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For the first time since we ran the survey in 2015 a clear majority of respondents in 
all regions expect the next 12 months to be a period of growing costs. This is not 
particularly surprising given the depth and duration of the oil price crash since late 
2014 and the pick up in activity in 2018 . However, there are indications that the scale 
of imminent cost increases is out of kilter with much of the pronouncements from 
operators that “lessons have been learnt” and that low prices from suppliers have 
been “locked in”.

Overview of key findings
Our fourth annual survey received responses from senior and middle-level managers 
from operators - including Majors, IOCs, NOCs and Independents – and from 
services companies, with all major regions and resource themes represented. We 
asked questions on:

• Changes in spend levels observed over the past year

• Expectations for next year

• Approaches taken to managing costs in the past year

• Activities put in place to control future costs

The 2018 survey highlighted the consistent expectation from both operators and 
the supply chain of cost increases in the coming 12 months. There was, however, a 
clear difference in expectations as to the level of these increases. Respondents from 
operators expect an average cost  increase of 4%; however, those respondents from 
the supply chain anticipate costs growing by double this level, 8%.  Which position 
prevails will have a material impact on the sector’s performance. 

In Wood Mackenzie’s 2018 Global Upstream Cost Survey the 
message was clear: across the industry cost increases are  
coming back. 
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Figure 1: Year-on-year cost changes observed in the past 12 months (2017-2018) and 
expected in the next 12 months (2018-2019)
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A revealing insight from the 2018 survey was the view from respondents of some 
level of cost increases over the previous 12 months. Suppliers in particular reported 
having observed prices beginning to rise already. This would seem to contradict 
the general industry noise which has trumpeted continued cost reductions over 
2017 and 2018. So what explains this contrary view? It may be a reflection of some 
immediate reactions to the higher oil prices since June 2018 as well as increasing 
activity levels. The Cost Survey was run over July and August when stronger oil prices 
may have been feeding into a sense of optimism on the part of the supply chain. 
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Whatever the cause there is little doubt that the previous 12 months have not matched 
the expectations of our survey respondents from 2017. Last year’s survey showed that 
across all of the eight major cost categories which we track respondents expected to 
see continued cost reductions between 2017 and 2018. In fact, costs were observed 
to have stayed flat or marginally increased across almost all cost categories between 
September 2017 and September 2018. This may serve as a warning light to the 
industry that efforts taken to reduce costs since their peak in 2014 could be reversed 
faster than anticipated. The picture will no doubt vary across regions and across 
operating environments but overall the sense of inevitability about sustained cost 
reductions has disappeared. 

This is particularly the case with certain cost categories where the discrepancy 
between expected cost changes and observed cost changes over the 2017 – 2018 
period are as high as 9%. In mid-to-late 2017 survey respondents expected an average 
further decline of 7% in subsea equipment and service costs over the next year. 
Respondents are now reporting that costs have in fact risen marginally.

The forward looking view of costs has also evolved significantly from previous years. 
For the first time respondents gave a consistent expectation of cost increases across 
all cost categories. This view was shared by operators and suppliers with suppliers 
consistently expecting a higher level of cost inflation in the next 12 months, regardless 
of category.

Some of the anticipated rises in costs are substantial. For example, on average 
suppliers expect costs on rigs, drilling, logging & completion and costs for well 
services to grow by 11%. This would represent a substantial reversal of the achieved 
cost reductions since 2014. It is noticeable that these are also the cost categories 
where operators expect to see the severest cost inflation. The rapid pace of these 
changes in cost expectations means operators must ensure they have robust internal 
practices to manage the increasing upward cost pressure.

A more rapid return to cost increases?
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Figure 2: Industry expected cost changes over the next 12 months (2018-2019) by  
cost category
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Our Global Upstream Cost Survey has asked a consistent set of questions regarding 
the approaches operators and suppliers have taken to lowering their costs. The 
responses in 2015 showed the prevalence of short-term, tactical measures such 
as retendering of contracts, limiting discretionary spend and simply cancelling 
projects. Although these approaches were understandable in the light of the turmoil 
caused by the oil price crash, they were never seen as sustainable. The 2018  survey 
demonstrates how far this has changed. Operators and supplier both report that real 
operational change is happening, for example increasing standardisation of equipment 
and operating procedures has been their most widespread approach to managing 
costs. This is an encouraging development suggesting that strategic approaches to 
cost management are more widespread than three years ago.

The 2018 Cost Survey also asked a new question on the internal cost management 
practices that respondents were able to see in their organisation. Although an operator 
may have implemented consistent equipment standards across the business these 
benefits may not be captured if there are weak controls and tracking of compliance. 
The responses to this question also suggested a strong degree of maturity from both 
operators and supplier. Just over 50% of respondents from all organisations reported 
that they saw regular use of cost benchmarking, clear publication of spend authority 
levels and utilisation of cost management targets.

