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AT A GLANCE
COVID-19 has significantly impacted the global energy industry. Responses from
2020 BCG National Energy Operator survey indicate that the most common
response to the crisis has been to “defend and protect” the supply chains by
ensuring availability of materials. Very few have pursued bolder, more structural
cost-reduction measures.
Looking forward, we expect most suppliers to the energy industry to experience
over 20% cost deflation over the next 6 to 12 months; largely due to falling commodity prices, salary reductions, oversupply due to capex cuts and efficiency
measures. Therefore, it is important for companies to convert such cost deflation
into price reductions.
Furthermore, emerging from the crisis successfully requires careful re-design of the
supply footprint and re-building of supply capabilities. Most national energy
company supply chains will require a complete overhaul to win in this “new reality”.
Advanced levels of digitization, improved supply risk management, deeper category
intelligence, and closer collaborations with suppliers are examples of areas that
warrant immediate attention.
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OVID-19 has significantly impacted the global trade, commerce, and economy. The energy sector has also been massively affected by this crisis. Energy
companies are experiencing substantial demand drop as well pressure on their supply chains, both in terms of costs and delivery lead times. Within this context, the
national energy companies present an interesting case study. They have an additional social mandate beyond production and profits. They are the torchbearers of
national economic growth. They provide employment to local populations, support
an ecosystem of local suppliers, promote localization of key industries, and maintain the balance of trade. As a result, national energy companies are typically more
regulated than major international energy operators. And, given their unique position, their response to the supply chain challenges posed by COVID-19 and low energy prices, should also be differentiated.
With this in mind, BCG conducted extensive market studies and analyses to better
understand the impact of COVID-19 on supply chains of national energy companies. We conducted the 2020 BCG National Energy Operator Survey with chief procurement officers (CPOs) and supply chain executives from the Middle East and Souteast Asia to better understand their challenges and aspirations. We have studied
the key issues in detail, with a view on the unique context of national energy companies, and synthesized their unique and distinct responses to the crisis. Finally, this
publication proposes a path forward for the supply chain teams at these companies—a path that will enable them to emerge stronger from the COVID-19 crisis.

1. Global Crisis and its Impact
The scale of human and economic tragedy brought about by CoVID-19 is daunting
to say the least. Millions of cases worldwide are forcing even the most advanced
healthcare systems into overdrive. Governments worldwide are restricting movement and issuing lockdown orders to ensure people stay indoors. These restrictions
have led to a significant drop in industrial output and trade. The energy and utilities sector, being a “primary” sector, is influenced by demand across all other industries. Global oil & gas markets have witnessed a staggering demand drop post
COVID-19. In addition to demand destruction, the energy sector is also grappling
with a market oversupply of oil. As a result, oil prices have dropped to their lowest
levels in 18 years.
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Exhibit 1 | Significant disruption of energy sector supply chains

Source: Expert interviews, BCG analysis

COVID-19 and disruption of energy supply chains

Imbalances in demand and supply of energy is not the only concern. Because of the
lockdowns, national energy companies are struggling to secure critical supplies required for business continuity. Energy sector supply chains have a global footprint.
For example, a pump manufactured in Belgium to be used in the Middle East, requires items from seven different countries on three continents. Carbon steel is imported from Germany or Italy, mechanical seals from the United States or United
Kingdom, bearings from Germany, impeller and other bronze parts from India, polypropylene from Saudi Arabia, and other consumables and accessories from China.
All of these items are then assembled and tested in Belgium and shipped through
Antwerp to global destinations. Factory closures, port restrictions, and shipping delays have impacted the supply chain of basic raw materials for this pump, such as
steel, polypropylene, and bronze (see Exhibit 1). Even if the pump were ready to be
delivered to its end customer in the Middle East, the lack of shipping traffic between
Europe and the Middle East could mean delivery delays of up to 45 days.
Findings from the 2020 BCG National Energy Operator Survey indicate that COVID-19
has impacted roughly 30% of the total spend of national energy companies in the
Middle East and Southeast Asia. Almost 75% of executives surveyed say that
COVID-19 related supply disruptions have impacted their operations with 1 to 2
projects being delayed or shutdown. Clearly, national energy companies are experiencing a major supply shock.

