
Oil Service Sector Overview 
 
 
THE oil service sector includes those 
concerns which provide services to 
companies that engage in the exploration 
and production of oil and natural gas both 
on and offshore. These exploration and 
production (E&P) operations are often 
referred to as the upstream portion of the 
oil and gas business. Oil service companies 
have varied offerings. There are the contract 
drillers like Transocean. Some which 
provide various production enhancement 
services include Schlumberger, and Baker 
Hughes. Still others like CGG Veritas, 
Petroleum Geo-Services, and Western Geco 
(wholly owned by Schlumberger) provide 
seismic imaging. 
 
  
On a macro level the key themes that affect 
oil service companies are the global 
economy, geopolitical issues, the locations 
where oil and natural gas are being 
produced, and whether the fields are on or 
offshore. These themes affect supply and 
demand side issues for oil and natural gas, 
and in turn oil and natural gas prices. This 
in turn influences the level of capital 
expenditure for oil services. From there one 
can assess what services are needed for 
major oil and gas projects, and which oil 
service companies provide them. 
 
 
From an energy industry standpoint a key 
issue to consider is that much of the easy to 
find oil has been discovered. Globally major 
fields have been depleted or are diminishing 
in production both on and offshore. 
Concerns like National Oil Companies 
(NOCs) to super-majors down to the 
smallest E & Ps have found it increasingly 
difficult to replenish reserves in an organic 
manner. This has been a major factor in 
increasing E&P efforts which require the 
expertise, new technology, and products 
provided by oil service firms.  
 
 
Like all sectors the outlook for oil services is 
linked to the outlook for the global 
economy. The economy of course affects 
the demand for oil and natural gas. There 
are also major supply side issues to consider 

that influence oil and gas production on a 
global basis. 
 
Demand Side Outlook 
As the global economic recovery continues 
we have seen a pickup in oil demand. On 
the demand side there has been a strong 
rebound in oil consumption from emerging 
markets nations. Globally the US Energy 
Information Administration(‘EIA’) forecasts 
a  1.1 million barrel per day (bbl/d) increase 
in oil demand for 2010 globally. 
 
The EIA chart below shows historical and 
projected global oil consumption and 
annual growth in oil demand from China, 
the US, and the rest of the world. 
 

 
 
 
 
We have already seen a snap back in Asian 
oil demand led by China and India in EIA 
chart below. 
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This EIA chart shows US natural gas 
consumption trends. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Supply Side Outlook 
The EIA chart below takes a look at 
production growth as we head into 2010. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Key Issues and Themes Affecting Oil 
Production 

• Political agendas and energy 
policies have always been 
inextricably bound. A range of 
geopolitical issues including armed 
conflicts have affected OPEC and 
NONOPEC policy and production. 

 
 

• There is inefficiency in exploration 
and production in key oil producing 
countries such as Venezuela with 
antiquated oil field equipment and 
technologies. 

 
 

• Major oil fields globally have aged, 
and some of the easiest to find oil 

has been depleted or is diminishing 
both on and offshore. 

 

• There have been drops in oil 
production in offshore fields like 
the North Sea and Cantarell 
(offshore Mexico). There has been 
a migration to major new offshore 
exploration areas in offshore Brazil, 
Western Africa, and Asia. While 
offshore fields in these regions are 
extremely promising it will take 
tremendous time and expense to 
develop production.  

 
 
Oil Price Outlook 2010 
In its December 2009 Short Term Energy 
outlook the EIA said it expects  WTI oil to 
be $75  per barrel early next year rising to 
$82  by  next December  as global 
economies continue to recover. 
 
Movements in the US dollar affect oil prices, 
and are a key issue to watch. 
 
Oil Service Customers- the Source of 
Capex 
When looking at the key drivers for the oil 
service sector it is essential to keep in mind 
the key customers of the oil service 
companies, and what motivates them to 
spend. Clients of oil service companies 
include National Oil Companies (NOCs), 
super-majors, and E & Ps of varying market 
capitalizations. National Oil Companies 
leading capital expenditure include 
Petrobras, Petro China, Saudi Aramco, and 
PEMEX. Super-majors would include 
companies like Exxon, BP, and Royal 
Dutch Shell. These companies explore for 
and produce both oil and natural gas to 
varying degrees. 
 
 The companies listed above must 
replenish their reserves so they can provide 
their products to their customers. As much 
of the easier to find oil reserves have been 
exploited they must constantly explore for 
and produce oil and natural gas from new 
sources. These companies watch the 
demand and pricing for oil and natural gas 
to determine how much they will spend on 
exploration and production. They of course 
must prognosticate to a degree regarding 
energy commodity pricing to formulate 
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budgets in a prudent manner. They must 
determine if the cost and feasibility of 
projects behooves capital expenditure.  
 

