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Abstract (summary)

The US shale gas bonanza -- and its implications.

The application of hydraulic fracturing technology to shale gas production has brought notable increases in output,
sharply lower gas prices, and large-scale investment in the energy and petrochemicals sectors; since 2011, over
90 billion dollars in investments in new chemical, steel, tire, plastics and other industrial plants have been
announced. For example, in 2007-12, investment in the domestic oil and gas sector roughly doubled -- cutting
energy bills and reducing gas imports from Canada. However, the industrial sector delayed major investments as it
waited for confirmation that these positive trends would be sustained. By last year, businesses decided that the
trends were likely to continue and numerous investment projects recently have been announced. Investment in
energy-using industries could be several-fold larger than investment in gas production itself.

SUBJECT:The US shale gas bonanza -- and its implications.

SIGNIFICANCE:The application of hydraulic fracturing technology to shale gas production has brought notable
increases in output, sharply lower gas prices, and large-scale investment in the energy and petrochemicals
sectors; since 2011, over 90 billion dollars in investments in new chemical, steel, tire, plastics and other industrial
plants have been announced. For example, in 2007-12, investment in the domestic oil and gas sector roughly
doubled -- cutting energy bills and reducing gas imports from Canada. However, the industrial sector delayed
major investments as it waited for confirmation that these positive trends would be sustained. By last year,
businesses decided that the trends were likely to continue and numerous investment projects recently have been
announced. Investment in energy-using industries could be several-fold larger than investment in gas production
itself.

ANALYSIS: Impacts.
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Development of a significant LNG export industry is likely, despite some opposition.

The supply-demand dynamic will become more elastic, further encouraging production.

Regulations will tighten, but not enough to discourage production.

Unconventional technology -- particularly horizontal drilling and hydraulic fracturing -- is responsible for sharply
increased US gas production. Shale gas accounted for 34% of all gas production in 2012, up from just 3% as
recently as 2004. The growing supply of gas has led to a 74% plunge in prices since 2008, to roughly 3.20 dollars
per million btu today. The effects of this production are apparent in trade flows. Whereas gas imports accounted
for roughly 20% of US gas consumption as recently as 2007, the Energy Information Administration (EIA) now
estimates that the United States will become a net exporter of gas by 2020.

Major economic benefits.

New production and low prices have the potential to positively affect the economy by boosting industrial
production, encouraging investment spending, increasing employment, improving the trade balance and promoting
more robust economic growth:

According to one estimate, industrial production will be 2.9% higher by 2017 than would otherwise be the case.

Collectively, unconventional natural gas and oil production will result in more than 5.1 trillion dollars in capital
spending between 2012 and 2025.

Such growth in the energy and manufacturing sectors is likely to create positive employment effects.
PriceWaterhouseCoopers forecasts that lower gas prices could allow manufacturers to hire 1 million more workers
by 2025.

Last month, Citibank estimated that by 2020 the current
account deficit -- now running at about 3% of GDP -- could
be reduced by 1.2-2.4% of GDP because of benefits
unleashed by unconventional energy products. Additionally,
Citi projects that the oil and gas boom could lead to a
2.0-3.3% increase in real GDP by 2020 ( see
INTERNATIONAL: Politics is moving in support of shale -
March 1, 2013).

Industry effects.

On an industry-by-industry basis, the benefits are likely to
be similarly substantial.

Chemicals.

Lower gas prices, which mean lower feedstock costs, are
driving investment in the chemical industry. According to a
public survey by Dow Chemical, more than 100 investment

projects totaling more than 90 billion have already been announced in the United States, with the majority of these
investments taking place in the chemical industry. Furthermore, the American Chemistry Council confirms the link
between natural gas supply and business investment, estimating that a 25% increase in ethane supply is likely
because of the natural gas boom. The council estimates that this ethane production increase has the potential to:

generate 16 billion dollars in capital investment;

http://search.proquest.com.libproxy.nps.edu/printviewfile?accoun...

2 of 4 10/8/2013 4:12 PM



create hundreds of thousands jobs;

boost economic output by 132 billion dollars; and

generate 44 billion dollars over ten years in federal, state, and local tax revenue.

Lower gas prices are boosting the industry's global competitiveness. For decades, the US industry (supported by
historically low gas prices) ran annual trade surpluses in the tens of billions of dollars. However, in the face of high
gas prices in the early 2000s, this competitive advantage eroded and the chemical trade surplus (excluding
pharmaceuticals) shrank to just 6 billion dollars in 2005. With falling gas prices, the chemicals trade surplus has
been running in the range of 28-31 billion dollars for the last 3 years.

