
NEI-NO--992 f^fclCLc
NO9905008 Wiws

ONS CONFERENCE 1998
N O 9 9 0 5 0 0 8

i <*"'*
25 - 28 AUGUST |

STAVANGER. NORWAY j !

Paper no. B5

Lf)

#s Session:

GENERAL CONFERENCE CONTINUES

Paper title:

Competing for Industrial Resources

Speaker:

Johan Nic Void
Statoil, Norway

3 0 - 1 8



DISCLAIMER

Portions of this document may be illegible
in electronic image products. Images are
produced from the best available original
document.



Competing for Industry Resources

Johan Nic. Void
Executive Vice President

Statoil

ONS 1998
Stavanger, 26. august 1998



STATOIL

Johan Nic Void
Executive Vice President and Member of the Executive Board
Statoil Group

Competing for Industry Resources

Offshore Northern Seas 1998
Stavanger, August 26th 1998

INTRODUCTION: A CHANGING WORLD ECONOMY

Mr. Chairman.

Excellencies and distinguished guests.

Ladies and gentlemen.

The times we live in remind us of the words of the Greek philosopher Heraclitus, who said

that nothing is permanent, except change.

We observe change everywhere.

In ideology, politics and in the relations among nations.

In our knowledge and capabilities, in technology and science.

In our economies and societies, in the preferences and values held by voters and consumers.

And consequently, in business.

The strong forces we commonly call globalisation are rapidly changing the economy of our

planet. In the 1960's no more than 600 million people lived in countries taking active part in

international free trade. Today, almost 3 billion people live and work in economies exposed

to free trade, and the number is increasing fast.
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In the last decade, countries that have been more open to international trade and investments

have achieved superior rates of growth.1 On average, economic growth has been significantly

stronger in developing economies than in high-income countries. As a consequence, social

indicators have improved in many regions of the world.

However, progress cannot be observed everywhere. The financial turmoil in Asia, the tragic

events in Sudan and the conflicts in the Balkans, remind us that there is still a long way to go

before the world economy is on a path of peaceful, sustainable growth.

Our duty therefore - both as governments and business organisations - should be that of

seizing opportunities, meeting expectations and getting policies right.

2 T H E NEED TO FOCUS ON LONG TERM DEVELOPMENTS

In the energy industry we need to identify and understand long term trends and developments.

First of all, the process of discovering new reserves is sequential and time consuming.

Substantial financial and technological resources are required. Then, discovered reserves

must be developed and necessary infrastructure put in place. And despite all our current

efforts, the lead time between a discovery and petroleum on stream is still considerable.

This long term nature of our industry does not make us insensitive to current market

developments. On the contrary, these events are strong reminders of our need to improve our

performance. However, they do challenge our capacity to focus on the long term.

In its May World Economic Outlook, the International Monetary Fund suggested that the

spillover effects from the Asia crisis would be limited.2 Nevertheless, there are reasons to fear

that this crisis could produce grave repercussions both regionally and globally. Current

instability in the world's currency and stock markets could be indications to such effects.

1 OECD Policy Brief, no. 6 1998
2 International Monetary Fund, World Economic Outlook, May 1998
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However, I don't think anyone seriously believes that growth will not return to Asia.

Similarly, most scenarios point at continued growth in world energy demand. Even assuming

continued increases in energy efficiency, the International Energy Agency (IEA) has

estimated that world energy demand will grow by 66 per cent between 1995 and 2020. Fossil

fuels are expected to provide 95 per cent of this additional demand.3

Thus, current economic set backs and strained markets should not allow us to lose focus on

the important challenges ahead. Economic development and energy use are tightly coupled. It

is the task of our industry to make sure that energy is produced and utilised as efficiently and

environmental friendly as possible. This job is not going to be of lesser importance in the

years to come. In fact, the capacity to do it well is rapidly providing some companies with

competitive advantage.

3 T H E ENERGY INDUSTRY - IN THE CENTRE OF GLOBAL CHANGE

The growth in the supply side of the energy equation stems mainly from a revolution in

upstream technology and practices. By giving the international energy industry the chance to

use its knowledge and talents to develop acreage in new regions, we have seen an astonishing

ability to overcome technological and operational challenges. This has improved our capacity

to supply oil and gas, thus fundamentally changing the medium term outlook for the world oil

market.

The international energy scene is characterised by increased competition on two fronts. On

one hand, there are more areas available for exploration than ever. On the other, more and

more companies have a strong ambition to take part in the international industry. Thus, we

have increased competition both between companies and between host countries.

What this means, is that the world upstream market is behaving more and more like a genuine

market, where the forces of supply and demand play an increasing role.

