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Long Short Net long 
(short)

Industrials 0.0 0.0 0.0

Technology 0.0 0.0 0.0

Consumer goods 0.0 0.0 0.0

Financials 0.0 0.0 0.0

Consumer services 0.0 0.0 0.0

Oil & gas 0.0 0.0 0.0

Healthcare 0.0 0.0 0.0

We are often asked how much value we really get from meeting with companies face to face that 
you can’t achieve by reading a conference call transcript or annual report. Recently, I have had an 
even more sceptical response to a trip I took last month to visit companies in New York, Chicago and 
Houston. What possible value could a UK investor garner from meeting with businesses in America?

In fact, the benefits are substantial and derived from two areas. First, meeting with the heads of US 
subsidiaries of UK companies (as I did with BHP Billiton, Pearson, Centrica and Michael Page) can 
shed a great deal of light on what makes companies tick on an operational level, below the CEO/
Investor Relations level.

However, perhaps more important is the picture than can be constructed from speaking to US 
competitors, suppliers and customers of UK businesses which we already know or hold shares in. This 
information gathering is akin to what the great investor Philip Fisher called “scuttlebutt” and can be 
very educational. On this front, it was meetings with energy companies in Houston which proved most 
fascinating.

Like many investors, we have had a quite basic (even simplistic) understanding of how shale oil and 
gas fit into the global energy picture. We knew that shale oil production sat near the margin of the cost 
curve and, as a result, has been in the cross-hairs of OPEC and Saudi Arabia in choosing to prioritise 
their market share and production at the cost of a lower oil price. This basic narrative has had pretty 
negative implications for companies such as the UK’s Weir Group, which has a strong position in the 
market for pressure-pumping equipment (kit used in the hydraulic fracturing process necessary to 
unlock shale oil and gas). Weir has seen a collapse in orders as shale activity has slowed. If Saudi 
Arabia is prepared to “price shale out of the market” then surely a business like Weir’s is structurally 
challenged? 

In fact, a number of things we learned in the US lead us to believe this is far from the case.

First, shale oil producers are achieving quite staggering increases in productivity and efficiency – both 
in terms of cost and process. For instance, one leading shale player told us that the time it takes to drill 
a well has fallen from 45 days to 8 days in a matter of a few years. Another cited a record drill time 
of just over four days. Yet another pointed to cost per well falling from $5-6 million to an average of 
$3 million. These are huge improvements and represent a phenomenon that pre-dated the fall in oil 
prices. In effect, shale oil/gas production has been becoming a high volume manufacturing process, 
and these businesses have been implementing manufacturing best practice. As one player put it to us, 
“when you do something [drill a shale well] over a thousand times you get pretty good at it”. These 
wells are not only faster and cheaper to drill, but also are producing more oil – recovery rates have 
improved steadily in recent years and are expected by most producers to continue to do so.

At the same time, in response to the drop in oil prices, well drilling and completion costs, we were 
told, are down anywhere between 20 and 50%. The combination of these factors has led to a sharp fall 
in the breakeven level oil price at which shale wells are economically viable to drill, as the following 
chart demonstrates, which shows an approximate $20 per barrel drop in breakeven levels over the 
past year. It also shows the remarkable flatness of the shale cost curve.
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STRATEGY PERFORMANCE  
as at 31 May 2015

   May 2015 SI
Fund   6.7 19.1 20.8
Index   1.4 9.3 8.4

NOTES
Source: Waverton 31/5/15. Please note performance 
shown for funds is net of fees.

US fracking for a UK stock picker? | June 2015 P2
Please see full disclaimer on page 4

US shale cost curve over time
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US shale reserves have 
grown modestly vs. 2014 
but productivity and 
deflation have driven a 
US$20bl downward shift 
in the cost curve.

NOTES
Source: Goldman Sachs 
Global Investment 
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While some producers we met “scratched their heads” at people getting back to work at $60-$65 WTI 
prices (in part for fearing it may tip prices downward once more), clearly this is a level at which a 
majority of participants believe drilling can recommence. It was also the level cited at which some 
wells, which had been drilled but were left uncompleted could now be completed.

What does all of this mean in practice? In our eyes, it suggests two crucial implications. One is that oil 
prices are unlikely to rebound quickly to $80 or $90 a barrel; if large quantities of shale are economic 
at $60 then that should dampen the likelihood of a price snap back. However, there are a huge number 
of moving parts in such an equation – not least that any pick up in shale activity might also lead to a 
surge in costs if skill shortages emerge amongst pumping crews.

