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US OCTG market



Current increasing demand and lagging 
supply mean high prices for both oil and 
gas, making exploitat ion of North 
American unconventional gas plays 
suddenly far more lucrative for producers. 
One of the most important such plays to 
emerge has been U.S. shale gas. U.S. 
shale gas reserves were largely ignored 
but but hydraulic fracturing technology 
and horizontal drilling have successfully 
brought in the gas at commercial rates



The U.S. Energy Information Administration's Annual 
Energy Outlook 2013 projects U.S. natural gas 
production to increase from 23.0 trillion cubic feet 
in 2011 to 33.1 trillion cubic feet in 2040, a 44% 
increase. Almost all of this increase is due to 
projected growth in shale gas production, which 
grows from 7.8 trillion cubic feet in 2011 to 16.7 
trillion cubic feet in 2040.

Horizontal drilling is expected to make up about 
60% of all drilling in the U.S.



0

5

10

15

20

25

30

35

40

1990 1995 2000 2005 2010 2015 2020 2025 2030 2035 2040

U.S. dry natural gas production 

Non-associated onshore Associated with oil Coalbed methane Non-associated offshore
Alaska Tight gas Shale gas

shale gas



The oil and gas industry is typically 
divided into upstream, midstream and 

downstream segments. OCTG pipes (Oil 
Country Tubular Goods) and connections 

are used in the upstream segment 

(downhole in oil and gas wells). Although 

O C T G i s a s t e e l p r o d u c t i t s 

consumption is highly correlated to 
drilling for oil and natural gas.
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early   200x’s,   excess   OPEC   capacity   was   dwindling   as   demand   increased   around   the   world.    
Emerging demand plus a weakness in the denominated currency plus the perception of a 
relatively tight supply combined to drive oil prices up coming out of the recession.  In the U.S., 
the application of horizontal drilling technologies, developed for shale gas, were employed to 
produce shale oil and other liquids and oil was back.   

During the latter part of this period up to the present day, OPEC has re-emerged.  Quietly 
investing  during  the  200x’s,  OPEC  earlier  this  year  increased  production  to  reduce  Brent  Crude  
prices  to  around  $100/bbl  which  pushed  WTI  to  around  $85/bbl.    While  it’s  hard  to  say  why  for  
sure, a variety of factors have combined to slow the growth in oil drilling.  Most  likely,  it’s  not  
oil drilling at all that has slowed, it is natural gas liquids.  Heavy drilling in liquids rich shale 
deposits have driven natural gas liquid (NGL) prices down.  Liquids drilling are still driving the 
ship at this point and will continue to do so in the near term.  Gas prices are predicted to grow 
slowly for the next 4 or 5 years and drilling for that commodity, while starting to grow in 2013, 
will follow the price up. 

Demand  
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horizontal drilling



Horizontal drilling is process of 
drilling a well from the surface to 
a subsurface which is used for 
drilling non-vertical wells which 
cannot be reached with vertical 
drilling.  When directional drilling 
is combined with hydraulic 
fracturing i t can become 
fantastic producers of oil or 
natural gas. 

http://geology.com/articles/hydraulic-fracturing/
http://geology.com/articles/hydraulic-fracturing/
http://geology.com/articles/hydraulic-fracturing/
http://geology.com/articles/hydraulic-fracturing/


schematic geology of shale gas



There are two demand trends that have emerged 
as a result of increased shale drilling activity. 

The first is continued growth of the amount of 

alloy tubular products used in each well. The 
OCTG that is used for hydraulic fracturing 
technology and horizontal drilling require a high level 
of performance which has moved the industry 
towards special high alloy N80/L80 and P110. 

The second trend is that of overall consumption 
of tubular products per well. The increased 
depth and lateral recovery systems have 
contributed to significantly higher rates of tubular 
consumption per well. 



Horizontal drilling has significantly increased demand for 4 1⁄2”, 5 1⁄2” and 7” 
outside diameter products. This has had the effect of reducing existing 
effective domestic capacity as producers have added these items to their order 
book at the expense of 9 5/8” and other, larger sizes. The shift combined with 
the shift in sizes has resulted in high capacity utilization numbers for domestic 
mills in the last few years.

•

Horizontal drilling has significantly increased 
demand for 4 1⁄2”, 5 1⁄2” and 7” outside diameter 
products. This has had the effect of reducing 
existing effective domestic capacity as producers 
have added these items to their order book at the 
expense of 9 5/8” and other, larger sizes. The shift 
combined with the shift in sizes has resulted in high 
capacity utilization numbers for domestic mills in 
the last few years.
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Using the rig count data in the table on the previous page to project OCTG demand in total for 

the sizes covered by the Alita mill (and the scope of this project) would generate demand by 

region as shown in the table below.  In the distribution section, we will provide a table of 

destination cities applicable to each region. 