3 International Energy Agency: World energy prospects to 2020, 1998
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No matter what we believe regarding the future oil price, I think it is obvious that we should

be well prepared for sustained periods of weak prices. The challenge, of course, is to avoid

low prices having low profits as a consequence. In this, host countries and companies share a

common goal. For the companies, it means getting our costs down and improving our skills.

For the host countries, it implies that domestic energy policies to a lesser degree can be

separated from international realities.

The number of international opportunities for the industry have increased dramatically in

recent years. Every region has its advantages and disadvantages. In the case of the North Sea,

a history of political stability have obviously been an advantage. On the other hand, a

demanding fiscal regime and rising costs are obvious drawbacks.

Statoil has strong belief in the North Sea's ability to retain its competitiveness. And we have

ambitious plans for the future. However, in the global energy markets there is not only going

to be competition for the best, but increasingly for the best of the best. And this does not only

apply to the oil companies, but to supply industry and host governments as well.

Minister Assis, when we met in Luanda in March, we talked about the changing roles of

international corporations. We talked about social responsibility and the need to create a

strong local footing for foreign companies.

In my view, having a strong and broad foothold in the areas where we operate is an important

contribution to creating stability. As companies, we need to have good relations with

governments, local authorities, national energy companies and suppliers. This is not only

necessary with regard to daily operations, but also with a view on creating maximum value in

the long term. Contributing to social development, and exchange of technology and

knowledge, are natural elements of a stability seeking strategy.

Similarly, if the rewards between companies and governments are ill-balanced from the

outset, operations are jeopardised in the longer term. One-way benefits are seldom

sustainable.

Page 4



T H E CHANGING COMPANY

Just recently we witnessed the largest merger in the history of oil and gas, creating one of the

biggest companies in the world. In itself, the BP-Amoco merger is a strong symbol of the

competitive climate we are facing. Another illustration is the transformation process

implemented by Royal Dutch/Shell, reshaping its competitive strengths and preparing for

new challenges. I am impressed and inspired by both events.

The rapid developments on the international energy scene during the 1990's coincides with

Statoil's own efforts to become an international player. Our view ten years ago was that we

could increase the value of the company by bringing our operating experience and know-how

into the international market.

Developments over the last few years has shown this to be a sound judgement. We have had a

considerable growth internationally. These international activities add significant value to the

organisation and to our shareholder. In fact, this year's valuation of the Statpil Group showed

that our international E&P activities were the single-most important contributor to new value

creation.

Our strategy for international growth has been founded on three main considerations:

• That we should exploit and develop our own strengths by being exposed to increased

competition;

• That we should seek partnerships with the best companies in the world;

• That we should bring with us our values and corporate culture, and turn them into assets.

Partnerships are about risk sharing, complementary skills and increasing returns by

improving efficiency. Our industry is somewhat special in the sense that competition and risk

sharing go hand in hand. We compete for resources, and we compete for partnerships.
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Partnerships are value-adding in many respects. Our offshore experience has turned out to be

highly competitive in many parts of the world. However, we have also learned tremendously

from lifting projects together with other international companies. Our own capabilities have

been refined and extended, and the applicability of our technology has increased.

We have made the same assessment with regard to competition. What competition means to a

company is a steady pressure to do things better. To use resources more efficiently. To

develop know-how and personal skills. To deliver increased value back to our owners.

Today, we are as exposed to competition on the Norwegian Continental Shelf as we are

elsewhere in the world. We believe that the competition we face off the coast of Norway will

not only enhance our international capabilities, - our international activity will also make us

into a stronger competitor on the Norwegian Continental Shelf.

Statoil's strategy in the new business environment is built on pursuing three main goals:

• First of all, we aim to achieve long-term growth in earnings and shareholder value in the

top quartile. We strongly believe that the only viable way to growth is by demonstrating

an ability to create additional value;

• Secondly, we will work even harder on focusing our growth. Our strategy implies

strengthening our position in core areas, both on the Norwegian Continental Shelf and in

our international markets. We will put our efforts, technology and knowledge into core

assets where our presence will truly make a difference, and where Statoil and our partners

can become leading companies;

• And finally, we will shape our organisation so that we can meet several related

ambitions:

that of becoming a world class partner, both in business and in relations with

governments;

of attracting the best of talents in every aspect of our operations;

of developing world class technology and solutions in core business areas;

- of promoting strong corporate values.
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In a recent interview, Stanford University Professor Jeffrey Pfeffer said that "what

differentiates high-performance organisations from others is the way they treat their people."4

This may seem as a trivial statement. It's not. Throughout this century corporations have been

competing for the right to invest - to access capital in order to finance new projects. At the

same time, it has been taken more or less for granted that the people inside the organisation

would be capable of filling any necessary function.

Liberalisation and deregulation of financial markets is changing the picture. Thus, instead of

having corporations competing for capital, we might as well talk about capital competing for

attractive investment opportunities. In this sense, investment capital is no longer a limiting

growth factor in the way it used to be.

