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US Fracking:  
Financial Bust Despite Oil 
& Gas Production Boom

EXECUTIVE SUMMARY

Over the past decade, the United States has 
become the world’s largest producer of both oil 
and gas. This production growth has been driven 
by technological advances: hydraulic fracturing 
(“fracking”) and horizontal drilling. Paradoxically, 
the fracking boom has created a financial bust.  
For a decade, oil and gas companies focused 
on fracking in North America have recorded 
negative cash flows, meaning they have spent 
more on drilling for oil and gas than they have 
realized from selling it.

 
The business case for fracking remains 
unproven

The poor economics of fracking is a vitally 
important cautionary tale1. Many other countries 
have watched with envy as oil and gas production 

1. Many environmental and social concerns have been raised about 
fracking. These have been competently considered by others. This analysis 
will focus on the economics and financial aspects of fracking, leaving others 
to address the very real environmental and social issues that have arisen 
over the past decade.

Kathy Hipple

Institute for Energy Economics  
and Financial Analysis (IEEFA).
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has soared in the U.S., wondering whether their own oil and gas reserves 
could produce similar levels of abundance through fracking. They may be 
unaware, however, that fracking has proven to be a speculative undertaking 
that costs billions – with financially disastrous results. 

The world-wide oversupply, or glut, of oil and gas threatens to keep prices 
low for the foreseeable future. In a persistently low-price environment, 
fracking is simply not financially viable. In fact, it has never been financially 
viable, even when oil prices were significantly higher than they are now. 

Many explanations have been proffered to explain this poor financial 
performance, but they don’t change the facts: For a decade frackers have 
lost money and the financial difficulties facing the industry in the U.S. are 
intensifying. 

With huge debt and continued losses, frackers are finding it harder to get 
bank loans or sell debt or equity. As a result, bankruptcies are increasing. 

Over the past two years, the public debt markets have largely closed to 
these companies. Equity investors have also fled the sector. Energy stocks, 
which do not include renewables, were the worst performing sector in the 
S&P 500 over the past decade. And within the energy sector, the exploration 
and production (E&P) companies, which focus on fracking, have been 
especially poor performers. Norway’s Government Pension Fund Global, 
the world’s second largest at more than US$ 1 trillion, has divested from 
E&P companies, citing the unacceptable financial risk. 

Fracking companies are laying off thousands of employees as they seek to 
address their financial distress. 

The financial failure of fracking has profound global implications. Other 
countries that sit on vast oil and gas reserves, such as Argentina with its Vaca 
Muerta basin, may be tempted to spend billions to develop these reserves. 
Leaders and policy makers may lured be by the potential production 
increases and may be tempted to ignore the financial risks. 

This would be unwise. From a financial perspective, fracking has been an 
unmitigated disaster for companies, investors and lenders. 

The Institute for Energy Economics and Financial Analysis (IEEFA) believes 
that fracking will continue to be a risky undertaking that will not produce 
financial success – neither in the U.S. nor elsewhere.
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Fracking and its Major Products

Unconventional production, also called fracking, produces crude oil, 
natural gas and natural gas liquids (NGLs) previously trapped in tight 
rock formations, often called shale. The industry has become increasingly 
effective at producing oil and gas over the past decade through fracking 
and horizontal wells. These wells may be more than 3000 feet long, with 40 
well fractures. The industry continues to evolve technologically, but these 
advances are capital-intensive and require massive upfront outlays. 

Fracking became widespread in the early 2000s in Texas, based on significant 
technological advances and commercially promising applications. The U.S. 
now produces more than 12 million barrels per day (bbl/day) of oil, fueled 
by fracking in the Permian Basin in Texas and New Mexico. It produces 
more gas than other countries, thanks to widespread fracking, primarily in 
the Permian Basin and Appalachia2 in the Eastern U.S. 

