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GlOBal tRends in Oil

in 2016, three OPeC nations (iran, iraq and saudi arabia) plus Russia 
made the biggest contribution to the world oil production growth – 
+1.66 mbd.

decline in Us shale oil production after the fall in oil prices was smaller 
than expected (-0.3 mbd in 2016), while it began to rebound fast 
enough. this forced adjustment has reduced the oil price threshold at 
which production gets anchored: in 2015 it was estimated at $55-60 
per bbl whereas today it is only $40-45 per bbl.

2016 witnessed a record growth in global demand (+1.51 mbd) and 
falling production of liquid hydrocarbons in the us and other oil 
producing countries (-1.3 mbd), which jointly more than offset oil 
supply increases by OPeC and Russia. as a result, the oil supply 
overhang shrank from 1.69 mbd in 2015 to 0.53 mbd in 2016.

Oil production cuts of 1.8 mbd over the first 6 months of 2017 agreed 
between OPeC and some non-OPeC nations (Russia among others) 
have driven Brent quotations up to $55 per bbl by the end of 2016 
although the annual average was kept at just $44 per bbl compared 
to $52 per bbl in 2015.

if there were no agreement (“without agreement” scenario), the 
Brent oil price in 2017 would have been only $43 per bbl while the 
oil surplus would have fallen to 0.15 mbd.  However, strong demand 
gains in 2018 will lead to oil undersupply of about 0.53 mbd forcing 
the oil price to grow to $45/bbl.

should there be no extension of the production cuts agreement (“six 
Month agreement” scenario), annual average oil prices are bound to 
stick around $48-50 per bbl with 0.66 mbd oil undersupply present 
in the world market already in 2017. However, production boosts by 
OPeC and other parties to the agreement over the second six months 
of 2017 will overlap the demand growth. all this will result in an 
eventual reduction of oil undersupply to 0.36 mbd in 2018.

to achieve oil market balance quickly and keep the prices up, the 
extension of the production cuts agreement is preferred. if the 
“twelve Month agreement” scenario could be implemented, a 1.35 
mbd oil shortage would develop in the marketplace already in 2017 
with a resulting rally of Brent prices to $55 per bbl in 2017 and $57 
per bbl in 2018.

interestingly, a reverse pattern can be observed in 2018 concerning 
the supply/demand balance: a minimum oil shortage of 0.3 mbd is 

summAry
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present in the “twelve Month” scenario as compared with 0.36 mbd 
in the “six Month” scenario and 0.53 mbd in the ”without agreement” 
scenario.

this means that manual control of oil supply to balance the market 
after the shale oil revolution may only have a short-term effect. the 
deeper falls oil production in the signatory countries, the faster 
grow oil prices and production in the united states. this leads to the 
elimination of the oil deficit and lower market share of OPEC and the 
adjoined producers. still, the question remains open whether the 
market gets balanced at oil prices above $50 per bbl in the medium 
term.

 
PROduCtiOn Of liquid HydROCaRBOns

Russia’s production of crude oil and natural gas liquids (nGl) in 2016 
has set another record high of 547.5 mt, which is 2.5% above the level 
of 2015. in part (in august to October 2016), this output growth was 
some kind of the Russian oil industry ‘rehearsal’ for the oil production 
cuts agreement with OPeC, but it was also attributed to an extra leap 
day of 2016 (+1.5 mt) and higher nGl production (+1.5 mt). However, 
the main contributor was a ‘new wave’ of Russian greenfields (+17.5 
mt), which more than offset the declining production at mature fields.

most of the growing greenfields fall under mEt tax and export duty 
benefits. tax-exempted oil production in 2016 increased to 197.9 
mt representing 39.5% of overall Russian output excluding Psas. 
in monetary terms, government support to the oil upstream sector 
exceeded 400 bln rubles.

Considering the net price determined as a delivery-basis price of crude 
oil less transportation costs, effective export duty and mEt rates (with 
exemptions), the ural/Volga regions outstrip west siberian (khanty-
Mansi) regions by about $4 per bbl. However, east siberia and far 
east areas are the net price leaders who can sell their crude oil at an 
asian premium and enjoy favorable tax conditions and freight cost.

still, tax burden on all producing regions remains very high, because 
the fields operating in $50 per bbl price environment earn about $15.5 
per bbl net revenue on average, which is supposed to cover their 
operating costs and leave something for capital outlays.

Russia meets its pledge under the agreement with OPeC on production 
cuts, even moving a little ahead of schedule, mainly at the expense 
of west siberian assets. this is due to seasonality and optimization 
of wells on the assets with no tax benefits.
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there are 24 new assets with a potential to increase production by 
15.8 mt in 2017 and 13.2 mt in 2018. any extension of the agreement 
is unlikely to affect their production, as the owner companies do not 
want to lose tax-exempted production volumes.

Key impacts of the OPEC deal will materialize on brownfields. Our 
2017 forecast under the “six Month agreement” scenario suggests 
that the growth rate of development drilling in Russia is likely to slow 
down to 3-5% in 2017 and 10% in 2018.

the “twelve month agreement” scenario differs in that it extends the 
effect of optimization on the producing wells for some of the assets 
over the remaining half of year 2017 as well as it will require to reduce 
drilling as compared to 2016 to achieve the 546.5 mt target in 2017 
(this translates into daily average production of 10.9 mbd).

the “six Month agreement” scenario assumes it will be possible to 
further step the production up to 554 mt in 2017 and 567 mt in 2018, 
which is 4 mt lower than the estimated production potential that could 
be achieved if there were no deal with OPeC.

extending the deal for another six months (“twelve Month agreement” 
scenario) is likely to have an even bigger impact on brownfields as 
the unseized production will total 11.8 mt as compared to ”Without 
agreement” scenario in 2017, while the total liquid hydrocarbon 
production will drop to 546.4 mt. Reduction in drilling and new well 
addition rates by more than 7-8% vs. 2016 is likely to greatly affect 
the 2018 production. the impact can be about 15 mt compared with a 
more abstractive ”without agreement” scenario, although oil supply 
may grow up to 556.7 mt.

  
BudGet and Oil industRy ReVenues

Hit by hydrocarbon price declines the share of oil and gas industry 
in the consolidated budget revenues in 2015-2016 has dropped 
considerably (from 32.6% in 2014 to 22.4% in 2016).

the lion’s share of rising revenues in the wake of oil price growth 
goes to the state. similarly, the budget suffers more than the industry 
from oil prices slump, while financial performance of companies is 
affected less dramatically. in 2016, price of Urals blend dropped to 
$41.7 per bbl and budget oil revenues shrank by 0.6 trillion rubles 
while oil companies’ eBitda remained unchanged.

the agreement with OPeC is beneficial for the state because 
extra revenues generated by higher oil quotations by far exceed 
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the budgetary losses from production cuts, although the story is 
different for the oil companies as their financial performance goes 
down as a result of the OPeC deal. the budget is likely to gain 0.75-
1.5 trillion rubles from the agreement with OPEC in 2017-2018 while 
oil companies may lose from 40 to 220 billion rubles depending on 
the case.

despite the fact that the impact of declining oil production on the 
industry is negative in both cases (“six Month agreement” and “twelve 
Month agreement” scenarios), this is much better than what could 
happen if the government raised taxes. One may say that the state 
has discovered a less painful option for the industry to replenish the 
budget for the next two years.

to offset losses caused by lower oil production, the industry may ask 
for an extension of the profit-based tax (ndd) experiment to include 
flooded fields and waiving mEt rate escalation.
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OPeC defeats sCePtiCs: CaRtel lOOks MORe aliVe tHan dead

in 2016, three OPeC nations (iran, iraq and saudi arabia) plus Russia 
made the biggest contribution to world oil production growth. since 
July 2015 when agreement on iran’s nuclear program had been 
finalized thus allowing the lifting of international sanctions including 
crude oil export bans, the government of iran announced its plans to 
step up crude oil production to 4 mbd in 2016. 

