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THE GROWTH OF RUSSIAN CRUDE OIL 
PRODUCTION
IS THE GLOBAL OIL MARKET CAUGHT IN A RUSSIAN BEAR HUG?

With daily crude production of over 11m bbl/day, Russia is holding sway in the global oil 
markets, where it has become a key OPEC partner. The country’s output has been growing fast, 
and domestic producers have enjoyed the joint benefits of higher crude prices in US dollars and 
a weaker rouble reducing their cost exposure. As a result, top Russian oil and gas companies 
have grown despite continued sanctions from the US and Europe and constrained access to 
capital and technology. 

Yet, internal cracks have appeared between some key upstream players and the only 
midstream operator that ships their oil to international markets, prompting a stiffening of their 
relationship. In the meantime, the downstream segment has also lagged behind and is poised 
for transformation, failing which it may lose its share of a strategic product market to Saudi and 
US competition.

Part 1 of this white paper covers upstream aspects of 
the Russian oil market and reviews the country’s main 
producing regions and export grades, together with oil 
price trends.

Russia is the world’s second-largest producer of crude oil 
after the US and before Saudi Arabia which, as the main 
contributor to OPEC supply cuts since 2017, has shifted 
back into third position.

The contribution of Russian producers has been key 
to the success of the OPEC+ supply agreement in its 
successive iterations. In fact, a weak consensus among 
OPEC members after the June 2018 extension of the pact 
highlighted the crucial importance of the new Russian-
Saudi alliance in managing global supply.

With nearly 11.3m bbl/day of crude oil and 725 billion 
cubic metres of natural gas produced in 2018, the Russian 
juggernaut is a major driver of global oil and gas prices, and 
a force to be reckoned with. Markets respond to sentiment 
and any lack of restraint from Russia can potentially be 
read as a bearish signal and depress prices. Unlike the US, 
Russia has no bottlenecks on its crude export capacity.

In the meantime, the country remains one of Europe’s main 
sources of supply for crude oil and gas. Its flagship crude 
export grade, Urals, continues to feature prominently in 

the crude regimen of northwest Europe refiners. Recent 
tightness in the medium-to-heavy sour crude complex 
that arose from US sanctions on Iran and Venezuela has 
supported the grade’s price.

Around 30% of the crude volume imported into OECD 
Europe comes from Russia. Inversely, Russia has grown 
dependent on Europe as a crucial market outlet, with nearly 
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65% of its crude exports shipping to that area, and 75% of 
its natural gas exports.

MITIGATING THE REVENUE LOSS
After Russia made several military incursions into Ukrainian 
territory in February 2014, the US responded by limiting the 
country’s access to US capital markets. Four Russian oil 
and gas companies were specifically targeted: Gazprom 
Neft, Novatek, Rosneft and Transneft. 

Among other things, those sanctions prohibited the export 
of goods, services and technology in support of Russian 
deepwater, Arctic offshore, or shale projects, not only 
on Russian territory but anywhere in the world where a 
Russian entity owned more than 33% equity ownership. 

The EU imposed sanctions too, although they did not 
directly target the Russian oil and gas industry. At the same 
time, oil prices started to tank from $115/bbl in June 2014 to 
less than $30/bbl in January 2016, not only reducing those 
companies’ revenue but putting the Russian economy 
under strain.

As a result, Russian energy firms lost a sizeable share of 
their capacity to finance new projects, in particular capital-
intensive ones such as deepwater and Arctic offshore 
drilling, both of which are unlikely to proceed without 
support from Western partners.

In the meantime, the Russian government has tried to 
offset the decline in global oil prices by finding alternative 
ways of boosting revenue. Those came in essentially three 
guises: taxation, asset spinoffs, and production cuts.

Russia has changed the mineral extraction tax (MET) and 
export duty on hydrocarbons several times since their 

introduction in 2002. Although taxation has a long history 
in Russia’s oil sector, 2015 marked one of the strongest 
changes in government policy, with the decision to shift the 
tax burden from crude and refined product exports to crude 
production.

