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Preface

Deep water ahead: The outlook for the oil and gas industry in 2011 is an Economist Intelligence 
Unit report that aims to provide a barometer for the industry from the point of view of top-level 

operators, including CEOs and other board-level executives and policymakers. The report is sponsored 
by GL Noble Denton. 

In this inaugural barometer, we focused on investment prospects, the changing risk environment 
and the new industry dynamic, whereby international oil companies and national oil companies are 
redefining their relationships in developing conventional and unconventional hydrocarbons assets.

The Economist Intelligence Unit bears sole responsibility for the content of this report. Our editorial 
team executed the survey, conducted the interviews and wrote the report. The findings and views 
expressed do not necessarily reflect the views of the sponsor.

Our research drew on two main initiatives:

l We conducted a global survey of senior executives during September and October 2010. In total, 194 
executives took part, representing a cross-section of firms in the oil and gas industry. These executives 
were very senior: one in three respondents were CEOs or managing directors, while all hailed from 
management positions. They represented firms ranging in size from less than US$500m in revenue 
(39%) to more than US$5bn (35%).

l To supplement the survey results, we also conducted in-depth interviews with numerous executives, 
including CEOs, divisional heads, senior lobbyists and policymakers.

James Gavin was the author of the report, and James Watson and Tony McAuley were the editors. Our 
thanks are due to all the interviewees and survey participants for their time and insight. 
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Interviewees
Listed alphabetically, by name of organisation
John Felmy, chief economist, American Petroleum Institute 
Jay Pryor, vice-president, corporate business development, Chevron
Helge Eide, managing director, DNO
Philip Maxwell, CEO, Dove Energy
Claudio Descalzi, chief operating officer, E&P division, Eni
Jan Panek, head of unit for coal and oil, European Commission 
Jean-Marie Dauger, executive vice-president for global gas and LNG business line, GDF Suez 
Philip Olivier, senior vice-president for LNG, GDF Suez
Richard Malcolm, CEO, Gulfsands Petroleum
Shukri Ghanem, chairman, Libya’s National Oil Corporation
David Williams, chairman, president and CEO, Noble Corporation
Karen Dyrskjøt Boesen, head of strategy, Maersk Oil
Clarence Cazalot, president and CEO, Marathon Oil
Michael O’Dwyer, managing director, Morgan Stanley
Walter van de Vijver, CEO, Reliance Industries Exploration and Production
Atul Chandra, senior adviser, Reliance Exploration and Production
Nemesio Fernandez-Cuesta, executive director for upstream, Repsol
Peter Voser, CEO, Royal Dutch Shell
Simon Henry, chief financial officer, Royal Dutch Shell 
Sadad Husseini, consultant (retired executive vice-president for E&P at Saudi Aramco)
John Knight, senior vice-president for business development and global unconventional gas, Statoil
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The oil and gas industry has come through a period of unprecedented price volatility, with record 
prices followed by a crash and then a slow recovery. Asked to look ahead over the next year or 

so, industry executives surveyed and interviewed by the Economist Intelligence Unit see investment 
opportunities during a period of relative price stability, especially in the fast-growth economies in 
Asia. The technological advantages enjoyed by some of the international oil and gas companies give 
them leverage to develop resources in some of the most challenging environments, such as the 
deepwater offshore, and to open up previously unavailable reserves, such as unconventional gas, for 
which demand is rising as utilities look for a relatively low-carbon, cost-effective “transition” fuel to 
meet CO2-reduction goals. 

However, there are enormous challenges for the industry ahead. The Deepwater Horizon disaster 
at BP’s Macondo oilfield in the Gulf of Mexico has many recalculating the risks the industry faces as it 
pressed into these new frontiers of oil and gas development. After the pressure on the US government 
during that six-month gusher, there is a new attitude to oversight in the industry in the US and 
elsewhere. This may lead to higher costs for industry and restrict the opportunities to those who can 
afford it. There is also closer scrutiny of the environmental impact of unconventional gas, which requires 
techniques to access that are still not fully understood. In the meantime, international oil companies 
(IOCs) must navigate increasingly complex relationships with national oil companies (NOCs), both from 
the resource-rich countries and with those representing the interests of the emerging economies. The 
sections below cover these pressing issues and discuss some of the industry’s responses.

Key findings emerging from the research include the following:

l Industry investment plans remain on track. Companies are upbeat about oil industry capital 
investment, with oil prices remaining relatively high and steady, mainly owing to robust demand from 
emerging markets. Survey respondents, on average, see benchmark oil prices averaging US$83/barrel 
in a year’s time, despite a near-term supply overhang. Natural gas prices, however, could remain 
depressed next year before Asian demand starts to erode oversupply. Nevertheless, executives remain 
relatively bullish: 28% expect to see gas prices rising by at least 10% over the coming year, with 
18% seeing a rise of 25% or more. Very few expect to see big declines, while many (35%) expect a 
fluctuation of less than 10% either way.

l Spending will remain focused on core oil and gas projects, especially given that new reserves 
are predominantly in tough, deepwater areas. A majority of respondents plan to invest more capital 
in oil and gas projects, although such enthusiasm did not transfer to the biofuels, wind, solar and 
other renewable energy sectors. Capital expenditure (capex) remains strongly correlated to oil prices, 
but there is a recognition that future resources will cost more to extract. A clear trend is that resource 
structures have become more complex, with reserve additions in deepwater areas an increasingly 
prominent feature in global oil and gas production.

Executive summary
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l Asia is an emerging opportunity for the oil and gas industry, both in terms of demand and 
supply. Companies see opportunities focused in the emerging economies of the East. The largest 
proportion of our respondents (�2%) see South-east Asia as offering the greatest opportunities over 
the coming year, with that proportion rising to 58% when combined with China and the Far East. 
North America is the next significant region, identified by 30% of respondents. 

l Natural gas has emerged as a key industry “game changer”. Natural gas has gained widespread 
credibility as a relatively low-carbon “transition fuel”, especially for electricity generation. Global 
demand for liquefied natural gas (LNG) has grown as countries in Asia and Europe have sought 
to increase their supply options. The emergence of large reserves of “unconventional” gas in 
North America has proved highly attractive to oil and gas companies looking to replace declining 
production. However, both the recession and the sense of abundant supply have depressed natural 
gas prices. US benchmark Henry Hub natural gas prices stayed at around US$4 per million British 
thermal units (mmBtu) during the recession, around one-half of their recent peak level in 2008, 
despite rising oil prices. Weak European demand has similarly kept prices low and put pressure on 
suppliers like Gazprom and Statoil to make concessions on contracts for big buyers. But Asia has 
held up better: in November, for example, LNG demand from Japan meant that customers there were 
paying premiums to US gas prices of more than US$11, compared with US$7 in the previous summer. 

l Regulatory change in the wake of BP’s Gulf of Mexico disaster is certain, although the precise 
impact of this is less clear. But costs are likely to rise for most firms. After BP’s Macondo oilfield 
disaster in the Gulf of Mexico this year, government policy and regulation will have an impact 
on operational risk, although perhaps in unpredictable ways. A very large proportion (72%) of 
respondents expect regulation to become more stringent in North America. A substantial majority 
(68%) expect cost increases in general. The longer-term impact of Macondo will be on companies’ 
operational strategy, especially as their safety record will become a more important factor in gaining 
access to global reserves. As BP has already demonstrated, companies will review their managerial 
reward structure, as well as their relationships with contractors and suppliers, to better manage 
operational risk.

