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There is no doubt that the 23 June referendum on 
the UK’s membership of the EU has caused a fair 
amount of uncertainty and will be raising questions 
for you on issues ranging from tax and regulation to 
immigration and trade. We haven’t long to wait to 
find out how the country votes but what is clear is 
that any decision to leave will require significant 
adjustment for many and more uncertain times. 

The outcome will impact all of us personally and 
professionally, but it can be hard to access the facts 
amongst a media and political storm. In this short 
paper, we hope to set out some of the issues relevant 
to the Oil & Gas sector to help you make informed 
decisions about your strategic choices.

–Alison Baker

1. To date, polling data on the referendum result suggests an equal Leave/Stay split, with the decisions of the 
‘Don’t Knows’ and the level of turnout likely to be decisive factors in the vote.

2. In the short-term a ‘stay in’ result is likely to represent limited real change for UK public sector.

3. By contrast, leaving the EU is far from a straightforward process and the outcomes are unclear: UK politicians, 
advisers and policymakers will have to balance the perceived benefit of continuing access to the Single Market 
with freedom from EU regulations and budgetary contributions. 

4. A ‘leave’ vote could have significant knock-on consequences for the United Kingdom itself and for the EU. 
Scotland could call for a second Referendum to exit the Union. Meanwhile other EU countries may call their own 
referenda with the departure of the EU’s second largest economy.

5. If the UK were to leave the EU it will probably have to re-negotiate its trade agreements— it would not inherit 
the EU’s existing bilateral trade deals (of which there are 53). This could take time. The UK has not single-
handedly negotiated a trade deal in the past 40 years and government would need to build capacity and 
capability.

6. There is no definitive evidence on the economic impact of exiting the EU on the UK economy. But the PwC report 
commissioned by the CBI suggests a decision to leave the EU could mean that total UK GDP in 2030 would be 
around 1.2%-3.5% lower than if we remain in the EU (subject to the trade agreements the UK could negotiate 
outside the EU), primarily due to the uncertainty which dampens confidence and investment.

7. 45% of UK exports go to the EU. However, the UK makes up only 10% of the EU’s imports. The UK runs a trade 
deficit with the EU (£66bn) and an overall net deficit. This masks a substantial surplus in services (£10bn) and a 
surplus in Financial Services (£20bn) so the evidence is mixed on whom needs whom in terms of exports. 

8. The UK is by far the biggest recipient of foreign investment in the EU. Almost half (46% in 2013) of the FDI stock 
in the UK originates from the EU. The future of this would be uncertain in case of a ‘leave’ vote. 

9. The position of London as Europe’s biggest international financial centre is unlikely to change overnight. 
However, the loss of EU market access via passporting would have a significant impact on the UK financial 
services sector. Moreover, if some of the above issues materialise then critical mass in the industry could be 
gradually lost, harming its current status.

10. Brexit is a process that will take years (between 2 and 10), not a single act. The levels of integration have gone so 
far that a UK departure will have profound legal, economic, social and political implications irrespective of the 
type of agreement reached.

Ten things you need to know about the referendum
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The impact on the Oil & Gas sector
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The Oil & Gas industry is a global one, with a number of key segments including the Majors, Independents, Oil 
Services and National Oil Companies.  However, on a more local level there are many more independent oil & 
gas companies and associated supply chain partners who may operate solely within the current EU zone. 

Whilst initially we would not anticipate that oil and gas would be one of the more affected industries should 
there be a vote to leave the EU, there will be some direct level of impact.

Those issues are:

1. Uncertainty – the number 1 issue facing all industries following a Brexit vote is uncertainty.  During the 2 
year negotiation period which would follow, there is likely to be volatility in capital markets, commodity 
markets, fx and interest rates.  This would increase the complexity of planning and management.  Furthermore, 
there is no certainty that an agreement would be concluded within the 2 year period.

2. Environmental standards - there may be increased costs if there is divergence of standards between the UK 
and the EU affecting oil production, decommissioning or the refining of oil products by refineries. Presently, the 
EU tends to adopt UK standards for the industry, however there is no certainty that this would continue to be 
the case.