The second implication feels rather surer: that a shale industry that is still improving in terms of 
efficiency and productivity, and is thus moving more and more towards the middle of the cost curve 
will have a core place in the global energy complex for some time to come.

Returning to our UK focus, it is this implication which is most positive for a business like Weir. To be 
clear, a lot of what I heard was quite negative for Weir in the short term. While drilling (and subsequent 
“fracking”) activity may be just beginning to return, there can be no doubt that activity levels remain 
hugely down on this time last year (the rig count has more or less halved). In addition, although the 
relatively consolidated pressure pumping equipment market has seen less pricing pressure than other 
elements of the supply chain, this market has still seen double digit price cuts.

However, much of this is within investors’ expectations already. We know that 2015 will be an annus 
horribilis for Weir, but if shale oil has a sustainable longer term future, paying circa twenty times 
depressed 2015 earnings does not feel unattractive.

It was precisely this conclusion that came across quite clearly in Texas; that despite the current 
turmoil, shale is “here to stay”. We might have reached that same conclusion reading reports in our 
office in London, but we reached it faster and more convincingly after a few days’ at the coal face (or 
perhaps I should say well-head). 

This confirms, once again, the value of the hundreds of face-to-face company meetings we hold each 
year – even when we are doing them half way around the world.

Brian Cullen
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EUROPEAN EQUITY INVESTMENT STRATEGIES. THE SWMC TEAM

Key facts

•	 Independent investment manager based in 
London

•	 Founded in March 2005

•	 AUM of $2billion across our hedge, UCITS and 
segregated funds

•	 Long-only and long-short equity strategies 
with European or more specific focus

•	 Team of 16 people

•	 Authorised and regulated by the FCA

Competitive advantage

•	 European equities specialist (with 28 years  
of experience)

•	 Consistent unfettered stock-pickers

•	 Extensive company meeting programme

•	 Confidence and independence of thought

•	 Operational stability and transparency

•	 Excellent track record

Investment experience

•	 Stuart Mitchell | Investment manager  28 years

•	 Jamie Carter | Investment manager  17 years

•	 Alexis Mathieu | Investment manager 5 years

•	 Brian Cullen | Investment manager  5 years

•	 Julian Johnston | Analyst  30 years

•	 Cristina Hall | Analyst  25 years

•	 Amadea Bentheim | Analyst  2.5 years

Proven track record

JOHIM European Fund
23 December 1998 – 31 March 2005 
Total return 133.4% 
Benchmark 8.2% 
(FTSE World Europe Index) 
Awarded 1st place by Micropal (5 year awards)
Three star ranked by S&P 
Net of fees. Source: JOHIM.

Morgan Grenfell European Fund
From launch on 1 Febuary 1990 – 30 June 1996 
Total return 123.3% 
Benchmark 85.1% 
(FT/S&P Europe ex UK Total Return Index)
Awarded 1st place by Micropal (5 year awards) 
Net of fees. Source: Morningstar.

The European equities specialist
We manage $2billion in hedge, UCITS and segregated funds for a variety of institutional clients globally. We offer 
both long-only and long/short strategies, with European or more specific regional focus.

Our proven track record and expertise in European equities are the result of 28 years of experience in investing 
across Europe. We look exclusively at the European market which enables us, (i) to acquire esoteric knowledge; and 
(ii) to travel regularly to see companies in their home countries – often up to 3 days of every week.

Consistent unfettered stock-pickers – focus on meeting management in person
The highly active investment style of the firm is - and always has been - unfettered stock-picking, with a particular 
focus on face-to-face meetings with management. The consistency of our investment philosophy has allowed us to 
sharpen our expertise over time. 

Last year we held 1,200 company meetings all over Europe. This extensive company meeting programme is at the 
heart of our analysis and identification of elements not properly appreciated by the market. Constantly meeting 
companies forms the intricate web of our bottom-up market knowledge. This breadth of knowledge enables us to 
recognise opportunities more efficiently and quickly than others. Our distinctive approach of unrestricted stock-
picking then gives us the agility to pursue opportunities, wherever they lead. Only our highest conviction ideas gain 
a place in our portfolios.

