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• Incentives Do Matter 

• Incentives are Effective “At the Margin” 

• More is Preferred to Less 

• Transparency and Perfect Information Improve 

Efficiency and Equity 

 



 In economics, an incentive is any factor 

(financial or non-financial) that enables or 

motivates a particular course of action, or 

counts as a reason for preferring one choice to 

the alternatives. 

 



Incentives can be classified as: 

1. Remunerative Incentives 

2. Moral Incentives 

3. Coercive Incentives  

 



 

 Examples: 

• Marginal utility 

• Marginal cost 

• Marginal revenue product 

• Marginal propensity to consume 

• Marginal tax rate 

 



• At $10 per MMBtu or $120 per BBL, 

producers are typically going to elect to drill 

wells regardless of the GPT incentives. 

 

• At $2.00 per MMBtu or $25 per BBL, 

producers are typically going to elect NOT to 

drill wells even if they have the GPT incentive. 

 



• Oil and Gas Industry Electronic Survey 

– Sent out 125 surveys to leading members of the 

industry 

• Approximately 90 surveys were successfully sent out  

– Unsuccessful deliveries due to incorrect e-mail addresses 

• Some surveys may have been blocked by a spam filter 

• Received 29 responses to the first question 

– Received 25 completed surveys 
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1. Estimate of recoverable 
reserves  

2. Geology of the prospect  

3. Estimated cost to drill and 
complete the proposed well  

4. Price of Oil/Price of Natural 
Gas as shown in the futures 
market at the time of election 
to participate  

5. Location of proposed well (as 
it relates to a particular area in 
the state that you are familiar 
with 
geologically/geophysically)  

 6. Price of Oil/Price of Natural 

Gas at the time of election to 

participate  

7.  Location of proposed well (as it 

relates to roads, pipelines, 

accessibility)  

8. Drilling rig availability  

9. Location of well (as it relates to 

being on ”fee” surface lands or 

“Restricted Indian Lands” 

10. State tax incentives (deep well, 

horizontal well, enhanced 

recovery, etc.)   



• When asked if these variables were “always, 

often, seldom, or never” addressed 

 

– 8% of respondents said state tax incentives were 

“never” addressed 

 

– State tax incentives was the only option that 

received “never” ratings 
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