In its last revision, the MET is being reformed through 
the so-called “tax manoeuvre”: the MET rate will increase 
against a gradual phasing-out of crude and product 
export duties until 2024. The new system provides for the 
refunding of export duty if oil prices increase or drop more 
than 15% in a month, which amounts to a de facto subsidy 
to Russian refiners.

As per a government decree, Russian oil companies 
pay the highest dividend yields in the world, with a target 
payout ratio of at least 50% of net income. State-owned 
companies have objected to the tax and dividend increase, 
arguing that they divert money from much-needed capital 
expenditure.

They have also pleaded for a sub-50% payout on the lack 
of cash flows or wild swings in foreign exchange losses.

In October 2016, the Russian government sold its 50.08% 
controlling stake in mid-size oil company Bashneft to 
Rosneft for $5.3bn. The divestment, which was floated as 
a quasi-privatisation initiative, amounted in fact to the sale 
of a state-owned company to another, with the government 
booking a profit from the proceeds.

Later in December 2016, the government sold a 19.5% 
stake in Rosneft to Glencore and the Qatar Investment 
Authority (QIA) for $11bn, with the joint Rosneft-QIA 
venture then reselling 14.16% of that same stake to CEFC 
China Energy for $9.1bn.
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In late 2016, Russia agreed to reduce its oil output by 
300,000 bbl/day versus its October 2016 production level. 
The cuts were implemented gradually until the end of April 
2017 before being extended throughout 2018 and into 
2019.

MAIN UPSTREAM PRODUCTION AREAS
The bulk of Russia’s oil production originates in West 

Siberia and the Urals-Volga regions (see map). East 
Siberia and the Far East were contributing around 12% 
of production in 2016, including the Krasnoyarsk, Irkutsk, 
Yakutia and Sakhalin regions. Current expectations point 
to an increase of Russia’s eastern fields output, along with 
untapped reserves from the Russian Arctic and the Russian 
sector of the Caspian Sea.

West Siberia
■ The Khanty-Mansiysk area of West Siberia is Russia’s 
largest oil-producing region, with legacy oilfields like 
Samotlor, where production peaked at 635,000 bbl/day in 
2009, and newer fields like Priobskoye, Mamontovskoye, 
Malobalykskoye, and Prirazlomnoye, all currently exploited 
by Rosneft.
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West Siberia  6,294 

Urals-Volga  2,498 

East Siberia-Far East  1,338 
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Arctic offshore  36 

Other West Siberia  57 

TOTAL  10,876 



Copyright 2019 Reed Business Information Ltd. ICIS is a member of RBI and is part of RELX Group plc. ICIS accepts no liability for commercial decisions based on this content.

■ The Yamal-Nenets autonomous district that straddles the 
Arctic coastline of West Siberia has long been known as a 
gas- rather than oil-producing region. Located in Sabetta at 
the northeastern tip of the Yamal peninsula, the 16.5m tonnes/
year Yamal LNG joint venture between Novatek, Total, CNPC 
and China’s Silk Road Fund has been a global markets’ focal 
point and exported its first cargo of LNG in September 2018.

Crude oil production in the region is more recent, 
though, and a number of fringe projects have driven 
the development of local transportation and export 
infrastructure. 

Gazprom Neft discovered the arctic offshore Prirazlomnoye 
field in 1989 and began production in December 2013, with 
an expected peak output of 100,000 bbl/day. The company 
also began exporting production from its Novoportovskoye 
field in 2016, with an arctic terminal designed for seaborne 
delivery to Europe at Novy Port.

■ West Siberia hydrocarbon deposits also hold the 
Bazhenov shale layer where, in the 1980s, the Soviet 
government tried to detonate small nuclear devices 
underground to boost recovery. Despite a number of tax 
incentives to Russian and international oil companies 
regarding Bazhenov, lower oil prices have proved an 
impediment to further development.