However, problems with raising foreign investments and lack of 
required technologies restricted iran’s oil production in 2016 to mere 
3.5 mbd. annual liquid HC production growth was nearly half of the 
planned target – 0.69 mbd instead of 1.2 mbd (see figure 5).

iraq also demonstrated positive dynamics in crude oil production 
in 2016 despite the ongoing hostilities in the country and reduced 
public funding of e&P. another problem was debts to operators on 
Government contracts in kurdistan1. nevertheless, iraq increased its 
daily liquid hydrocarbon production in 2016 by 0.44 mbd to 4.6 mbd.

On 30 november 2016 following a series of abortive attempts, 
OPeC2 reached an agreement on cutting oil production by 1.2 mbd 
as compared with the October 2016 level3. Besides, eleven non-OPeC 
nations4 agreed on 10 december to cut their oil production by a total 
of 0.6 mbd, in particular Russia is to cut 0.3 mbd. the deal covered the 
first six months of 2017, with a possible extension. decision on any 
further extension of this agreement shall be made on 25 May 2017.

to monitor implementation of the commitments taken on the 
coordinated oil production cuts, the Ministerial Monitoring Committee 
of the OPeC and non-OPeC states was established to gather every 
two months. also in January 2017, a technical Committee was 
formed to meet on a monthly basis to produce progress reports.

according to the Russian Ministry of energy, oil production cuts by 
non-OPeC states shall be controlled primarily based on public data 
from international agencies to be checked against the data available 
to each particular state in question. statistical data from independent 
sources shall be analyzed by the General secretariat of OPeC. Control 
of the agreement by individual OPeC member states shall be made 

1 angelina Rascouet, iraqi kurdistan’s Payments to Oil drillers fall Behind again, 
Bloomberg, 22 september 2016.
2 Oil production cuts commitments apply to 11 OPeC states: algeria, angola, ecuador, 
Gabon, iran, iraq, kuwait, qatar, saudi arabia, uae, Venezuela.
3 with an exception of angola that will be cutting its oil production relative to its 
september 2016 level.
4 azerbaijan, Bahrain, Brunei, equatorial Guinea, kazakhstan, Malaysia, Mexico, 
Oman, Russia, sudan and south sudan.

GlobAl trends in oil

OPEC REVIVAL, PRICES 
UPTURN AND SHALE OIL 

Stabilization in 2016
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using secondary sources and published by OPeC on a monthly basis 
(table 1).

Table 1.  
OPeC production targets and actuals, mbd

Oct. 2016 output target targeted cut actual cut* fulfilled

algeria 1.09 1.04 -0.05 -0.04 71%

angola 1.75 1.67 -0.08 -0.12 149%

ecuador 0.55 0.52 -0.03 -0.02 76%

Gabon 0.20 0.19 -0.01 0.00 33%

iran 3.98 3.89 -0.09 -0.18 199%

iraq 4.56 4.35 -0.21 -0.13 63%

kuwait 2.84 2.71 -0.13 -0.13 96%

qatar 0.65 0.62 -0.03 -0.04 130%

saudi arabia 10.54 10.06 -0.49 -0.63 129%

uae 3.01 2.87 -0.14 -0.09 62%

Venezuela 2.07 1.97 -0.10 -0.07 79%

11 OPEC states 
total

31.24 29.89 -1.34 -1.44 107%

* 1Q 2017 average
source: OPeC, VyGOn Consulting

in terms of volumes, the biggest production cut commitments (more 
than half) were laid on saudi arabia and iraq. despite traditional 
violation of the quotas by many participating countries, the iranians 
and the saudis topped the target and thus secured OPeC’s performance 
in general. By early april 2017, the total OPeC performance reached 
107% of the targets set out in the agreement on production cuts.

Reducing global oil stocks appears as one of the objectives of the 
deal. Commercial oil inventories in developed countries alone hit 
historic highs in 2016 reaching 3 bln barrels – and this is not all of the 
‘uncalled’ crude – if one takes into account private and government 
reserves in emerging economies (above all, in China), oil stored in 
tankers, then crude oil volumes may as well almost double according 
to Reuters5.

On 17 March 2017, saudi energy Minister khalid al-falih said that if 
the stocks remained above the five-year average the OPEC member 

5 J.kemp, should we worry as oil stocks hit 3 billion barrels? – Reuters, 20 november 
2015

http://www.reuters.com/journalists/john-kemp
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countries and non-OPeC states might extend the agreement on oil 
production cuts6.

sHale Oil PROVes its ViaBility

delayed effect of missed investment decisions on drilling when oil 
prices had been low in mid-2014 eventually cropped up in the united 
states, Mexico and some OPeC-member countries7, which cut their 
production of liquid hydrocarbons by 1 mbd in 2016.

us oil production has demonstrated high price elasticity. since mid-
2016, the active rig count in the united states has been rising actually 
following the trajectory of oil prices with a 3-month lag (figure 1).

Source: Baker Hughes, EIA, VYGON Consulting

Fig. 1. US active rig count by well type and crude oil prices
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drilling increases have led to growing production of liquid HCs in the 
united states starting from february 2017. the us energy information 
administration (eia) expects further production boosts by 1.03 mbd 
for crude oil and 0.69 mbd for nGl in 2017-18, particularly caused 
by potential brent price rising up to $57/bbl in 2018.

6 Bloomberg tV interview of the saudi arabia’s Minister of energy, 17 March 2017
7 nigeria, Venezuela, libya, algeria, Gabon
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* EIA oil price assumptions – $55/bbl in 2017 and $57/bbl in 2018.

Source: EIA, VYGON Consulting

Fig. 2 Changes in and short-term forecast of growing US production of liquid HCs*, mbd.
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in terms of resilience of us tight oil production to crude oil prices 
(figure 3) and with a view to eia price forecasts8 of 55 and 57 dollars 
per bbl in 2017 and 2018 (which is in line with our base scenario, see 
below for details), the potential increment of shale oil production over 
2 years will total 0.7 mbd that is 30% less than in the eia outlook.

8 Eia short-term Energy Outlook, march 2017
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**at $57/bbl in 2018 in EIA scenario.
Source: Mark Lasky, Congressional Budget Office, The Outlook for U.S. Production of Shale Oil, May 2016.

Fig. 3. US shale oil production sensitivity to oil prices
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decline in Us shale oil production after the oil price fall was less 
than expected (-0.3 mbd in 2016), while subsequently it began to 
rebound fast enough. forced optimization in drilling and completion 
has substantially reduced costs, raised production and operational 
efficiency. Under this conditions the oil price threshold at which 
production gets anchored reduced as well: in 2015 it was estimated 
at $55-60/bbl whereas today it is $40-45/bbl.