Confidence and independence of thought
Having the courage to think independently, and to look deep into the future is at the core of our investment approach. 
At S.W. Mitchell Capital, we have a rare confidence. That is, the confidence to ignore the disruption of market noise 
and instead listen carefully to our companies; the confidence to create original research and accurately model long 
term value; and the confidence to go against the grain and follow our unique experience-led intuition.

But outperformance is not simply a result of picking the right stocks. Skilful portfolio management – being able 
to differentiate between an opportunity and a mistake – is a crucial piece of the puzzle. It also takes confidence to 
recognise mistakes and remedy them quickly. 

Operational stability and transparency – emphasis on minimising distractions
Investing only forms part of the equation. Having experienced first-hand the challenges that larger corporations 
can face, our emphasis on founding the firm was to create a robust infrastructure to minimise distractions - thus 
allowing our investment team to be purely performance focussed.

Key aspects of S. W. Mitchell’s carefully crafted infrastructure are:
1. Our expert and unusually large back-office: Our long-standing relationship with Waverton Investment 

Management maximises the back-office capacity and operational expertise available to us as a firm – as well as 
minimising management time that would be needed if we internalised these resources.

2. Our focus on effective risk management: Understanding and controlling risk is at the heart of everything we do. 
Vigorous controls, well-defined processes and exhaustive risk analysis (carried out both in-house and externally) assist 
in delivering strong and consistent performance. 

3. Low staff turnover: The sixteen-strong team have, unusually, worked together for their whole working lives. We 
believe that our strong emphasis on company culture helps to encourage more effective interaction and is a key to 
our excellent track record. Since the firm’s inception only one person has left. 

4. Our well-established client base: We pride ourselves on having strong relationships with our clients, many of 
whom we have known for 20 years. Our client’s best interests are paramount to us. Transparency and adherence 
to the highest standards of integrity are the cornerstones of our client-focused approach. Having long-term 
clients who understand our philosophy frees our investment team from the uncertainties surrounding sporadic 
asset flows.



CONTACT US

EXISTING CLIENTS

Charlotte Jopling

E. charlotte@swmitchellcapital.com

T. +44 (0)20 7290 3580

DISCLAIMER

S. W. MITCHELL CAPITAL

Visit our website
swmitchellcapital.com

Follow us on twitter
@SWMCapital 

ALL ENQUIRIES

Nadia Manzoor

E. nadia@swmitchellcapital.com

T. +44 (0)20 7290 4510

S. W. Mitchell Capital LLP 
Princes House, 38 Jermyn Street 
London SW1Y 6DN

This thought piece is a confidential communication issued by S. W. Mitchell Capital LLP to the general partner, limited partners, directors and shareholders of S. W. Mitchell European LLP and S. W. 
Mitchell European Limited (together, the “Funds”) and is for information only. Any investment in the Funds must be made on the basis of the Funds’ private placement memorandum and not on the 
basis of this newsletter. Investors in the Funds are limited partners or shareholders of the Funds but not clients of S. W. Mitchell Capital LLP. No person receiving a copy of this newsletter may copy it for 
transmission to another person. This document has been prepared from sources which are believed to be accurate, however in producing it S. W. Mitchell Capital LLP may have relied on information 
obtained from third parties and accepts no liability for the accuracy or completeness of such information. It is the responsibility of every person reading this document to satisfy himself as to the full 
observance of the laws of any relevant country, including obtaining any government or other consent which may be required or observing any other formality which needs to be observed in that country. 
The Funds are not recognised collective investment schemes for the purposes of the U.K. Financial Services and Markets Act 20000. The promotion of the Funds and the distribution of this document in 
the United Kingdom are accordingly restricted by law. Most of the protections provided by the U.K. regulatory system, and compensation under the U.K. Financial Services Compensation Scheme will not 
be available. The Funds’ securities are not, and will not be registered under the U.S. Securities Act of 1933, amended, or qualified under any applicable state securities statutes. The Funds are not, and will 
not be registered as investment companies under the U.S. Investment Company Act of 1940, as amended.

Past performance should not be seen as an indication of future performance and will not necessarily be repeated. The value of investments and the income from them may fall as well as rise and is not 
guaranteed. The investor may not get back the original amount invested. Changes in rates or exchange may cause the value of investments to fluctuate.

S. W. Mitchell Capital LLP is a Limited Liability Partnership registered in England No. OC312953. Registered address 38 Jermyn Street, London SW1Y 6DN. Regulated and authorised in the UK by the 
Financial Conduct Authority. 
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