3                                   Intelligent Well Technology: Status and Opportunities for Developing Marginal Reserves       SPE


THE QUEST FOR DOMINANCE: NOC-IOC RIVALRIES, ALLIANCES AND THE SHAPE OF THE NEW GLOBAL OIL INDUSTRY 
Ian Nathan, Energy Intelligence, (646) 616-0828, inathan@energyintel.com
Dr. David Knapp, Energy Intelligence, (646) 616-0823, dknapp@energyintel.com
Overview

To say that both the global economic outlook and oil market fundamentals have turned for the worse in recent months is both an understatement and somewhat trite. Yet, it is difficult to avoid marveling at two things: (a) The rate at which the downturn has accelerated, and, as a result, (b) the rate at which many well-respected oil industry voices and media outlets seem to be proclaiming an end to "resource nationalism," forecasting a resurgence in power and influence of international oil companies (IOCs) and acting as if the previous 10 years never happened, or that they were a fluke. We argue that they were not only not a fluke, but served as a preview of an industrial structure that will emerge -- and remain -- next decade, and that the NOC-IOC relationship is much more nuanced than many have proclaimed.

In our research study entitled The Quest for Dominance, bullish medium-term global oil market fundamentals and the shifting geographical center of the global oil trade -- from traditional, western OECD supply and markets dominated by IOCs to eastern supply and markets dominated by a variety of state-controlled companies -- provide the basis for the advantageous national oil company position on the eve of the 2010s. However, the empowerment they have displayed in recent years as oil prices hit the $140s per barrel has only distracted from some stark realities, particularly that the many advantages and strengths state oil companies enjoy also mask their myriad weaknesses. IOCs have clearly encountered their own operational challenges as they work to reconcile competing goals of short-term returns and long-term growth, but they continue to be vital partners for host countries. As a result, the question of whether these companies will work together in the coming years becomes how they will work together. 
The Quest for Dominance outlines a framework for the oil industry next decade, but even in mid-2009 there are still unanswered questions about how the landscape will look in the coming months and in the near term. Many respected industry voices agree about conditions being "ripe for retrenchment and consolidation," but not much has happened, yet, in 2009. Clearly, investment programs, hurdle prices and cost-cutting are coming into even sharper focus, but the M&A landscape remains remarkably calm. With the calendar year 2007 being the last full year of an oil industry "era" that arguably commenced in 1997-1998, we also look at how prevailing oil market conditions illuminate a variety of possible short-term corporate and sectoral scenarios, including a look at which companies stand to gain and lose the most due to circumstances largely dictated by global economic contraction.
Methods
The Quest for Dominance starts by assessing the shifting geography and nature of oil supply and demand to 2020 (Chapter 2). Then, the study shifts focus to the fundamentals of the NOC-IOC "struggle," demonstrating how various supply, demand and price factors have all aided state company empowerment in recent years (Chapter 3). Having set the stage, NOCs and IOCs are identified and their motivations, methods, goals, advantages and limitations are dissected (Chapters 4 and 5). Having debunked much of the misunderstanding surrounding the most important corporate players in the global oil industry, the framework for cooperation -- and, in some cases, competition -- is illustrated using numerous examples of corporate partnerships between the variety of players, including the various types of NOCs, IOCs and oil service companies (Chapter 6). Importantly, this chapter suggests that certain types of corporate collaborations are more important in supporting oil production than others, while others have potential implications for natural gas development and broader commercial and political relationships. Chapter 7 provides an epilogue of sorts, addressing the impact of the current financial and economic crises on the report's thesis.

Separately, we use recent editions of The Energy Intelligence Top 100: Ranking the World's Oil Companies to examine and track trends in the global oil industry and outline possibilities for the coming years. These companies, including the world's largest NOCs and IOCs, are ranked using the sum of ordinal ranks of six different operational criteria: Oil and gas reserves, oil and gas production, product sales and refinery distillation capacity. 
Results

Assessment of the foregoing factors revealed evidence of a much more nuanced scenario than the much-hyped, seemingly straightforward host-country-dominating-foreign-partners framework. While the major corporate players all have strengths and weaknesses, dominance of one over the other in the medium term is far from fait accompli. Results also indicated that evolving partnerships were particularly important for development of natural gas, and that oil is only part of the equation. The framework developing in recent years is likely to survive the current crises.

The dire economic circumstances that materialized in 2008 have created a global oil industry environment ripe for dramatic change. However, it is not clear that dramatic change, if it surfaces, will resemble the major round of consolidation that followed the Asian financial crisis in the late 1990s and early 2000s.
Conclusions
"Corporate codependence" -- tie-ups of various fiscal and structural flavors between state controlled companies and privately-controlled companies -- is the evolving model. While this may not come as a surprise, what is surprising is the extent to which experts proclaimed "NOC dominance" without considering the extent to which oil exporters, specifically, rely on their IOC partners to achieve their goals and paper over their deficiencies. Evidence of these types of partnerships is already quite apparent, and the outlook for medium-term oil market fundamentals indicates continuation along this path in the absence of significant changes to corporate behavior -- or any other type of dramatic change. Furthermore, it is clear that there are a variety of scenarios for short-term corporate consolidation and other developments given the current economic and oil market conditions, but the medium-term outlook proffered in The Quest for Dominance remains unchanged. 
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