 
GlOBal Oil BalanCe

the global oil market is getting closer to balance: while the average 
annual oversupply in 2015 was 1.69 mbd it came down to 0.53 mbd 
in 2016 (figure 4).
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Source: EIA, VYGON Consulting

Fig. 4 Global liquid HC supply/demand balance in 2015-16, mbd
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this is largely due to global demand – amid the low price environment 
it has been growing by 1.5 mbd per annum (actual in 2015-2016 and 
projected for 2017), which is 0.4 mbd higher than the appropriate 
values for the previous four years of high oil prices.

the current China’s GdP growth rate, lowest over the last 25 years, 
resulted in a declining demand growth for liquid hydrocarbons (+0.43 
mbd in 2016/15 compared to +0.52 mbd in 2015/14). at the same 
time, other emerging countries increased their HC consumption 
over the year by 0.7 mbd in 2016 (twice the growth rate of 2015/14) 
thus offsetting slower growth in oil demand by the OECd countries.

amid all-time low oil prices last year ($44/bbl Brent) demand for 
oil products in europe and the united states continued to grow. as 
a result, oil demand in the developed countries rose by 0.38 mbd 
in 2016 while its contribution to global consumption of liquid HCs 
amounted to 25%.
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Source: EIA, VYGON Consulting

Fig. 5 Drivers of changes in global liquid HC balance in 2016 versus 2015, mbd
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Hereinafter, when analyzing the global balance and oil prices as well 
as operating and financial performance of the Russian oil industry 
and budget revenues, we will use the following three scenarios for 
production cut agreements:

 � “Without Agreement”: a virtual scenario under which no 
agreement has been reached in 2016;

 � “Six Month Agreement”: a realized scenario that provides no 
extension of the oil producer agreement beyond June 2017;

 � “Twelve Month Agreement”: an assumed scenario that 
extends the oil production volumes realized in the first half of 
2017 until the year-end 2017. decision on agreement extension 
is expected to be reached by this paper’s publication date, and 
therefore this scenario has been selected as the base case.

SCENARIOS Of GLOBAL 
OIL BALANCE AND 

PriceS in 2017-2018



VYGON Consulting

May 2017         Russian Oil Industry: 2016 Results and Outlook for 2017-2018

14

“witHOut aGReeMent”

this scenario (figure 6) assumes that no balance has been achieved 
in the oil market in 2017 though the oil glut goes down to 0.15 mbd 
or nearly by 0.4 mbd as compared with 2016.

Source: EIA, VYGON Consulting

Fig. 6 Factors contributing to the changes in global liquid HCs balance in 2017-18 under ”Without 
Agreement” Scenario, mbd
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this scenario could be realized under the following conditions.

By 2017, all parties to the agreement – OPeC, Russia and other 
signatories – built up their total production by 1.14 mbd relative 
to 2016, while the OPeC countries will make by far the biggest 
contribution, 75%. these highest production growth rates of OPeC 
were reflected in the eia forecasts from mid-2016, when the 
administration did not assume the agreement would be implemented. 
Consequently, OPeC crude oil will provide just over half of the total 
growth in the production of liquid HCs by the cartel.

for the lack of agreement on production cut, it is assumed that the 
price of Brent crude will drop to $43/bbl in 2017. However, because 
the Us shale oil producers were able to significantly cut costs, their 
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output will decline just by 0.09 mbd in 2017 compared to 0.3 mbd 
in 2016.

Production of liquid HCs by other producing nations is not that 
sensitive to adjustments in the scenario assumptions staying virtually 
unchanged over 2017-2018.

the eia expects global demand for liquid HCs, amid the lower price 
environment, to grow by 1.51 mbd in 2017 and 1.6 mbd in 2018. 
such substantial increase in 2017 is likely to overlap the appropriate 
change in production resulting in the global crude oil surplus falling 
to 0.15 mbd in 2017. note that demand with its low short-term price 
elasticity does not depend on the scenario assumptions.

the fact that average annual production growth rates by the parties 
slow down to 0.74 mbd by 2018 is associated with the synchronous 
action of several factors: OPeC’s lower growth rates of nGl production 
and declining output of other parties to the agreement, except Russia 
(for more discussion on Russia see the chapter “Production of liquid 
hydrocarbons”).

with a stronger global demand growth hitting the record high of 1.6 
mbd in 2017-18, the world oil balance may see undersupply as soon 
as at year-end 2018 (-0.53 mbd).

Market adjustments and oil undersupply shall lead to oil price 
increasing to $45/bbl in 2018.

 
“six mOnth aGREEmEnt”

the initial months of 2017 are based on actual liquid HC production 
data, whereas the agreement on production cuts is focused solely 
on crude oil. in projecting production changes over the year it is 
important to remember that the parties to the agreement boosted 
their production substantially before they met to put their signatures, 
so the reference level, October 2016, was higher than their 2016 
annual average. upon expiry of the agreement, OPeC member states 
are technically capable of ramping up their production within a fairly 
short time (2-3 months) using their spare capacity.

therefore, the second six months of 2017 will see a 1.03 mbd rise 
in the OPeC crude oil production on average in comparison with 
the first half of 2017, thus reaching a production level provided for 
by the “without agreement” scenario. Consequently, any decline 
in the cartel’s crude oil production in 2017 under this scenario will 
be insignificant, just 0.2 mbd. it is likely to be more than offset by 
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increased supply of nGl (+0.4 mbd), and as a result the production 
of liquid HCs by the OPeC countries in 2017 will total 39.2 mbd.

Other signatories (except Russia) will not be able to return to their 
previous production levels when the agreement expires, thus losing 
0.3 mbd over 2017. as a result, the parties to the agreement will 
show a slight production increase (+0.03 mbd) instead of the expected 
declines in production of liquid HCs in 2017 relative to 2016. 

Remarkably, the us crude oil production will not reduce in case the 
production cuts agreement is not extended and oil prices respectively 
go down in the second half of 2017. the explanation is that us 
producers began to build up their hedges in november/december 
2016 according to wood Mackenzie9, as over 30 us largest producing 
companies, mainly working in shale oil business, increased their 
hedging operations in fourth quarter 2016 by a third or 0.65 mbd. 
average prices of hedges grew up too: from $50/bbl in the third 
quarter to $55/bbl in fourth quarter 2016. Most of these contracts 
are in place to year-end 2017, and this is why the united states will 
raise its production of liquid HCs by 0.21 mbd.

Source: EIA, VYGON Consulting

Fig. 7 Factors contributing to the changes in global liquid HCs balance in 2017-18 under “Six Month 
Agreement” Scenario, mbd
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9 woodMac: surge in oil hedging could worsen us supply glut, Oil&Gas Journal, 
March 2017.
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due to persistently high demand growth rates, even if the production 
cut agreement is no more extended beyond July 2017, its impact on 
the global oil market will be profound enough to form a 0.66 mbd 
undersupply, which will force the average annual price to rise to $48/
bbl in 2017 (+4 $/bbl by 2016).

we assume that global undersupply of liquid HCs will be almost 
halved (imbalance -0,36 mbd) by 2018, which is caused by the 
following two factors:

 � firstly, oil production increments by the agreement participating 
countries will be much higher in 2017-18, which is associated 
with a low 2017 base effect, while OPEC will contribute more 
than 80%. 

 � secondly, better price environment (+2 $/bbl in 2017/18) will 
improve the us shale oil production economics, which is likely 
to grow by 0.46 mbd in 2018. 

