
URALS GRADE:  
A NEW OIL BENCHMARK?

Russia has made repeated attempts to launch its 
own crude oil benchmark and the first trading of the 
Urals Futures at the end of November could prove a 
decisive step in doing so. However, regardless of the 
contract’s success and Saint-Petersburg International 
Mercantile Exchange’s (SPIMEX’s) efforts to promote 
it, markets alone will decide whether Urals can qualify 
as an adequate benchmark. Despite significant 
design improvements to the futures contract, a larger 
spectrum of criteria will have to be met if a future Urals 
benchmark is meant to compete with the ruling Brent.

With Russia’s crude oil output in full-throttle mode since the 
beginning of 2016, the introduction of the Urals Futures on the 
SPIMEX last November seems to come at the most opportune 
time. Russian oil production has benefited from a weak rouble, 
moving down the curve among the low-cost producers, and 
producing a record 11.1m bbl/day in September, 11.2m bbl/day 
in October, and another 11.23m in November.

A RUSSIAN-PRICED BENCHMARK
The launching of the Urals Futures is the culmination of 
Moscow’s decade-long dream of having Russian crude 
priced in Russia. If it succeeds, the new contract could bring 
more transparency to the crude markets. Besides helping 
the Russian oil price discovery mechanism, a futures market 
will enable domestic oil companies to generate higher 
margins and additional revenue from trading and hedging 
activities at home. 

Throughout the years, Russia has repeatedly complained 
about the size of the discounts of the lower-quality Urals to 
the Brent benchmark. A previous attempt to launch a futures 
contract on the New York Mercantile Exchange (NYMEX) 
had been aborted in 2007. At the time, analysts and market 
participants had attributed this failure to the absence of an 
independent, liquid-enough over-the-counter (OTC) market 
for the Urals grade, which makes creating exchange-traded 
instruments problematic.

Russia made no mystery that if its Urals Futures contract 
attracted enough interest from international investors, it 
might form the basis of a new benchmark. However, to work 
as such, it would have to stand on its four legs and display 
all the characteristics of an adequate benchmark, that is, 
one not only universally accepted by the market, but one 
providing enough transparency, security, impartiality, and 
guarantees on crude quality and delivery schedules.

The SPIMEX Urals contract is for 1,000 barrels, the lot size 
being in line with the usual lot size at other international 
exchanges. The contract is priced in US dollars, with a 
minimum price increment of $0.01/bbl, and a standard delivery 
of 720 contracts (or approximately 100,000 metric tons, that is, 
a full 720,000 bbl cargo), FOB Primorsk on the Gulf of Finland.

Russian oil companies are meant to become direct 
participants of the Urals price-forming process, with two 
obvious benefits for Urals producers. First, they will be more 
active participants to a price-discovery mechanism where 
they are currently under-represented. Second, because the 
exchange is in Russian territory and has been approved by 
the Russian government, it will enable those crude suppliers 
to start hedging programmes, another crucial aspect to 
efficient price discovery.

For the Urals stream to be recognised as a fully-fledged 
benchmark, it will also have to enable the participation of a 
larger spectrum of foreign players.

Only the market – that is, (1) crude oil producers and buyers, 
including those outside Russia, (2) traders and brokers, 
and (3) regulators – will decide whether Urals is a useful 
benchmark and whether it represents an improvement 
over the Brent benchmark. A good benchmark must satisfy 
several prerequisites, one of which being the existence of 
a market in that grade expressed in a flat currency price – 
ideally in dollars, as opposed to a price formula that may 
introduce some distortion.
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Figure 1 – Urals stream producing regions

Source: Transneft
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A STRONG PHYSICAL BASIS BUT WEAK 
ENVIRONMENT
Urals crude oil is an export blend supplied through the Baku-
Novorossiysk and Druzhba pipeline systems. The blend 
itself is a mix of heavy sour oil from the Volga and Urals 
regions and the Timan-Pechora area, and of a lighter stream 
from Western Siberia.

With a typical API degree of 30.68 and 1.48% sulphur level, 
it is a medium sour crude, used predominantly in Eastern 
and Central Europe and in the Mediterranean. The refining 
yield is similar to that of the Buzzard field in the North Sea, 
which is part of the Forties stream that sets the price of the 
Brent benchmark.

The Urals grade accounts for more than 80% of Russia’s 
crude oil exports, and covers 31% of European needs. It is 
extracted in the Khanty-Mansiysk autonomous region, the 
Republics of Bashkortostan and Tatarstan, and between the 
Timan ridge and the Urals mountains in the Pechora region. 
The world’s largest Urals crude oil producers are Rosneft, 
Lukoil, Surgutneftegaz, Gazprom, and Tatneft.