l Smaller oil companies are seen as vulnerable to increased operational risk. Around 60% of oil 
and gas production in the Gulf of Mexico comes from independent exploration and production (E&P) 
firms. Proposals to raise the US$75m liabilities cap on offshore oil spills may have the most decisive 
impact in forcing operators out of the Gulf as insurance becomes unavailable or cost-prohibitive. 

l E&P specialists will need to deal with more complex relationships with national oil companies. 
Although one in four executives polled expect the policies of government-owned NOCs towards IOCs 
to be more favourable over the next 12 months, about one in three expect that policies will be more 
restrictive. Even more significantly, the greater proportion (42%) believe that NOCs will account for 
the majority of new E&P opportunities. In the past, IOCs were happy to use generic production-sharing 
contracts and tax-and-royalty schemes as their business models in oil-producing countries. The future 
seems to lie increasingly with a “bespoke” approach, whereby they provide specialised services in 
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conjunction with NOCs in development projects, and they may also have to agree to fund infrastructure 
projects, such as water or electricity.  

l A new breed of “internationalising” NOCs are increasingly competing in markets outside of 
their home country. NOCs themselves are facing new forms of competition. While the traditional NOC, 
as seen in large parts of the Middle East, is still focused on developing the domestic resource base 
where it holds a monopoly, the new breed of Asian internationalising NOCs—or INOCs—has emerged as 
disruptive competitors over the past two years. Companies such as PetroChina, Petronas and Korean 
National Oil Company (KNOC) boast healthy cash flows and already operate in ways similar to IOCs. 
These new market entrants have created consternation for NOCs and IOCs alike. 
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T here are some clear themes in the oil and gas sector. Oil prices revived strongly in 2010, 
underpinned by surging Asian demand, and are expected to remain relatively high. Massive new 

oil provinces are preparing to come on stream in Iraq, promising a long-term rival to Saudi Arabia as 
the world’s leading exporter of crude, although opportunities for IOCs remain relatively scarce and 
are getting more complex. LNG has emerged as a “game-changing” energy source for countries whose 
governments are committed to providing a cleaner-burning and lower-cost fuel. 

These developments are all positives for the industry, but exuberance is tempered by a realisation 
that risks are increasing. The explosion and sinking of the Deepwater Horizon rig on April 20th 2010 in 
the Gulf of Mexico, and the ensuing five-month oil gusher on the sea-floor, has shaken oil companies to 
their foundation. This tragedy has exposed the industry to a range of new challenges, posing questions 
not just about how oil companies manage environmental risks, but more fundamentally about how 
they run their businesses.

The Economist Intelligence Unit’s survey of oil and gas sector executives shows that regulations 
could have a deep impact. The US government has made it clear it is no longer business as usual for 
companies operating offshore. This means tighter regulations and higher costs: a majority of survey 
respondents expect cost increases as a response to more stringent safety requirements. Companies’ 
balance sheets will be exposed to potentially larger liabilities, which may put technically challenging 
regions off-limits for many smaller companies.

Regulatory uncertainty emerges as a key industry albatross. There is widespread concern that 
legislation will hamper investment in organic growth areas, and not just in the Gulf of Mexico and other 
areas of the US, such as the seas off northern Alaska. The Macondo incident has prompted a review 
of drilling performance around the world. As Simon Henry, chief financial officer of Royal Dutch Shell 
Group, says of Macondo, the big question will be how the responsible industry authorities in these 
countries interpret the new rules.

As well as tougher operational rules, tighter emission-reduction targets are putting oil companies 
under pressure, although the goal of the US president, Barack Obama, of cutting greenhouse gas 
emissions to 83% of their 2005 levels by 2050 is viewed as deeply unrealistic. Nevertheless, executives 
to our survey expect many individual changes to have a cumulative impact. The industry must therefore 

Part I – Overview 

Key  points

n	 The	oil	and	gas	industry	has	much	to	be	bullish	about:	strong	oil	prices,	rising	Asian	demand,	and	the	rise	
of	natural	gas	is	a	major	new	theme	for	the	sector.

n	 But	the	risk	profile	has	changed	too:	uncertainty	about	regulation	is	high,	environmental	concerns	are	
pushing	up	costs,	and	liabilities	will	likely	rise	too.	
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evolve its own response to the environmental challenge. Investment in carbon capture and storage 
(CCS) is seen as representing the most effective way of meeting carbon-emission targets, while also 
delivering a return to shareholders.

The prevailing oil price (centred on US$80/barrel) represents a comfort zone that suits producers 
and consumers alike. But natural gas prices are flat-lining as a result of a substantial supply overhang, 
precipitated in part by additional volumes of US shale gas—another key trend identified in our survey. 
Asian demand is expected gradually to erode the oversupply and bring prices back up to a level that 
makes investment attractive. Indeed, far more executives expect prices to increase in the coming year 
than those who feel it might decline. In any case, natural gas represents the most interesting narrative 
in this report, with new extraction and distribution technology leading to a significant rise in the share 
of gas in the future energy mix.

The rise of Asia is another clear theme in our survey. Many oil companies see revenue growth 
opportunities in Asia, with �2% of survey respondents identifying South-east Asia as offering the best 
opportunities for their business in the coming year. For the larger companies, the US Gulf of Mexico—
and North America in general—remains an attractive province, despite the regulatory uncertainty. 
Other world-class areas include Brazil and offshore West Africa. 

Many of the new oil and gas developments will be undertaken in co-operation with NOCs, the 
emergence of which has reshaped industry dynamics over the past decade. Oil companies have to forge 
new relationships with these influential government-backed entities, and this is leading to sometimes 
painful realisations: the successful deployment of fee-based service contracts in Iraq’s licensing 
rounds could set a benchmark for future IOC involvement in the world’s largest hydrocarbon resource 
areas. Equity oil, through production-sharing agreements, may be off the agenda. Yet these redefined 
relationships also open up opportunities for IOCs, particularly with the new breed of INOCs—the likes 
of Petrobras, CNPC and Petronas. Both sides are poised to gain from the experience—and the learning 
curve for both will be steep. 
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W ith oil prices remaining high and capital expenditure returning to the hydrocarbons sector, 
companies are broadly bullish on industry investment prospects. Emerging markets’ robust 

economies, with China and Brazil leading the way, have underpinned oil demand. A recovery in OECD 
industrial activity in 2010 has also helped to stabilise oil prices, and strong growth is anticipated in 
India and the Middle East in 2011, even if stimulus packages fizzle out elsewhere. According to our 
survey, oil prices will be around US$83/b at the end of 2011, roughly in line with our forecasts (see 
chart), which suggests that oil markets will be relatively stable in the coming year.

This marks a break from the volatility that accompanied the onset of the recession. The credit 
crisis precipitated a bursting of the oil bubble in mid-2008, with prices plunging from a high of 
around US$150/b to a low just above US$30/b six months later, before gradually recovering to 
current levels. “In recent months, international oil prices have stabilised in the US$70-85/b range, 
a comfort zone for both the producers and consumers of oil,” says Nemesio Fernandez-Cuesta, 
executive director for upstream at Repsol. “We expect prices to continue to be stable above US$80/b 

Part II – Investment trends: The rise of gas, 
while oil projects get more complex 

Oil: prices  
(dated Brent Blend; US$/b)

Sources: IMF, International Financial Statistics; Economist Intelligence Unit.
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Key  points

n	 Bolstered	by	surging	Asian	demand,	the	oil	price	outlook	is	relatively	stable	for	the	year	ahead.	Executives	
forecast	an	average	price	of	US$83	per	barrel.

n	 	Confidence,	too,	is	high:	76%	of	respondents	are	‘highly’	or	‘somewhat’	confident	about	their	prospects.

n	 But	costs	are	a	major	concern,	driven	by	the	need	to	extract	from	increasingly	difficult	geographic	locations	
and	added	safety	concerns.	
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over the next 12 months, and estimate a moderate increase for the following years.”
 Arguing for a tougher stance from OPEC, Venezuela’s energy minister, Rafael Ramírez, noted after 

the cartel’s ministerial meeting in October that there was a risk of oil prices declining by US$20 
below current levels. However, although lower oil prices could be attractive to consumers, they 
would again lead to under-investment and supply shortages.