 
“twelVe MOntH aGReeMent”

if the deal is extended (“twelve Month agreement” scenario), the 
parties will have to reduce their total production of liquid HCs in 2017 
by 0.88 mbd as compared to 2016 average. OPEC will account for 
about half of the production cuts while the rest will be implemented 
by other signatories (except Russia). it should be noted that the drop 
in crude oil production by these countries will be higher by about one 
third and the reduction relative to the reference October 2016 level 
will be about 1.9 mbd.

to project changes in oil production by OPeC signatory countries 
in 2017-18, their production actuals to april 2017, inclusively, were 
recorded (according to eia-steO, May 2017), then production targets 
were established to year-end on the basis of already approved 
production cuts values. Production of the OPeC countries not 
participating in the agreement (libya and nigeria) will also be reduced 
based on historical changes (-0.12 mbd in 2017). Consequently, cuts 
in OPEC crude oil production from 2016 to 2017 will be 0.8 mbd, while 
nGl production growth will offset about half of this decline.

when the agreement expires at the end of 2017, we believe that 
OPeC, having lost part of its share in the market, will start quickly 
reinstalling production capacity materializing 1.77 mbd of crude 
oil production growth in the first 3 months of 2018 compared with 
december 2017. therefore, average annual growth in liquid HC supply 
by all OPEC member countries will be 1.7 mbd in 2018.
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Other signatories (except Russia) upon the expiry of the 12-month 
agreement will not be technically capable to raise the average 
level of their production in 2018 – but on the contrary, they will see 
a slight decline in view of the general negative oil upstream trend 
(for example, in countries such as Mexico, Malaysia, azerbaijan), by 
0.11 mbd.

** with rounding error

Source: EIA, VYGON Consulting

Fig. 8 Factors contributing to the changes in global liquid HCs balance in 2017-18 under “Twelve Month 
Agreement” Scenario, mbd
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Oil price rises assumed by this scenario (up to $55/bbl in 2017 and 
$57/bbl in 2018) will allow the United states to increase, in a fairly 
short time, new well drilling and completion of drilled but not 
completed wells. therefore, incremental production of liquid HCs in 
the Usa will be 0.47 mbd in 2017. Rising prices in 2018 will have an 
even more powerful effect on production (figure 3), which will grow 
by a further 0.85 mbd in 2018.

Under these circumstances, significant imbalance in the global 
oil market caused by undersupply (-1.35 mbd) in 2017 will not be 
prolonged, and it is likely to shrink to -0.3 mbd by year-end 2018 
as a result of an aggressive production build-up by producers with 
appropriate capabilities.
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the “twelve Month agreement” scenario looks like the most preferred 
option to solve the problem of rapid oil market balancing and thus 
obtain higher oil prices (figure 9). if it is implemented in 2017, a 1.35 
mbd supply shortage develops, which leads to declining commercial 
crude oil stocks and eventual price increases. However, the reverse 
is observed in 2018: we have a minimum shortage, 0.3 mbd, in the 
world market under the twelve Month scenario vs. 0.53 mbd under 
the ”without agreement” scenario and 0.36 mbd under the “six Month 
agreement” scenario. 

*** Oil price $43/bbl in 2017 and $45/bbl in 2018.
*** Oil price $48/bbl in 2017 and $50/bbl in 2018.
*** Oil price $55/bbl in 2017 and $57/bbl in 2018.

Source: EIA, VYGON Consulting

Fig. 9 Comparison of global liquid HC balances under different production scenarios in 2017 and 2018, mbd 
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this confirms the idea that manual supply control to balance the 
market after the shale revolution may only have a short-term effect. 
the deeper oil production falls in the signatory countries, the faster 
oil prices and production grow in the united states. this eliminates 
the oil shortage and subsequently reduces the market share of OPeC 
and the adjoined producers. still, the question remains open whether 
the market gets balanced with oil prices above $50/bbl in the medium 
term.
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Russia’s oil and nGl production in 2016 set another record at 547.5 
mt, i.e. 13.3 mt more than in 2015 (figure 10). Just as we predicted 
earlier10, production growth rates are far above the previous decade 
average (+2.5% in 2016 to 2015) due to the emergence of a «new 
wave» of greenfields supported by tax benefits, while investment 
decisions on these fields have been taken in a period of high oil prices.

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 10 Production of liquid HCs in Russia, mt
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Production growth in 2016 exceeded the most optimistic expectations 
thanks to a leap in production that occurred in september/October 
2016, which probably was a kind of the oil industry “rehearsal” before 
Russia joined OPEC on the production cuts agreement. but first things 
first...

natural gas liquids production in 2016 increased by 1.5 mt compared 
to 2015. Production rises at Gazprom fields and Rospan/Rosneft 
project were in line with our last year forecasts, severenergia 
(arcticgas) exceeded our expectations reaching a 7.8 mt production 
mark in 2016, which is higher than the previously announced peak 
of 7 mt.

10 VyGOn Consulting’s report «Russian Oil industry: 2015 Results and Outlook for 
2016-2017», May 2016

2016 actualS: above all 
OPTIMISTIC ExPECTATIONS

ProduCtion of liquid 
hydroCArbons
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* largest growing greenfields (24 projects)

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 11 Factors of changes in Russian production of liquid HCs in 2016, mt
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Source: VYGON Consulting

Fig. 12 Factors of changes in production by ‘other’ fields, mt
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the bulk of oil production growth in 2016 was due to major oil 
greenfields (+17.5 mt for 24 projects). an extra leap day «donated» 
another 1.5 mt. Production on other fields fell by 5.7 mt in 2016 
compared to 2015, since new drilling and workover actions may 
only offset less than 90% reduction in the baseline production of 
existing wells.

mature greenfields such as talakan (surgutneftegaz), Uvat and 
Verkhnechonka (Rosneft) continue demonstrating production 
increases due to satellite field additions. We have ceased to consider 
vankor legacy field as a greenfield, though its production decline (by 
1.3 mt in 2016) was offset by another field of the cluster as suzunskoye 
field came onstream adding +1.4 mt of crude production in 2016.

Source: corporate reports, VYGON Consulting

Fig. 13 Oil production gains at major greenfields (24 projects) in 2016 vs. 2015, mt
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the top three production growth leaders accounting for 54% of total 
production increase by major greenfields include: Yarudeyskoye 
field (nOVatek), assets of the irkutsk oil company (ink) and 
novoportovskoye field (Gazpromneft). Gazpromneft, nOvatEK and 
bashneft showed the highest output increments among holdings due 
to adding new major fields. 

lukOil showed the most immense oil production decline (-2.6 mt 
in 2016 compared to 2015), despite the launch of filanovskoe field, 
which was caused by falling drilling scope and efficiency on depleted 
and flooded wells within the company’s assets in West siberia.

Ural/volga oil fields have more favorable operating conditions relative 
to their neighbors in west siberia due to higher netback from oil sales 
and lower tax burden (tax incentives available). the oil companies 
with their major assets in the Ural/volga region (in particular tatneft) 
have increased oil production from brownfields due to building up 
drilling activities.

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 14 Changes in crude oil production by company, mt
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inCentiVes as key dRiVeR Of PROduCtiOn GROwtH

most of the growing greenfields that have been securing the major part 
of Russian oil output growth over the past few years enjoy incentives 
under Met tax and export duties. exceptions are «traditional» west 
siberian greenfields (salym, Uvat, imilorskoe and shpilmana fields).

following the introduction of Met incentives, crude oil production 
under tax benefits increased from 23.6 mt in 2007 to 197.9 mt in 
2016 accounting for 39.5% of total Russian oil output excluding Psas 
(figure 15). the bulk of production (~60%) under tax benefit regimes 
comes from depleted fields.

