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The immediate focus for oil market commentators has been on the viability of 
upstream oil and gas operators.  Our observation so far is that operators are in fact 
responding to this oil price crisis more rapidly and robustly than we saw in 2014 and 
2015.  However, this shock comes at a bad time for upstream services and equipment 
suppliers who are still recovering from the last downturn.  Just as the upstream 
supply chain was starting to clamber back to its feet, it now faces the very real threat 
of collapse. The resilience of the upstream supply chain is now at risk, which poses 
major challenges for the entire sector.  

Two fundamental challenges exist for suppliers to the upstream sector: 

• Covid-19 has disrupted the supply of manufactured equipment and ability to 
transport service personnel across borders. 

• Services providers are in much worse financial shape than in 2014/15. 
Margins are thin and balance sheets stretched with high probability of further 
consolidation, restructuring and insolvency in the supply market. 

Understanding and managing supply chain risk will be a critical downside challenge 
for upstream operators in the immediate future. The positive news is that there is a 
lot that operators can do to improve visibility on spending and to manage risk in their 
supply base. 

The oil industry is facing an unprecedented shock. The painful 
combination of demand shock, supply expansion and the evolving 
disruption and uncertainty created by Covid-19 is creating 
enormous challenges for the sector.
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Impact on operators and suppliers 

The most immediate impact on both operators and suppliers will be that FIDs of 
new projects are expected to fall back to 2014-16 levels. Project sanctions will be 
significantly curtailed. Wood Mackenzie research suggests that globally only around 
10 to 15 major upstream projects have a reasonable chance of being sanctioned this 
year. Most projects being considered for FID in 2020 will be pushed back to 2021 or 
beyond, at best. 

We anticipate that investment will become highly concentrated, by geography and 
by resource and operator type. Key growth projects for the Majors (e.g. ExxonMobil’s 
Liza complex) and low-cost Middle Eastern NOC developments will be amongst the 
few to receive sanctions in 2020. 

The reduction in new project sanctions will compound the push on capital efficiency 
by operators as the industry does more with less. The industry achieved impressive 
productivity gains from 2014 to 2019 when 14 million extra barrels of output (boe/d) 
were added - even as aggregate investment per flowing boe fell from US$18/boe to 
US$9/boe (outside the Middle East and Russia).   

The Wood Mackenzie Annual Upstream Cost Survey illustrates the level of price 
reductions extracted by the operators post 2014/15. Our survey showed that prices 
fell by 10 to 30% between 2014 and 2019 - and prices have not recovered since.

Figure 1: Number of major project FIDs by year, 2020 risked

Source: Wood Mackenzie Q1 2020 pre-FID Upstream Tracker, projects with reserves of at least 50 mmboe, excludes North America uncons
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The oil & gas industry supply chain faces the current shock in a significantly worse 
financial position than in 2014/15. Service company margins have not recovered and 
balance sheets are stretched. Further price cuts and reductions in activity will lead to 
reduction in investment in technology, equipment and associated services and likely 
significant restructuring and insolvency in the sector.

From this downturn, the upstream oil & gas supply chain will emerge smaller and 
probably leaner, with some supply chain interruptions. It will have less capacity 
to respond to demand growth when the market recovers. Whilst there may be 
opportunities for operators to extract minor price concessions in this lean period, the 
stability of the global upstream supply chain represents a major risk.

Figure 2: Observed changes in upstream costs
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Source: Wood Mackenzie Upstream Cost Survey 2020

Figure 3: Profitability and liquidity of services companies* today compared to before the 2014/15 downturn
*Includes OFS, EPC, shipyards
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Resilience of the supply chain 

How to respond 

The current oil & gas industry crisis clearly demonstrates the importance of taking a 
structured and thorough approach to supply chain risk management.  Operators need 
to put in place more comprehensive approaches to supply chain risk management 
which will result in more resilient supply chains.  