I am not implying that corporations no longer need to earn a right to grow by delivering solid

shareholder returns. My point is rather that this development has moved both competition and

corporate focus into new areas, where resources are stretched. In particular the areas of

knowledge, commitment and high-quality performance. What this means is that, in the

emerging global and knowledge based economy, having the right people with the right skills

and the right attitude is of vital importance. In many cases access to a competent and talented

work force can be a more severe limitation than access to capital.

Companies with an ambition to succeed in increasingly competitive markets must be staffed

by people who share our vision and ambition. People who are inspired by the way the

organisation makes use of their talents. People with a sense of ownership to the goals and

strategies of the firm. Thus, more management resources have to be used on developing the

company's stock of human-capital - and on ensuring a competitive edge in recruitment.

No organisation can be better than its people allow it to. For a company to deliver excellent

performance, the entire corporate culture must be strongly committed to value creation and

market responsiveness. Admittedly, this is not easy to achieve.

4 Strategy & Business, no. 12 1998
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5 CORPORATE VALUES AND THE NEW COMMUNICATION ERA

Aside from strong global economic integration, two of the most striking developments over

the last few years have been a growing concern for the environment, and rapid advances in

the communications industry. I think these trends are related in many ways. And I am

confident that they jointly will bring about further changes in the competitive framework of

our industry.

Let me elaborate a little on this point.

In the short and medium term, world energy supplies seems to be sufficient. Our main

challenges today are twofold: That of producing energy safely and efficiently. And that of

developing solutions to make energy use consistent with our increased consideration for the

global environment - our climate in particular.

At the same time, the division of responsibilities between governments and the energy

industry is changing. Energy policies used to focus on national regulations and on limiting

competition from abroad. Today, there is growing support for the idea that the three main

objectives of any country's energy policy, namely those of

• providing overall economic efficiency;

• making provisions for energy security, and

• safeguarding the environment

are best met in a climate of market-based solutions, where local and international industries

participate on equal terms. The reason, of course, is that in many areas the use of market

forces yields superior results in terms of value creation, continuos improvements and efficient

employment of resources.

I foresee the same process taking place in the area of common environmental challenges.

What we will see, I think, is that new markets, new technologies and new industries will

Page 8



emerge. They will be focused on cost-efficient solutions. And they will become necessary

vehicles in our common strive to safeguard the environment. Indeed, we can already observe

a strong growth in "green industries." Numerous energy companies have launched ambitious

research programmes in order to secure more environmental friendly energy solutions. Statoil

being among them.

Let me turn to the related issue of values and communication.

Mass communication is evolving rapidly, influencing the general public, governments and

companies all over the world. Demands for openness are stronger, on governments and

companies alike. Local events can become international news within minutes. An educated

and information seeking public is less willing to be satisfied only with lofty statements and

good intentions.

However, putting openness into practice cannot be done halfway. We cannot choose from one

time to the next whether we want to be open and transparent or not. As a consequence, the

industry must be prepared to engage in discussions where "correct" answers do not

necessarily exist. Questions involving the environment, democracy and human rights are

prominent examples of such matters. They are important, which is exactly why they are

difficult.

There was a time when international companies were reluctant to engage in problems related

to politics, or to have opinions on basic values. The view was that business organisations

should stick to business. This view is no longer valid, if it ever was. Companies do have

values, and they do have responsibilities. The process of globalisation and the forceful flows

of information makes this more apparent.

In Statoil we believe that the business community also has a responsibility to promote human

rights and safeguard the environment. This is part of our basic corporate values. We share

these views with a rapidly growing number of international companies.
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However, transforming such values into a state of affairs is a challenge for the public,

governments and business organisations alike. Corporations can never assume the

responsibilities of political institutions or become substitutes of such institutions. At the same

time, it would be equally wrong to relieve us from any responsibility at all. The only viable

option is to take part in the dialogue on these matters, while making the best efforts to apply

our values and standards wherever we operate.

In this context therefore, issues related to corporate values have important consequences for

our ability to compete for industrial resources. If we are to attract the very best talents and

have the support of our stakeholders, I believe that nothing but world class performance will

suffice.

6 CONCLUDING REMARKS

Ladies and gentlemen.

We have experienced tremendous changes in the energy industry during the last decade.

Right now, many people are concerned about the effects of low commodity prices and

dramatically reduced short-term profits. And rightly so. It is a challenging task to overcome

this situation while at the same time delivering adequate results.

Nevertheless, one cannot help but being inspired by the range of opportunities which lay

before us. In the words of the UN: "This era remains a period of remarkable social change,

and a time of intense striving and hope."5

I maintain my conviction that we will be able to cope with the required changes. Not every

change result in progress, but progress is not possible without change.

I thank you very much for your attention.

United Nations: Report on the World Social Situation, 1997
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