
On shale market trends: 
“(R)ecovery has been a key 
theme, but instead of just 
price recovery it’s been the 
actual reserve recoveries 
on single wells in core ba-

sins. (There has been) 
improvement in drilling 
efficiencies, the time re-
quired to drill a horizon-
tal well, and then huge 
technological shifts that 
increase single-well re-
serve recoveries. …So 
between significantly 
lower costs and signifi-
cantly improved sin-

gle-well reserve recoveries, even at much lower com-
modities prices, in the core of the best basins we’ve seen 
single-well returns actually hold up and start to lead to 
increasing activity. The rig count has now come off the 
bottom of 400 and recovered to about 750 rigs, and be-
fore the downturn no one would have guessed that in 
a roughly $50 per barrel oil price environment the U.S. 
would actually be arresting declines and starting to grow 
oil production again, but that’s in fact what’s happening 
right now.”

“It’s a classic case of a lot of oil companies in a low price 
environment were backed into a corner and had to find 
ways to be more efficient and to improve economics. The 
first thing that we saw was these horizontal wells that 
historically were one-mile laterals (were extended) to a 
mile and a half, in many cases two-mile laterals, and now 
benefit from the related economies of scale. But really 
the biggest thing that’s driven improvements in reserve 

recoveries has been the frack methodology being applied 
and just the intensity of those fracks.”

Why the intensity of activity in the Permian:
“It’s just very expansive at roughly 250 miles wide by 300 
miles long across much of West Texas and Southeast New 
Mexico. ...And what’s really special about the Permian 
is you have stacked pays. So think of it in terms of five 
to seven separate and distinct producing zones that are 
stacked on top of each other that can each be developed 
through horizontal drilling. That’s really been the differ-
ence-maker in the Permian Basin… (and) it’s driven huge 
M&A volume: just since the summer of 2016 we’ve seen 
nearly $40 billion of acquisitions in the Permian, and it’s 
been a big theme in private equity, as roughly $20 billion 
of that activity has been exits from portfolio companies 
of ours and other private equity firms. So we believe that 
Permian activity that today is roughly 40 percent of the 
horizontal drilling in the United States will continue.” 

How do you make sense 
of a flat price curve?
“The question that academ-
ics have looked into and 
tried to answer is whether 
the futures curve is an unbi-
ased and efficient predictor 
of future spot prices. And the answer resoundingly is no. 
And the reason, first, is that you have a number of factors 
that influence the futures price, you have a convenience 
yield to holding inventories, the ability to use oil, the abil-
ity to pledge oil as collateral, you have storage costs, of 
course, you have interest rates. So all those factors affect 
the futures curve. But secondly you have what I would re-
fer to as the ’provincialism of the immediate,’ the notion 
that the balance that exists today in the market is going 
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to persist for some time to come. And as a result you 
have a futures strip that substantially understates vola-
tility… the actual volatility of the spot crude is roughly 3 

to 3.5 times as great as 
the implied volatility in 
futures prices. 

“(E)ffectively net invest-
ment rises very rapidly 
when prices are high 
and in fact it leads to 
too much investment, 
which plants the seeds 
for excess capacity in 
the future and price de-

clines, and then you see the mirror image of that today, 
when low oil prices lead to too little net investment glob-
ally and that plants the seeds for future supply constraints 
that generate non-linear price increases. Of course know-
ing and predicting when those supply constraints will ac-
tually bind is anyone’s guess but history teaches that they 
arrive sooner than many expect.”

On international oil in-
vestment trends:
“I think it’s good to put it 
into perspective… 10 per-
cent of the production (is) 
in the US and 90 percent 
outside. But if you look at 

the investor capital, private equity especially, it’s exact-
ly the other way around. So 90 percent of the capital is 
available for the U.S., 10 percent for international. And 
that was already before this (recent oil) price collapse. So 
less competition.

“What we are focusing on in this international market is 
obviously the investor-friendly countries, and there are of 
course investor-friendly areas like the North Sea, some 
investor-friendly West African countries, some in South 
America, and some in Southeast Asia. So there is clearly 

much (greater) supply of deals than there is capital, so (a) 
very interesting area to invest in.”

Broad themes:
“The big theme … is recov-
ery. The oil price today is 
about 75 percent higher 
than it was this time last 
year and we are coming out 
of a very severe downturn 
in the industry. I think the 
key thing to look at now 
is… in a way geopolitics 
has been surmounted, and 
this OPEC/non OPEC deal 
is historic and it’s actually 
working, the compliance is 
over 90 percent compared 
to 60 percent compliance 
on OPEC deals going back in 2008.   And so OPEC is back… 
and eyes are very much on U.S. producers and what the 
recovery rate will be. U.S. production has bottomed out 
and is starting up again, and it’s a much more efficient 
industry than it was 2½ years ago.”

Where does OPEC go from here?
“Already the big question is, after this agreement, what? 
Because this agreement is only a six-month agreement, 
and is it going to be rolled over or not, and you hear dif-
ferent things from different producers. I think you have 
to look at the demand side of the equation too. And it 
looks like this year demand will be higher than it’s been, 
maybe as high as 1.6 million barrels a day, partly because 
of the recovery in the oil exporting countries, because the 
Middle East itself has been a center of demand growth. … 
(P)eople are going to still have some degree of caution, 
because they don’t know what happens when this agree-
ment comes to an end and what the market will look like 
at that point. And there’s still a lot of oil to drain out of 
the inventories.”

1. PLS M&A Database; Baker Hughes rig count data as of 2/24/17
2. Wall Street Journal, Feb. 13, 2017 “OPEC Data Show Members Complying With Pledged Oil-Production Cuts,” by Kevin Baxter.
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