Impact of supply disruptions on price

Despite vast supply disruptions, most national energy companies have yet to see
significant price changes in materials and services. Approximately 60% of survey respondents have noticed little to no price changes as an immediate fallout of the
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COVID-19 outbreak. This price stability can be attributed to three factors:
1. Supply chain teams at national energy companies are largely focused on securing
critical supplies (affected by the COVID-19 crisis) to ensure continuous production; neither clients nor suppliers have time to invest in price negotiations.
2. The current situation is quite dynamic so it does not make sense to negotiate
and lock in prices right now.
3. Suppliers across the energy industry are under tremendous financial stress.
National energy companies are witnessing an increased number of force
majeures. Hence, there is an abundance of caution among buyers to prevent
permanent damage to the supply chain.
In terms of the future price outlook, survey respondents point to an approximate
8% drop in the price of materials and services over the next 6 months.

2. Procurement and Supply Chain Response to the Crisis
The 2020 BCG National Energy Operator Survey offers rich insights into supply chain
teams’ response to COVID-19 so far (see Exhibit 2). Firstly, and rightly so, most
teams have focused primarily on supply chain de-risking. Of our survey respondents, 92% have set up a COVID-19 rapid response teams and more than 75% of
these teams are already engaging with key /strategic suppliers. Close to 70% of respondents have identified alternative suppliers for critical materials, increased inventory of such materials, and increased monitoring of suppliers.

Exhibit 2 | Companies have focused on supply security more than cost reduction

Source: 2020 BCG National
Energy Operator Survey
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Secondly, most teams have initiated quick-win cash and cost control measures. 90%
of respondents are actively negotiating down prices of metal-based items as commodity metal prices fall. Approximately 85% of respondents have asked suppliers
for a blanket price discount and deferred all non- essential procurement activities
(including ongoing ones). 70% of respondents are either considering or already
working on reducing discretionary spend and repurposing existing inventory, wherever possible, to defer future purchases. 50% of respondents have implemented payment term extensions to ensure adequate working capital.
Thirdly, structural cost reduction exercises have not yet been kicked off in the majority of companies. Fewer than 30% of respondents are working with their functional counterparts to identify alternative materials, reduce demand, and cancel
non critical procurement. Similarly, only 25% of respondents have engaged suppliers to jointly identify and realize value creation opportunities.

Alternative approaches to immediate response

As we consider alternative responses to the crisis, it is important to recognize that
most suppliers are under immense financial and operational stress. In some cases,
suppliers do not have as easy access to credit as some of the national energy companies. Extending blanket cost reduction targets will drive these companies out of
business. Clearly, such tactics are not in the long-term interest of national energy
companies. A better idea is to segment suppliers based on risk profiles and financial distress levels to strike the right balance between securing short-term discounts
vis-a-vis long-term benefits.
Current times require supply chain teams to keep suppliers front and center. Suppliers can be a great source of value creation ideas, which is exactly what the national
energy companies need right now. One powerful idea is to schedule joint value engineering workshops to optimize specifications, identify joint process improvements, and drive collaborative cost reductions. In return, national energy companies may consider signing a long-term contract that offers a continuous stream of
revenue to their suppliers.
The next opportunity is to work collaboratively with business user and key suppliers to jointly identify savings. For example, joint process improvements could be a
potential opportunity but it requires collaboration across procurement & supply
chain team and business users and suppliers. All stakeholders must come together
to drive out costs across the value chain, not just for the client or the supplier.
Furthermore, as mentioned earlier, the speed and agility of decision-making is essential during times of crisis. Ensuring fast and easy access to internal and external
data, market intelligence, and commodity pricing trends is the need of the hour.
Teams that spend time chasing suppliers, crosschecking trends, and conducting
data analysis from scratch are likely to respond slower and less effectively.