Some basins produce more oil than gas, in others, more gas than oil is 
produced. Unconventional production of oil often leaves natural gas as 
a byproduct. In some basins, such as the Permian, there is such a glut of 
natural gas that companies opt to burn it off, a process called “flaring,” 
rather than trying to sell it. The basins in the Eastern U.S., the Marcellus and 
Utica, largely produce natural gas, which is considered dry gas. Wet gas, or 
natural gas liquids (NGLs), must be separated from natural gas. If the price 
for NGLs, which are mainly used as a feedstock for the petrochemical, or 
plastics, industry, is too low, some producers do not separate the NGLs from 
the dry gas.

  
Production Boom, Price Bust 

Fracking has created a production boom in the U.S. In 2005, the country 
produced approximately 5 million bbl/day. This has ballooned to 
approximately 12 million bbl/day in 2019. (See Chart I.) The U.S. is now the 
largest producer of oil in the world.

2. Appalachia is a region in the U.S.. It contains the Marcellus and Utica basins where fracking is allowed. Three 
states, Pennsylvania, West Virginia and Ohio, account for most of the gas production from fracking in Appalachia. 
The Marcellus/Utica basins are also in New York State, which banned fracking in 2014.
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Graph I: U.S. Field Production of Crude Oil.

Fracking has also led to massive natural gas production increases in the 
U.S. In 2015, the U.S. produced 84 billion cubic feet per day (Bcf/d)3. By 2019, 
production had increased to 92 (Bcf/d)4. The U.S. is now the largest producer 
of natural gas in the world.

The increased supply has helped push down market prices for both oil and 
gas, and projections are that prices will remain relatively low. 

3. EIA.gov. U.S. natural gas production hits record high in 2015.
4. EIA.gov. Short term energy outlook.  January 14, 2020.

Source: U.S. Energy Information Administration.

Source: U.S. Energy Information Administration.
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Graph II: Oil and Gas Prices

WTI Oil Prices: 1985- 2019

Natural Gas Prices at Henry Hub: 2001-2019

The energy research firm, IHS Markit, has predicted that the global 
oversupply will push natural gas prices still lower in 2020, to below $2.00 
per million British Thermal Units (mm/BTU)5 in real terms. Natural gas prices 
have not been this low since the 1970s. Futher, increased gas production 
from the Permian basin and additional pipeline capacity to transport the 
gas will outpace global demand for gas, according to IHS Markit6. 

5. IHSMarkit.com. US natural gas price will fall to levels not seen since 1970s, IHS Markit says.  September 12, 2019.
6. Ibid

Source: U.S. Energy Information Administration.

Source: U.S. Energy Information Administration.
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Financial Bust: Negative Cash Flows, Mounting Debt  
and Bankruptcies 

In the last decade, record-setting production has not led to financial 
success. To the contrary, U.S. frackers have spilled alarming volumes of red 
ink throughout the fracking “boom.”  

Over the past two years, many investors predicted that America’s shale 
industry would finally produce cash as well as hydrocarbons. The price of 
oil had nearly doubled from its 2016 low of $29 per barrel. At the same 
time, the industry had spent more than a decade improving its technology, 
learning to produce more oil and gas at a lower cost.  

Yet, cash flows have remained negative through 2019. Persistently negative 
cash flows have led to mounting debt, increasing numbers of bankruptcies, 
and plummeting stock prices. The public markets have largely turned their 
backs on these companies. 

a. A Decade of Negative Cashflows

Since its inception, the fracking sector has consistently failed to produce 
enough cash to satisfy its voracious appetite for capital. 

Free cash flow is a crucial gauge of financial health. Positive free cash 
flow allows companies to pay down debt and reward equity investors. In 
contrast, negative free cash flows force companies to fund their operations 
by dipping into cash reserves, selling assets or raising new money from 
capital markets.

In the early stages of the fracking boom, investors tolerated negative 
cash flows from oil and gas producers, believing that the industry would 
eventually learn to produce cash as well as product. A few companies can 
now eke out modest positive cash flows, but most frackers never turned 
the corner.