“We seem to be having some stability in the oil price and most companies are back up and going 
again,” says Richard Malcolm, CEO of Gulfsands Petroleum, an independent oil company with 
exploration licences across the Middle East. “The service providers are stable and the outlook is for 
the oil price to continue to grow. But in perhaps four or five years’ time, when Iraqi crude comes on 
line, we may have a surplus of oil and a tempering of the push for costs to rise.” 

Confidence remains
Strong Asian demand underpins confidence, but it is tempered by the outlook for the developed 
economies. “We are quite optimistic that demand will increase, but at the same time we are worried 
that the global economic crisis is probably still not over,” says Atul Chandra, senior adviser to the 
chairman of India-based Reliance Exploration and Production. “Demand in the US is still not picking 
up the way we would like it to, and in Asia, although China is taking the lead, followed by India, 
there is still an aura of uncertainty.”

The level of confidence appears to be more robust among survey respondents than among some 
of our interviewees. A combined 76% of respondents were either “highly” or “somewhat” confident 
about their company’s business outlook, compared with only 8% describing themselves as “highly” 
or “somewhat” pessimistic. Thus a majority of respondents say they plan to invest more capital in oil 
and gas projects over the coming year, although such enthusiasm did not transfer to the biofuels, 
wind, solar and other renewable energy sectors.  

Global capital expenditure was on course to rise by 10-15% year on year in 2010, according 
to Morgan Stanley, an investment bank, reversing the sharp decline in 2009. In North America, 
E&P investment increased by 30% in the first half of 2010 and global expenditure is likely to tilt 
to the upstream sector. Our survey reveals that the largest proportion of executives (42%) expect 
strongest growth in E&P, compared with only 10% who see strongest growth downstream (such as 
refineries). 

Capital expenditure remains strongly correlated to oil prices, with a drop of 2�% in 2009, to 
US$378bn, led by a 40% reduction by E&P companies, while integrated oil companies cut investment 
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by just 9%, according to research by IHS Herold. In the US, investment showed the most dramatic 
decline, falling by 50% compared with just 10% in the Middle East. The prominent role of NOCs, 
which now account for one-quarter of world capital spending, helps to explain the relatively robust 
investment in regions such as the Middle East.

Growth in capital expenditure will increasingly be accounted for by more complex and costly 
projects. An overwhelming majority of our respondents believe that a growing proportion of oil and 
gas projects will be located in geographically challenging terrain. This will mean that investment 
yields fewer barrels than before, a trend already firmly in place. According to Michael O’Dwyer, a 
managing director at Morgan Stanley, investment of US$1.8trn by non-OPEC companies in the 2005-
09 period resulted in average annual production growth of 0.7%, whereas investment of US$870bn 
in 2000-04 yielded average annual growth of 2.4%. 

Technical challenges will require mean larger investment. Repsol, for example, has nearly 
trebled the amount of development investments from US$3.5bn in 2005-09 to US$10bn in 2010-14. 
Investment in deepwater areas as well as the growing importance of unconventional and “tight” gas 
structures have also ramped up expenditure requirements as more complex techniques are required. 
“In the US, 54% of wells drilled in 2009 were horizontal. Five years ago, the figure was less than 
10%,” says Mr O’Dwyer of Morgan Stanley.   

Regions: Asia’s decade
With demand strongest in the East, it is no surprise that companies believe that revenue growth 
will also be increasingly focused on Asian opportunities. The largest proportion of our respondents 
(�2%) see South-east Asia as offering the greatest opportunities for their business in the next 12 

China & East Asia
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India &
South East Asia

32%

Australasia
10%

Middle East and North Africa
29%

Sub-Saharan Africa
13%Latin America

23%

Central America
6%

North America
30%

Which of the following regions do you think will offer the greatest opportunities for your business in terms of revenue growth 
over the next 12 months? Select up to three
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months; combined with the Far East this proportion rises to 58%. Internationally traded gas revenue 
is expected to grow significantly in Asia, driven by China, while downstream revenue growth is likely 
to come from fast-growing Asian markets and Brazil. North America is the next significant region, 
followed by the Middle East and North Africa (see chart).

Companies see opportunities in other regions too. Karen Dyrskjøt Boesen, head of strategy at 
Maersk Oil, comments: “Our growth areas are the US Gulf of Mexico, Brazil, Angola and the North 
Sea, so we expect revenue increases to come from these areas. The US Gulf of Mexico is a world-class 
region where we hold an interest in dozens of licences and where we expect E&P activities to continue 
for years to come, despite the Macondo incident earlier this year and its aftermath.”

Pressure on costs 
Rising operating costs are a major concern for oil companies. As IOCs are forced into more technically 
challenging regions, financial requirements are considerably higher than for conventional plays. 
Since an estimated 20% of majors’ portfolios now come from deepwater positions, this will clearly 
have an impact.

Other factors weighing on the balance sheet include exchange rates, with substantial uncertainty 
over the US dollar in particular. A large proportion of our survey respondents (36%) identified rising 
operating costs, including insurance premiums, as the single largest challenge, ahead of tighter 
regulation (�0%). The insurance premium increase may, however, prove short-lived. According to 
polling by Aon, an insurance firm, the general consensus among energy insurance market experts is 
that the rapid price increase in the energy insurance market in response to losses in 2010 would be 
short-lived.

Local content requirements in countries such as Brazil may also raise costs. The inflationary 
conditions that existed before 2008, with rising materials and labour costs, could return within 
the next five years. Philip Maxwell, CEO of Dove Energy, which focuses on the Middle East, expects 
E&P costs to increase substantially in the next five years. “We expect a shortage of manpower and 
services, especially when Iraqi developments accelerate,” he says. 

case study  Repsol’s Brazilian plays

In the next five years, the capital expenditure of 
Repsol, a Spanish oil company, will mainly concentrate 
on developing discoveries made in Brazil (Guará, 
Carioca, Piracucá-Pialamba), Venezuela (Cardon IV), 
the US Gulf of Mexico (Buckskin), Peru (Kinteroni), 
Bolivia (Margarita-Huacaya), Algeria (Reganne) and 
the Carabobo project awarded in Venezuela.

But Brazil gets most attention. “We think Brazil 
will be one of the most prolific areas in the coming 
years, with the pre-salt Santos Basin discoveries, 
including Repsol’s giant Guará and Carioca fields 

among others,” confirms Nemesio Fernandez-Cuesta, 
executive director for upstream at Repsol. “Other 
areas for opportunities will continue to be the US Gulf 
of Mexico. In the long term, we are betting on West 
Africa. We will try to export to those countries Brazil’s 
concept and to capitalise geological models on both 
sides of the Atlantic.”

A pointer to the NOC-IOC trend: Repsol is teaming 
up with China’s Sinopec in Brazil in a 60-40 joint-
venture company valued at US$17.8bn. “With this new 
investment, Repsol Brasil is fully capitalised to develop 
all of its current projects in Brazil. This event will also 
provide Repsol with the flexibility to grow up in Brazil 
and other areas,” says Mr Fernandez-Cuesta.
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The move to natural gas
Natural gas has emerged as the key industry game changer, in a global context of rising energy 
demand. Gas is seen as an affordable and relatively low-carbon source of energy, including in 
electricity generation, and is primed to increase its share of the energy mix. The International Energy 
Agency (IEA) estimates that, worldwide, there are now enough technically recoverable gas reserves 
for 250 years at current production-consumption rates.

