
Contact us to learn more    +1 347-643-0912    info@pzena.com    www.pzena.com    Follow us on

June 2020

Fuel for Value Investors

Pzena's 
Perspective 

Concurrent oil demand and supply shocks led to a dramatic drop in the 
valuations of oil services businesses. 

A clear relationship exists between 
upstream capex and the Brent crude price. 
Energy producers spend more on oil 
services when oil prices are high, and less 
when they are low.

Source: Rystad

Oil service providers have a long history of 
riding the ups and downs in the energy 
market. They ramp up rigs and workers when 
oil is more expensive, and cut back when the 
market drops.

While the market is speculating how quickly 
demand will recover and inventory will be 
drawn down, production cuts are occurring.

Extreme 
Opportunity 
for Oil Service 
Stocks

With declining capex, where does this leave oil services business?

The leading franchises are taking aggressive action to protect their balance sheets and mitigate the effect 
of disruptions on their operations. 

Current valuations of many oil services businesses reflect almost no possibility of higher oil prices or 
capital spending in the future.

Ultimately, low oil prices lead to low capex, leading to lower supply. Energy companies cannot maintain 
their current course without depleting reserves; oil production historically lags capex by three years. 
Therefore, capex must increase. The more resilient oil services companies are set up for profitable growth.

Read on for our complete report on the opportunity in oil service stocks.

The oil services industry is dependent on the capital 
expenditures (capex) of oil and natural gas producers. 

Oil services companies are feeling the pain of low oil prices 
and reduced capital spending by upstream companies.

The extent to which the capitalization of these companies 
fell is staggering; some by 90%* since 2014.

Lower Prices Lead to Lower Capex
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FURTHER INFORMATION 
This document is intended solely for informational purposes. The views expressed reflect the current views of Pzena Investment Management, LLC (“PIM”) as of the date hereof 
and are subject to change. PIM does not undertake to advise you of any changes in the views expressed herein. Past performance is not indicative of future results. All 
investments involve risk, including risk of total loss. *Examples of stocks that declined by 90% or more include Halliburton Company, National Oilwell Varco, Inc., and 
TechnipFMC plc.

This document does not constitute a current or past recommendation, an offer, or solicitation of an offer to purchase any securities or provide investment advisory services and 
should not be construed as such. The information contained herein is general in nature and does not constitute legal, tax, or investment advice. PIM does not make any 
warranty, express or implied, as to the information’s accuracy or completeness. Prospective investors are encouraged to consult their own professional advisers as to the 
implications of making an investment in any securities or investment advisory services. 

For European Investors Only:This financial promotion is issued by Pzena Investment Management, Ltd. Pzena Investment Management, Ltd. is a limited company registered in 
England and Wales with registered number 09380422, and its registered office is at 34-37 Liverpool Street, London EC2M 7PP, United Kingdom. Pzena Investment 
Management, Ltd is an appointed representative of DMS Capital Solutions (UK) Limited and Mirabella Advisers LLP, which are authorised and regulated by the Financial 
Conduct Authority. The Pzena documents are only made available to professional clients and eligible counterparties as defined by the FCA. The value of your investment may 
go down as well as up, and you may not receive upon redemption the full amount of your original investment. The views and statements contained herein are those of Pzena 
Investment Management, LLC and are based on internal research. 

For Australia and New Zealand Investors Only: This document has been prepared and issued by Pzena Investment Management, LLC (ARBN 108 743 415), a limited liability 
company (“PIM”). PIM is regulated by the Securities and Exchange Commission (SEC) under U.S. laws, which differ from Australian laws. PIM is exempt from the requirement 
to hold an Australian financial services license in Australia in accordance with ASIC Corporations (Repeal and Transitional) Instrument 2016/396. PIM offers financial services in 
Australia to ‘wholesale clients’ only pursuant to that exemption. This document is not intended to be distributed or passed on, directly or indirectly, to any other class of persons 
in Australia. In New Zealand, any offer is limited to ‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of the Financial Markets Conduct Act 2013 (‘FMCA’). 
This document is not to be treated as an offer, and is not capable of acceptance by, any person in New Zealand who is not a Wholesale Investor. 

For Jersey Investors Only: Consent under the Control of Borrowing (Jersey) Order 1958 (the “COBO” Order) has not been obtained for the circulation of this document. 
Accordingly, the offer that is the subject of this document may only be made in Jersey where the offer is valid in the United Kingdom or Guernsey and is circulated in Jersey only 
to persons similar to those to whom, and in a manner similar to that in which, it is for the time being circulated in the United Kingdom, or Guernsey, as the case may be. The 
directors may, but are not obliged to, apply for such consent in the future. The services and/or products discussed herein are only suitable for sophisticated investors who 
understand the risks involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management, LLC nor the activities of any functionary with regard to either 
Pzena Investment Management, Ltd. or Pzena Investment Management, LLC are subject to the provisions of the Financial Services (Jersey) Law 1998. 

For South Africa Investors Only: Pzena Investment Management LLC is an authorised financial services provider licensed by the South African Financial Sector Conduct 
Authority (licence nr: 49029).
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