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FROM THE ECONOMIST INTELLIGENCE UNIT 

Oil companies are queuing up to explore the Arctic, but meaningful production is 
years away. 

Although the Arctic is believed to hold vast amounts of oil and gas, very little of its 

hydrocarbon wealth has been explored, let alone extracted. The US Geological Survey 

(USGS), an official scientific body, reckons that the Arctic Circle holds substantial resources 

of recoverable crude oil and even more natural gas, making it one of the world’s most 

exciting virginal hydrocarbon frontiers. Yet the manifold complexities and eye-watering cost 

of drilling in such harsh and environmentally sensitive surrounds have outweighed the 
potential economic benefits—until now. 

Several factors have aligned to prompt a surge of early-stage oil and gas activity. Buoyant 

oil prices make Arctic properties, which require high break-even prices, suddenly far more 

viable. Technological advances are chipping away at the difficulty of drilling in the region. 

Meanwhile, countries with Arctic coastlines (see map), some of which are big energy 

exporters, want to reverse production declines (in the case of Norway), make up for 

maturing large onshore fields (Russia), lessen reliance on oil imports (the US) or diversify 
their economies away from fishing (Greenland, a self-governing territory of Denmark).  

For the oil majors, this is a welcome disruption of the dominant theme in oil-rich parts of 

the world. The industry has full access to just 7% of global oil and gas reserves, according 

to estimates from PFC Energy, a consultancy. In swathes of Latin America and the Middle 

East, overseas majors are shut out by resource-holding governments that favour their own 

state-run firms. By contrast, in most places that are opening up offshore Arctic territory for 

exploration, including the US, Canada, Greenland and Norway, majors can take equity 

stakes in license blocks. Crucially, they are also able to book reserves as their own, which 

may have positive implications for their share prices. The USGS estimated in 2008 that a 

total of 90bn barrels of technically recoverable crude oil and 1,670trn cu ft of natural gas 
resources are ensconced in the Arctic. 

Screwing up their courage 

A range of firms are looking to make early inroads. In the last year Russia’s state-owned 



Rosneft has signed joint-venture agreements with ExxonMobil, Norway’s Statoil and Italy’s 

Eni, opening up for exploration sizable swathes of Russia’s Arctic seas. BP is also reported to 

be interested in striking an Arctic offshore deal with the Russian oil giant, and in late March 

it was announced that Rosneft will partner with China National Petroleum Corporation 

(CNPC) in offshore exploration as part of a broader agreement. Then there is Royal Dutch 

Shell. In addition to its drilling programme off Alaska, Shell in early April hooked up with 

Gazprom Neft, the oil-focussed subsidiary of Russia’s gas champion, again to explore 
beneath Russia’s icy seas. 

Despite the renewed momentum behind exploring for Arctic hydrocarbons, though, powerful 

brakes will restrain the effective rate of progress. The trickiness of exploring the remote 

region is hard to overestimate. More than four-fifths of the available resources are thought 

to lie offshore. In most cases, companies will have to cram exploratory work into narrow 

summer “drilling windows” before returning winter ice makes work impossible. Besides the 

extreme temperatures, they must also contend with icebergs and floe ice (drifting chunks of 

surface ice that can exceed 10 km across), as well as poor visibility due to fog and 
darkness. These factors will make drilling and dealing with accidents devilishly difficult. 

Abortive efforts by Shell last year to explore in the Arctic gave ammunition to those 

who think oil companies are out of their depth. The company suffered a series of 

mishaps, including when a drilling ship ran aground. As a result, it embarrassingly had to 

call off drilling until 2014. This chain of events prompted the secretary of the US 

Department of Interior to declare that Shell had “screwed up”, adding that the company will 

not be allowed to resume Alaskan work until it overhauls its plans. On April 10th a US 

company, ConocoPhillips, said it too would put off Arctic drilling until 2014. In Greenland, 

UK independent Cairn Energy, which has drilled a string of dry offshore wells, has also 

decided to put off further exploration for a year (and in similarly cautious vein, the 

Greenland authorities will postpone further license rounds, one of which had been due to be 

held this year for blocks off the unexplored north-east coast). 

Environmentalists have been quick to seize on these setbacks to argue that the industry 

lacks the technology to explore the region safely. Operators could not contain a major spill, 

they say. As might be expected, companies energetically disagree. However, investing in 

the infrastructure and equipment able to handle these tough conditions will be extremely 

expensive. Firms will have to stock up on ice-resistant rigs and platforms and be ready to 

deploy ice-breaking, oil-spill-response and well-containment vessels. After the exploration 

phase, meanwhile, successful wells will produce hydrocarbons all year round on platforms. 

Given the remote locations of several areas under exploration, the output will often have to 

be piped to oil or liquefied natural gas (LNG) terminals over very long distances. Tankers 

will then have to navigate ice-prone waters to collect the hydrocarbons for delivery to 
distant markets. 

The offshore Shtokman project in the Russian Arctic, for instance, would connect to an LNG 

terminal via a 500-km pipeline buried deep enough to avoid scouring of the seabed by 

icebergs and able to withstand sub-zero temperatures. If, that is, Shtokman is ever built. 

After torturous delays Gazprom, together with foreign partners Total and Statoil, shelved 

the project last year, although the state-owned gas firm continues to speak of it producing 

gas by far-off 2030. Exceptionally long lead times between discovery and development will 
be the norm in the Arctic. 

Adding further to the expense and time required to operate in the area, oil companies will 

come under close scrutiny by green activists. Already, they must comply with tightened 



environmental regulations devised to reduce the risk of catastrophic accidents and ensure 

operators are able to deal effectively with spills. The US and Canada, for instance, put in 

place tougher regulations for offshore drilling after the Deepwater Horizon accident in the 

Gulf of Mexico in 2010. Operators will also face stricter rules elsewhere, such as needing to 

demonstrate the ability to drill a relief well in the event of a spill before the seasonal ice 
encroaches again.  

Finally, when it eventually reaches market Arctic oil and, especially, gas will find itself 

competing with hydrocarbons from other new energy frontiers that are cheaper to develop 

and quicker to bring to production. The competition includes unconventional oil and gas in 

North America and offshore gas in Australia and East Africa. In the meantime, there is a risk 

that lower oil prices could throw Arctic projects into doubt (although the Economist 

Intelligence Unit forecasts that Brent crude prices will on average stay above US$100/barrel 
for the next few years). 

Despite the Arctic’s inherent difficulty and costliness, operator interest remains strong. 

Nevertheless, progress will be incremental. Exploration will gradually gather pace this 

decade, in particular in Alaska, Norway and Russia, but production is unlikely to take off 

until well after 2020. Undoubtedly, beneath the Arctic lies a sizable resource bounty, but it 

will have little effect on global oil and gas supply for years to come. 

Source: Industry Briefing 
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