The decoupling of natural gas prices from crude means a radically different short-term environment 
for gas-focused producers, where prices have more than halved during the recession to average 
around US$4/mmBtu. This has resulted from oversupply from US shale gas production and a surfeit of 
LNG, especially from Qatar, which have combined to swamp the market. But industry executives are 
confident that this supply overhang will even out over time. “It is quite likely that the oversupply will 
be eaten away by demand, which means that we will continue to invest to get gas flowing in the second 
half of the decade,” says Peter Voser, CEO of Royal Dutch Shell. 

Others are less certain. Jean-Marie Dauger, executive vice-president in charge of GDF Suez’s global 
gas and LNG business line, anticipates that North American gas prices will remain relatively depressed 
in the year ahead, owing to abundant gas production, additional production-cost reductions and low 
recovery of gas demand. “The excess of gas that pushed gas market prices downwards in 2009 should 
continue to decline in 2011, owing to the recovery of gas demand growth in Asia and in the emerging 
markets. [But] this favourable trend will not be strong enough to offset the downward pressure 
on prices.”
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Overall, however, the majority of industry executives polled for this report expect a modest shift 
upwards in natural gas prices, especially as global demand is forecast to increase steadily over the next 
decade (see chart). Nearly one-half (48%) expect an uptick of at least 10% in gas prices, compared 
with just 7% who think prices will fall by 10% or more. Most of the rest (35%) expect prices to fluctuate 
around the current price range, which is roughly in line with the Economist Intelligence Unit’s 
forecasts. 

This uncertainty about price hinges on a range of factors. One is the changing demand situation in 
Asia, and in particular China. Gas currently accounts for just 4% of energy demand in China. Increasing 
the country’s usage to a level that is typical in developed countries would mean a three- or fourfold 
increase, equating to huge new growth potential for gas. Equally, European gas demand could revive as 
early as 2012, with coal-fired electricity-generating capacity being replaced with gas-fired plants. 

There is even a possibility that the overhang could quickly turn into tightness, led by under-
investment in LNG export capacity worldwide. In the UK, for example, in the next 10 to 15 years, it is 
likely that around 45% of total installed power generation capacity—coal, oil, nuclear and gas—will 
face either expensive upgrading, or partial or full closure. This will clear the path for a substantial 
increase in gas in the UK’s energy mix: LNG made up only 1% in 2008 but had risen to 11% a year 
later and is forecast to account for as much as 35% by 2020.

Global LNG demand is expected to grow mainly as a result of Asia’s increasing need for gas, but 
also as a result of emerging importing countries in South America and in Europe because of the 
depletion of indigenous gas. US demand is less of a factor. “US unconventional gas production will 
continue to increase and US needs for gas imports should continue to be limited in the short to 
medium term,” says Philip Olivier, senior vice-president in charge of LNG at GDF Suez. “However, as 
the US gas market is the largest and most liquid gas market in the world, it will remain able to absorb 
flexible LNG as a market of last resort in case of LNG surplus.”

Overall, however, the recent explosion in gas supply has surprised markets. Instead of the 

Natural gas: prices

Sources: World Bank; Economist Intelligence Unit.
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anticipated decline in North American production, it has increased dramatically as new technologies 
have helped to unlock vast tight gas resources. In North America, Shell’s tight gas production could 
double in five years, with the potential to reach 400,000 barrels of oil equivalent per day by 2015. 

Accordingly, much depends on US drilling activity, which has been boosted by financial hedges 
and the fact that some gas plays also have liquids, which helps to improve the economics (see 
next section). “In the US, I’m confident that some of the drilling activity will fall off next year and 
you’ll get a balancing in the [gas] market. But it may take a couple of years with prices at current 
levels before you see a decline,” says Walter van de Vijver, CEO of Reliance Industries Exploration 
and Production. “Also, US gas demand will depend heavily on what is going to happen with power 
demand in the US and related government policies—for instance the number of coal-fired plants that 
will be retired and will be replaced with more efficient gas power plants.” 

Unconventional gas
The emergence of large North American unconventional gas resources with minimal exploratory 
risk has proved highly attractive to IOCs looking to replace declining production from conventional 
basins. Spending on unconventional resources in North America exceeded US$50bn in 2009, 
including US onshore shale plays and the Canadian oil sands, according to IHS Herold. 

Most of the largest oil companies invested heavily in US shale gas, including through large 
acquisitions, throughout 2009. This investment has continued into 2010, despite declining prices. 
For example, Statoil (Norway), in conjunction with two partners, is acquiring 67,000 net acres in 
the Eagle Ford shale formation in south-west Texas, which it expects to complete by the end of 
2010. The sites are largely oriented towards the “oil window”, where attendant liquids make their 
extraction more economical John Knight, senior vice-president for business development and global 
unconventional gas at Statoil, says his firm deliberately chose this “wet gas” option, as it will be 
most compelling going forward. “We view the application of this type of technology to tight rocks as 

Bright prospects: Global demand for oil and gas: 2000-2020  
(aggregate demand from 69 largest economies globally; both in ‘000s of tonnes of oil equivalent)

Source: Economist Intelligence Unit.
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one of the major growth areas for international oil companies globally.”
However, the unconventional gas story has not been limited to the US alone. Saudi Aramco, for 

example, is focusing on unconventional gas deposits, targeting deep offshore resources, sour-gas, 
shale-gas and tight-gas reservoirs. Statoil, which is active in the US Marcellus shale play, has also 
tracked what it calls “the next evolution” in unconventional gas overseas, identifying opportunities 
in South Africa and China, among other places. Meanwhile, Shell holds acreage with potential to 
produce shale gas and coalbed methane in both Germany and Sweden. “We’re already drilling our 
first exploration wells,” says Mr Voser. 

In terms of Europe’s indigenous supply, there is growing investment interest in unconventional 
gas, especially in central and east European states. But a great deal of uncertainty about regulatory 
regimes at the national and local level remains. “Europe should certainly be interested in making 
the most of its potential in unconventional gas,” says Jan Panek, unit head for coal and oil at 
the European Commission in Brussels. “With regard to shale gas, Europe is in the early stages of 
prospection and exploration. Public authorities need to provide a stable and reliable regulatory 
framework that can stimulate further investment,” he adds. EU legislation already sets relevant 
rules (for example, on licensing and water protection), which also apply to unconventional gas. 
“Within this framework, member states need to put in place appropriate licensing and permitting 
regimes to ensure healthy competition and strict compliance with environmental standards,” says 
Mr Panek. 

Another concern for Europe is a well-functioning internal gas market. The EU’s “third package” 

Refining under pressure

With just 11% of respondents identifying downstream 
as providing the strongest business growth over 
the next 12 months, our survey confirms the tough 
climate for refining margins. Refiners face a real 
challenge given the upward pressure on the price of 
crude and downward pressure on demand. Margins 
are weak and US refiners have lost money in five of 
the seven quarters up until the third quarter of 2010.

 “Some people have joked that the ‘Golden Age’ 
of refining lasted about two weeks. It’s a cyclical 
business and it’s like a baker: you don’t control the 
price of your wheat and you don’t control the price 

of your bread,” says John Felmy, chief economist 
at the American Petroleum Institute (API). “In 
gasoline, it looks like it is going to see pretty intense 
and prolonged pressure because you’ve got a lot of 
gasoline available on world markets that competes 
here in the US and you have soft demand. Diesel is a 
bit better, but for both you have continued changes 
in the cost of refining. We have a continued shift to 
cleaner fuels, lower sulphur fuels, and those are costs 
that are substantial.” 

