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On the walls of our Houston Z-Terra office, we have a lot
of movie posters. It’s a tradition that started at 3DGeo
when our office was across the road from Silicon Graphics,
which made computers used for computer generated imagery
and which had a lot of movie posters on its walls. We visited
Silicon Graphics often for support. We kept the tradition at
Z-Terra, and each poster comes from somebody’s favorite movies
list. One of the posters is from Batman Begins and includes a
quote from the movie: “Why do we fall, sir? So that we can
learn to pick ourselves up.”

We are starting to pick ourselves up as an industry.

Looking at revenues of several publicly traded service com-
panies (Table 1) over the past seven years and estimating 2018
based on numbers from the first two quarters, it seems that on
average the service industry took about a 50% hit from the highs
in 2013 and 2014 to the low in 2016, as you can see in Figures 1
and 2. CGG was down from the peak of $3.768 billion in 2013
to $1.197 billion in 2016, a 68% drop. PGS was down from a
$1.518 billion peak in 2012 to $764 million in 2016, a 50% drop.
ION went from $549.17 million in 2013 to $172.81 million in
2016, a 69% drop. TGS went from $914.78 million in 2014 to
$455.99 million in 2016, a 45% drop. Schlumberger went from
$48.87 billion in 2014 to $28.01 billion in 2016, a 43% drop.
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Figure 1. Normalized service company revenues from 2012 to 2018. Revenues for
2018 were estimated based on the first two quarters.

Industry revenues

The oil price collapse, which began in June 2014, initiated a
wave of cost reduction among upstream businesses. Global oil
and gas companies slashed capital expenditures by about 40%
between 2014 and 2016. As part of this cost-cutting campaign,
some 400,000 workers were let go, and major projects that did
not meet profitability criteria were either canceled or deferred.
The human cost of restructuring within the oil and gas sector
has been enormous. Downsizing, which has been both cyclical
and harsh, has deprived the industry of some of its smartest
veteran talent while scaring away new recruits. The wave of
worker layofts eliminated significant experience, knowledge, and
skills. The loss of these capabilities could push up development
project costs substantially.

I used to keep track of layofts in the industry — different
company announcements, friends and colleagues losing their
jobs. I stopped doing it; it was too depressing. Compared to
the oil and gas industry in which if you divide the total company
revenue by the number of employees you get a number in the
$4 million to $5 million range, in the services industry that
same number is in the $300,000 to $400,000 per employee
range. No wonder when the revenues decrease to half, the first
cuts are to people. Salaries are among the largest components
in service companies’ costs.
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Figure 2. Total revenues from 2012 to 2018 for several service companies.
Revenues for 2018 were estimated based on the first two quarters.

Table 1. Service company revenues from 2012 to 2018 (in USD millions). Revenues for 2018 were estimated based on the first two quarters.

Schlumberger Weatherford | Core Labs | Dawson | Halliburton Baker Hughes
2012 42,010 932.24 | 1518 526.32 15,220 981 196 28,500 17,190 | 3414
2013 46,294 883.44 | 1502 549.17 15,263 1074 135 29,402 22,364 19,221 | 3768
2014 48,580 914.78 | 1454 509.56 14911 1085 119 32,870 24,551 21,440 | 3097
2015 35,475 612.35 962 221.51 9433 798 235 23,633 15,742 14,757 | 2102
2016 27,810 455.99 764 172.81 5749 595 133 15,887 9841 7251 | 1197
2017 30,440 492 839 198 5699 660 157 20,620 17,259 7304 | 1321
2018 32,138 473 921 109 5767 695 158 24,181 22,043 8113 | 1191
estimate
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The good news is that 2017 was a year in which all the
companies started to recover, albeit slowly. The bottom
appears to have been in the first half of 2016. It seems the
new focus of oil and gas companies has been in becoming
more efficient at the cost of investing in new reserves dis-
covery. In an industry in which reserves and production
decline naturally as oil is pumped from fields, continued
investment in exploration is critical for a company’s market
capitalization. Without the exploration expense, the oil and
gas reserves of the world’s top energy companies have steadily
declined since 2014. Right now (in late 2018) it seems the
large oil companies are increasing reserves by acquisition.
Globally, that is a zero-sum game. Without new exploration,
the global reserves will continue to decrease.

In more good news, analysts at Morgan Stanley and
Jefferies predict spending by the world’s top seven oil com-
panies will rise to a combined $136 billion by 2020 from
$105 billion in 2017. If those projections hold true and 2020
is indeed a growth year, we simply need to survive in this
new lean environment for another year or so. Growth is on
the horizon. K

— ALEXANDER Mi1Ha1 Popovic
First Vice President
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