An Institute for Energy Economics and Financial Analysis (IEEFA) sample of 30 
leading fracking-focused companies in North America7 showed an aggregate 
negative cash flow of nearly $200 billion from 2010 through 20198.  

7. These companies frack for both oil and gas in various basins, primarily the Permian and Marcellus/Utica.
8. IEEFA.org. Fracking sector spills more red ink in Q3.  November 19, 2019.
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Graph III: Free Cash Flow at 30 Sample Frackers: Q3 2018 – Q3 2019

Rystad Energy, which tracks 40 E&P companies in North America, reported 
similar results, noting that only ten percent of companies in its sample were 
cash-flow positive in Q1 20199. 

The run-up in oil prices during early 2018 has helped companies narrow 
their cash flow losses compared to 2016 and 2017, when the oil price 
plummeted from more than $100 per barrel to $29 per barrel. But even with 
2018-2019 oil prices10 in the $55-65 per barrel range, E&P companies have 
lost money, reporting negative cash flows over this period.

Frackers focused on natural gas production (largely in the Marcellus/
Utica basins), have shown even worse cash flow results. They have been hit 
especially hard by low natural gas prices in the U.S.11, which have declined 
sharply since 2009. In 2019, natural gas prices averaged $2.57 at Henry Hub, 
which was $0.60 less than 2018 levels, and the lowest average since 201612.

b. Mounting Debt

Because of their negative cash flows, many oil and gas companies have used 
debt for capital infusions to keep their businesses afloat. In the process, 

9. Rystad.com. Just 10 percent of shale companies are cash flow positive. May 29, 2019.
10. Oil from the Permian basin is generally quoted based on West Texas Intermediate (WTI).
11. Natural gas prices in the U.S. are generally based on price at the Henry Hub.
12. EIA.gov. Natural Gas prices in 2019 were the lowest in the past three years.  January 9, 2020.
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these companies have racked up enormous amounts of debt: by the end of 
2019, our cross-section of 30 fracking-focused companies owed more than 
$100 billion in long-term debt, virtually unchanged over the last five years.

Similarly, the 40 E&P companies in Rystad Energy’s sample will face $100 
billion in interest and principal repayments over the next six years, including 
$71 billion in debt maturing and $30 billion of scheduled interest payments13. 

For E&P companies focused on fracking gas in the Marcellus and Utica basins 
in Appalachia, the seven publicly-traded companies in IEEFA’s sample have 
more than $29 billion in long-term debt14. The companies’ negative cash 
flows will make it all-but-impossible to pay off this debt, especially as gas 
prices in the U.S. remain at multi-year lows. 

c. Poor Stock Market Returns

Stock market returns for the fracking sector have been dismal, reflecting its 
weak financials and poor financial outlook.  The energy sector15 has been 
the poorest performer of any listed in the S&P 500 for the past decade (See 
Chart.)  It has increased only 6 percent, while the S&P 500 has increased 190 
percent overall in the same period.

Graph IV: Energy: S&P´s Worst Sector Over 10 Years

13. O&GJournal.com. Rystad Energy: US shale bankruptcies ‘not industry-wide epidemic.’ September 25, 2019.
14. The seven companies in IEEFA’s sample, listed by stock symbol, are: AR, CNX, COG, GPOR, CHK, RRC, EQT, and SWN.
15. The energy sector does not include renewable energy.

Source: S&P Dow Jones Indices. Dec. 31 '09 - Dec. 31, '19.
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There are several exchange-traded funds (ETFs) that track the U.S. E&P 
sector. The largest is XLE, Energy Select Sector SPDR Fund, has assets of 
$11.3 trillion. Over the past five years, XLE has declined approximately 20 
percent, while the S&P 500 has increased approximately 60 percent.

d. Limited Access to Capital

Ongoing negative cash flows have required capital infusions to keep these 
oil and gas companies afloat. But with some debt selling at a discount and 
stock prices falling, raising new capital is becoming harder. 