Survey respondents appear somewhat more 
optimistic about margins over the next year, with 
�6% anticipating somewhat better downstream oil 
margins, compared with 15% who expect somewhat 
worse margins. 

Oil

Gas

Do you expect downstream margins for oil and gas to be better or worse in 12 months’ time? 
(% respondents)
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of market liberalisation was also enhanced by new rules aimed at improving infrastructure 
further, building on the additional “interconnectors”: gas storage and LNG intake plants that 
have sprung up in recent years. “The EU took a big step forward in the right direction through the 
infrastructure projects within the European Energy Programme for Recovery (EEPR), which now 
needs to be properly carried out,” notes Mr Panek. Gas transportation infrastructure is essential 
for a well-functioning gas market, which is the reason that the Commission is preparing an energy 
infrastructure initiative, with an objective of identifying infrastructure priorities and speeding up 
their implementation. 
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When BP’s drilling rig at its Macondo well suffered its catastrophic blow-out in April 2010, the 
ripples quickly spread well beyond the Gulf of Mexico. Over the subsequent six months, the 

entire oil and gas industry was ensnared in the tragedy’s messy aftermath. In the post-Macondo world, 
government policy and regulation will clearly have a significantly greater impact on operational risk, 
albeit in ways that are still not fully clear. With policymakers pushing for drilling bans in Europe and 
other sensitive areas, BP’s oil spill could prove to be a significant game changer for the industry. 

This crisis has not come out of the blue. Concerns about the environmental impact of oil and gas 
exploration have been growing for a number of years, catalysed by previous disasters such as the 1988 
Piper Alpha rig collapse in the North Sea, which left the UK with one of the world’s strictest safety 
regimes.

Following the 2010 blow-out, regulations were swiftly tightened in the US. On September �0th 
the US secretary for the interior, Ken Salazar, announced two new rules: the “Drilling Safety Rule” 
that strengthens requirements for safety equipment, well control systems and blow-out prevention 
practices on offshore oil and gas operations; and the “Workplace Safety Rule” that will reduce the 
risk of human error on rigs and platforms. Among the new requirements, operators must meet new 
standards for well design, casing and cementing.

This tougher posture has been taken up elsewhere. For example, when a pipeline explosion resulted 
in an oil spill in Xingang harbour in China just three months after Macondo, Beijing speedily responded 
with tougher environmental standards for port operations throughout the country. Brazil is also 
changing some of its regulations: “Mainly the points regarding BOP (blow-out preventer) maintenance 
and certification,” says Mr Fernandez-Cuesta of Repsol. “New regulations will probably come into force 
in other countries, like Canada’s Offshore, the UK and Norway.”

Higher costs ahead
Our survey respondents clearly expect Macondo to have a lasting impact on their operations, 
investment prospects and profitability. More than two-thirds (68%) expect higher costs as a result 
of increased safety requirements. This is skewed toward the US: 72% expect tighter regulation in the 
North American oil and gas sector, whereas 41% expect this in Europe, although regulations there are 
already perceived as tight. But even in Europe, the impact of the disaster is expected to be significant 

Part III – Policy and regulation: Post-Macondo 
regimes and the carbon debate 

Key  points

n	 Tighter	regulations	are	being	felt	around	the	world,	from	the	US	to	China.

n	 	A	key	uncertainty	lies	with	applications	to	drill	and	what	standards	will	be	applied	with	these.

n	 Longer	term,	the	real	regulatory	challenge	lies	with	how	the	industry		will	respond	to	future	climate	change	
legislation.
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in terms of costs. “Following the Deepwater Horizon accident, an increased proportion of expenditure 
should be directed towards investments into safety and accident prevention,” says Mr Panek of the 
European Commission. “This should apply not only to ongoing production operations but also to new 
E&P investments which can be expected in a number of areas, including in the Mediterranean and 
Black Seas.”

The key unknown factor now is about how regulatory authorities will apply standards when 
reviewing applications to drill, especially in light of the US federal investigation into the BP Macondo 
incident, expected to conclude in January 2011. For some, a tighter US regime will mean bringing it 
up to European standards. “More than likely, [a more prescriptive regulatory regime in the US] will be 
similar in many ways to what already exists in many countries in Europe. Thus we don’t anticipate any 
major compliance issues,” says Ms Dyrskjøt Boesen of Maersk Oil. “New legislation may be introduced 
that involves fairly detailed technical aspects of drilling, such as those related to equipment 
requirement for the blow-out preventers and operation of same, but again we would welcome any 
initiative aimed at improving the overall safety of the operation.”

Although Shell has not had any incident like that of BP in recent years, the Macondo disaster 
prompted the company to review its drilling performance around the world. “We see two potential 
implications for longer-term investment strategy,” says Mr Henry. “First, the increased costs and 
delays may reduce the relative economic attractiveness, with marginal projects being cancelled or 
delayed. Second, some companies may decide that the liabilities associated with deepwater drilling 
may be too high.”

The September regulations announced in the US already raise some difficult questions for 
companies. David Williams, chairman, president and CEO of Noble Corporation, comments: “It’s 
difficult for us as drilling contractors because of the length it takes to get a BOP certified by a third 
party. That is going to be an arduous challenge.”

Recognising the increased risk—and the potential cost of those risks—some companies are taking 
the initiative on their own. In July four of the largest companies—Shell, Exxon Mobil, Chevron and 
ConocoPhilips—established the Marine Well Containment Company, a non-profit venture aimed 
at reducing the industry’s financial exposure to a Macondo-style disaster (BP has subsequently 
announced its intention to join the venture too). “If you look at what BP did in order to manage this 
event, this wasn’t the US government descending into South Louisiana to fix this problem. This was 
a massive exercise on the part of BP and its suppliers, but also of industry participants throwing in 

Exploration/rigs

Transportation and distribution

Safety

Labour

Marketing

How do you expect costs across the following aspects of the business will change over the next 12 months?
Select one in each row. 
(% respondents)
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ideas and helping,” says Mr Williams. “I don’t think pure self-regulation is on the cards but certainly 
the industry has to play a part.” 

With nearly two-thirds of production in the Gulf of Mexico accounted for by smaller E&P firms, 
proposals to raise the US$75m cap on liabilities related to offshore oil spills may hit them hardest 
as insurance becomes impossible or too costly to obtain. PFC Energy, a consultancy, reckons that 
increasing the liability ceiling to US$300m would wipe out 15-20% of operators, leading to the 
extraction of around 950m fewer barrels over the next decade.

There are other post-Macondo risks. “The oil spill fund could be increased significantly, which would 
basically drain money from the industry that could pose a risk in terms of investment projects,” points 
out Mr Felmy of the API. “We advise legislators to think about the potential impacts because the last 
thing you want to do is shut down a resource base that potentially huge.” 

Where then will be the most favourable regulator climates? Mr Chandra of Reliance says that within 
North America, Canada is probably the best place today to invest. “In the US, it has become extremely 
difficult to invest in assets in the Gulf of Mexico. The BP incident has shaken all operators and probably 
even BP did not realise the full implications. A wave of caution has gone out to everybody.”