According to SPIMEX, 35% of Urals crude exports go through 
the Druzhba pipeline, 17% through the Black Sea port of 
Novorossiysk, and 30.6% and 18%, respectively, through the 
ports of Primorsk and Ust-Luga on the Gulf of Finland.

The Urals blend is actively traded in the Baltic, where the 
total allocations in September 2016, before Urals Futures 
started to trade, stood at nearly 4.1m tonnes, according to 
Thomson Reuters data.

Any new Urals benchmark would have to be representative 
of current Russian production patterns west of Siberia, broad 
enough in volume and number of producers to prevent 
any market squeeze, stable in quality, and underpinned by 
solid logistics (loading terminals, storage, jetties), as well as 
regular, published loading schedules. 

It also ought to remain free from any interventionist politics 
by host governments, as market participants may refrain 
from getting actively involved in a market where the 
executive power pulls the strings from the backstage. In 
this respect, the Kremlin may have to convince foreign 
investors, especially from neighbouring Eastern Europe, that 
the settlement of Urals contract will remain untied from its 
potential geopolitical ambitions.

There is also a latent suspicion that state-owned oil 
companies with critical sizes like the iconic Rosneft might 
stay too much into the Kremlin’s orbit to allow an efficient 
functioning of the benchmark. The main hurdle to the success 
of the Urals Futures contract – and its possible evolution into 
a benchmark – will therefore be the political environment. 

Figure 2 – Geographic location of Urals crude production and export terminals
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Source: Blackbourn Geoconsulting  (www.blackbourn.co.uk)

Figure 3 – Map of Timan-Pechora hydrocarbon producing region
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Russia’s track record in matters of justice and property rights 
protection may warrant extra caution from potential market 
participants. Some independent authority will have to enforce 
the settlement of contracts and fine potential offenders. 
Will Moscow discipline its own national oil companies? At 
the moment, this role is fulfilled by the Russian Federal 
Antimonopoly Service (FAS), whose role has been  
crucial to the setup of compliance mechanisms.

SOME GRADE QUALITY CONCERNS
Even the BFOE benchmark, which is used  
to price nearly two-thirds of crude contracts  
around the world, is failing those ideal criteria  
on at least two accounts: its dwindling volumes  
and the de facto delivery of BFOE contracts  
against the lowest Forties grade, which prompted  
the introduction of quality de-escalators.

Source: SPIMEX

Source: Thomson Reuters  
(in kilotonnes)

Figure 4 – Urals crude export flows

Figure 5 – Urals allocations September 2016
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 CHARACTERISTICS BRENT URALS
 Large volumes 6 4

 Large number of participants 4 ?
 Stable quality 6 6

 Adequate logistics 4 4

 Published loading schedules 4 6

 Standardised terms 4 4

 Political neutrality 4 ?

Table 1 – Characteristics of a good crude oil benchmark

Source: ICIS – Compiled from Liz Bossley’s “Pay attention – the oil market is 
changing”, Petroleum Review, June 2013, pp18–19.

1 Bassam Fattouh, Oxford Institute for Energy Studies, “The Dubai Benchmark and Its Role in the International Oil Pricing System”, Oxford Energy Comment March 2012.

Quality might be an issue for the Urals blend, essentially 
because there is no binding document on the crude 
quality standard. At present, two documents set the quality 
specifications for the delivery of the futures contract:

1)    The GOST Р 51858-2002 “Oil. General technical 
specifications” (class grade 2, type2, group 1);

2)    The “Diagram of normal (process) oil streams” adopted 
by the Order of the Russian Ministry of Energy of 
03.09.2010 No.425 – also known as the “scheme for 
cargo flows”.

None of those schemes is obligatory for exports. Transneft, 
the Russian state-owned midstream company that ships 
the crude through its pipelines, officially makes a priority of 
ensuring the adequate quality of the crude. The admission 
and acceptance of oil into the Urals stream is taking place at 
more than 130 sites located at various cross points towards 
the main export pipelines. Those blending stations are 
supervised by Transneft and are the main points of crude 
quality control.

The quality of Urals exports tends to vary a lot – and not 
necessarily towards a better grade, which might be an 
impediment if a futures contract cannot rely on stable 
characteristics for a minimum of at least three to five years. 
Alexei Kokin, an oil and gas analyst at Russian investment 
bank Uralsib acknowledged that a gradual “souring” of the 
Urals blend had been observed, with no certainty over a 
possible trend reversal.

