
Our fifth Global Capital Confidence Barometer finds that more than one–
half of our oil and gas respondents are cautiously optimistic with regard to 
the broader economy, with the majority remaining focused on growth over 
the next 12 months and only 4% now focusing on survival. 

In 2011, the oil and gas industry has been challenged by a series of shocks, particularly 
the social/political unrest in North Africa and parts of the Middle East — the so–called 
Arab Spring — and the Japanese disasters. Oil and gas executives are now facing strong 
economic headwinds; we are seeing downgraded economic growth forecasts, and markets 
are being roiled by waves of disappointing economic news, confounded by political paralysis 
and worried about serious policy mistakes. We are in a period of high policy risk: not just in 
the US, but in Europe and China, and in OPEC as well. 

From the oil market perspective, several things are keeping oil markets on edge. First, there 
are very real, substantial concerns about the economies of the US and Europe, the possibility 
of a contagion, and the implications for energy demand. Second, the restoration of Libyan 
production is getting underway, but there are serious questions as to how much production 
will come back and how fast and how OPEC will respond. 

However, we’re seeing a new paradigm, with relatively strong M&A activity and market 
volatility now able to coexist. Critically, leading companies are shrugging off the continued 
market upheaval and focusing on growth and M&A. For them, this is not 2008 all over 
again. They have spent the past three years reducing the financial risk on their balance 
sheet and taking tough efficiency measures needed to strengthen their positions, which 
helps them manage in volatile times.

The Capital Agenda
Based around four dimensions, it helps 
companies consider their issues and challenges 
and understand their options to make more 
informed capital decisions.

1. Preserving capital: reshaping the 
operational and capital base

2. Optimizing capital: driving cash and working 
capital and managing the portfolio of assets

3. Raising capital: assessing future capital 
requirements and assessing funding sources

4. Investing capital: strengthening investment 
appraisal and transaction execution
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About this survey

Ernst & Young’s Global Capital 
Confidence Barometer is a regular 
survey of senior executives from large 
companies around the world conducted 
by the Economist Intelligence Unit (EIU).

Our panel, the “Ernst & Young 1,000” 
is comprised of selected Ernst & Young 
clients and contacts and regular EIU 
contributors.

This oil and gas subset of our findings 
gauges corporate confidence in the 
economic outlook and identifies 
boardroom trends and practices in the 
way companies manage their capital 
agendas.

Profile of respondents

•	 Panel of over 1,000 executives 
surveyed in July and August 2011, 
including almost 100 executives from 
the oil and gas sector

•	 46 CEO, CFO and other C–level 
respondents

•	 Company revenues from  
US$250 million to over US$20 billion
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Economic outlook

Spring and summer of 2011 marked a sharp return to intense 
volatility, levels of volatility not seen since the early days of the 
economic crisis in 2008. The US credit downgrade, the debt 
crisis in the Eurozone and generally weakening economic data 
from around the world sparked dramatic stock market activity 
and ultimately the global repricing of risk. At the same time, the 
fallout of the political unrest in North Africa and the Middle East, 
compounded by the broader impacts of the Japanese disasters, has 
roiled global oil and gas markets.

Nonetheless, more than one–half (52%) of the oil and gas 
respondents said that they felt that the global economy was at least 
stable, if not moderately improving. When asked their perspective on 
the state of their local economy, 73% of the oil and gas respondents 
cited a stable or improving economic environment. The confidence 
in the local economy has, however, declined over the last year; in the 
October 2010 survey, confidence in a stable/improving economy was 
pegged at 88%, and it was pegged at 83% in the April 2011 survey.

Perspectives on the current global economy

52%
Asked their perspectives on the state of 
the global economy, 52% of the oil and gas 
respondents cited a stable or improving 
environment, somewhat less than the 63% 
of the broader global sample.
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Perspectives on the current local economy

73%
Asked their perspectives on the state of 
their local economy, 73% of the oil and gas 
respondents cited a stable or improving local 
environment, slightly more than the 71% of 
the broader global sample.
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•	 Current global economic environment is uncertain, with 
potentially significant implication for oil and gas markets. 

•	 But buoyed by $100/barrel oil prices and confidence in 
long–term energy demand growth, primarily driven by the 
emerging market economies, the oil and gas industry remains 
cautiously optimistic.

•	 The oil and gas industry remains consistently focused on a 
growth agenda, and transactions are expected to continue to 
be a major part of that agenda.

•	 Since the 2008 collapse, the oil and gas industry has steadily 
reduced its leverage and has taken the necessary measures 
to improve operating efficiency and strengthen its financial 
position, enabling it to weather the economic storms.