East Siberia
■ In East Siberia, Rosneft’s Vankorskoye oil and gas field 
began operation in August 2009 and remains the largest 
hydrocarbon discovery in the last 20-25 years. The field, 
which is in the Krasnoyarsk region near the border with 
Yamal-Nenets, has made a significant contribution to the 
increase of domestic oil production since 2010. Rosneft 
built a 345-mile pipeline to connect Vankor to the Transneft 
oil pipeline system at Purpe.

■ Another cluster of oil fields is under development on 
the eastern edge of the Yamal-Nenets province: Lukoil’s 
Pyakyakhinskoye field started commercial production in 
October 2016. Midstream pipeline monopoly Transneft 
completed construction of the Zapolyarye-Purpe and 
Purpe-Samotlor pipelines in 2017 and 2011, respectively, 
connecting these fields to the Eastern Siberia-Pacific 
Ocean (ESPO) pipeline.

■ In East Siberia, Rosneft operates the 160,000 bbl/day 
Verkhnechonskoye field, which began production in 2008, 
as well as the Yurubcheno-Tokhomskoye and Kuyumba 
fields in southern-central Krasnoyarsk that both connect to 
the ESPO pipeline via the Kuyumba-Taishet pipeline.

Urals-Volga
■ The Urals-Volga region was Russia’s largest producing 
area until the late 1970s, when it was surpassed by West 
Siberia. The Romashkinskoye field, which was discovered 
in 1948, is the largest field in the region and is operated by 
Tatneft.

■ Lukoil has been the main player in the Caspian area. In 
2016, the company launched the Korchagin field, shortly 
followed by its flagship Filanovsky field in the second half 
of 2016. Plateau production at Filanovsky is expected to 
reach 120,000 bbl/day.

Far East
■ Located off Russia’s eastern shore, Sakhalin Island’s 
oil and gas deposits are mostly developed under two 
production sharing agreements (PSAs) signed in 1994 
(Sakhalin-2 PSA) and 1996 (Sakhalin-1 PSA). 

■ The Sakhalin-1 PSA covers three oil and natural 
gas fields: Chayvo, Odoptu, and Arkutun-Dagi, where 

The Arctic Gates Novy Port terminal is designed for year-round 

loading operations under extreme temperatures of less than −50°C 

and ice thickness of up to two metres. 

The Vladimir Filanovsky oil field is located in the northern part of 

the Russian waters of the Caspian Sea, 220 km from Astrakhan. 

The field was discovered by Lukoil in 2005 and is one of the largest 

oil exploration projects in Russia.
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production began in 2005, 2010, and January 2015, 
respectively. Sakhalin-1 mainly produces crude oil and 
other liquids, most of which are exported via the De-
Kastri oil terminal. Sakhalin-1 is operated by ExxonMobil, 
which holds a 30% share, along with Rosneft through 
two subsidiaries, Indian state-owned oil company ONGC 
Videsh, and a consortium of Japanese companies.

■ The Sakhalin-2 PSA covers two major fields: the Piltun-
Astokhskoye oil field and the Lunskoye natural gas field. It 
includes twin oil and natural gas pipelines that link the north 
to the southern tip of the island, where the consortium has 
an oil export terminal and a natural gas liquefaction and 
export terminal at Prigorodnoye. The Sakhalin-2 consortium 
members include Gazprom, which owns 50% plus one 
share, Shell with 27.5%, Mitsui with 12.5%, and Mitsubishi 
with 10%.

TYPES AND CHARACTERISTICS OF RUSSIAN OIL
Russia’s main export grade is Urals Blend. This is a blend 
of heavy sour oil from the Volga and Urals regions and the 
Timan-Pechora area, and of a lighter stream from Western 
Siberia. Supplied through the Baku-Novorossiysk and 
Druzhba pipeline systems, Urals accounts for over 80% of 
Russia’s crude oil exports.

Transneft had previously blamed the souring of Urals on 
the expansion of the Eastern Siberia-Pacific Ocean (ESPO) 
pipeline and the lack of eastbound capacity. As a result, 
some of the lower-quality crude produced in East Siberia 
has been re-routed to the west, decreasing the overall 
quality of Urals.

