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Shell:  buying at the top, then silencing the critics. 
  

The first circle in Royal Dutch Shell’s 3-year chart, below, is roughly when the company committed itself 
to a major acquisition:  BG Group, with a price tag of $54 billion.  Shell is one of the world’s biggest 
“integrated” oil-and-gas companies (it does everything from finding new energy to refining and selling it), 
and BG Group was mainly an oil-and-gas exploration-and-production company with what looked like very 
attractive reserves, in both shale and deep water wells.  
  
As our circle suggests, Shell made a supposed “mistake,” buying a big company near the top 
of the market—for which it has taken the usual torrent of criticism from the armies of critics sitting safely 
outside the arena, but lightning-quick to pontificate as always.  It’s pretty remarkable how often this 
happens in the business world—that is, big mergers near the top of a business cycle, initiated by good 
companies run by good managers.  (One example Outlook and clients know very well would be Caterpillar, 
which bought mining-equipment giant Bucyrus-Erie at almost the moment the global mining business 
began to collapse.) 
  
The armchair army has great fun sneering at such actions.  When the timing is that bad, these mergers 
take years (and enormous effort) to pay off for the buyer—by which time the critics have long since 
shifted their sneers to other targets, hence seldom seem to notice the sometimes-spectacular payoffs 
when they finally arrive.  In Shell’s case, though, that payoff has already begun—which was one of several 
impressive messages in Shell’s earnings report last week. 

  
3 Years:  Royal Dutch Shell’s Fall and Rise 

 
  

The bar chart below captures the heart of it:  25% production growth as of more than one year ago, with 
more on the way.  At this point in time, though, the market’s doubters cared not at all for this 



picture.  They could only gaze in horror at the picture of global oil prices, which were in the very act of 
splattering into the bottom of their crater, falling from $115 to $26.  Shell’s CEO Ben van Beurden, 
however, has been riding the oil-and-gas roller coaster for a long time.  He didn’t say much 
about the never-ending behavior of the oil cycle, during the terrible months of Shell’s descent to Hell, so 
to speak; but he never backed away from whole-hearted confidence in the BG merger.  He knew 
(as Outlook has remarked once or twice) that markets cure themselves, and if he cut costs and kept 
investing in Shell’s growth engines, the rebound in profits would be something to see. 
 

  
 
  

It is indeed:  here’s the beginning of it. 
  

Royal Dutch Shell:  One Year’s Change in Earnings 



 
  

That gray bar at the left is Shell’s $2.8 billion in quarterly earnings one year ago.  The green bar next to it 
is the $1.2 billion (43%) boost to earnings from cyclically rising energy prices, this past quarter.  Shifting 
all the way to the right, above, is the result for Shell:  $4.1 billion in quarterly earnings, up 46% in one 
year.  
  
That trampoline effect was helped, of course, by the fast, determined actions which CEO’s are paid 
for:  cost cuts in both people and capital spending, which (if done as well as possible) keep the best 
people and growth projects as the company’s engines for the future.  (Outlook’s clients have also heard 
this kind of observation a certain number of times, over the years.)  And of course one of the enjoyable 
effects is the upper right part of the top chart, whose circle shows roughly when Outlook’s clients began 
putting money into Shell, and whose rising blue line suggests the armchair crowd may be doing less 
sneering, these days, about the BG merger.  
  
The best closing lines belong to Seeking Alpha analyst Ray Merola: 
  

“Crude oil prices have been slashed in half (since their 2014 peak.) Gas is down my more than 40 
percent. (This past quarter) Shell managed to completely integrate and absorb another major 
corporation, grind down costs, increase total production, and generate nearly as much cash flow 
as it did in 2013.  I find the picture pretty clear, don't you?” 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss. 
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