Environmental regulations  
Regulation risk goes beyond the Macondo effect. The shale gas industry has given rise to talk of a 
whole new set of regulations, with bills that dramatically raise the costs and slow down operations. 
“In terms of gas, we’re mostly concerned about changing the regulatory coverage over this technique 
called hydraulic fracturing, now regulated primarily by states, which we think regulate adequately. 
Adding a federal layer on that, it is not clear that it improves anything and certainly could slow down 
operations, raise costs and so on,” notes Mr Felmy.

Climate change legislation is another challenge. The American Clean Energy and Security Act, known 
as the Waxman-Markey bill, was passed by the US House of Representatives in June 2009 and included 
a cap-and-trade programme to reduce greenhouse gas (GHG) emissions to 17% below 2005 levels by 
2020, and to 83% by 2050. This legislation also incorporated a federal renewable-electricity standard 
(RES), obligating utilities to produce at least 6% of their power from renewable sources, such as wind, 
solar and geothermal, by 2012, and 20% by 2020. The legislation is stalled in the Senate, with little 
likelihood of it being passed anytime soon, so in the interim there are a wide variety of state-level 
initiatives.

Opposition to emissions regulation remains common among US oil executives. Clarence Cazalot, 
president and CEO of Marathon Oil, makes a typical argument. “If we were to replace today’s global 
transportation system with a zero-carbon solution—all cars, trucks, buses, planes, trains and 
ships—we would reduce GHG emissions by only 15%. And if we were to replace our entire global power 
generation system, we would reduce GHG emissions by only 25%. So the complete transformation of 
our global power generation and transportation infrastructure—no small task—would achieve only a 
40% reduction in GHGs, well short of an 83% reduction target.”

Similarly, Mr Felmy of the API comments: “We were fundamentally opposed to [Waxman-Markey] 
because it violated the three-point proposition of what we think should be good policy. That is: not to 
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pick winners and losers; to reduce emissions in the most cost-effective way; and not to destroy jobs 
just to have stuff produced outside the US while emissions go up anyway. Waxman-Markey clearly 
failed those measures.”

However, it is inevitable that the policy initiative at the international level will move towards 
curbing greenhouse gas emissions, and oil and gas companies have recognised this in some of their 
investment decisions. One pointer is in the growing importance placed on carbon capture and storage 
(CCS). According to the IEA, if rapid deployment of CCS can start this decade, it could account for 19% 
of the total CO2 reductions needed by 2050. When fitted with CCS, emissions from gas-fired power 
stations, for example, achieve a net reduction of 90%.

There can also be significant cost advantages. “Shell analysis shows that adding CCS to gas-fired 
power stations delivers CO2 reductions at a current cost of approximately US$60-120 per tonne,” says 
Mr Voser. “By comparison, offshore wind—at US$275-400 per tonne—costs roughly three-and-a-half 
times as much. So, both on cost and CO2 grounds, gas-plus-CCS is viable and highly competitive.”

But Europe, which has had a cap-and-trade system in place since 2005, remains committed to an 
aggressive emissions-reduction regime. Indeed, it is heading into the third phase of the European 
Emissions Trading System (ETS), which will extend cap-and-trade coverage. “Although we may be 
going through a protracted period of low price for CO2 certificates, ETS has undeniably impacted the 
EU’s oil and gas sector, both upstream and particularly downstream,” says Mr Panek. “This impact 
is expected to further intensify from 201� onwards when free allocations will be reduced in view of 
a full auctioning, and as tightening benchmarks kick in.”
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The rise and rise of the NOC has been the dominant narrative in the global oil industry for more 
than a decade. Rising energy prices and the growing scarcity of easy-to-access development 

opportunities have delivered more power to state-owned companies relative to their IOC rivals. 
The long boom in oil prices between 2002 and 2008 turbo-charged a trend towards resource 

nationalism. Resource-rich countries reinforced (or in some cases, such as Russia, recaptured) control 
over national oil and gas companies as the main source of their wealth. The mandate was different 
for fast-growing consumer countries, mainly from Asia, where NOCs have emerged with a mandate to 
acquire steady supplies of oil and gas to ensure that economic expansion continues uninterrupted. 
With this squeeze play on, many IOC chiefs believe that gaining access to new prospects is their biggest 
corporate challenge.

In the meantime, NOCs face budgetary pressures of their own as they take on more responsibility. 
Shukri Ghanem, chairman of Libya’s National Oil Corporation, comments: “Before we were the sleeping 
partner. The IOCs did the work and we just collected taxes and revenues. Now we are becoming part 
of the development process and even involved in exploration in certain cases. This creates a need 
for more money and it puts us in a conflicting relationship, not just with the IOC but with our own 
government, which has different priorities. Despite the fact that we are the goose that lays the golden 
egg, we get cuts in our budget and have to fight to get money.” 

This budgetary pressure means that NOCs bargain harder with their IOC partners when it comes to 
operating terms and conditions. For some foreign players, the price is sometimes not worth paying: 
the failure of two US oil companies, Chevron and Occidental, to extend their five-year oil and gas 
licences in Libya this year bears witness to the financial burdens imposed on these companies to 
operate in territories where tough fiscal terms apply.

Survey respondents are somewhat schizophrenic about their market position vis-à-vis NOCs. 
Although 25% contend that government/NOC policies towards IOCs will be more favourable over the 
next 12 months, a larger proportion (34%) expect that policies will either be somewhat or significantly 
more restrictive. Even more significantly, about four in ten (43%) believe that NOCs will account for the 
majority of new E&P opportunities emerging globally over the next year.

The IOCs understand that relationships with NOCs are becoming more important as governments 

Part IV – Relationships between NOCs and 
IOCs: Squeeze play 

Key  points

n	 NOCs	are	playing	an	increasingly	assertive	role	in	exploration	and	production,	while	driving	harder	
bargains	with	the	IOCs	they	work	with.

n	 	And	NOCs	themselves	face	new	competition,	from	Asia’s	internationalising	NOCs,	or	INOCs.

n	 Nevertheless,	a	major	role	remains	for	IOCs,	even	if	their	terms	and	conditions	will	be	tougher.
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in oil-rich countries manage their resources directly through state oil companies, according to 
Helge Eide, managing director of DNO, a Norwegian oil company, which is active in northern Iraq. 
“Companies with well-developed relationships with NOCs may therefore prevail in the process of 
developing new networks,” he says.

The message of offering more to NOC partners—technology and lower-cost services—is widely 
shared. “I think IOCs have to find a working relationship that ticks the boxes for them too,” says Mr 
Malcolm of Gulfsands Petroleum. “In Tunisia, where we have just entered, NOCs are going to play a more 
important role.”

The trade-off mainly will be access for expertise and investment. “While NOCs could provide access 
to resources, IOCs can then share their experience and expertise to manage complex projects, project 
financing, new technology and new exploratory ideas from very skilled personnel,” confirms Mr 
Fernandez-Cuesta of Repsol. “The collaboration also benefits NOCs to diversify their portfolio and 
investments. In sum, NOC and IOCs will be even more tightly related in the future.”

New forms of competition
NOCs are facing new forms of competition too. The new breed of Asian internationalising NOCs—or 
INOCs—have emerged as disruptive competitors over the past two years. Companies such as PetroChina 
and Petronas boast healthy cash flows, self-sufficient integrated operations and already operate in a 
similar way to the IOCs. These new market entrants have created consternation for NOCs and IOCs alike.

Asian NOCs made significant inroads in Iraq’s upstream bid rounds in 2009 and 2010, confirming 
their status as direct competitors with IOCs for some of the most prized hydrocarbons assets (See 
box Iraq: “Coopetition” in action). These NOCs have an explicit mandate to develop international 
resources to meet domestic needs. The INOCs are co-operating with other IOCs, chiefly in projects 
where innovation, cost management and risk sharing are the key factors. BP’s link-up with CNPC 
(PetroChina’s parent) in Iraq’s Rumaila field development is a case in point, and Shell’s link with 
Petronas stretches from Egypt to Iraq and Malaysia.  