Source: Russian Federal Tax Service, VYGON Consulting

Fig. 15 Oil production break down by MET tax benefit categories and share of incentivized oil production
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despite the 2016 oil price collapse, the amount of tax benefits in 
cash equivalent exceeded 400 bln rubles (figure 16). the share of 
tax benefits in total full-rate mEt intake rose from 16% in 2015 to 
21% in 2016. apparently, this appeared to be a strong incentive to 
increase production from preferential reserve categories, and this 
is exactly what allows the industry to step up oil production today.

uPStream economicS: 
REGIONAL BENCHMARKING
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* Share of benefits in total MET at full rate. For comparison purposes, the 2015-2016 share of benefits has been estimated 
   at MET rate with no regard to ‘tax maneuver’.

Source: Russian Federal Tax Service, VYGON Consulting

Fig. 16 MET tax benefits: size and share*
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the biggest Russian region in terms of liquid hydrocarbon production 
is still west siberia11, which accounts for about 60%of total country’s 
supply. the second is ural/Volga region12  with 24%.

in 2016 all regions demonstrated growing oil production, whereas 
east siberia and northwest topped the list having increased 
production by 8.2% and 8.6%, respectively, compared to 2015. for 
the first time over the past 6 years, West siberia achieved positive 
dynamics in production (+1.6 mt) as new major fields were put in 
development (novoportovskoe, Messoyakhskoe, yarudeyskoe etc. 
– located mainly in yamal-nenets Okrug). at the same time, oil 
production in khanty-Mansiysk autonomous district, the largest oil 
producing territorial entity of Russia, continued to fall since 2008 at 
an annual average rate of 1.8%.

11 6 territorial entities of the Russian federation including khanty-Mansi, yamal-
nenets autonomous districts, tyumen, tomsk, novosibirsk and Omsk regions.
12 12 territorial entities of the Russian federation including Orenburg and samara 
regions, Republics of Bashkortostan, tatarstan, udmurtia, Perm krai and others.
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a rising trend in production due to new field additions offsetting 
declines of baseline assets is specific for all macro-regions, except 
Ural/volga where brownfields showed a 2% growth (2.8 mt) to 127.9 
mt in 2016 (figure 17).

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 17 Changes in production of liquid HCs by Russian Federation’s regions in 2016 as compared 
with 2015, mt
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despite a significant increase in the number of new wells in 2016 
(+15% compared to 2015), west siberia demonstrated declining 
production on brownfields due to lower drilling efficiency (initial 
production rate of new oil wells fell by 7%) and quicker reduction 
of the base assets caused by natural deterioration of development 
conditions for the major oilfields in the region (higher water flooding, 
more hard-to-recover reserves with less attractive reservoir porosity 
and permeability properties etc.).

Production increases at Ural/volga brownfields may be associated 
with the fact that more new well additions ensure offsetting their 
performance deterioration with a relatively slow decline in base 
production compared to West siberia (figure 18).
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Source: Russian Ministry of Energy, VYGON Consulting

Fig. 18 Changes in new well addition and average daily productivity of brownfields in Russian regions 
in 2016 vs. 2015
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depleted fields enjoying tax benefits have a high proportion in the 
Ural/volga region production, thus their effective mEt tax rate is much 
lower than the base level. in terms of overall ‘subsidizing’ magnitude, 
Ural/volga region is second only to new regions benefiting from 
a zero Met rate and an export duty allowance.

Of west siberia, only yamal-nenets autonomous district has a low 
effective tax rate as the region enjoys a regional mEt benefit and 
crude oil export duty allowance. Other oil-producing regions of west 
siberia (khanty-Mansi, tyumen and tomsk regions) are short on tax 
benefits – fields in those regions on average pay 96.5% of the normal 
Met and crude export duty rate, or 22.2 out of 23.0 $/bbl under 2016 
fiscal environment (figure 19). for those regions, key potential to 
boost oil production and get tax preferences focuses on hard-to-
recover reserves that can be developed efficiently not only under 
a low tax regime but also with the use of appropriate technologies.

facing technological sanctions and lack of targeted tools under 
state incentive programs to create and commercialize appropriate 
technologies, khanty-Mansiysk autonomous district (kHMaO) will 
not be able to take full advantage of the available mEt tax benefits 
for low-permeability reservoirs and Bazhenov formation.



VYGON Consulting

May 2017         Russian Oil Industry: 2016 Results and Outlook for 2017-2018

28

facing technological sanctions and lack of targeted tools under 
state incentive programs to create and commercialize appropriate 
technologies, khanty-Mansiysk autonomous district (kHMaO) will 
not be able to take full advantage of the available mEt tax benefits 
for low-permeability reservoirs and Bazhenov formation.

* Sum of regular rates of MET and export duties for actual state budget payments including active benefits, 
   at Urals crude price $53/bbl under 2017 fiscal conditions.

Source: Russian Federal Tax Service, VYGON Consulting

Fig. 19 Effective tax burden on Russian Federation territorial entities in 2016
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Effective tax burden*, $/bbl

Сумма ставок НДПИ и ЭП без льгот

ural/Volga’s second advantage is its relatively close location to key 
oil refineries and export markets. as a result, transportation costs 
to deliver oil to european markets from some of the ural/Volga 
companies’ assets are half of that from west siberia.

Considering the net price determined as the delivery-basis price of 
crude oil less transportation costs, effective export duty and mEt 
rates (with exemptions), ural/Volga suppliers outstrip khanty-Mansi 
by about $4/bbl (figure 20). 

However, east siberia and far east areas are the net price leaders 
who can sell their crude oil at an asian premium and enjoy favorable 
tax conditions and freight cost.
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* Export market’s selling price less transportation costs, export duties and MET tax, at Urals price of $53/bbl, 
   under 2017 fiscal conditions.

Source: VYGON Consulting

Fig. 20 Net price of crude oil by Russian Federation territorial entities in 2016
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economics of new drilling and workover actions depend not only 
on the net price of oil but also on the level of capital and operating 
costs, which differ broadly by fields. therefore, Russia’s key area of 
tax reform in oil production should be introducing a tax focused on 
corporate financial results; such profit-based tax will reallocate the tax 
burden between assets under development and Russian federation 
entities in a more equitable manner (see VyGOn Consulting’s report 
“tax Reform in Oil sector: focal Points”, January 2017.

still, it should be noted that the tax load on all (!) producing regions 
remains very high because the fields securing over 80% of total 
national production and operating in the $50 price environment earn 
just $14.3-19.0 per bbl of net revenue (figure 20) which is supposed 
to cover their operating costs and leave something for capital outlays.

https://vygon.consulting/en/products/issue-1112/
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One of the key events of 2016 has become an agreement between 
Russia, OPeC and other oil-exporting countries on production cuts 
to stabilize the market by reducing the existing demand/supply 
imbalance (see the chapter «Global trends in Oil»). the agreement 
assumed a total decline in production by 1.8 mbd that would be 
secured in the first half of 2017 of which Russia would account for 
300,000 bd.

Production cuts were to be voluntary, but eventually all major 
Russian vertically-integrated oil companies (ViOCs) joined. the 
independent producers were formally out of this agreement, and 
production quotas were allocated (under a monitoring procedure by 
the Russian Ministry of energy) pro rata to current production levels 
of integrated oil companies, major independents and nOVatek. 
Gazprom’s production of liquid hydrocarbons was not included in 
the scope as the production cuts agreement only covered crude oil 
excluding nGl.

the deal with OPeC assumed a gradual decline in production as 
compared with the fixed October 2016 level – by 200,000 bd in the 
first quarter 2017 and another 100,000 bd in the second quarter 2017. 
it was expected that the cuts would begin from January reaching the 
required amount in april 2017.