3. Tariffs – In a Brexit scenario, it is unlikely that UK crude exports would face any further tariffs or duties 
than currently exist (for example, the Middle East doesn't have this issue). It is possible that there may be tariffs 
on refined products exported to the EU from our refineries. The UK oil and gas industry even at today's oil 
prices remains the largest industrial investor in capital expenditure and it would be concerned if import tariffs 
rose. This is not just the case for the EU but also for other major suppliers such as South Korea and the US. 
There would also be concern about the ability to influence EU policy on critical areas such as steel tariffs which 
is a very large part of the costs for oil and gas capital expenditure.  Tariffs and transfer pricing are already 
complicated issues for pan-European groups – Brexit may complicate further.

4. Mobility of skills - the industry already suffers from a skills shortage with an average age of workforce of 
more than 50. Any restriction in mobility as a result of Brexit would be a concern either for UK workers looking 
to work across Europe or non UK  operators choosing to avoid UK employment  opportunities due to increased 
costs of additional administration.  This is particularly pertinent where companies have “off-shored” teams or 
use shared service centres elsewhere in Europe. Companies will need to assess how much of their off shored 
presence is EU/non EU and how changes in status could affect them.

5. State aid - the UK Government has been frustrated at the inability to influence the oil and gas industry to 
buy British. Brexit may therefore enable a future Government to push the buy British agenda albeit that could 
also push up cost and reduce competition in the industry.

6. For  those areas that are dependent on UK production (such as Aberdeen) that are beginning to think about 
becoming more export oriented (the UK oil services industry exports more than £15bn) then life outside a big 
trading bloc may cause pause for thought. Opportunities for Aberdeen to export decommissioning expertise 
easily to other basins in European North Sea may be undermined due to restrictions on mobility

Additionally, its worth considering that smaller companies often find the enforcement of EU regulations            
to be an onerous requirement. But a vote to leave the EU may lead to a  regulatory “black hole” as certain                
elements are re-negotiated or replaced.
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Things to consider

Top 8 issues to think about in relation to the EU referendum

Issue
Implication

Trade Fiscal2 3

Regulation 4

Labour market 7

The oil & gas sector has traditionally relied on the 
freedom of movement of its labour force and ability to 
import and export skills. A change to the ability to do 
this quickly and effectively could prove a costly                 
change to the industry, potentially impacting                  
the sector’s agility and reactiveness.

Fiscal rules specific to the extraction of oil & gas are 
determined by the UK government and should not be 
directly impacted by a Brexit decision.  However, there 
may be changes to export rules, as noted earlier,     
which could impact refiners in particular.                      
There is a risk that economic uncertainty could                       
influence taxation.

The global nature of the oil & gas extraction industry 
should mean that there is little impact, however where 
there may be a change is with reference to mobility of 
supply chain companies – were there to be another    
Scottish Independence vote, companies may seek            
to relocate if, overall, taxes are higher in one           
country than another.

EU Regulation related to Oil & Gas tends to operate to 
UK standards.  However there is a risk that a Brexit 
decision leads to a divergence of regulation, meaning 
companies operating across the region may be 
impacted both directly and indirectly.  There is a      
near term risk of a regulatory “black hole” as      
elements are re-negotiated or replaced.

Foreign Direct Investment 5

The nature of the international oil & gas industry is 
such that companies will continue to seek opportunity 
to exploit resources.  We would expect the level of FDI 
could be impacted by Brexit.  The UKCS is a            
mature basin and opportunities for large scale 
investment are more limited.  Furthermore,                      
uncertainty may impact non-UK investor appetite.

Uncertainty 1

The oil & gas industry is inherently cyclical and therefore used to dealing with uncertainty.  However, its unclear 
whether any uncertainty specific to this debate would lead to project deferral or delays in investment.  Moreover, 
the impact on markets caused by uncertainty, particularly interest rate and fx will impact day to day management 
and planning.  PwC’s report, commissioned by the CBI, covers the notion of uncertainty in detail.  In               
particular, the potential that a deal might not be concluded post Brexit exacerbates this.

Sub-sectors 8

The impact of Brexit would vary across the various sub-sectors:  it is expected that in upstream we would see very 
little impact; midstream/OFS would potentially see a migration towards lower tax jurisdictions in event of a 
further Independence vote; downstream may be impacted by increased tariffs on refined product.                               
But overriding this, is the sense of uncertainty highlighted above.

Scottish Independence 6

A Brexit decision may lead to a further Scottish 
Independence referendum, should it be clear that 
Scotland had voted to stay in the EU.  This could lead 
to a re-drawing of basin boundaries on one hand but 
also potentially a relocation of business where 
companies prefer to operate in a lower tax country.
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