“Shell is already active with many NOCs,” says Mr Henry. “Our business model is built around 
creating opportunities to connect resource producers with attractive markets. We have significant 
joint-venture interests with Saudi Aramco, Gazprom, CNPC and Qatar Petroleum, in addition to most 
other NOCs. Strong partnerships are essential to develop the long-term investment projects…and this 
trend will continue.”  

The logic of these partnerships is compelling. “A lot of IOCs and NOCs are starting to recognise the 

7

18

35

31

3

Significantly more favourable

Partially more favourable

Broadly unchanged

Will be somewhat more restrictive

Significantly more restrictive

 Looking at the overall picture, do you believe governments' and/or NOCs' policies towards IOCs over the next 12 months will be: 
(% respondents)



Deep water ahead?
The outlook for the oil and gas industry in 2011

© The Economist Intelligence Unit Limited 20102�

value of risk mitigation through partnership,” stresses Jay Pryor, vice-president for corporate business 
development at Chevron. “You push off the risks onto other parties outside of that venture.”

While there are opportunities, IOCs’ risks are rising and their contribution is changing in style and 
content. Some state-backed oil companies, such as Abu Dhabi’s Mubadala, the sponsor of the Dolphin 

Iraq: “Coopetition” in action

As well as competing, IOCs and Asian NOCs 
collaborate in key resource opportunities in the 
Middle East, putting into practice the Harvard 
Business School theory of competitive collaboration, 
going by the unfortunate neologism, “coopetition”. 

 China National Petroleum Corporation (CNPC) 
and Petronas (Malaysia) both won substantial stakes 
in five fields in Iraq’s first two licensing rounds, 
securing recoverable crude resources estimated 
at 1�bn barrels. The two INOCs joined with BP and 
Shell, respectively, in Iraq, forming formidable 
IOC-INOC partnerships that represent a potentially 
seismic change in the relationship between resource 
holders and foreign oil companies. 

BP’s action plan with CNPC on the super-giant 
Rumaila field in southern Iraq aims to reverse decline 
and bring it to an output of 2.85m barrels/day (b/d) 
within seven years, spending at least US$15bn in the 
process. For CNPC, the service contract with BP is a 
model for its future overseas involvement, granting 
it a sizeable contract where it can develop its own 
technical skills through exposure to the IOC partner.

The tough fiscal terms on offer—CNPC and BP will 
receive just US$2/b remuneration fee for Rumaila, 
while CNPC, Petronas and Total will get US$1.40/b 
for the Halfaya field in Iraq—is another pointer 

for future oil relationships. Asian NOCs tend to 
be prepared to accept lower rates of return than 
IOCs, and this has an influence on BP and others’ 
negotiating stance. Once BP broke the logjam and 
settled terms with Iraq’s Ministry of Oil in 2009 for 
the Rumaila development, the other companies 
soon followed with fee-based deals. This indicates 
a substantial change in the way big oil will develop 
future resource opportunities. This new fee-based 
Iraqi model—once seen as deeply unattractive 
compared to production-sharing contracts—may 
prove more tempting to IOCs in the future. 

Indeed, the ramifications of the Iraq service 
contracts could be substantial, according to Sadad 
Husseini, the retired executive vice-president 
for E&P at Saudi Aramco, now an independent 
consultant. “The Iraq bidding process has set a new 
practice that, ‘yes, you can do business for a fee, it’s 
not unholy or something to be frowned upon if the 
rewards are attractive enough’,” says Mr Husseini. 
“Petrobras will start thinking about that and the 
Russians will be thinking about that. That’s been 
a subtle change we’ve seen unfolding here and 
it’s very logical—you have the technology and the 
opportunity.” 

These views are clearly supported by our survey 
respondents. A majority expect the use of service 
contracts to increase in coming months. Less than 
one in ten expect them to decrease. 
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natural gas pipeline from Qatar to the UAE, see the future in “government-to-government” deals that 
tie in infrastructure elements, such as power plants, water facilities and roads.   

The partnerships between IOCs and NOCs are also becoming longer term in nature. “It’s important to 
resource holders that their partners are able to manage a very large project that may have an investment 
of US$30bn-50bn over a four- to six-year time horizon. They want to look at development opportunities 
and technology around the life of the project, not just its early development,” says Mr Pryor. 

This requirement for additional services to be provided by the IOC is a recurring theme. In the past, 
IOCs were happy to use “off the shelf” business models for generic production-sharing contracts and 
tax and royalty schemes. The future may lie in a more bespoke tailored-type approach. This can be seen 
in some of new project mandates in emerging oil provinces. In September 2010, for example, Chevron 
signed an agreement with the Liberian government for three deepwater concessions, acquiring a 
70% stake in the offshore blocks off the West African country. Critical to this deal was Chevron’s 
commitment to invest in social improvement areas such as skills development, vocational training, 
medical services and market improvements.

“Liberia’s president, Ellen Johnson-Sirleaf, told us they were interested in the Extractive Industries 
Transparency Initiative (EITI) and in governance practices, so we put those into our contract. We have 
integrated our approach to economic development, using past examples in Nigeria and Angola,” 
explains Mr Pryor. “We looked not just at the balance sheet but at the wants and needs of the host 
countries. Sometimes, those needs are not measured in barrels as we would like.”

There remains a substantial role for IOCs, even if the terms and conditions are tougher and the 
opportunities more difficult and complex to access. “When you look at future relations, IOCs still 
play an important role in more than 50% of projects; and if you look at the difficult projects—LNG for 
example—it’s up to 100%,” says Claudio Descalzi, chief operating officer of the E&P division at Eni. 
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Our inaugural oil and gas barometer takes the pulse of senior executives at a challenging time for 
the industry. New risks are emerging, and new relationships and ways of working are replacing 

time-honoured business models. “Black swan” events like the Macondo disaster can change the 
operating environment and the perception of risk, seemingly overnight.

But there is room for guarded optimism too: our survey shows that companies are prepared to 
invest for the future, and are willing to meet exacting new safety and environmental standards. There 
is an appreciation that the industry must do its bit to reform, yet there is equally a clear message that 
policymakers must not allow knee-jerk reactions to influence regulations.  

Whether in response to new regulatory challenges, the growing competition for increasingly 
marginal acreage, and more capital-intensive deepwater and tight gas developments, it is clear that 
oil companies must adopt new risk assessment strategies. They must also create new relationships 
with contractors, suppliers, resource-holders and competitors. 

With the outlook for stable prices, at least for a year or two, and natural gas prices likely to 
bottom out and revive within a couple of years, the investment climate remains inviting. A growing 
proportion of future resources are likely to be found in harder-to-extract territories, with more 
punitive fiscal regimes, so the relative calm foreseen for the market over the next year or so presents a 
welcome opportunity.