3. Potential Future Scenarios
The unprecedented nature of COVID-19 makes it especially difficult to predict the
type and timing of the recovery. Further, different countries are in different phases
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of the epidemic, and governments across the globe have not yet figured out how to
avoid a second outbreak in the absence of scalable vaccines and proven treatments.
That said, a recovery will happen as the crisis did not stem from fundamental
weaknesses in our global financial systems. While most experts predict a U-shaped
recovery, there is increasing concern that this could be an L-shaped recovery, especially for a few sectors, such as aviation, hospitality, and energy. As populations adjust to the “new reality”, many people will be reluctant to travel at pre-virus levels,
leaving a permanent dent in demand for energy.

The 6 to 12 month outlook

Falling overall energy demand for the next 6 to 12 months means lower revenues
across the value chain. Not surprisingly, the national energy companies expect to
share some of this burden with their suppliers in the coming months. Our detailed
analysis indicates a 5% to 30% decline in prices of key purchases in the next 6 to 12
months. Demand for energy is down across the world, and as the overall pie
shrinks, everyone’s share in the pie will have to adjust accordingly. There are four
key factors leading to cost deflation for key material services and equipment
(see Exhibit 3).
1) Commodity price falls. In the previous two major downturns (2009 and 2014),
steel prices fell by 50%, and it took two years for prices to recover. In fact, since the
2009 economic downturn, prices of some commodities have never returned to their
pre-recession highs. Commodity prices (e.g., steel, copper, scrap, and rubber) have
already fallen by 15% to 25% this year as markets anticipated a substantial dip in
demand. Ferrous and non-ferrous metals combined account for up to 50% of overall

Exhibit 3 | CAPEX cuts by energy companies and wage/staff cuts at OFSE suppliers

Source: Expert interviews, BCG analysis
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costs of engineering, construction, and equipment. While prices for a few commodities have recovered since Apr- May 2020, prices are not expected to breach the pre
COVID-19 levels. This should provide a reasonable decrease in the cost of equipment and construction materials for national energy companies. However, they must
act fast in order to benefit from the steep fall in commodity prices during COVID-19.
2) CAPEX cuts. Given that oil prices are forecasted to stay in the $30 - $40 range this
year, most new CAPEX projects will not be economical. Several major oil companies have announced 20% to 45% CAPEX reductions. More cuts are expected in the
future with some companies already announcing a second round of reductions.
Sudden cuts will create excess capacity in the supplier industry, thus forcing companies to offer discounts in order to offload excess inventory and secure jobs. Drilling
services, in particular, will be among the first to offer discounts as their contracts
are generally shorter compared to other services. Regardless of the timing, acrossthe-board discounts will be the norm for the next 6 to 12 months.
3) Salaries and wages. Oil field services and equipment (OFSE) companies have
already announced 15% to 20% staff and salary cuts, with drilling services companies implementing quicker and deeper cuts. Indeed, the top three drilling services
contractors were the first to announce wage cuts, staff reductions, and furloughs.
Cuts have been announced across different levels of these organizations and various
measures are now underway to bring down costs, including cancelling bonuses.

•

Executive level: Several companies have announced fixed-salary cuts for executives in the range of 15% to 30%, and senior executives of non-performing
departments are being asked to leave. To keep executives on the payroll, they
are encouraged to take their annual leaves earlier or opt for leaves of absence.
Bonuses, which form a significant component of executive compensation, will
be withheld to a large extent in 2020.

•

Manager level: Some companies are considering staff reductions in the 12% to
15% range at the managerial level while others are encouraging managers to
take multi-skill coursework to increase organizational efficiency. Wage cuts in
the 10% to 20% range on fixed salaries have also been announced. In some cases,
benefits are also being withdrawn and employees are being encouraged to take
leaves of absence.