Supply chain resilience is the ability of suppliers to deliver equipment, materials or 
services, by preventing or, if necessary, recovering quickly from disruptions. The oil 
industry’s future supply chain resilience is dependent upon its ability to: 

1. Understand and map the supply chain: Ability to understand breakdown of third 
party spend, suppliers and supply routes 

2. Identify supply chain risks: Ability to identify risks or events with the potential 
to adversely impact an organisation or supplier’s ability to meet its supply chain 
objectives accurately and in a timely manner 

3. Identify supply chain vulnerabilities: Ability to identify exposures caused by 
gaps in an organisation’s supply chain capabilities that either increases the 
likelihood or the severity of a risk event 

Due to the global nature of the oil industry and its supplier network, vulnerabilities 
within oil supply chains, when exploited by dynamic combinations of simultaneous 
risks, such as the current combined coronavirus and crude price shocks, result in 
major disruptions to oil operator operations. At $30 crude prices, operators can’t 
afford to misstep. They need to identify and close supply chain vulnerabilities and 
lessen their risk exposures now.  

Understanding and mapping the supply chain 

The first step in managing supply chain risk is to have a clear understanding of 
what is purchased from whom and where, and the associated steps in the supply 
chain required to get the product or service to the destination. Recent catastrophic 
events in Asia, for example SARs and the Japanese tsunami provided clear evidence 
of the complex and multi-tiered nature of many supply chains.  Industries such as 
electronics and automotive suffered unexpected availability disruption as second, 
third or fourth tier suppliers were forced to shut in production.
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Like the electronics and 
auto industries, the oil & 
gas industry supply chain 
involves a complex web of 
tiered supplier networks 
crossing the globe - many of 
these networks focus back 
to critical epicentre regions, 
or cities where critical oil 
& gas artisanal knowledge 
and skills, or manufacturing 
scale economies have been 
developed over decades. 

This opaque tiering of supply chains and reliance on multiple geographies will be an 
issue for many of the complex pieces of kit and personnel required in the upstream 
oil sector. It is highly likely that the oil & gas industry will face similar disruptions in the 
coming months.  

But before Chief Procurement Officers can deal with the risk to their suppliers, they 
must first deal with the fundamental questions: what are we buying, from whom, and 
from where?   

Our experience is that many operators, particularly those with global sources 
of supply, face major challenges in obtaining an accurate and granular view of 
procurement spend across their whole organisation.  In particular the categorisation 
of spend is typically flawed with significant proportions of procurement spend either 
not categorised, categorised wrongly or allocated to overly broad categories. 

Figure 4: Schematic of complex, interconnected global supply chains  
in oil and gas

Source: Wood Mackenzie 2020

Figure 5: Typical spend profile for an oil and gas operator

No Category Overly Vague Category Wrong Category Correct

Source: Power Advocate 2020

Example: Inspection Svcs. =  
“(blank)”

Example: Inspection Svcs. = 
“Hazardous Waste Svcs”

Example: Inspection Svcs. = 
“Svc. Other”
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Understanding the make-up of suppliers can also be a challenge.  Many of the major 
suppliers are large and complex groups and will contract through multiple entities.  
We have seen examples where an operator has over 40 contracts with a single 
supplier and where the true value of spend attributable to a supplier is double that 
reported in their procurement systems. 

These challenges can exist in both ongoing operations and projects.  Whilst a project 
team may have a good view of the breakdown of equipment, materials and services 
and an understanding of local sub-contracting relationships at an operational 
business unit level, our experience is that this picture is not always clear to supply 
chain leaders and corporate functions.

Identifying Supply Chain Risks 

Oil and gas companies are far from uniform in their supply chain risk exposures, a 
characteristic which is dependent upon their relative positions in the oil & gas value 
chain, geographical locations, operating model and supplier network bases. Supply 
chain risk exposure is best reduced by focusing upon improving visibility of those 
risks that are likely to impact the chain most disruptively. To do this oil and gas 
organisations need to have a profound understanding of the drivers of risk for their 
organisation, then to build a ‘risk intelligence capability’ to detect emerging threats 
early and to act upon them.  