Conclusion 
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54

25

37

32

Upstream (including exploration, development and production of oil and/or natural gas)

Midstream (processing)

Downstream (including tankers, refiners and retailers)

Other (including pipeline, marine and other services)

Which of the following aspects of the sector do you operate in? Select all that apply. 
(% respondents)

34

42

16

7

1

Highly confident

Somewhat confident

Neither confident nor pessimistic

Somewhat pessimistic

Highly pessimistic

How confident are you about the business outlook for your company in the next 12 months? 
(% respondents)

16

33

33

11

4

3

Invest substantially more (At least 25% annual increase)

Invest somewhat more

Keep investment the same as before

Invest somewhat less

Invest substantially less (At least 25% annual decrease)

Don’t know

Does your company plan to make more or less capital investment in dollar terms over the next 12 months? Select one. 
(% respondents)
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13

26

23

4

3

31

Significantly increase

Somewhat increase

Stay the same

Somewhat decrease

Significantly decrease

Don’t know/not applicable

Does your company plan to increase or decrease the frequency or intensity of its exploration activities over the next 12 months? 
(% respondents)

Exploration/rigs

Transportation and distribution

Safety

Labour

Marketing

How do you expect costs across the following aspects of the business will change over the next 12 months?
Select one in each row. 
(% respondents)

11

7

30

15

16

19152341

91317745

512738

4263538

8283929

Increase substantially Increase somewhat Stay the same Decrease somewhat Decrease substantially Don’t know/Not applicable

32

30

29

26

23

15

13

13

10

6

1

South East Asia (including India)

North America

Middle East and North Africa

Far East (including China)

Latin America

Western Europe

Eastern Europe and CIS

Sub-Saharan Africa

Australasia

Central America

Arctic (Greenland)

Which of the following regions do you think will offer the greatest opportunities for your business in terms of revenue growth 
over the next 12 months? Select up to three. 
(% respondents)
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6

23

45

6

7

13

Significantly more

Somewhat more

The same as before

Somewhat less

Significantly less

Don’t know

Will your company rely more or less on mergers and acquisitions as a source for growth over the coming 12 months? 
(% respondents)

7

32

26

7

2

26

Significantly improve

Somewhat improve

Stay the same

Somewhat decline

Significantly decline

Don’t know/not applicable

Do you think the replacement rate of your company's oil/gas reserves will improve or decline in the next 12 months? 
(% respondents)

36

30

6

4

28

25

25

20

16

16

13

12

10

8

Rising operating costs, including insurance premiums

Increasing regulation

Competitors

Limited new areas for exploration

Shortage of skilled labour

Increasingly limited areas of "easy" production

Limited access to capital/finance

Public backlash/litigation over environmental concerns

Ensuring adequate safety measures—for environmental risks

Rising taxation/demands from states

Disputes over sovereignty and legal status of operations

The need for closer collaboration with partners

Ensuring adequate safety measures—for personnel

Other, please specify

Which of the following do you believe represent the main challenges for your company in the next 12 months?
Select up to three. 
(% respondents)
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A growing proportion of the oil/gas we extract is located within geographically challenging terrain

The oil spill in the Gulf will result in regulatory clampdowns on the oil and gas sector around the world

The oil spill in the Gulf will result in a severe consumer backlash against our sector

The oil spill in the Gulf will have limited impact on overall demand for hydrocarbon-based transport fuels

To what extent do you agree or disagree with the following? 
(% respondents)

16131043

4171942

6820302412

9461539

27

27

28

Strongly agree Somewhat agree Neither agree nor disagree Somewhat disagree Strongly disagree Don’t know/Not applicable

Oil

Gas

Biofuels

Onshore/ offshore wind

Solar

Other renewable energies

Do you expect your business to invest more or less capital in the following energy types over the coming 12 months? 
(% respondents)

12

15

8

6

5

7

19142439

16142341

28473123

38

40

39

562520

563213

342324

Significantly more Somewhat more No change Somewhat less Significantly less Don’t know/Not applicable

72

41

19

18

17

15

13

13

11

7

7

North America

Western Europe

Australasia

South East Asia (including India)

Latin America

Middle East and North Africa

Arctic (Greenland)

Central America

Eastern Europe and CIS

Sub-Saharan Africa

Far East (including China)

In which of the following regions do you expect regulations relating to the oil and gas sectors to increase/tighten over the 
coming 12 months? Select all that apply.
(% respondents)
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11

8

6

6

5

5

5

4

4

4

4

3

3

2

2

2

2

2

1

1

1

1

1

1

1

1

1

1

1

11

United States of America

China

Brazil

India

Australia

Iraq

Saudi Arabia

Canada

Mexico

Nigeria

Angola

Czech Republic

Malaysia

Norway

Colombia

Russia

United Arab Emirates

United Kingdom

Argentina

Bahrain

Chad

Equatorial Guinea

Kazakhstan

Kuwait

Libya

New Zealand

Pakistan

Philippines

Qatar

Other

Which country do you believe will offer the most favourable regulatory environment for oil and gas majors to operate in over 
the next 12 months? Select one. 
(% respondents)
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17

42

18

7

6

1

0

9

Will favour oil and gas

Will favour renewable energies

Will favour both oil/gas and renewable energies

Will favour neither oil/gas nor renewable energies

Will discriminate against oil & gas

Will discriminate against renewable energies

Will discriminate against both oil & gas and renewable energies

Don’t know

In your areas of interest, do you expect government subsidies on balance to favour the oil and gas sector, or the renewable 
energy sector, over the next 12 months? Select one. 
(% respondents)

7

18

35

31

3

Significantly more favourable

Partially more favourable

Broadly unchanged

Will be somewhat more restrictive

Significantly more restrictive

 Looking at the overall picture, do you believe governments' and/or NOCs' policies towards IOCs over the next 12 months will be: 
(% respondents)

42

35

23

NOCs

IOCs

Don’t know

Over the next 12 months, do you expect that NOCs or IOCs will account for more of the new exploration and production 
opportunities globally? Select one. 
(% respondents)
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42

17

10

22

2

7

Upstream

Midstream

Downstream

Marketing/Gas utilisation

Other, please specify

Don’t know

Which segment of the industry do you expect to see the strongest business growth in the next 12 months? Select one. 
(% respondents)

12

42

28

8

1

9

Significantly increase

Somewhat increase

No change

Somewhat decrease

Significantly decrease

Don’t know

Do you believe the use of service contracts – for example, to oilfield services companies – will increase or decrease over the 
coming 12 months? 
(% respondents)

6

27

29

26

3

9

Significantly improve

Partly improve

Stay the same

Partly worsen

Significantly worsen

Don’t know

Do you expect access to new sites for oil/gas exploration to improve or worsen over the next year? 
(% respondents)
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2

18

28

35

5

2

0

10

Rise by 50% or more

Rise by 25% or more

Rise by 10% or more

Fluctuate by no more than 10% up or down

Drop by 10% or more

Drop by 25% or more

Drop by 50% or more

Don’t know

How do you expect natural gas prices (as per Henry Hub or European benchmarks) to change over the next 12 months? 
(% respondents)

Oil

Gas

Do you expect downstream margins for oil and gas to be better or worse in 12 months time? 
(% respondents)

5

6

15

15

3152636

2113036

Significantly better Somewhat better No change Somewhat worse Significantly worse Don’t know

38

7

3

8

26

9

5

3

Privately owned

Private-equity backed

Small cap

Mid cap

Large cap

State-owned

Partnership

Other, please specify

Which of the following best describes your company? 
(% respondents)
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29

29

28

8

5

1

North America

Western Europe

Asia-Pacific

Latin America

Middle East and Africa

Eastern Europe

In which region are you personally based?  
(% respondents)

39

17

9

7

28

$500m or less

$500m to $1bn

$1bn to $5bn

$5bn to $10bn

$10bn or more

What are your company's annual global revenues in US dollars? 
(% respondents)

2

32

4

1

3

8

8

8

19

14

Board member

CEO/President/Managing director

CFO/Treasurer/Comptroller

CIO/Technology director

Other C-level executive

SVP/VP/Director

Head of business unit

Head of department

Manager

Other

What is your title? 
(% respondents)
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