Summary perspectives
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Despite the market turbulence, this is not a rerun of 2008. 
Companies have strengthened their balance sheets, cut costs and 
reduced overall financial risk. Our survey results paint a picture of 
corporate confidence amid the turmoil. Growth tops the agenda of 
more than half (52%) of the oil and gas respondents, with only  
a few (4%) citing survival as an imperative.

Strategic directions and challenges

When asked about the main regulatory risks that could derail the 
growth agenda, environmental risks were seen to be the biggest 
threat to our oil and gas respondents, ranking ahead of banking/
financial reform and taxes, which the broader global sample of 
respondents had seen as greater threats.

Organizational focus — next 12 months

52%
Asked their expected organizational focus 
over the next year, 52% of the oil and gas 
respondents cited growth, slightly more 
than the 49% of the broader global sample.

Growth

Survival

Maintain stability 44%

4%

52%

Regulatory risks to growth — next 12 months

Tax 21%

Environmental 29%

Health care 2%

Pension/social security 6%

Regulation in these areas does not
threaten growth or profitability 21%

Banking/financial reform 21%

Excess cash focus — next 12 months

Asked where their excess cash flows would 
be directed over the next year, 66% of 
the oil and gas respondents cited growth, 
slightly more than the 64% of the broader 
global sample.

66%

Growth

Paying dividends

Buy back stocks

Paydown debt

66%

25%

8%

1%

For those companies expecting excess cash flows over the next year, 
nearly two–thirds (66%) are expecting to prioritize growth, substantially 
more than the next–most–favored option, paying down debt.
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In an unprecedented departure from the historical norm, the 
outlook for deal volumes is stable against a backdrop of significant 
short–term volatility. In fact, dealmakers’ appetite has increased 
marginally in the last six months, with almost half (48%) of the  
oil and gas respondents expecting to make acquisitions in the next 
year, compared with 42% in April 2011.

Many companies have learned to adapt and operate in a new and 
uncertain world. They are well positioned to seize opportunities and 
plan to do so, as many have reduced their financial risk and have 
the ability to take on more business risk. Notably, the acquisition 
expectations of the oil and gas sample of respondents are 
consistently higher than those of the broader global sample.

As might be expected given the broader turmoil, deal pressures 
generally increased sharply over the last six months, with the 
oil and gas respondents notably flagging the sharply increased 
external regulatory pressures along with the internal pressures 
around board and/or audit committee scrutiny.

Transaction outlook

Expectations for acquisitions — next 12 months

Deal pressure changes — last six months

48%
Asked if they expected to make an 
acquisition in the next year, 48% of the  
oil and gas respondents responded 
positively; in comparison, only 41% of the 
broader global sample responded positively.
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Increased decreased

46%9% Buyer/seller price expectation gaps

50%2% Valuation uncertainty/complexity

62%4% Board/audit committee scrutiny

67%2% Regulatory pressures

49%8% Competition for assets

55%7% Stakeholder caution
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Asked to identify the issues most likely to contribute to 
missed expectations for deals over the last year, the  
oil and gas respondents saw thorough market due diligence 
and poor execution of integration as the most significant 
issues contributing to missed expectations.

Deal value creation — last 12 months

Issues contributing to missed deal expectations — last 12 months

Expected Unexpected

Selling new products or services through
existing channels

Talent/management expertise

Innovation

Selling existing products and services
through new channels

Geographic reach/scalability market entry

Supply chain improvement

Administrative cost reduction

Production/service cost reduction

Brand equity

Procurement leverage

10%

11%

11%

11%

11%

10%

9%

10%

9%

7%

10%

11%

13%

16%

18%

8%

7%

7%

6%

4%

Administrative cost reduction

Supply chain improvement

Brand equity

Geographic reach/scalability/market entry

Procurement leverage

Talent/management expertise

Innovation

Production/service cost reduction

Selling new products or services through
existing channels

Selling existing products and services 
through new channels

Strategic value overestimated/
purchase price multiple too high 18%

Poor execution of integration 27%

Unforeseen liabilities (tax, HR etc.) 8%

Poor operating cost assumptions 9%

Sales volume declines, loss of
customers, sales price deterioration 38%

Transaction activity can create value, both from expected as well as 
unexpected variables and factors. Looking at transaction activity for 
the last year, our oil and gas respondents noted that value creation 
did not always come from where they had expected it would. Notably,

procurement leverage, geographic reach and brand equity delivered 
more value than was anticipated, while conversely, innovation and 
the selling of new or existing products and services through new or 
existing channels delivered slightly less value than anticipated.
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For the oil and gas respondents, the main driver of divestment 
activity is a desire to focus on core assets.

