market share fell from 
43.2% to 41.2%

1,575 
Number of U.S. oil rigs on Dec. 5

635 
Number of U.S. oil rigs on June 12 — a 60% drop
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How mucH do you 
spend on fantasy 
sports eacH year?
with FanDuel announcing its latest 
funding round values the company 
at $1 billion, it’s worth thinking about 
how much money users spend on the 
fantasy sports industry.

63%
of Texans polled said they don’t  
play fantasy sports. 

73%
i don’t play fantasy sports

up to $250  i’m serious about fantasy 
sports, but not THaT serious

up to $50  i play low-stakes 
fantasy sports

$0  i play fantasy sports, but 
not for money

up to $500  i spend a good 
amount on fantasy sports

More than $1000 
i’m very much into 
fantasy sports
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