Across the five fundamental pillars of risk – political, economic, environmental, 
human rights and security – organisations need quantitative and qualitative risk 
identification capabilities that span their supply chain. Early warning systems such as 
risk monitoring and forecasting capabilities proactively identify the range of risks that 
can impact the organisation and assess their likelihood of occurring.  

A supply chain risk intelligence capability provides qualitative and quantitative 
monitoring and forecasting visibility to an operator on how its supply chain, 
assets and supplier network are exposed to risk. Risk intelligence is a continuous, 
constant, vigilant monitoring capability that looks both outside a supply chain at 
macroeconomic risk factors, as well as inside the supply chain at an operational and 
supplier level. Critically it should also have the capacity to indicate how the situation 
may change in the future with enough foresight to enable the supply chain to respond 
and adapt in time for the disruption.  

Over the past decade, we have seen the above-ground risk landscape shift more often 
and more unpredictably, requiring oil and gas companies to more proactively stay on 
top of their risk exposures. Beyond the more visible ESG (Environmental, Social, and 
Governance) and sustainable supply chain risk management pressures from investors, 
activists, governments and community groups, oil companies need to manage threats 
which are less predictable. Previously rare ‘black swan’ events are becoming more 
frequent as global warming events, cyber security breaches, and terrorist attacks 
become more frequent and severe.  
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Forecasting of supply chain risks in the case of such severe events as the coronavirus 
pandemic requires specialised capabilities. In the case of global supply chains, risk 
models encompassing exposure footprints of suppliers, hazard event histories, 
probabilities and intensities, and business interruption impact data, are required to 
help organizations properly prepare and assess supply chain exposures and potential 
impacts of catastrophes.

For example, as Figure 6 shows, utilising 
AIR’s proprietary risk modelling capabilities, 
the exposure footprint of a client’s tier 1 to 4 
supplier network was overlayed with hazard 
event histories for earthquake hazards and 
the business interruption impact data. 

The red, orange, yellow and green circles 
represent the location of suppliers that 
were expected to be directly impacted by 
earthquakes, with colours representing the 
vulnerability of each supplier based upon 
calculated production interruption to the 
suppliers’ operations. 

Through such modelling the exposure of 
the supply chain, severity of impacts on the 
supply chain, expected duration of impact, 
and different event scenarios can be 
quantitatively analysed and used to focus 
efforts of oil companies to close gaps in 
their supply chains before they disrupt their 
operations.

Identifying Supply Chain Vulnerabilities 

If operators can identify risks to their supply chain, they stand a better chance of 
addressing vulnerabilities in their supply chains to cope with these risks. In order to 
address supply chain vulnerabilities, operators should build supply chains that can 
quickly adjust and recover from supply chain disruptions. Wood Mackenzie’s supply 
chain resilience model is based on 4 strategies to improve resilience:  Optionality, 
Visibility, Elasticity and Responsiveness.

Figure 6: Client Example - Supply Chain Risk Exposure  
(Earthquake Risk)

Source: AIR Worldwide, 2020

08woodmac.com



Resilient Supply Chain Strategies

Resilient supply chains must be supported by clearly defined governance structures 
and processes, as well as operated and managed by appropriately trained and 
capable human resources utilising technologies which enable these strategies. 
Successful implementation of this framework, as operators have seen with safety 
and operational risk, is critical but it takes time, requires real changes in behaviour 
and brings out important and challenging trade-offs.   

The traditional, one-dimensional methods of identifying and quantifying operator’s 
highest supply chain risk exposure points have failed. As supply chains have evolved 
and become more global, complex and interconnected over the past decade, there is 
an urgent need for risk management capability to catch up.  Operators need to better 
understand and manage interconnected risks across more risk dimensions, such as 
political, economic, human, social, and environmental risks, and with greater depth 
beyond the immediate first level of tier 1 suppliers.  