Drivers of planned divestiture activity

37%
Asked if they expected to make a divestiture 
in the next year, 37% of the oil and gas 
respondents responded positively; in 
comparison, only 26% of the broader global 
sample responded positively.

Expectations for divestitures — next 12 months

Nov–09 Apr–10 Oct–10 Apr–11 Oct–11
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Shed underperforming
business unit 22%

Enhance shareholder value 11%

Funding inorganic/M&A
growth plans 13%

Raise cash to compensate for under–
performance of aggregate business

15%

Focusing on core assets 39%

The willingness of companies to divest assets is also an important 
element in the deal market. More than one–third (37%) of  
oil and gas respondents expect to execute some type of divestiture 
over the next year, up slightly from their expectation in April 2011. 
Notably, oil and gas respondents are generally more likely to use 
divestitures than is the broader global sample.
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Capital market outlook

With relatively high cash balances and a growing aversion to 
leverage, 70% of the oil and gas respondents plan to use cash  
or non–cash equity as their primary funding source for deals.  
The trend toward debt reduction continues, with 62% of the 

respondents reporting debt–to–capital ratios of less than 25% and 
another 33% with ratios between 25%–50%. Even those companies 
planning to use debt in their acquisitions are typically planning to 
use less than in previous years.

Likely sources of deal financing — next 12 months Current debt–to–capital ratios

Cash

Debt

Equity (non–cash)

30%

22%

48% Less than 25%

25–49.9%

75–100%

50–74.9%

62%

33%

2%

3%
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Our Global Oil & Gas contacts:
Dale Nijoka 
Global Oil & Gas Leader  
+1 713 750 1551  
dale.nijoka@ey.com 

Marcela Donadio
Americas 
+1 713 750 1276 
marcela.donadio@ey.com

Enrique Grotz
Argentina 
+54 11 4515 2655 
enrique.grotz@ar.ey.com

Russell Curtin
Australia 
+61 8 9429 2424 
russell.curtin@au.ey.com

Beth Ramos
Brazil 
+55 21 2109 1400 
beth.ramos@br.ey.com

Barry Munro
Canada 
+1 403 206 5017 
barry.g.munro@ca.ey.com

Raymond Ng
China 
+86 10 5815 3323 
raymond.ng@cn.ey.com

John Avaldsnes 
Europe, Middle East, India 
and Africa (EMEIA)  
+47 51 70 67 40 
john.avaldsnes@no.ey.com

Sanjeev Gupta 
Asia Pacific 
+65 6309 8688 
sanjeev-a.gupta@sg.ey.com

David Barringer
Middle East 
+973 3961 7303 
dbarringer@bh.ey.com

Jeff Sluijter
Netherlands 
+31 88 407 8710 
jeff.sluijter@nl.ey.com

Alexey Loza
Russia 
+7 495 641 2945 
alexey.loza@ru.ey.com

James Newlands
South Africa 
+27 21 443 0489 
james.newlands@za.ey.com

Andy Brogan
United Kingdom 
+44 20 7951 7009 
abrogan@uk.ey.com
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Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young
Ernst & Young is a global leader in 
assurance, tax, transaction and advisory 
services. Worldwide, our 152,000 people 
are united by our shared values and an 
unwavering commitment to quality. We 
make a difference by helping our people, 
our clients and our wider communities 
achieve their potential.

Ernst & Young refers to the global 
organization of member firms of  
Ernst & Young Global Limited, each of which 
is a separate legal entity. Ernst & Young 
Global Limited, a UK company limited by 
guarantee, does not provide services to 
clients. For more information about our 
organization, please visit www.ey.com.
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This publication contains information in summary form 
and is therefore intended for general guidance only. It is 
not intended to be a substitute for detailed research or  
the exercise of professional judgment. Neither EYGM 
Limited nor any other member of the global  
Ernst & Young organization can accept any responsibility 
for loss occasioned to any person acting or refraining 
from action as a result of any material in this publication. 
On any specific matter, reference should be made to the 
appropriate advisor.

www.ey.com/oilandgas

How Ernst & Young’s Global Oil & Gas Center can help your 
business 
The oil and gas industry is constantly changing. Increasingly uncertain energy policies, 
geopolitical complexities, cost management and climate change all present significant 
challenges. Ernst & Young’s Global Oil & Gas Center supports a global practice of over 
9,000 oil and gas professionals with technical experience in providing assurance, tax, 
transaction and advisory services across the upstream, midstream, downstream and 
oilfield service subsectors. The Center works to anticipate market trends, execute the 
mobility of our global resources and articulate points of view on relevant key industry 
issues. With our deep industry focus, we can help your organization drive down costs  
and compete more effectively to achieve its potential.