•

Analyst level: Staff cuts in the 15% to 20% range have been announced. Most
employees have been asked to take a percentage of their days (15%) on furlough, and most benefits, including air travel allowances, have been cut. All
analysts have been asked to expend their earned leave for the rest of the year
and their accumulated leave year-to-date.

•

Frontline level: Few cuts have been announced; as these are essential services.
Staff at this level have been asked to work on rotation to reduce the number
of paydays.

4) Financial distress of suppliers. Many suppliers to the energy industry are already
experiencing severe financial distress. A selection of the top 100 listed companies
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supplying to the oil & gas sector have seen a 53% on-average drop in market value in
Q1-2020. Further, reports suggest that at least 37% of companies will struggle to meet
their debt obligations, leading to a wave of bankruptcies. Among the most stressed
service companies are offshore drillers, offshore vessel operators, and engineering,
procurement and construction (EPC) contractors. Most suppliers are already working
on optimizing their costs. They are actively reducing cost overheads and are willing
to cut down their margins; in order to stay close to their key customers. This reduction in overheads and margins also presents an opportunity for national energy companies to reduce their overall procurement spend in the short to medium term.
Considering these cost factors, we have updated the “should-cost” analysis for key
equipment and service categories to gain a better understanding of the upcoming
price changes in key categories (see Exhibit 4).
The analysis suggests that the biggest price drop is in heavy CAPEX items. For example, in the next 12 months, drilling services are expected to fall anywhere from
20% to 30% over pre COVID-19 prices. Engineering, procurement and construction
management services (EPCM) could drop between 10% and 20%. Oil company tubular goods (OCTG) and casings could witness up to 25% price drops, and turbines,
pumps, motors, and storage tanks will likely see prices fall up to 15%.
Maintenance, Repair and Operations (MRO) and Integrated Facility Management
contracts will yield limited savings. These contractors are already running on thin

Exhibit 4 | Major cost reductions expected across the categories

Source: Commodity Database, BCG analysis
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margins ever since the drastic reductions in their unit pricing following the 20142015 price crash. Being smaller in size, they are already pushed to the wall. Also,
these services are considered safety critical with respect to asset integrity, and hence
demand dives will be limited. Material associated with routine operations will witness price softening as base metal prices fall. For example, wires/cables, piping, and
valve prices could fall up to 20%, and 10% respectively in the next 12 months.
Amid these broad, industrywide cost reductions, some areas could see slight cost increases. For example, excess production is driving up storage costs and, in some cases, tripling the price. Also, this year we are seeing a rare increase in spend for subsea umblicals, risers and flowlines (SURF) and subsea equipment that also might
see rising costs.
Importantly, these reductions will likely follow a step-wise decline as producers
and suppliers sequentially pull their various cost-reduction levers. National energy
companies must first attempt to rationalize and consolidate their demand, followed by optimizing specs and, finally, diving into supplier margins and wage and
staff reductions.
There are several differences between the current oil price crisis and the one witnessed in 2014-15. For one, the previous crisis was fueled primarily by oversupply
while in the current crisis, both supply and demand are pulling down oil prices. Secondly, other industry sectors such as infrastructure, aviation, and automotive did
not face major issues in 2014-15, while today, all sectors are under stress. Therefore,
for several categories, the realized decreases in contract prices would depend on
how quickly demand recovers not only in the oil industry but also in aviation, automotive, infrastructure, and other industries that depend on heavy machinery, engineering, and construction.