To uncover the hidden vulnerabilities, supply chain resilience needs to be determined 
by identifying and quantifying the risk associated with the following questions: 

• Who are my suppliers? Knowing who are the most critical suppliers to your 
business is an important decision criterion in determining the appropriate 
supplier management and method to employ. Most companies are aware of 
their immediate tier 1 supplier networks but as we note above the full exposure is 
often not clear. Due to the global nature of the oil & gas business, and the multi-
tiered supply chain in many categories, there is a critical need to extend this 
visibility and governance beyond tier 1 supplier level to tiers 2, 3 and even further 
if the risk vulnerability is high.

Table 1: Wood Mackenzie Supply Chain Resilience Strategies

Optionality

• Ability to switch to alternative suppliers and supply chain(s) as needed to 
continue to satisfy demand 

• Ability to develop other relationships with supply chain partners and other key 
strategic networks

Visibility

• End to end visibility to allow those who need it to see into the supply chain 

• Instant access to latest performance data, plans, schedules, costs across the 
supply chain 

• Continuous evaluation and control of supply chain performance, quality and 
cost

Elasticity
• Flexibility and agility to adapt supply chain operations to changes in demand or 

supply, or to upsets and surges in a rapid, coordinated manner with accuracy 
and control

Responsiveness
• Speed to deliver when demand or supply signal is triggered, with coordination, 

accuracy and control



• What are my suppliers providing my business? Mapping the services and 
products purchased by your company and their respective input materials and 
services is critical.  Traditional methods of analysing spend typically fail to 
provide the robust and granular understanding of spend, as we note above. For 
critical items it can be important to map the entire value chain – all the way to 
raw materials.  

• From where are my products and services sourced? Many operators have only 
a partial understanding of the manufacturing and distribution points employed 
by their tier 1 suppliers.  Beyond this, hidden risks exist where suppliers, and 
suppliers to suppliers, are sourcing products and services from geographies 
and regions where operators have little visibility. A recent APQC survey of over 
600 companies across the globe indicates that on average 32% of companies 
have no knowledge of their tier 2 or below suppliers.* Utilising the capabilities of 
a multi-dimensional product and supplier locational risk model enables detailed 
assessment of supply risk down to country, region, and city level. The region and 
city level variation in infection rates for COVID-19 is a key determinant of current 
supply chain disruptions. 

• How is Covid-19 impacting key supplier locations? Understanding infection 
rates and local restrictions on business activity is critical. The global impact 
of COVID-19 is evolving rapidly and on a daily basis – operators need to be on 
the front-foot to understand how disruptions in the near future could impact 
operations (e.g. through scenario modelling and regular impact assessments). 

• What are the logistics and travel constraints facing my suppliers? Even when 
manufacturing and distribution facilities come back on stream, ongoing travel 
restrictions will impact the ability to move skilled people to operating facilities. 
Airline reduced services and shipping operations between key source and 
destination locations could remain at reduced levels for prolonged periods.  

• How resilient are my suppliers to the demand crunch? Assessing the impact 
on individual suppliers and their resilience will be a complex challenge. The 
financial health and structure of the business and the potential government 
support are important factors. The impact on order books may be a more 
challenging question and involve assessment of mix of business (for example 
between project development capex and sustaining capex or service) and the 
portfolio of projects.  For rig and vessel operators, understanding relevant 
sectoral supply demand balances and impact on pricing and volumes will  
be critical.

Mapping these aspects across the multiple dimensions of supplier tiers, products 
and industries enables the capture of hidden correlations and interacting risk 
factors. This starts to uncover the invisible part of the supply chain network and 
to account for both local and global effects. Using this multi-dimensional supply 
chain risk method, oil & gas companies can stress test the resilience of their 
supply chain networks before making strategic decisions around their OFS, EPC or 
other critical supply contracts.

* Source: American Productivity & Quality Center, “Supplier Risk Management: Current State 
Practices Report”, Cross-Industry, March 2020.