 
Table 2.  
Russia’s oil production cuts schedule under the agreement with OPeC 

Cuts January february March april May June

thousand bd 50 100 200 300 300 300

mt 0.20 0.40 0.80 1.20 1.30 1.20

source: media, VyGOn Consulting

 
an 11.2 mbd liquid HC production in October 2016 is an absolute 
record high since the ussR collapse. keeping up this daily production 
rate would mean 561 mt of annual output over entire 2017 (this 
is close to our last-year forecast, see VyGOn Consulting’s report 
“Russian oil industry: 2015 results and outlook for 2016-2017”, May 
2016).

since the beginning of active Russia/OPeC negotiations in the 
summer of 2016, the companies increased their production by 
374,000 bd relative to January-august 2016 average (figure 21). 
this growth was due to adding several major greenfields at that 
time – such as suzunskoe field (Rosneft), filanovskoe field (lUKOil) 
and messoyakhskoe field (Jv Gazprom neft and Rosneft), as well 

agreement with oPec: 
fIRST RESULTS
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as due to seasonal nGl production hikes (Gazprom). in addition, 
Gazpromneft boosted its production at previously added greenfields 
(novoportovskoe and Prirazlomnoye fields).

according to our estimates, optimization on existing wells was actively 
carried out in september-October, such as workover transfers, pump 
operational changes, more short-term well interventions, etc. all this 
allowed tatneft and other viOCs exactly in this period to dramatically 
increase production at mature assets in western siberia on the 
production decline track.

Source: Thompson Reuters, Russian Ministry of Energy, VYGON Consulting

Fig. 21 Liquid HC production in Russia in 2016 to initial 3 months 2017 
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according to official statistics, Russia meets its pledge under the 
production cuts agreement with OPeC, even moving a little ahead 
of schedule. in January 2017, the production cut amounted to about 
120,000 bd while in march already 180,000 bd (at 7.3 bbl to metric 
ton ratio). according to Russian Minister of energy Mr. a.novak, 
Russia’s production cuts commitment of 300,000 bd was achieved 
in late april 2017.

Without prejudice to important efforts by the companies to implement 
Russia’s commitments on production cuts, it should be noted that 
there have been certain factors at the beginning of the year helping cut 
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the production without serious detrimental effects on the corporate 
investment in development:

 � the above discussed optimization of oil well operation in 
september-October 2016 has been temporary, so cutting 
production from the October reference level will be relatively 
easier for the companies;

 � abnormally cold weather was observed in January 2017 all 
over Russia while the temperature fell below -60°C in the key 
production region of western siberia. some of the production 
was suspended in such circumstances;

 � though not very well pronounced, seasonality in the liquid 
hCs production in Russia is caused by specific fluctuations 
in drilling volumes. as a result, production tends to increase 
in september-december and stagnate or even fall in the first 
quarter of the year. 

it will be much more difficult for the companies to maintain production 
at the May 2017 level (10.9 mbd) further into the year both in terms 
of technology and economics.

important factor to project oil production in Russia in the short term 
is how a company chooses production cuts. key methods to reduce 
production are:

 � delay and/or slowdown of drilling rates at the new fields;

 � reduce drilling volumes and/or delay completion of new wells 
for existing assets;

 � workover delays, optimization of existing well operation 
modes, wells conservation.

Choosing an appropriate method for each company depends on 
a field composition, their geological and development properties 
and maturity.

Major part of investments required for developmental construction 
at new and recently-launched fields  has already been made, so any 
delay significantly worsens the economics of such projects. moreover, 
almost all new assets (except those in khanty-Mansiysk autonomous 
district) enjoy mEt benefits, which are limited in time, and thus 
delaying production is unprofitable for the companies. therefore, 
new field delayed development or drilling slowdown is the most 
painful choice in production cuts.
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Optimizing the operations on active wells designed to temporarily 
reduce production involves technological risks of not returning to 
previous production levels.

Reduced drilling on brownfields will trigger higher rates of baseline 
production decline, and specifically, affect production volumes over 
next years.

according to the Russian Ministry of energy statistics for January-
March 2017, west siberian assets accounted for the bulk of the 
decline (figure 22), which was explained with a number of factors:

 � firstly, these assets have shown a marked production increase 
in October compared to July 2016, i.e. the reduction starts 
from a high baseline level;

 � secondly, most wells of the West siberian oilfields employ 
submersible electrical centrifugal pumps (esP units) with 
relatively high oil production rates, this enabling the companies 
to optimize operating modes at lower technological and 
economic losses; 

 � thirdly, as mentioned earlier, West siberian fields bear the 
highest tax load on oil production compared with other macro-
regions, i.e. the companies have been reducing the least 
profitable production. for obvious reasons, the effect was 
opposite to the state; 

 � finally, there were some examples of production cuts 
at greenfields. for instance, underproduction of the 
novoportovskoe field compared with planned levels can 
be associated with specifics in crude oil shipping across the 
northern seas, and with the fact that Gazpromneft has no other 
meaningful options to meet their commitments to reduce 
production. Vankor output decline is substituted with higher 
production at suzunskoe field, which comes on-stream backed 
with tax reliefs, as originally planned by Rosneft. the reason is 
limited throughput capacity of Vankor-Purpe pipeline.



VYGON Consulting

May 2017         Russian Oil Industry: 2016 Results and Outlook for 2017-2018

34

* bbl to metric ton ratio = 7,3

Source: VYGON Consulting

Fig. 22 Russia’s production cuts by key assets in first quarter 2017*, thousand bd
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depending on possible developments with regard to the production 
cuts agreement with OPeC, we consider two scenarios of liquid HC 
production in Russia (“six Month agreement” and “twelve Month 
agreement”) to be compared against the ”without agreement” 
scenario.

note that changes in nGl production as associated product is 
determined by the gas industry development trends, namely by 
demand for natural gas in general and relatively higher profitability 
of wet gas extraction. the agreement with OPeC does not apply 
to natural gas liquids, so its production does not depend on the 
scenarios of production cuts.

we believe that nGl production rates will slow down in the next two 
years compared to 2016 to grow by 0.3 mt in 2017 and 2.2 mt in 2018. 
Key contribution will bring the Rospan project (Rosneft) building up 
its production in view of its new gas infrastructure put on-stream in 
2018-2019, and Gazprom/Wintershall joint venture, achimgaz, that 
switches from pilot commercial development to industrial operations 

PRODUCTION SCENARIOS 
in 2017-2018
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by 2018. Partly this buildup will be offset by declining production at 
older assets owned by nortgaz, nOVatek and arktikgaz.

therefore, nGl production under all considered scenarios will 
amount to 34.5 mt in 2017 and 36.7 mt in 2018.

 
GReenfields On tHe Rise

in the second half of 2016, eight large greenfields started production 
in addition to six other assets, which entered into operation over the 
last 2-3 years. in line with corporate plans, another 6 new major 
projects are to come on-stream in 2017-2018, including phase two 
of srednebotuobinskoe field (taas-Yurakh) and dulisminskoe field, 
Yurubcheno-tohomskoe, Kujumbinskoe and Russkoe fields (Rosneft) 
and an EOR project at Yarega field (lUKOil). We have examined 24 
new projects with growth potential of 15.8 mt in 2017 and 13.2 mt in 
2018, on the basis of design levels as announced by the management.

the pace of bringing in new wells and production of the new fields 
is dependent on macroeconomic environment, fiscal regulation, 
geological, financial and other risks, so there is a significant potential 
for actual results deviation from baseline forecasts regardless of 
the OPeC agreement scenario. all projects can be divided into three 
categories by their risks of deviation from the forecast values:

 � “High probability to match planned production level” – 
includes projects that have already been under implementation 
for a long time. some of them are close to peak production. 
Production cuts at such projects may take place in case 
of force-majeure circumstances. such projects include: 
Uvat, talakan, verkhnechonskneftegaz, fields of irkutsk Oil 
Company, burneftegaz, trebs and titov fields, Prirazlomnoe, 
novoportovskoe and Yarudeyskoe fields.