4. Rebound and the Way Forward
While crises are well known for causing significant economic pain, they also provide growth opportunities. Based on our analysis, companies that flourish during
downturns share several common traits—preparation, preemption, growth orientation, and lasting transformation. The top companies take a long-term view and
while competitors retrench, they place their growth bets. The time to place your
bets is now!
We propose 5 key levers and 25 potential initiatives associated with these levers
(see Exhibit 5).
A) Establish post COVID-19 category and market intelligence
The current situation is highly dynamic, with countries in different phases of
restarting their economies. Hence, it is critical to have a comprehensive view of the
market. This will ensure that national energy companies are equipped with the
precise information to determine how much reduction to seek and from which
suppliers. As a result, they can develop differentiated strategies for achieving cost
efficiencies across categories. Close to 30% of respondents say they have started
investing heavily in deep and comprehensive market intelligence, while more than
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45% say they plan to invest in such intelligence. The 5 key initiatives corresponding
to this lever are:
1. Develop should-cost models for key categories and mechanisms to monitor
commodity prices to adjust cost models
2. Enhance vendor intelligence to better understand alternative sources of supply,
tier-n suppliers, and value chains
3. Create COVID-19 risk monitors to pro-actively identify supply risk as situations
evolve
4. Develop complete view of internal spend, projected demand, current inventory,
open orders etc.
5. Define new category strategies based on the latest views of demand and supply
intelligence
B) Forge stronger collaborations with suppliers and business user
Unlocking lasting supply chain value, requires working closely with suppliers and
business users to take a hard look at the current operating model/ requirements.
Business users are the custodians of requirements/specification and suppliers are
well-versed in industry best practices. Therefore, working together with them can
help accelerate innovation and continuous improvements. Also, supplier relationships developed during times of crisis can lead to preferred access to supplier
capacities in the future. National energy companies may also be in a position to

