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The United States imports roughly two 
thirds of its oil from other countries. The 
remaining third comes from domestic 
sources and 30 percent of that came from 
offshore production (prior to the May 2010 
moratorium on drilling), a figure that is 
projected to grow over the next 20 years. 
Clearly, domestically produced oil provides 
a social value—both in the energy content 
that consumers use to power their vehicles 

everyday as well as in reducing our nation’s 
dependence on oil imports. But oil drill-
ing also poses serious risks to workers, the 
environment, and the community.

The April 2010 Deepwater Horizon oil spill 
released an estimated 200 million gallons 
of oil in the Gulf of Mexico and is likely to 
be the single most costly oil spill off the U.S. 
coast. In August 2010, the National Commis-
sion on the BP Deepwater Horizon Oil Spill 
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and Offshore Drilling asked RFF’s Center 
for Energy Economics and Policy (CEEP) to 
conduct a series of studies that would help 
inform the commission’s investigations 
and recommendations. RFF was not asked 
to assess the technical causes of the spill; 
instead, our task was to help identify poten-
tial improvements in industry and govern-
ment practices to reduce the risk of future 
catastrophic spills. 

We quickly assembled a team of experts 
with significant experience in risk assess-
ment, regulatory and cost–benefit analy-
sis, government enforcement, and the oil 
industry to tackle important questions such 
as: Are deepwater wells inherently riskier 
or might this incident simply have been 
caused by an outlier firm? What incen-
tives to prevent a catastrophic spill faced 
the industry prior April 2010? Are there 
economic or legal barriers to instilling a 
safety culture in the drilling industry? Do 
government regulatory agencies have the 
right tools to assess the risks of catastrophic 
spills? Are government enforcement efforts 
up to the challenge? Are proposed industry 
efforts to prepare for future catastrophic 
spills adequate?

In addition to our own research and 
analysis, RFF staff interviewed and met with 
members of the commission, current and 
former government officials, and numerous 
industry representatives. As a result, RFF 
researchers formulated a series of find-
ings and recommendations to improve the 
safety of future oil drilling operations. 

The articles in this special issue of 
Resources explore various aspects of those 
findings and pose additional questions for 
the future of the industry. One of the key 
findings was the need to provide stronger 
incentives for industry to invest in safety, 
risk-reduction, and containment technolo-
gies. A second important finding was the 
need to reform regulatory structures to 

adapt to deepwater drilling risks. Finally, our 
researchers identified the need to strength-
en the oversight capacity of institutions 
involved in offshore drilling. 

Highlights of this work are on page 25, 
and the full set of papers and recommen-
dations is available on the RFF website at 
www.rff.org/deepwaterdrilling. Moving 
forward, RFF seeks to expand on this body 
of work to provide additional context for 
policymakers concerned about the future of 
offshore oil drilling in the United States.
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INCENTIVES

Instilling a Stronger Safety 
Culture: What Are the 
Incentives?  Linn and 
Richardson - page 30

�

RISK ASSESSMENT

Managing the Risks of 
Deepwater Drilling 
Kousky - page 34

�

RISK ASSESSMENT

Preventing O�shore Oil 
Spills Cooke, Ross, and 
Stern - page 37

�

RISK MANAGEMENT

Managing Environmental, 
Health, and Safety Risks: 
A closer look at how three 
federal agencies respond
Scarlett, Fraas, Morgenstern, 
and Murphy - page 38

� �

THE NEXT BATTLE

Containing Future Major 
Oil Spills Cohen, Macauley, 
and Richardson - page 44

� � �

Preliminary Empirical 
Assessment of O�shore 
Production Platforms in 
the Gulf of Mexico 
Muehlenbachs, Cohen, 
and Gerarden

�

Precursor Analysis for 
O�shore Oil and Gas 
Drilling: From Prescriptive 
to Risk-Informed 
Regulation Cooke, Ross, 
and Stern

�

Risk Management 
Practices: Cross-Agency 
Comparisons with 
Minerals Management 
Service Scarlett, Linkov, 
and Kousky

�

Understanding the Costs 
and Bene�ts of Deepwa-
ter Oil Drilling Regulation 
Krupnick, Campbell, Cohen, 
and Parry

� � �

Deepwater Drilling: Law, 
Policy, and Economics of 
Firm Organization and 
Safety  Cohen, Gottlieb, 
Linn, and Richardson

� �

Managing Environmental, 
Health, and Safety Risks  
Scarlett, Fraas, Morgenstern, 
and Murphy

� �

Organizational Design for 
Spill Containment in 
Deepwater Drilling 
Operations in the Gulf of 
Mexico: Assessment of the 
Marine Well Containment 
Company (MWCC) 
Anderson, Cohen, Macauley, 
Richardson, and Stern

� � �

Strengthen the oversight capacity 
of institutions involved in 

o�shore drilling.