Major Offshore Developments 
Offshore oil exploration used to 
primarily focus on areas like the North 
Sea and Cantarell (offshore Mexico). As 
older offshore field’s reserves have 
diminished there has been a greater 
focus on new offshore fields throughout 
the world. There are new major offshore 
projects globally that will be of prime 
importance to oil service companies. 
Brazil’s NOC Petrobras has one of the 
world’s major offshore projects 
currently in the offshore Santos Basin. 
Petrobras asserts that the Tupi field may 
hold 5 to 8 billion BOE (barrels of oil 
equivalent). The Iara field may contain 
up to three to four billion BOE.In 
January 2009 Petrobras unveiled its 
2009-2013 capex package that would call 
for $174 billion in investments with 
$104 billion dedicated to exploration 
and production. Petrobras operates 
more than twenty three percent of the 
world’s deepwater production. These 
projects are in very deep water, and 
under a thick layer of salt and rock. 
Some of these discoveries are said to be 
as deep as over 2100 metres of water 
and an additional 5000 metres thousand 
metres of a rock, sand, and salt layer. 
Depths like these require deepwater 
drilling capability provided by 
companies like Transocean, and 
Diamond Offshore. It also necessitates 
companies like Oceaneering 
International’s, and The Netherlands 
Fugro’s ROVs (Remote Operating 
Vehicles) for a variety of sub sea tasks. 
There are numerous oil service 
companies whose technology and 
expertise will be employed on these 
projects. Petrobras projects that oil 
production on a daily basis could 
increase for 2 million bbl/d to 3.9 
million bbl/d by 2020.  
The Jubilee field is located offshore of 
Ghana and is thought to hold close to 1.8 
billion barrels of oil. This project is of great 

importance for oil service companies. There 
are also important Asian offshore projects. 
 
Jackup Drilling Rigs 
Jackup rigs are offshore drilling rigs that are 
used in offshore shallow water conditions. 
These offshore rigs have retractable legs 
that can be lowered to the sea floor. The 
jackup market has changed significantly 
over the past ten years. Many jackups that 
were centered in the shallow water region of 
the Gulf of Mexico have moved 
internationally to the Middle East, Asia, and 
Africa. In terms of companies that offer 
jackup rigs some would include Ensco 
International, and Rowan Corp.  
 
 
Natural Gas Exploration and Production 
Natural Gas is used in heating, cooling, and 
a variety of industrial applications, and 
power generation. As the issue of carbon 
emissions grows ever more prominent 
natural gas will become an increasingly 
important part of power generation 
 
Natural Gas- Drilling and Supply Issues 
Natural Gas drilling in the US has been 
severely curtailed by weaker natural gas 
prices. Weak prices were caused by a glut in 
supply coupled with demand curtailed by 
weaker economic conditions. As a result oil 
service companies that had substantial focus 
on natural gas drilling saw their stock prices 
especially hard hit by weak natural gas prices. 
 
 
The EIA graph below shows natural gas 
storage in the US. 
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Natural Gas Prices 
Natural Gas spot prices had fallen below 
$2.50/MMBtu in the beginning of 
September2009, and currently trade around 
$ 5.40/MMBtu.  Whether natural gas prices 
will continue to strengthen will depend on a 
number of factors including weather, and 
natural gas producer’s drilling habits. With a 
combination of recovery in the global 
economy and continued production 
discipline natural gas prices may continue to 
rebound.  
 
Unconventional Gas 
Unconventional natural gas resources are 
those resources that are hard to access and 
previously may have been uneconomical. 
Due to ever improving technology and 
techniques like horizontal well drilling 
unconventional resource bases will continue 
to be a growing portion of US natural gas 
production. Unconventional resources 
include tight sands gas, shale gas, and coal 
bed methane. Significant shales include the 
Barnett, Marcellus, Fayetteville, and 
Haynesville in the US.  
 
The EIA chart below reflects the growing 
importance of unconventional drilling in the 
US. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
Companies that Drill for Natural Gas 
and Some That Service Them 
Companies that drill for natural gas include 
many of the super majors like Chevron and 
Exxon Mobil. Some companies with 
extensive focus on natural gas production 
include Devon Energy, Chesapeake, and 
EOG Resources. Companies like Cabot Oil 
and Gas have major projects on the 
Marcellus Shale. XTO Energy has a strong 

focus on unconventional gas development. 
Oil service companies like Weatherford, 
Schlumberger, and Halliburton help serve 
natural gas focused E & P projects globally. 
They of course serve oil markets as well .A 
major US land based contract drilling 
company serving natural gas markets is 
Nabors Industries. 
 
Interestingly on December 14, 2009 Exxon 
Mobil acquired XTO Energy. Exxon cited 
XTO’s unconventional gas fields and 
production expertise as the key rationale for 
the deal.  
 
Thoughts for 2010 
As we head into 2010 there are several 
major issues and themes to focus on as they 
pertain to the oil services sector. The global 
economy must continue to recover for there 
to be solid demand for oil and natural gas. 
Geopolitical issues will continue to 
influence both the demand and supply side 
equation for oil and natural gas. Oil and gas 
companies will continue to seek to replenish 
their reserves. Exploration and production 
will continue to expand geographically both 
on and offshore. Deepwater offshore fields 
and unconventional natural gas production 
will continue to drive the oil services sector. 
Oil service companies will continue to offer 
innovative products, technology, and 
solutions integral to the development of 
resource bases world wide. 
 
Mike Koenigsberger 
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