 � “Probability of significant deviation from project levels” – 
includes projects that have been launched in the second half 
2016. they are not complex in terms of geology, but have most 
of the planned wells undrilled, so production could significantly 
deviate from the project levels. such assets include north-
Rogozhkinskoe (spielmann) field, imilorskoe, labaganskoe, 
Messoyahskoe, suzunskoe, naulskoe, Pjakjahinskoe and 
filanovskogo fields. 

 � “Probability of partial deviation from project levels” – includes 
projects that will be put into commercial development in 2017-
2018. they either have very complex geological structures with 



VYGON Consulting

May 2017         Russian Oil Industry: 2016 Results and Outlook for 2017-2018

36

no proven extraction technology or their development critically 
depends on a better infrastructure in the region. typically, 
these assets have low economic efficiency even under available 
tax benefits and reliefs. therefore, addition of such fields may 
be delayed and their production may deviate significantly from 
the planned levels. such assets include: extension phases of 
srednebotuobinskoe and dulisminskoe fields, Kuyumbinskoe, 
Yurubcheno-tohomskoe, Russkoe and tagulskoe fields, EOR 
project at Yarega field. 

based on the above classification, the projects with a high probability 
of actual production deviation from design levels account for 1.5 mt 
of oil production in 2017 and 4.8 mt in 2018 (figure 23).

* Biggest greenfields (24 projects)

Source: corporate plans, VYGON Consulting

Fig. 23 Production of key greenfields* by category depending on production deviation risks, mt
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with the exception of imilorskoe and north-Rogozhnikovskoe 
(spielmann) fields that qualify for the profit-based tax regime (ndd), 
all greenfields under consideration enjoy preferential treatment 
under Met and/or export duty. therefore, cutting their production 
or postponement of commercial development within the OPeC deal 
would result in a very high revenue loss to the companies.

Given the size of novoportovskoe field chosen by Gazpromneft to 
implement its production cuts quota in first quarter 2017, we assume 
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that, if the agreement with OPeC is not extended, this asset would 
be able to catch up before the end of the year. therefore, we do not 
expect any substantial impact on the greenfields production under 
the “six Month agreement” scenario.

However, if the deal is extended to the end of 2017, it will probably 
require to postpone addition and/or drilling of some new fields to keep 
up an acceptable level of production at existing assets. according 
to our estimates, the greenfields under this scenario will have to 
contribute to “freezing” the production by about 2.7 mt annually in 
2017-2018.

 
BROwnfields will sHOuldeR tHe Bulk Of iMPaCt fROM OPeC 
deal 

based on production trends in the first quarter of 2017, the oil 
companies chose to carry out main cuts on their old assets of west 
siberia without tax benefits. We expect this approach to prevail in 
case the agreement with OPeC is extended to the end of 2017.

we believe that some companies will still need to reduce drilling 
compared to 2016 to meet quotas on production cuts. such assets 
include surgutneftegaz fields in West siberia, lUKOil assets in Komi 
and West siberia, fields of slavneft and Rusneft. Under the “six month 
agreement” scenario (no agreement extension), our forecast for 
2017 assumes new production drilling growth rates in Russia will 
slow down to 3-5% in 2017 and 10% in 2018.

under the “twelve Month agreement” scenario (agreement 
extension), well optimizations alone may turn to be insufficient to 
reduce production, and we therefore expect declines in drilling in 
2017 to be hardly more than 1-2% as a deeper cut would severely 
affect production base for the future periods. Performance of new 
wells at existing assets goes down. the average production rate of 
new wells in 2016 has fallen by 11% compared to 2015, so it will be 
necessary to increase drilling to cover at least 90% of the baseline 
production drop year-on-year. 

differing impacts in scenarios “six month agreement” and “twelve 
Month agreement” are associated with the prolongation of well 
optimizations effects on the existing well stock (short-term well 
suspensions, pump operation adjustments etc.) of some assets over 
the remaining half of the year, as well as the need to reduce drilling 
compared to 2016 to secure total production level of 546.5 mt in 2017 
if the deal with OPeC is renewed.
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* Production from 2012 carryover wells.

Source: VYGON Consulting

Fig. 24 Russian production of liquid HCs by categories in 2013-2018, mt
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the “six Month agreement” assumes that further production growth 
to 554 mt in 2017 and 567 mt in 2018 will be possible, which is 4 mt 
below the estimated production capacity that could be achieved in 
the absence of the deal with OPeC. 

the deal extension impact on brownfields by the end of 2017 will be 
more substantial – foregone production will total 11.8 mt compared 
with the ”without agreement” option in 2017, while the total 
production of liquid HCs will drop to 546.4 mt (figure 25). declines 
in drilling rates and new well additions by more than 7-8% relative to 
2016 will greatly affect the level of production in 2018. the impact may 
total about 15 mt compared with the speculative scenario, although 
production will grow up to 556.7 mt.
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Source: VYGON Consulting

Fig. 25 Production of liquid HCs under the various scenarios in 2017-2018, mt
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in theory, production of liquid HCs in Russia under “twelve Month 
agreement” scenario may even fall in 2018 provided that the oil 
companies will hold their output mainly by restricting new drilling 
in 2017. 

we believe that this is unlikely as some potential of optimizations 
does exist, such as temporary well suspension and changing well 
operation modes, as well as possibility to defer completion of new 
drilled wells to start their operation after the expiry of the production 
cuts agreement.
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Source: VYGON Consulting

Fig. 26 Liquid HC production in Russia under different OPEC agreement scenarios
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analysis Of 2016 ReVenues

according to the budget statistics, the oil and gas revenues include 
only two taxes (Met and export duty). in 2016, they decreased by 
1,100 bln rubles compared to 2015 and totaled 4,800 bln rubles 
(17.2% of consolidated budget revenues) (figure 27). Other taxes 
paid by oil and gas companies, such as profit tax, property tax and 
other taxes not included in the oil and gas revenues in accordance 
with the budgetary classification amounted to 1,500 bln rubles and 
stayed virtually unchanged compared with 2015. thus, the entire 
scope of oil and gas revenues decreased from 7,300 bln rubles in 
2015 to 6,300 bln rubles in 2016.

at the same time, revenues from other sectors increased by 2,200 
bln rubles thus bridging the gap in oil and gas revenues, and as a 
result, the total consolidated budget revenue in 2016 rose by 1,300 
bln rubles.

budGet And oil 
industry revenues

BUDGET REVENUES fROM 
OIL AND GAS SECTOR
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therefore, due to the fall in oil prices the share of taxes from the oil 
and gas industry in the state income dropped markedly to 22.4% in 
2016 while it stood at 32.6% of all revenues in 2014.

*** rounding error present
*** other taxes from oil&gas sector not being part of oil&gas revenue under budgetary classification
*** non-oil&gas revenue under budgetary classification other than revenues from oil&gas sector 

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 27 Revenues of the Russian consolidated budget in 2014-2016, trillion rub.
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a lion’s share in oil and gas revenues is made up by revenues from 
the oil industry companies. in 2016, they accounted for 77% of oil and 
gas revenues, the rest is revenues from the gas industry (figure  28).