There are signs that lenders and investors have lost patience with fracking 
companies. Consider:

• Companies raised about $22 billion from equity and debt financing 
in 2018, less than half the total in 2016 and almost one-third of what 
they raised in 201216. 

• Publicly issued debt of shale E&Ps, in 2018, had dropped to the lowest 
level of the past five years17.

e. Wave of Bankruptcies

As a result of years of mounting debt and negative cash flows, the fracking 
sector has experienced a wave of bankruptcies over the past five years 
that shows no sign of subsiding. All told, 199 North American oil and gas 
producers declared bankruptcy from January 2015 through September 20, 
2019, affecting more than $109 billion in debt18. 

Last year will set a new record for bankruptcies. In just the first nine months 
of 2019, oil and gas bankruptcies already involved nearly $13 billion in 
debt, compared to $13.2 billion in all of 2018 and $8.5 billion in 201719. 

Similarly, the oilfield services sector, which relies heavily on the fracking 
industry for revenues, has gone through nearly 190 bankruptcies involving 
more than $65 billion in debt since 201520 – including, in May 2019, the 

16. Olson, Bradley and Elliott, Rebecca. WSJ.com. “Frackers face harsh reality as Wall Street backs away.” 2/24/19
17. Oil & Gas Journal. EIA: New funding of US E&G lowest in 5 years. February 12, 2019
18. Haynes & Boone. Oil Patch Bankruptcy Monitor. September 30, 2019
19. Ibid.
20. Haynes & Boone. Oilfield Services Bankruptcy Tracker. September 30, 2019
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insolvency of Weatherford International, formerly the world’s fourth-
large oilfield service company, which must restructure $7.6 billion in long-
term debt. 

More bankruptcies are all but certain as oil and gas borrowers must repay 
or refinance more than US$100 billion of debt over the next few years21. 

f. Massive layoffs

As the fracking sector has struggled financially, companies have begun 
laying off employees. The Houston Chronicle, which covers the fracking 
industry in Texas and the Pittsburgh Business Times, which reports on 
fracking in Appalachia, are filled with dire predictions of massive layoffs as 
the industry downsizes.

• Occidental Petroleum announced in January 2020 it would carry out 
‘significant’ layoffs.22

• Many other fracking companies greeted 2020 with the news that their 
employees would receive pink slips.23   

• EQT, the nation’s largest producer of natural gas, spent much of 2019 
laying off nearly 25 percent of its workforce24.  

 
Conclusion

Unconventional production, or fracking, has led to substantial increases in 
oil and gas production in the U.S. But this boom in production has been 
a financial bust. For the past decade, since the beginning of the shale 
revolution, the fracking-focused oil and gas companies (also called E&Ps) 
have recorded dismal financial performance. Their cash flows have been 
negative -- they consistently spend more than they realize selling oil and 
gas. These negative free cash flows have led to more than $100 billion in 
bankruptcies. More bankruptcies are likely as the companies face $100 
billion of interest and maturing debt payments over the next few years.

21. Oil & Gas Journal. Rystad Energy: US shale bankruptcies ‘not industry-wide epidemic.’ September 25, 2019.
22. Reuters. Occidental Petroleum slashing jobs ‘significantly’ in cost-cutting move. January 8, 2020.
23. Kallanish Energy. Layoffs come quickly last week in O&G. January 13, 2020.
24. Tribune-Review. EQT Corp lays off 25% of its workforce. September 10, 2019.
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The business case for fracking remains unproven, even after a decade of 
record production.

Frackers’ persistent inability to produce positive cash flows should be  
of grave concern to all stakeholders. 

A healthy industry should generate enough cash to sustain its own capital 
spending, pay off debt, and reward stockholders. A healthy industry should 
also create jobs and generate stable tax revenue. 

The U.S. fracking industry has not demonstrated it can produce cash. It should 
be viewed as a speculative enterprise with weak and uncertain fundamentals. 
Investors, lenders and energy policy makers should pay attention.