Exhibit 5 | 5 rebound levers and 25 initiatives to emerge stronger
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cherry-pick some of the most competitive but financially distressed domestic
suppliers and support them based on an exclusive relationship. Such relationships
not only bode well for the future through reduced supply costs but also aligns well
with the social mandate of several national energy companies. While more than
90% of respondents have taken or plan to take steps to strengthen collaborations
with business users, a slightly smaller number (75%) are considering supplier
collaboration to navigate the current crisis. Importantly, only one third of survey
respondents have initiated activities on this front. The 5 key initiatives corresponding to this lever are:
6. Improve links between operational plans (maintenance plans, projects, etc.) and
procurement planning
7. Identify demand rationalization opportunities with key business users (e.g.,
delay/defer projects, downgauge specifications, relax procurement requirements,
make vs. buy, and repair vs. replace)
8. Initiate top management communications with strategic suppliers for stronger
collaboration (preferential access to capacity, recovery planning, etc.)
9. Collaborate with suppliers to identify value engineering, process improvement,
and cost reduction opportunities
10. Identify financially stressed, business-critical suppliers and jointly identify
support mechanisms in exchange for favorable terms
C) Embrace digital ways of working
COVID-19 has accelerated the need to digitize supply chain management. A comprehensive supply chain digital strategy not only improves cost efficiency but also
prepares companies for the next crisis. There is a wide range of digital solutions
available to support digitization of supply chains. Different organizations will
embrace varied solutions based on their digital maturity. Organizations in the early
stages of digital maturity will embrace supply chain control towers and advanced
analytics, while more digitally mature organizations will move to bionic supply
chains, combining the best of human and digital capabilities. Digitization can
deliver benefits beyond improved supply security and cost efficiencies. It can also
help improve return on investments of procurement efforts. More than 75% of
survey respondents say they have bolstered or are planning to bolster their digital
capabilities, while fewer than 30% say they have acted on digitization levers or
opportunities. The 5 key initiatives corresponding to this lever are:
11. Conduct digital supply chain maturity assessments and identify priority use cases
12. Deploy category dashboards to provide end-to-end category views (e.g., projected demand, inventory, orders in transit, commodity price movements)
13. Establish a “control tower” to monitor changes and control decisions across the
supply chain
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14. Enhance existing demand forecasting and S&OP analytics with AI to increase
supply chain agility
15. Roll out formal guidelines and support programs to enable remote working for
procurement/supply chain teams
D) Institute end-to-end supplier risk management
Every time an organization recovers from a supply disruption, there is the heart-felt
promise to “revamp our supply risk management strategy”. And while most will
tinker around the edges to repair the damage, much more needs to be done.
National energy companies need better visibility into both their direct and sub-tier
supply chains. In this latest crisis, several respondents admitted to maintaining
large inventories to mitigate the risk of supply disruptions. Such risk-mitigation
strategies will not be viable in the coming years. On the contrary, managing supply
chain risk will be key to reducing inventories, and increasing the cost competitiveness and responsiveness of the entire supply chain.
Interestingly, more than 90% of survey respondents say they would use traditional
methods to manage supplier risk (such as employing and actively monitoring multiple suppliers, securing contractual obligations, and increasing flexibility). Only 40%
of respondents say they plan to use digital tools to manage supplier risk, even
though digital capabilities have proved essential to gaining visibility across entire
supply chains. The 5 key initiatives corresponding to this lever are:
16. Establish mechanisms to assess supply chains risks (e.g., supplier/commodity,
logistics) on an ongoing basis
17. Implement supplier risk monitoring capabilities, including risk transparency at
the sub-tier level
18. Revise risk management policies and processes to address new pandemic (e.g.,
COVID-19) and geopolitical risks
19. Form joint risk-response taskforces with key suppliers to pro-actively identify
and execute risk mitigation actions
20. Build flexibility and duality into supply chains (e.g., via alternate trade and
logistics routes and diversified supply bases)
E) Support local content and national vendor/supplier ecosystem
Localization, especially in the Middle East and Southeast Asia regions, was already
a hot topic before the COVID-19 catastrophe. Now, the supply chain disruptions
brought on by the pandemic is providing a new impetus to the localization agenda.
National energy companies are already playing an important role in localization of
manufacturing and industries in their respective countries, in alignment with their
broader social mandate. Going forward, more than 75% of our survey respondents
are interested in discussing localization/regionalization strategies for critical items,
while 35% have already initiated steps to further localize their supply chains. The 5
key initiatives corresponding to this lever are:
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21. Establish mechanisms to assess local value addition per supplier
22. Identify categories and spend where local content policies will positively or
negatively impact value creation and supply chain resilience
23. Adjust local content requirements by categories to balance cost optimization
pressure with local content agenda
24. Define strategy for promoting local suppliers as part of the tendering process
25. Develop local content roadmaps to enhance supply chain resilience and local
vendor share of total spend

Call to action
Of the five levers, two are of utmost importance in the short to medium run. These include establishing complete category, supplier and COVID-19 related market intelligence as well as forging stronger collaboration using value engineering and digital
tools like should cost models. Based on these levers, a short-list of five key initiatives
most likely to deliver immediate impact are provided below for your reference:
1. Develop should-cost models for key categories and mechanisms to monitor
commodity prices to adjust cost models (Initiative 1 from the list above)
2. Create COVID-19 risk monitors to pro-actively identify supply risk as situations
evolve (Initiative 3 from the list above)
3. Define new category strategies based on the latest views of demand and supply
intelligence (Initiative 5 from the list above)
4. Initiate top management communications with strategic suppliers for stronger
collaboration (preferential access to capacity, recovery planning, etc.) (Initiative 8
from the list above)
5. Collaborate with suppliers to identify value engineering, process improvement,
and cost reduction opportunities (Initiative 9 from the list above)
The COVID-19 pandemic has had a devastating impact on our industry and on the
world, but we have suffered disasters in the past, which we have not only survived
but also flourished. Based on our survey and discussions, we are confident that the
national energy companies are very driven, resolute, and resilient organizations, and
they will readily take on the COVID-19 menace to emerge stronger from this crisis.
However, national energy companies must act now, balancing near-term supply
chain management urgencies with structural improvements to brace for the future.
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