Looking to the future 

The above section covers the immediate priorities for operators. However, at some 
point the industry will return to some level of normality – demand will return as the 
pandemic subsides, excess supply will come under control and oil prices will move to 
more sustainable levels. Despite this, the oil & gas industry and its supply chains are 
likely to look very different. 

Another wave of disruptions and supply challenges could occur if there are surges 
in demand for services and equipment, particularly if there are to be significant 
reductions in supply chain capacity. Operators should start developing contingencies 
to manage the post-crisis period and ensure that they will have access to a robust 
supply chain. 

How we can help? 

Verisk brings together a unique and powerful set of companies and capabilities to 
help oil and gas operators understand and manage their supply chain risk: 

• Wood Mackenzie is the leading providers of commercial insight on the oil and 
gas sector offering global coverage of more than 3,000 assets and plays, with 
over 200 dedicated upstream analysts, detailed and accurate bottom-up asset-
by-asset and commercial analysis at the asset level of exploration, development, 
production and transportation, reserves and resources, capital and operating 
costs, prices, maps and data visualisations.  This insight provides the foundation 
for a robust view of the oil and gas sector project pipeline 

• PowerAdvocate is the leading providers of supply chain analytics tools to the 
energy and natural resources sector.  Their USD 4 trillion spend and supplier fact 
base provides a unique reference point to understand third party spend 

• Verisk Maplecroft provides a comprehensive approach to the identification 
and management of above ground risk.  They have an interconnected 
approach covering risks across 198 countries that provides companies with 
an unparalleled robust insight into country, sector, corporate and supplier-level 
exposure to the full spectrum of political, economic, security, human rights and 
environmental issues. By blending data you can view risk in a way that is unique 
to your business and the oil industry. Via APIs, our data can be integrated with 
internal risk managements systems or third-party platforms.  

• AIR Worldwide pioneered catastrophe modelling, creating the tools that 
changed how people think about risk management. They are the leading 
provider of catastrophe modelling services globally with more than 400 client 
organizations relying upon AIR’s models, software, and services to manage their 
risk from natural catastrophes, supply chain, terrorism, pandemics and cyber 
incidents. AIR can help you to understand the impact of Covid-19 and other 
events on your key suppliers and their operating locations.   



With our deep industry expertise and world-leading database we can help operators to:  

• Pin-point and quantify supply chain risks by providing unrivalled intelligence on 
over 3000 oil & gas assets around the world and their multi-tier supply networks 
to country, region, and site location level. 

• Identify and assess Covid-19 risk impacts on your supply chain and model 
catastrophe and ‘black swan’ scenarios on oil & gas organisations’ critical supply 
manufacturing, distribution and human resource locations around the globe. 

• Cleanse and structure procurement spend and supplier data across global oil 
organisations, employing global standard taxonomy structuring by category and 
supplier – including linking of hidden supplier relationships.  

• Identify and map supply routes for key equipment, materials and services 
inputs, suppliers and dependencies for oil & gas supply chain organisations and 
model risk scenarios across the network and assess risk and exposure hotspots. 

• Provide instant, data-driven, supplier risk assessments to support 
procurement processes by combining your supply chain data with our risk 
intelligence analytics. 

• Build business and supply chain resilience by identifying and monitoring 
disruption risks to your assets, people and suppliers. Identify critical risks to oil & 
gas supply chains through expert in-country, on-the-ground insight and industry-
specific analysis, across 198 countries. 

• Assess impacts of commodity price movements across a broad range of 
products and services purchased by oil & gas companies through design of 
specific category-based, ‘Should Cost Models’.  

• Develop specific, targeted and effective risk mitigation strategies, including 
supplier risk management planning and resilience improvement, in tandem with 
our expert team of political, economic, environmental, human rights and security 
consultants. 

• Design and implement company-specific risk management and governance 
structures, and associated supply chain resilience improvement programs.
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