Transneft acknowledges that Urals quality has been 
decreasing lately. The company explains that this issue is 
related to the growing capacity of the ESPO pipeline – or 
the lack thereof – and the fact that some of the lower-quality 
crude produced in East Siberia is redirected to the western 
direction, hence decreasing the overall quality of the Urals 
stream.

Among the potential options envisaged by Transneft to 
mitigate this problem, one is to introduce a separate, high-
sour stream for delivery in Ust-Luga. However, this would 

defeat the simplicity of delivery at a single point, which is 
widely regarded as key to the futures contract’s success.

The problem is compounded by the monopoly of Transneft. 
The company operates more than 71,000 km of trunk 
pipelines and transports 93% of the oil extracted in Russia 
(or 481.7m tonnes), and 25% of Russia’s refined products 
(or 32.4m tonnes). Although Transneft has not been 
designated as the quality control agent, it has become 
one by virtue of the standard terms and conditions for 
Urals Futures placed upon the company by the financial 
regulators, in particular the FAS.

The deputy head of the FAS, Anatoly Golomolzin, recently 
confirmed that Russia’s ambition was to keep the Urals 
crude quality stable over the next 10 years. This may include 
short-term measures by Transneft, namely the adequate 
blending at sub-stations to meet the minimal quality 
standards, but this may also call for longer-term decisions to 
be made at the political level.

CONTRACT EFFICIENCY RESTS ON SOLID DESIGN
On the upside, the Primorsk FOB delivery represents a 
significant improvement over the former CIF spot price. This 
is mainly because prices determined on a delivered basis 
attract too wide a variety of ship sizes and associated vetting 
procedures to satisfy uniform quality standards, not to 
mention homogeneous and accurate price assessments.

The actual, physical delivery of the crude will also stand as a 
possible hurdle. As director of the Oxford Institute for Energy 
Studies Bassam Fattouh explains1, an efficient process of 
physical delivery is key to the success of a physically settled 
futures contracts. However, it is not a sufficient condition, 
especially if the participants have doubts about the 
performance of the delivery mechanism. Market participants 
reasserted that compliance was key, one of them recently 
stating that “we will have to see evidence of enforcement”.

Besides, taking physical delivery from an exchange is very 
different from taking delivery from OTC trades, in particular 
because participants have no flexibility and must follow the 
exchange’s rules.

Margining efficiency will also be crucial to the success of 
the new futures contract. Offsets must be accomplished 
across multiple exchanges, that is, traders must be allowed 
to liquidate a futures position by entering an equivalent but 
opposite transaction that eliminates the delivery obligation 
on exchanges other than SPIMEX. In other words, traders 
must have the possibility to be short in one location, long in 
another, and still be able to post margin.

As one market participant put it, “fee waivers are not 
going to be enough, even if they are a common practice of 
exchanges to attract or retain business.” A lot of investors 
will be looking for liquidity, but few of them are willing to 
provide it at the start. Therefore, this should be a strong 
incentive for Russian participants to provide minimum 
liquidity and hence woo potential investors from abroad.
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Source: ENI World Oil and Gas Review 2016

Figure 6 – Quality and production of main crudes in 2016 (in thousand bbl/day)
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REDUCING RISK THROUGH TIGHTER SCHEDULES 
The details of supply schedules for Urals Futures and tanker 
loading and delivery dates were still pending as of February 
20162. Companies wishing to take physical delivery of the 
crude must know their opportunities ahead of their supply 
needs, suggesting that Transneft may have to give a longer 
notice on port loading schedules if Russia is to attract 
interest in the new contract.

Alexey Rybnikov, the president of SPIMEX, said Transneft 
had already put a “preliminary schedule” which discloses the 
number of cargoes for loading, without any further details. 
While this may not be a great help to traders, Rybnikov said: 
“It is a small step in the right direction”, adding that Transneft 
will now have to keep making good progress to keep in 
line with the FAS’s demands in terms of quality and flow 
assurance.

Urals Futures are quoted in dollars per barrel. While this 
is again clearly aimed at attracting foreign investors by 
ensuring a better integration into their quotation systems, a 
number of caveats remain. The trade will be established on 
a Russian exchange, which means that both guarantee and 
variation margins will be recalculated in roubles. 

Futures contracts holders wishing to avoid foreign exchange 
exposure have the optionality to pay the variation margin in 
either US dollars or Russian roubles through the designated 
clearing house – SDCO (JSC), but the out payments will 
be made in roubles. SPIMEX remains confident that most 
participants will nonetheless use roubles and wilfully accept 
exposure.

Urals Futures for all delivery months are traded each day 
and until the last trading day, which is 21 calendar days 
prior to the first calendar day of the relevant delivery month. 
Buyers wishing to take physical delivery of the crude are 
able to do so during the whole delivery month.