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 28 Structure of entire oil and gas revenues in 2016, trillion rub.
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Oil revenues of the consolidated state budget fell from 5.5 in 2015 to 
4.9 trillion rubles in 2016 (figure 29). the most significant factor of 
changes in tax revenues in 2016 were oil prices as budget revenues 
fell by 1.5 trillion rubles following the oil price downward trajectory. 
Ruble weakening against Us dollar partly offset losses (+ 0.4 trillion 
rubles).

the second most important factor of changes in oil industry tax 
revenues is tax legislation adjustments. it is well known, that since 
2014 the industry has been going through a “big tax maneuver” (BtM), 
which in 2016 allowed for cutting the crude oil export duty rate from 
0.42 to 0.36, increasing the Met rate for crude oil from 766 rub/t to 
857 rub/t and modifying the excises. applying these settings in 2016 
would have added 0.2 trillion rubles to the budget. However, faced 
with budget deficit the government decided to change tax legislation, 
in particular, the crude oil export duty rate was kept at 0.42 and as a 
result budget revenues rose up by 0.2 trillion rubles.

subsequent amendments in the tax and customs legislation secured 
higher budgetary proceeds – by 0.4 trillion rubles (figure 29).

Source: VYGON Consulting

Fig. 29 Key factors affecting changes in federal budget oil revenues in 2016, trillion rub.
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bUdGEt REvEnUE sCEnaRiOs fOR 2017-2018

under the “twelve Month agreement” scenario, Brent spot price 
are expected to rise to $55/bbl in 2017 (urals blend to $53/bbl), and 
this factor will determine the growth of budget income by 1.9 trillion 
rubles while the stronger ruble will reduce this effect by 0.9 trillion 
rubles.

applying the tax rates as was originally stipulated under BtM would 
cut budget revenues by 0.3 trillion rubles, however, following strategic 
adjustments to the tax system (higher Met for crude oil and excise 
taxes) the state will receive extra 0.37 trillion rubles. Consequently, 
budget revenue growth due to tax legislation changes in 2017 is 
estimated at 0.1 trillion rubles, i.e. tax environment for oil industry 
continues to deteriorate.

Source: VYGON Consulting

Fig. 30 Key factors of changes in consolidated budget revenues in 2017 under the “Twelve Month 
Agreement” scenario, trillion rub.
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thus, the main source of higher oil revenues in 2017 is the oil price 
growth, which is achieved through the conclusion of a production 
cuts agreement with OPeC. according to our estimates, production 
restrictions under the “six Month agreement” scenario (see the 
chapter “Production of liquid hydrocarbons”) will lead to an increase 
in urals price in 2017 from $41/bbl to 46 $/bbl and to $53/bbl under 
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the “twelve Month agreement” scenario.

Positive higher price effect under both scenarios of the OPEC deal is 
considerably higher than the negative impact of production cuts and 
stronger ruble compared to “without agreement” scenario as extra 
budget revenues amount to 396 bln rubles under the “six Months 
agreement” scenario and 850 bln rubles under the “twelve month 
agreement” scenario (figure 31).

Source: VYGON Consulting

Fig. 31 Changes in consolidated budget revenues under different OPEC agreement scenarios 
in 2017-2018, trillion rub.
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in 2018, budget revenues from the OPEC agreement will also by far 
exceed losses from production cuts. However, as the cuts will be 
stronger, extra budget revenues will decline as well compared to 
2017.

under the “six Month agreement” scenario, additional budget 
revenues will total 356 bln rubles, while under the “twelve Month 
agreement” scenario – to 677 bln rubles (figure 31). However, risks 
will be higher, too. if the production cuts are done but fail to impact 
the world market in the right way, the state is likely to lose more 
than 200 bln rubles.
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slumping oil prices in 2016 have not led to lower corporate eBitda 
of the oil companies due to several factors: the major ones are lower 
taxes and ruble devaluation, as well as improved production efficiency 
(figure 32). a similar pattern is observed in 2017/2018, where rising 
oil prices under the “twelve Month agreement” scenario will mainly 
impact budget revenues while corporate eBitda will grow at a 
significantly lower rate.

** rounding error present
** forecast under “Twelve Month Agreement” scenario

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 32 Oil-based consolidated budget revenues and oil industry EBITDA in 2015-2018, trillion rub.
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as a result of such interaction, the government share in the “oil pie” 
(oil companies’ net cash flow before taxes) falls when oil prices go 
down in 2015 and 2016, while with rising oil prices in 2017-2018 the 
share of the government will increase, as well (figure 33). thus, 
the government takes a lion’s share of the increased revenues as a 
result of the oil price rally, and when oil prices fall the budget also 
suffers more while the companies have their financials changed less 
significantly.

OIL INDUSTRY 
fINANCIAL RESULTS
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** companies’ net cash flow before taxes is a difference between EBITDA increased by a sum of taxes excluding profit tax and 
    capital investments
** forecast under the “Twelve Month Agreement” scenario

Source: VYGON Consulting

Fig. 33 Share of the government in net cash flow of oil companies before taxes in 2014-2018*, 
trillion Rub (%)
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weak dependence of oil companies’ eBitda on oil prices results in the 
fact that oil prices growth has less significant effect in comparison to 
production cuts (figure 34). in 2017, oil companies’ losses under the 
“six Month agreement” scenario compared to “without agreement” 
scenario would amount to 18 bln rubles, while under the “twelve 
month agreement” scenario – to 84 bln rubles.



May 2017          

VYGON Consulting 47

Russian Oil Industry: 2016 Results and Outlook for 2017-2018

** rounding error present

Source: VYGON Consulting

Fig. 34 Changing EBITDA of oil companies under different OPEC agreement scenarios in 2017-2018, 
trillion rub.
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in 2018, production cuts are higher compared to 2017, so losses 
of the oil companies build up appropriately. under the “six Month 
agreement” scenario, the losses are up to 21 bln rubles while under 
the twelve Month scenario – to 121 bln rubles (figure 34).

the agreement with OPEC is beneficial to the state because extra 
revenues generated by higher oil prices by far exceed the budgetary 
losses from production cuts, although the story is different for the 
oil companies as their financial performance goes down as a result 
of the OPeC deal.

sensitivity analysis of  corporate eBitda and budget revenues to 
changing factors under the scenarios of agreement with OPeC 
indicates that the oil prices impact on budget revenues is much 
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stronger than all other factors, while for oil companies the impact 
of oil prices is offset by the dollar exchange rate factor (figure 35).

Source: VYGON Consulting

Fig. 35 Sensitivity of corporate EBITDA and budget revenues to changing factors in 2017 under the 
“Six Month Agreement” scenario, bln rub.
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it should be noted that despite the fact that the impact of declining 
oil production on the industry is negative in both cases (“six Month 
agreement” and “twelve Month agreement”), this is much better than 
what could happen if the government raised the taxes. One may say 
that the state has discovered a less painful option for the industry to 
replenish the budget for the next two years. to compensate losses 
caused by lower oil production, the industry may ask for an extension 
of the profit-based tax (ndd) experiment to include flooded fields and 
waiving a higher Met rate.
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all materials presented in this paper are solely for informational 
purposes and only reflect private judgment of the authors and shall 
not be considered as an urge or recommendation to commit any 
actions.

VyGOn Consulting and its executives shall not be responsible for 
the use of the information contained herein, for any direct or indirect 
damage resulting from the use of this information, as well as for the 
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