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Today, the United States has an abundance of natural gas that is estimated to exceed 100 years of 
domestic consumption.  In fact, in 2011, the United States was the largest natural gas producer in the world 
exceeding Russia, Canada, and Iran.2  In 2005, North American shale production comprised only 2.5% of 
total gas production and by 2010 it had climbed to 20%.  Industry experts predict that by 2020 it is expected 
to exceed 50% of total gas production; although long-term price changes could affect these estimates.3   
 

The United States is uniquely positioned to capitalize on this development because we enjoy certain 
competitive advantages that, collectively, are significant: established property and mineral rights, an efficient 
energy regulatory framework, free market pricing, risk capital, rigs, crews, drilling expertise, transportation 
networks (rail and truck), and a vast and reliable pipeline system.  For competing countries, these institutions 
and assets are less established and would require the investment of billions of dollars and many years to 
cultivate.  Shale formations exist all over the globe, but the unique nature of our shale assets and the 
infrastructure that surrounds them give the United States the best opportunity to capitalize on the assets 
beneath us.  
 

A further competitive advantage to the United States is the relative price of crude oil versus natural 
gas. This divergence occurred concurrently with the supply revolution and continues to grow as the natural 
gas supply grows.  The current Brent Crude Oil price is about $100 per barrel while the current Natural Gas 
price is approximately $4 per Mcf or 1,000 cubic feet.  Because one barrel of oil contains approximately six 
times the energy of one Mcf (or, in energy terms, 1,000,000 British Thermal Units or BTUs), the equilibrium 
price of oil should be about six times the price of natural gas or $24 a barrel.  In fairness, one could propose 
that alternately, the price of natural gas should rise 400% (from $4 to $16) to equilibrate, but given the 
potential excess supply, the limitations on the cost to produce oil, and the differing economics between the 
two fuels, this seems unlikely.  It is no surprise that some industry analysts expect the price of oil to fall from 
current levels over time, even if aggregate demand picks up with an accelerating economic recovery.  
 

The favorable price differential, however, has presented some problems for the major energy 
companies as drilling for natural gas is only economical in the lower cost, higher productive formations.  In 
fact, the bounty from the Fayetteville shale has waned while other plays like the Bakken (North Dakota) and 
the Eagle Ford (South Texas) shales enjoy more productive formations.  Correspondingly, the shale 
revolution has expanded to oil where horizontal fracturing is being applied to extract oil (tight, light, heavy, 
shale) that can be sold at higher prices relative to gas (see Figure 1).  From 2008-2012, the United States 
boasted the highest growth in the world in crude oil production thereby significantly reducing our 
dependence on foreign oil imports.4  The International Energy Agency predicts the United States could 
overtake Saudi Arabia as the world’s largest global oil producer by 2020 and PIRA Energy Group, an 
international energy consulting firm, predicts North America could become a net exporter by the same year 
(see Figure 2).  Further, U.S. net petroleum imports declined from more than 13 million barrels per day in 
mid-2007 to fewer than 8 million at the end of 2011.5  While these statistics are astounding, one must 
consider the type of oil produced, its uses, and relative costs versus traditional drilling before declaring 
outright energy independence in the U.S.  

                                                            
2 BP Statistical Review 2012, ConocoPhillips. 
3 Wood Mackenzie, ConocoPhillips. 
4 Oil and Gas Journal; 2012 vs. 2008 average, ConocoPhillips. 
5 NuStar GP Holdings, LLC and ConocoPhillips. 
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Analysts agree that, it is the Class 8 tractor or commercial trucks that may provide the most 

significant payback from natural gas conversion.  The estimated incremental cost of a natural gas fueled 
truck versus a diesel fueled truck is about $60,000 (a Diesel truck cost approximately $120,000).  However, 
as Figure 5 illustrates, at current fuel costs the payback period is estimated to be only 3.3 years, (for context, 
a tugboat has a payback of 8.5 years)13.  Although, sustained rising natural gas prices would mitigate fuel 
cost savings and extend the payback period.  

  

     Figure 5:  LNG Conversion – Costs and Payback 
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 Source:  M.J. Bradley & Associates LLC. 

 
 

THE RESHORING OPPORTUNITY 
 

Another byproduct of the energy revolution is the potential “manufacturing renaissance” beginning to 
occur in America.  Often referred to as “reshoring”, this phenomenon refers to companies who once 
manufactured in the United States but moved overseas for lower costs, and are now moving back for the 
same reason.  Those industries with low labor costs (or cost-saving technology) and high transportation costs 
are particularly incentivized to move given the lowering costs of energy and thus, transportation in the U.S.  
For those companies with significant domestic sales, shipping over shorter distances further enhances the 
profitably equation.  Additionally, Boston Consulting Group expects net labor costs for manufacturing in 
China and the U.S. to converge by around 2015.14  While wages are still much higher in the U.S., 
productivity is higher too, making the net cost negligible when taking into account other “hidden costs” 
associated with operating in foreign locations with higher country risks.   

 
 

                                                            
13 M.J. Bradley & Associates LLC. 
14 Reshoring Initiative. 

  DIESEL  LNG 

Annual Miles  100,000  100,000 

Fuel Use  6.0 MPG  5.7 MPDGE 

Annual Fuel  16,667 gal  17,544 DGE 

Fuel Cost  $4.16 / gal  $2.92 / DGE 

Annual Fuel Cost  $69,333  $51,228 

Annual Savings 

 

$18,105 

Purchase Cost  $60,000 

Pay‐Back Period  3.3 years 
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The dynamics of the energy sector, together with the advances of technological innovation create the 
ultimate question: have we reentered an era of cheap energy?  Cheap energy means a competitive advantage 
in manufacturing at a time when technological innovation is accelerating productivity and profitability. 
Energy independence essentially means an end to oil imports, a dramatic drop in the trade deficit, and 
potentially, a stronger dollar.   

 
These developments have changed the global landscape in ways inconceivable just a decade ago. The 

energy supply revolution that has driven these changes is rooted in the powers of American capitalism, 
innovation and ingenuity.  As with anything in investing, timing is the question.  Like the chicken and the 
egg, much must occur before the U.S. can fully capitalize on the rich resources we possess.  However, it may 
be neither the chicken nor the egg that comes first, but rather the powers of capitalism, supply, demand, and 
economic growth that ultimately unlock our energy potential.  As we allocate capital into the energy sector, 
we will continue to focus on those companies best positioned to capitalize on these trends.  We expect our 
clients to be the ultimate beneficiaries. ■ 
 
 
 
       G. Brock Gearhart, CFA 
       President and Investment Adviser 
 
       Mary Ann Greenwood, Ph.D., CFA 
       Chairman and Investment Adviser 
 
       May 24, 2013 
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