 

Forecast Demand by Product 

Previously in this Report we have commented that there was an increase in consumption of 4 

1/2”  and  5  ½”  OCTG  products  due  to  the proliferation of horizontal drilling.  We also noted the 

top OD sizes over history and the top OD grades.  On page 32-33 we provided product detail for 

2011 (the latest year available).  Forecasting demand by product would be a bit of an exercise in 

futility  so  we’ve  decided  to  focus  on  the  top  OCTG  sizes  along  with  their  2011  percentages  of  
the market and provide 3 forecast scenarios – one for the next 3 or so years, one for the 

following 3 or so years and finally, one for the last years of the period.  While we are not 

breaking out by product we are segregating by OD, wall ranges that can be made 

welding/seamless.  We also breakout grade ranges including carbon, alloy that can be made by 

either induction or gas, then alloy that needs to be made with gas furnaces.  This breakout 

would provide the proper amount of guidance for Alita with regard to pipe assets.  Our 

assumptions, as we discussed in the market section, is that oil will be the predominant target in 

the near term while gas reemerges as the dominant hydrocarbon target in the mid to longer 

term  (relative  to  the  time  frame  of  this  study).      In  the  table  on  the  next  page,  we’ve  broken  out  

OCTG Demand by Region
Alita Mill Size Range Only

Region
Current 
Period Alloy % 2014 Alloy % 2016 Alloy % 2021 Alloy %

West 91,000       40% 123,000    42% 268,000    45% 337,000    50%

Rockies 389,000    55% 580,000    56% 575,000    58% 670,000    60%

Mid-Continent 824,000    65% 958,000    67% 1,017,000 69% 1,057,000 71%

ArkLaTex 1,935,000 60% 2,289,000 64% 2,238,000 68% 2,390,000 72%

Northeast 204,000    65% 257,000    67% 627,000    69% 658,000    70%

Southeast 64,000       42% 76,000       42% 69,000       42% 76,000       42%

Total 3,507,000 4,283,000 4,794,000 5,188,000 

Forecast

octg demand 2 7/8-8 5/8
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2013 – 2023 

Market Overview 

Looking forward, we would break the outlook into two sections based mainly on worldwide 
economic activity and the resultant effect on energy demand and the outlook for the rig count. 
We believe the outlook for the rig count to be highly dependent upon how fast gas drilling 
recovers. We have forecast a gas consumption model that is reflected in the chart on page 40. 
Our assumptions are that we believe that consumption grows at a slow rate over the next 3 
years, a more average rate for the following 10 years and then a more mature (0.75% per year) 
rate over the final 10 years of the consumption outlook. Our one given is that gas prices will 
remain at levels which would promote growth in activity. Our oil outlook is for not much 
change and sets oil prices in the $80-95/bbl range. The result is a rig count equilibrium forecast 
of between 2125 and 2325 total rigs. We believe this would result in OCTG consumption of 
nearly 8 million tons/year on average. It is important to note that while we believe the rig count 
will average in this range, there will be cycles in the industry that get us there.   

As we noted in the beginning of this Report, consumption of Oil Country Tubular Goods (OCTG) 
is highly correlated to drilling for oil and natural gas.  Drilling for oil and natural gas, on the 
other hand, is highly correlated to the price of oil and natural gas relative to finding and 
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In 2011 US buyers imported about 
51% of all OCTG consumed due 
to the lack of sufficient domestic 
supply while domestic producers 
were able to demand higher prices 
for their production. As per June 
2013 published figures domestic 
produced OCTG sold N80 18% for 
N80, 11% for L80 and, 11% for 
grade P110 above import price 
figures. 

more imports = anti dumping suits



Alita USA plans to invest up to USD 120 
million to construct a 150,000 mt fully-
integrated manufacturing facilities in US, to 
produce steel OCTG pipes (Oil Country 
Tubular Goods). The production facility will be 
equipped wi th state-of- the-ar t heat 
treatment, process and testing lines to 
produce the special high alloy grade N80, L80 
and P110 grades OCTG pipes. 
The facility is expected to be in production in 
2015. 



CompanyCompany Capacity Timing Location
Welded Tube of CN (W)Welded Tube of CN (W) 150,000 Late 2013 Lackawanna, NY
Prolamsa (W)Prolamsa (W) 330,000 2014 Houston, TX
Benteler (S)Benteler (S) 350,000 2015 Caddo Parish, LA
Borusan (W)Borusan (W) 150,000 2014 Houston, TX
USA Investments (W)USA Investments (W) 150,000 2015 McCleary, WA
TPCO (S)TPCO (S) 550,000 2014 Houston, TX
OMK (W)OMK (W) 150,000 2013 Houston, TX
Tenaris (S)Tenaris (S) 650,000 2016 Houston, TX

2,480,000

  New OCTG Investments



74% of all OCTG consumption 2 7/8 - 8 5/8
55% of all current consumption alloy grade
60% by 2016
SMLS alloy marginally preferred than ERW alloy
no price difference between alloy ERW & SMLS
Seamless: USD 1 B for 400,000 = $2500 / mt
ERW: USD 120 million for 150,000 = $800 / mt
production cost ERW < SMLS
raw material cost HRC vs high grade blooms

SMLS or ERW?
SMLS will set the price and ERW will benefit