• Establish and maintain a strong safety 
culture industry-wide.

• Implement third-party reviews of safety 
and risk management activities.

• Consider a broader mission and 
governance for industry-wide 

containment activities.

Provide stronger incentives for 
industry to invest in safety, 

risk-reduction, and response 
and containment technologies.

• Raise liability caps to reflect the 
risks posed by deepwater drilling. 

• Establish commensurate financial 
responsibility requirements.

• Require third-party insurance to 
increase external monitoring.

• Develop risk-based premiums if 
insurance pools are used. 

Reform regulatory structures to adapt to 
deepwater drilling risks.

• Improve risk-assessment 
methodologies and establish clear thresholds.

• Increase the use of 
performance-based risk management and 

cost–benefit analysis.

IN THIS ISSUE KEY RECOMMENDATIONS ON THE WEB

how to Read this chart This chart shows how the articles in this special issue—and the discussion papers that they are 
based on—correlate to these Key Recommendations. You can find much more at  www.rff.org/deepwaterdrilling.
u= Strengthen Incentives  l= Reform Regulatory Structures  n= Strengthen Oversight



Simply put, ultra-deepwater production is 
both more complex and riskier. 

For example, moving from a water depth 
of 500 feet to 5,000 feet increases the 
annual probability of a reported incident 
from roughly 10 to 70 percent. This finding 
holds even if the analysis is restricted to the 
top 10 oil producers in the Gulf. Although 
the analysis does not suggest that the water 
depth itself is the cause of increased inci-
dents, it does reinforce the suspicion that 
drilling at increased depths results in greater 
technical challenges and, therefore, may 
require novel approaches to industry opera-
tion and government regulation.   

Deepwater Drilling is Riskier 
To determine if deepwater drilling is riskier, 
my colleagues Lucija  Muehlenbachs, Todd 
Gerarden, and I examined data on over 
3,000 fixed offshore oil platforms in the Gulf 
of Mexico and reported on the impacts of 
offshore production, such as fire damage, 
injuries, pollution, and related conse-
quences in our paper, “Preliminary Empirical 
Assessment of Offshore Production Plat-
forms in the Gulf of Mexico.”

What our findings show is the probability 
of a company-reported incident increases 
with water depth, even after controlling 
for levels of production, facility complexity, 
company in charge, and distance to shore. 
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The annual probability of a company-reported incident increases with water depth, even after controlling for the levels of 
production, facility complexity, company in charge, and distance to shore. 
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FURTHER THoUGHTS FRoM MiCHAEL PoRTER AND WiLLiAM REiLLY  

oN THE FUTURE oF DEEPWATER DRiLLiNG

Michael Porter and William Reilly discussed long-term strategic is-
sues related to the future of deepwater drilling at a seminar in January, 
celebrating the 20th publication anniversary of Porter’s seminal article, 
“America’s Green Strategy,” which established the Porter Hypothesis. For 
more on the event, see page 07. (This text is from the event transcript.)

Michael Porter:
The questions are how do we get the safest use of offshore energy 
resources at the minimum added cost to business? and how can we in-
novate while developing those resources? Can we advance the technol-
ogy in ways that improve safety, but without increasing costs, by using 
better technology, methods, and processes? 

Step one would be to start intensively collecting data, tracking per-
formance, and measuring the environmental impact and the environ-
mental record. Some of that is probably going on now in the industry. 
But ultimately we ought to be focused on the outcome, which is good 
safety performance, not on specifying certain steps that companies 
have to go through. 

William Reilly:
The tendency of our government apparatus—and certainly the Bureau 
of ocean energy Management, regulation and enforcement—is to 
prescribe in ever more detail how things should be done: how negative 
pressure tests should be conducted, where centralizers fit in, and all 
that sort of thing. 

The great fear I have looking at the situation is that it will only be ef-
fective for three to five more years. But if you see the dynamic devel-
opment of that industry, and the dynamism it took to go 5,000 feet 
down—now they’re going 10,000 feet down; three rigs are being made 
for that—one worries that those regulations will quickly be out of date. 