Up to now, foreign investors were not allowed to enter the 
Russian mercantile market, which forced SPIMEX to request 
amendments to Russia’s legislation to open it. The Bank of 
Russia intends to allow the participation of foreign investors 
to futures and commodities trading, but they will have the 
obligation to obtain a licence from the Russian government, 
partly and officially for anti-laundering purposes. There is an 
option for non-resident companies to be both a participant 
and client. However, a foreign company with a broker status 
will only be authorised to service non-Russian clients.

Any Urals benchmark, as it stands now, would be 
underpinned by strong physical deliveries: the volume of 
Urals blend going through the ports of Primorsk, Ust-Luga, 
and Novorossiysk exceeds 2m bbl/day, and a 1.1m bbl/
day flew through the Druzhba pipeline in September 2016. 
This is clearly a strong point of the contract compared 
with the Brent, where a very liquid paper market is tied to 
tapering production streams. As of March 2016, the field was 
spluttering a measly 300 b/d. In comparison, figure 6 above 
shows the relative, much larger size of the Urals underlying 
physical base.

In the meantime, if a future Urals benchmark is to succeed, 
oil companies will have to untie their long-term contracts 
from the Brent complex. While this is theoretically possible, 
it is yet unclear how, in the absence of trading in the Urals 
contract, long-term contracts would then be drawn without 
any reference to a highly liquid contract market. As oil and 
gas analyst Kokin said: “I assume that contracts for domestic 
delivery will be tied to the new Urals futures instead of the 
Brent futures, as seems to be the case now.” This, however, 
might prove a much longer-drawn venture.

Liquidity is traders’ lingo for efficient markets. The larger 
the number of daily transactions on a specific contract, the 
more liquid the market and therefore, the more accurate and 
transparent the price discovery mechanism.

Source: SPIMEX

Figure 7 – Urals Futures typical trading calendar

2  Russia Steps Up Drive for Urals as International Benchmark”, Nefte Compass, Energy Intelligence, Vol25 - No.5, 11 February 2016.
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This is partly why regulators are so besotted with futures 
markets: They are to commodity trades what credit cards 
are to retail sales. A large volume of trades can take place 
on regulated electronic platforms that can be monitored 
and measured. Over-the-counter (OTC) derivatives, on the 
contrary, which trade an ever larger volume of transactions 
(swaps, options) are – like Schrodinger’s proverbial cat – 
withdrawn from observation and not made public.

One often-heard criticism about the Brent benchmark relates 
to the real size of the Brent OTC market, and the fact that it 
remains essentially unknown, and even less the proportion 

of it going to clearance. This prompted recurrent discussions 
on the disparity of oversight between financial markets. 

OTC contracts belong to the broader family of contracts 
that the US Dodd-Frank legislation or the European Market 
Infrastructure Regulation (EMIR) are trying to shoehorn into 
regulated exchanges. The possible repeal or amendment 
of the current legislation by the newly elected US president 
may buy financial markets a little time. However, it is still 
unclear whether some of the Urals will be traded OTC, in 
what currency, and what kind of influence this may exert on 
the overall Urals price mechanism, as well as how SPIMEX 
trades will fit into the current regulatory regimes. 

Figure 8 – Urals Futures March 2017 contract price performance (since first trading)

Figure 9 – Urals Futures historical settlement prices and traded volumes for the March 2017 contract (since first trading)
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 TRADE SETTLEMENT WEIGHTED FIRST LAST  VOLUME VOLUME, TRADES
  DATE PRICE AVERAGE DEAL DEAL TRADED, USD
   PRICE   CONTRACTS

 18.01.2017 52.5 52.5 52.7 52 20 1,050,000 4

 17.01.2017 52.78 52.78 52.85 53.05 17 897,250 5

 16.01.2017 52.02 52.02 52 52.05 15 780,250 3

 13.01.2017 52.17 52.17 52.1 52.35 17 886,950 4

 12.01.2017 52.34 52.34 52.25 52.62 17 889,750 5

 11.01.2017 50.58 50.58 50.5 50.71 16 809,280 4

 10.01.2017 50.99 50.99 51.27 50.97 17 866,830 10

 29.12.2016 53.5 53.5 53.5 53.5 1 53,500 1

 28.12.2016 53.5 53.5 53.5 53.5 1 53,500 1

 27.12.2016 52.84 52.84 52.84 52.84 1 52,840 1

Table 2 – Urals Futures data for the last 10 trading sessions (as of 18 January 2017)

Source: SPIMEX