Good practices – will they be enough?

Figure 3: Operator and Supply Chain measures taken to manage costs
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Figure 4: Operator and Supply Chain measures to manage current anf future costs

Operator measures to manage current and future costs Supply Chain measures to manage current and future costs

Tracks and reassess project 
budgets at regular intervals

Tracks and reassess project 
budgets at regular intervals

Publishes clear delegations 
of spend authority and spend 

approvals

Publishes clear delegations 
of spend authority and spend 

approvals

Regular benchmarks or 
indices of internal costs

Regular benchmarks or 
indices of internal costs

Cost management targets 
for teams

Cost management targets 
for teams

Regular external  
costs reports

Regular external  
costs reports

0% 0% 20% 20% 40% 40% 60% 60% 80% 80% 100% 100% 

  Widespread     Regularly    Sometimes     Rarely     Limited

50% 50%

Given the increasing prevalence of strategic cost reduction measures, and good take-
up of internal cost management practices, why are relatively steep price increases 
still anticipated? In part this may be due to supply and demand balances across the 
natural industry cycle: in the equipment sector in particular supplier capacity was lost 
during the downturn with other suppliers consolidating, this means the resurgence 
of demand is falling on a constrained manufacturing base until new capacity can be 
brought on. The resilience of the upstream sector as a whole also means that, in effect, 
there remain more operators standing than may have been expected in 2015. The US 
unconventional sector has maintained production growth throughout the downturn; 
and mature basins, like the North Sea, remain in business. 

This means that despite the good work and robust practices that have been seen 
across the industry since 2015, operators cannot afford to take their eye off of the 
cost agenda. Suppliers are understandably looking to claw back pricing from of the 
concessions of the lean years, operators must diligently apply their best practices to 
avoid rapid cost inflation. 

woodmac.com06



07woodmac.com

This in itself is no surprise. Suppliers saw their margins erode as the industry went 
through a massive, and largely successful, rebasing of its cost structure. At some point 
the surviving suppliers would need to begin clawing back their profitability. However, as 
the oil price continues to fluctuate and global risks increase uncertainty, the question is 
whether operators and suppliers can reach a stable equilibrium. 

If the sector is to avoid a roller-coaster future the lessons acquired over the past three 
years must be embedded within organisations. The most successful operators have 
learnt to work more collaboratively with suppliers, have launched innovative new 
approaches to project design and understand that thinking constantly about costs is 
the role of everyone in the business. 

Conclusion – the consistent message seen in the results  
of the Cost Survey, and in the cost models developed  
by PowerAdvocate, is that inflation has already returned  
to upstream. 
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The response to the oil price crash had a dramatic effect on both capital and operating 
costs; nowhere is this more visible than in major equipment and service categories 
for operators in the L48. Cost analysis by our sister company PowerAdvocate shows 
how rapidly operators moved to push suppliers to absorb some of the pressure put on 
operators’ bottom lines.

Between 2015 and 2016 there was severe price deflation. across equipment, material 
and services categories. PowerAdvocate’s data showed that deflation was primarily 
driven by suppliers eating their own margins.

Although costs across most categories began to grow by the end of 2016, it is worth 
noting that even with some recovery, many of the suppliers in these categories were 
probably still operating at prices that would not allow them to turn a profit.

However, by 2017, the recovery was in fuller feather, and suppliers enjoyed more 
pricing advantage than they had in the previous two years. Rig service and drilling 
service providers finally realized full recovery from the price contraction in 2016, as 
inflation in each of those service categories was 11%. The wild ride for those charged 
with purchasing OCTG continued as well, as protectionist trade measures drove 17% 
inflation in the category due to increases in input steel costs. 

As we contemplate the massive business complexity required from both operators and 
suppliers to manage input cost volatility of this level, it is also worth remembering that 
although these goods have gotten much more expensive to manufacture and procure, 
they have gotten no more profitable to produce. The examples cited here emphasise 
two key lessons: first, that in a supply ecosystem of this complexity, all players 
need to maximize their advantage through creating the most sophisticated possible 
understanding of their costs. Second, operators and suppliers who are able to strike 
strategic, transparent, and flexible partnerships that allow for the distribution of risk and 
reward create competitive advantage for both buyers and suppliers.

Case Study – Costs in the L48
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Figure 5: Inflation in Major L48 Cost Categories, 2015, 2016 and 2017
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WoodMackenzie’s Performance Improvement 
team draws on our extensive experience 
in energy and natural resources to deliver 
sustainable commercial and operational 
improvements to our client.
 
PowerAdvocate delivers actionable insights 
on costs, suppliers, supply markets to 
its customers, revealing opportunities to 
operate more efficiently and to improve the 
performance of their enterprises.
 
Together we help energy and natural resources 
clients understand the true performance and 
cost structure and develop and execute fact-
based optimisation opportunities.
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