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FROM THE ECONOMIST INTELLIGENCE UNIT 

Within the last year, a slew of the world’s largest oil companies have concluded joint 

exploration deals with the state’s proxies in Russia, principally off the country’s northern 

shores. This represents a new phase in Russian oil’s post-Soviet history, because for much 

of the first decade in this century foreign companies were granted few new opportunities. 

The cyclical change has been propelled by the need to develop new oil provinces offshore 

and in Eastern Russia, but it also been facilitated by the consolidation of a strong state role 
in the oil sector. 

Two themes dominated in Russia’s oil sector in the period 2006-10: a dramatic slowdown in 

the sector’s output production growth, and the expansion of state capital at the expense of 

private capital. Output rose from 9.7m barrels/day (b/d) in 2006 to 10.2m b/d in 2010, 

which amounted to relative stagnation after the post-1998 surge from output of around 6m 

b/d. At the same time, acquisitions by state-run Gazprom and Rosneft boosted the state’s 

share in oil output from approximately 15% to 40%. The main factor behind this was the 
renationalisation of Yukos. 

In the last two years, Russian oil output has reached a plateau of 10.2m-10.3m b/d. 

Sustaining this level of output is of prime importance in order to support budgetary 

spending, as taxes on oil companies contribute at least 30% of federal budget revenues 

(they also feature prominently in some regional budgets) and government spending plays a 

considerably larger role in supporting the economy and living standards than it did ten years 
ago. 

Russia’s main oil-producing areas are Western-Siberia and the Volga-Urals region, both of 

which are mature. Output increases in the last two years have come from other parts of 

Russia, principally Eastern Siberia and the offshore concessions around Sakhalin island off 

Russia’s Pacific coast. Yet to maintain Russia’s oil production in the next two decades and 

beyond will require huge investments in Eastern Siberia, the Russian Far East and offshore 

in the Arctic. This is more than just a financial challenge for Russia’s oil companies, because 

the geology of western Siberia is more favourable than other regions. Moreover, when 

drilling has to be conducted offshore, the challenges multiply—especially as most offshore 

areas to be explored are in the Arctic, which will be challenging technically as well as 



extremely expensive. 

Going east and north 

The agreements between Rosneft and international companies over the last year are a 

response to the challenges facing the sector. They seek to sustain production in western 

Siberia for as long as possible; to identify and then develop the most promising prospects 

off Russia’s northern coast; and to lay the groundwork for greater output from Eastern 

Siberia. Generally speaking, Rosneft has used its prime asset—the rights to huge 

concessions that may have enormous oil reserves—in order to secure financial, 

technological and project-management support from international majors to develop these 

concessions, while at the same time getting access to the advanced and unconventional 
techniques needed to release tight oil in western Siberia. 

Hence Rosneft announced a number of exploration and production deals in the spring of 

2012. A pact with ExxonMobil gave the US company a one-third stake in three blocks in the 

Kara Sea, with estimated reserves of over 30bn barrels, in return for covering all of the 

US$3bn initial exploration costs. Furthermore, ExxonMobil granted Rosneft minority stakes 

in some North American projects and pledged to support the Russian company in developing 
tight oil at three giant fields in Western Siberia. 

Italy’s ENI concluded a similar deal involving the joint exploration of fields in the Barents 

Sea that had estimated reserves of 36bn barrels, with the foreign partner agreeing to 

finance all the initial costs, as well as Rosneft getting access to some ENI projects in third 

countries. Finally, a deal was reached with Norway’s Statoil for joint exploration in the 

Barents Sea and at three fields in the Sea of Okhotsk, with the Norwegians taking a third of 

the equity and shouldering all the upfront costs. 

Further deals have been announced this year. In February, ExxonMobil beat BP of the UK to 

a partnership with Rosneft to develop fields in the Laptev Sea believed to hold reserves of 

around 36bn barrels of oil equivalent. In late March, Rosneft completed the acquisition of 

TNK-BP, which will increase Rosneft’s output to 4m b/d. The transaction leaves BP with a 

shareholding of 19.75% in Rosneft and gives it two directors on the board of Rosneft, whose 

chief executive, Igor Sechin, said that the two companies would "soon" announce a joint 
project in Russia. 

Also in late March, Mr Sechin signed an agreement with his counterpart at China's CNPC for 

joint exploration of three blocks in the Barents Sea, as well as for a US$2bn loan backed by 

increasing supplies of crude oil over the next 25 years (Rosneft already supplies 300,000 

b/d to China, by pipeline and rail, but may double this in the next decade). One of the most 

interesting, but least remarked-upon aspects of those agreements was Mr Sechin’s 

comment that the two companies would jointly develop eight blocks in East Siberia. 

This would make CNPC’s deal doubly remarkable. Its inclusion as a partner of Rosneft 

offshore in the Barents Sea is already the first major project involving a non-Western oil 

company. If CNPC also gets access to large fields in Eastern Siberia, it would be the first 

non-Russian company to be granted such a privilege since Vladimir Putin first became 

Russia’s president. 

New era 



The post-2012 deals are notable because the equity stakes on offer exceed the blocking-

minority threshold to which ConocoPhillips of the US was limited when it took a stake in 

Lukoil in 2004. The tax treatment is also more favourable. The government has promised to 

abolish export duty for offshore projects and to lower the rate of mineral extraction tax, 

ranging from 5% to 30%, according to the complexity of the field. For tight-oil deposits, 

there will be discounts of 50-100% on the mineral extraction tax depending on the 

permeability of the rock. 

These concessions recognise that Russia must boost incentives for domestic and foreign 

companies if it is to attract the level of investment needed to maintain output above 10m 

b/d to 2030 and beyond. They also recognise that the oil market might be less tight towards 

the end of this decade than it has been in recent years, and that the majors might thus be 

able to pick and choose between oil provinces. For these firms, partnering with Rosneft 

seems a reasonable bet while Mr Putin runs Russia, but lobbying from other oil producers 

for a distribution of licences currently held by Rosneft could intensify if progress is not made 

in exploration and development. 

Source: Risk Briefing 
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