Utilities.

Cheaper gas is also causing a shift in the electric power industry. Historically, coal has been the cheapest fuel for
producing electric power. However, in the face of congressional consideration of measures to restrict carbon
dioxide (eg, proposals for cap-and-trade regimes and taxes in 2009-10) and pending Environmental Protection
Agency (EPA) rules, many utilities delayed the modernisation of their fleets. By the end of 2010, 37% of all US
coal-fired plants were 40 years old or older ( see UNITED STATES: Obama push to cut emissions may succeed -
January 25, 2013). Now, the replacement logjam appears to be breaking as utilities opt to refuel with gas, which
offers both price and environmental advantages.

Of the estimated 235 gigawatts of new generating capacity that the
Department of Energy (DOE) projects will be added in 2011-2035, 60% is
expected to come from gas-fired plants, compared with just 7% from
coal-fired plants. A typical 400 megawatt gas combined cycle power plant
costs in the neighbourhood of 400-500 million dollars to build, suggesting
that investment in gas power plants could be in the range of 140-180 billion
(2010 dollars) over the next two decades.

Outlook -- limited, but real, obstacles.

The extent to which gas drives industrial investment may depend upon domestic tolerance for the environmental
consequences of hydraulic fracturing. In December 2011, the EPA found evidence of water contamination due to
'fracking' in Wyoming, a finding that has inspired public opposition to the technique -- despite industry protests. In
addition, the impact of drilling on water supply remains a concern. A single well can require 5 million gallons of
water, which could create problems for arid regions in the West. Industry claims that the risk is overstated, but it
again raises public concerns. EPA is undertaking a comprehensive study of the impact of gas drilling on water
quality. The results, which will not be released until late 2014, will determine the stringency of future regulations.
State regulations and tax policies will also impact the ease and profitability of drilling operations.

Liquefied natural gas (LNG) exports are another key variable. DOE is considering a number of applications to build
LNG export terminals and many are calling for their approval. However, some lawmakers have voiced concerns
that LNG exports could increase domestic prices and disadvantage manufacturers that depend upon gas feedstock.
A recently released DOE report found that on net, the economic benefits of exporting natural gas outweigh the
potential negative effects from higher energy prices. The Obama administration has so far approved one export
terminal; some, but not all, of the 16 other pending applications are also likely to be approved.

CONCLUSION: The gas boom will continue to boost investment, employment and trade balances across many
industries. The chemical industry, in particular, is poised to benefit substantially. Public concern over the safety of
hydraulic fracturing remains high, but this is unlikely to slow exploitation much outside a few states (New York and
perhaps eventually, to a lesser degree, Pennsylvania).

http://search.proquest.com.libproxy.nps.edu/printviewfile?accoun...

3 of 4 10/8/2013 4:12 PM



Indexing (details)

Subject Economic conditions;
Coal industry;
Energy policy;
Natural gas industry;
Public utilities;
International trade;
Economic growth;
Oil shale

Location United States, US, North America

Classification 9190: United States
8510: Petroleum industry

Identifier / keyword United States, US, North America, Economic conditions,
Industry, Coal industry, Energy policy, Gas industry,
Public utilities, International trade, Economic growth

Title UNITED STATES: Shale gas boom to boost industry, trade

Publication title OxResearch Daily Brief Service

Pages n/a

Publication year 2013

Publication date Mar 22, 2013

Year 2013

Publisher Oxford Analytica Ltd

Place of publication Oxford

Country of publication United Kingdom

Publication subject BUSINESS AND ECONOMICS

Source type Reports

Language of publication English

Document type News

ProQuest document ID 1318804075

Document URL http://libproxy.nps.edu/login?url=http://search.proquest.com
/docview/1318804075?accountid=12702

Copyright Copyright Oxford Analytica Ltd. 2013. No publication or
distribution is permitted without the express consent of
Oxford Analytica.

Last updated 2013-04-07

Database OxResearch

Copyright © 2013 ProQuest LLC. All rights reserved. Terms and Conditions

Copyright Oxford Analytica Ltd. 2013. No publication or distribution is permitted without the express consent of
Oxford Analytica.

http://search.proquest.com.libproxy.nps.edu/printviewfile?accoun...

4 of 4 10/8/2013 4:12 PM