Transneft has envisaged several options to mitigate this 
problem, one being to introduce a separate, high-sour 
stream for delivery in Ust-Luga. However, this would defeat 
the simplicity of delivery from a single point, which is widely 
regarded as key feature of the recently launched Urals 
futures contract. Urals is loaded at the ports of Primorsk 
and Ust-Luga on the Baltic and Novorossiysk on the Black 
Sea.

With ESPO-1, ESPO-2 and the Daqing spur now 
completed and the system reaching its nameplate capacity, 
the argument does not hold anymore. Recently, some 
volumes of crude oil normally destined for blending into 
the Urals stream were instead reinjected into the ESPO 
pipeline to meet higher Asian demand.

So far, Russia has favoured the eastward route to ship its 
light sweet barrels mostly because Asian markets attract 

https://www.icis.com/explore/commodities/energy/crude-oil/?cmpid=ILC|ENER|CHCOM-2019-0507-Russian-crude-whitepaper_crudead&sfid=7012X000000g9YD
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higher premiums for that crude quality. From a commercial 
point of view, the country has therefore no interest in 
degrading current ESPO Blend specifications.

However, on the western side, there may be a limit to 
the sulphur content that European refiners will eventually 
tolerate and hence the volumes of lower-quality oil that 
Transneft can discharge into the westbound system, 
especially after recent chloride contamination of the Urals 
stream delivered from the Druzhba pipeline.

This may force Transneft to compromise and re-balance 
oil quality between east and west. One other point is that 
Russia’s crude output growth is likely to come from East 
rather than West Siberia. 

With three-quarters of Russian oil output, West Siberia 
has been historically the main producing region, but 
East Siberia has a more favourable tax regime and it is 
where ‘easy oil’ is to be found: more shallow deposits, 
no stimulation needed for recovery, and Transneft has 
assumed the bulk of midstream infrastructure development.

As more of those projects come on stream, it is difficult 
to say how they will contribute to the overall quality 
of the ESPO stream. Yurubcheno Tokhomskoye or 
Verkhnechonskoye, for example, feed lighter crude oil, 
some of it low-sulphur, into the ESPO Blend stream. It 
is difficult to tell how this may or may not improve ESPO 
Blend sweetness or mitigate sourness in the longer term.

The Siberian Light grade is lighter and sweeter and 
although marketed on its own, it is often blended into the 
Urals stream oil because of limited infrastructure to move it 
to the market as a separate stream.

Sakhalin Island produces lighter sweet grades, including 
Sokol, which is produced from the Sakhalin-1 project and 
Sakhalin blend, which includes oil from the Piltun and 
Astokh fields under the Sakhalin-2 PSA and condensate 
from Gazprom’s Kirinskoye field under the Sakhalin-3 
licence. Sakhalin blend is loaded at the Prigorodnoye port 
on the southern tip of Sakhalin Island.

ESPO Blend came on stream in late 2009 and is a mix of 
crudes produced in several Siberian fields. This grade is 
exported through the ESPO pipeline to China and through 
Russia’s Pacific coast port of Kozmino to other Asian 
countries. 

The Varandey grade includes a mix of crudes exported 
through Lukoil’s proprietary pipelines and same-named 
terminal on the Pechora Sea that opened in 2008. 
Gazprom Neft’s oil fields in the Russian Arctic produce 
two heavier, sourer grades, namely Arctic Oil (ARCO) 
grade from the Prirazlomnoye field and Novy Port from 
Novoportovskoye.

In part 2 of this white paper, ICIS will cover the 
production cut strategies of the largest Russian oil 
companies, together with a review of the midstream 
and downstream aspects of the Russian oil market.

MAIN CHARACTERISTICS OF RUSSIAN CRUDE OIL GRADES

ESPO

API 34.70°
0.53% sc

ARCO

API 24.0°
2.30% sc
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API 31.0°
1.4% sc
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API 36.70°
0.25 % sc

Varandey

API 25.5°
0.23% sc

Sakhalin 
 Blend

API 37.90°
0.23 % sc
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API 30.80°
0.22% sc
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API 35.20°
0.22% sc
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