1.

Introduction: can Russia and its oil
companies handle change?

This book examines Russia’s capacity to respond to a changing world, as seen
through the lens of the country’s oil companies. The reasons for this choice
of topic are the central role of the petroleum sector in the Russian economy,
the great importance of Russian oil and gas to the world’s energy supply and
the rapid pace of change in the global energy industry. The petroleum sector
accounts for 40% of the Russian state’s income (TASS 2018) and employs
over 1.1 million people, with more than 400 000 working for Gazprom alone.
Russia is also the world’s largest energy exporter, and Russian foreign policy
is interwoven with market access, cooperation and investments in the energy
sector (Casier 2011; Hendrix 2015; Jirušek et al. 2017; Kalehsar and Telli
2017; Proedrou 2017; Wigell and Vihma 2016).
The Kremlin maintains a firm grip on Russia’s oil and gas industry by
controlling the largest producers, Gazprom and Rosneft, by setting framework
conditions for the operations of other companies and by doling out tax breaks
and other privileges to preferred actors. However, the actual work in the
petroleum sector is done by the companies themselves, regardless of whether
they are wholly or partially privately owned. How these companies cope with
a changing world is decisive for the fate of the Russian petroleum industry and
thus for Russia. This book, therefore, focuses on these organizations rather
than the role of the state.

THE CHALLENGE OF CHANGE
Russian oil companies must deal with many types of change, such as oil
price swings, currency fluctuations, the rise of shale oil, Western sanctions
over the conflict in Ukraine, the shift of oil consumption growth to Asia
and the increasing salience of climate policy. In the long term, the most
important of these may be climate policy, which is upending the global
energy system.
World energy markets are subject to continuous incremental change and
occasional technology-driven tsunamis referred to as ‘energy transitions’
(Fouquet 2016; Fouquet and Pearson 2012; Grubler 2012; Meadowcroft 2009;
Smil 2010). Past energy transitions have been associated with the emergence
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of disruptive technologies, such as electricity, the internal combustion engine
and nuclear power. Climate policy is now driving a new energy transition
towards renewable energy, especially solar and wind power. This transition
may change international demand for the products of Russian oil companies, in
addition to putting pressure on the companies to reduce their direct emissions.
How Russia and its oil companies deal with this and other changes will be one
determinant of the country’s strength in global affairs (Overland and Kjaernet
2009).
Many East Asian and Western companies are locked in battles of innovation
and counter-innovation – for example Apple, Huawei and Samsung in telephony; or Build Your Dreams (BYD), Nissan and Tesla in road transport. To
play a role in the evolving world, Russia’s major companies must be able to
manage change and, ideally, even become its drivers. If there is one area where
they have a chance of doing this, it is in the petroleum sector, where they have
such a strong position and rich history. It dates all the way back to the first oil
well and refinery in the town of Ukhta in the Komi Republic in 1745. Russia’s
current position as the world’s biggest combined oil and gas exporter could
also, in principle, give it an upper hand in driving change (Poussenkova and
Overland 2018, p. 261).

HYPOTHESIS: RUSSIAN OIL COMPANIES LACK
FORESIGHT
This book seeks to answer two main questions. First: How are Russian oil
companies tackling the changing global context? This question concerns both
how Russian actors think about the future and plan for it, and how they handle
change once it happens. In other words, this question is about the adaptability
of Russian actors. Second: How are the companies themselves changing? This
concerns the people in charge, their corporate culture and political connections
and the companies’ oil reserves.
Our working hypothesis is that Russian organizations, including oil companies, are not good at foreseeing and adapting to change. Gustafson (2012, p. 2)
writes that ‘despite two decades of tumultuous changes, the pull of the past – of
the assets and mindsets of the Soviet legacy – remains strong. Yet the Russian
oil industry is now exposed to a global energy system that is itself experiencing
a revolution. Consequently, it too is under pressure to change.’ Dixon (2008,
p. 42) adds that ‘in transition economies, many of the big state-owned enterprises have become corporate dinosaurs, entrenched in old behaviours and
unable to make the first steps of change to adapt to a changing environment’
(also see Peng 2000).
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We present our hypothesis in the spirit of Popper – as something to try
to shoot down. However, it is not difficult to find anecdotal evidence from
Russian history to back it up. The Communist Party appeared unprepared
for the steep decline of the oil price in the 1980s, and both the party and
Soviet society at large seemed to be caught unawares by the unravelling
of the Soviet Union in 1991, to which the low oil price greatly contributed
(Friedman 2006; Kotkin 2008; Reynolds and Kolodziej 2008). Since then,
Russian oil companies have matured, worked closely with their international
counterparts and expanded into foreign upstream and downstream markets
(Henderson and Ferguson 2014). Nonetheless, for years, they continued to
deny the significance of the shale revolution (Davydova 2017b; Grealy 2012;
Spencer and Hansen 2012). Russian energy actors (along with some of their
Western colleagues) have also been among the world’s most entrenched
climate sceptics, even though Russia is a signatory to both the Kyoto
Protocol and the Paris Agreement.
One possible explanation for this laggardness could be the age and gender
composition of the top managers of the Russian oil companies. They tend to
be exclusively elderly men, few of whom have any foreign education (Figures
1.1–1.3).

Figure 1.1

Age of CEOs and board members of Russian oil companies

Source: Compiled by the authors based on a large number of sources.
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Figure 1.2
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Gender of CEOs and board members of Russian oil
companies

Source: Compiled by the authors based on a large number of sources.

Figure 1.3

Foreign education among CEOs and board members of
Russian oil companies

Source: Compiled by the authors based on a large number of sources.
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Another possible explanation for the laggardness noted above could be that
Russian business is characterized by a grab-and-run mentality and, therefore, simply does not care much about long-term change. This impression is
supported by the rough experiences of some foreign companies and businesspeople in Russia (Bogdanova 2015; Dahlgren 2009; Fabry and Zeghni 2002;
Liuhto 2010). The post-Soviet period witnessed upheaval and socio-economic
instability; property rights, in particular, were insecure and susceptible to
revision (Adachi 2010; Gans-Morse 2017; Ledeneva 2013; Person 2016;
Walker 2015). Fortunes were amassed and lost in short shrift, and investment
horizons were correspondingly limited. The lifestyles of many Russian businesspeople seemed to indicate that they considered it more important to enjoy
the moment than to secure their wealth, as they found it difficult to control or
predict what would happen in the long term anyway. If this is a correct reading
of post-Soviet society, Russian oil companies should, indeed, be expected to
be more concerned with quick profits than with anticipating and preparing for
long-term global change.
As a corollary to the assumption of post-Soviet short-termism, it could be
argued that Russian oil companies are geared towards milking what remains of
the Soviet resources and infrastructure rather than doing the demanding work
needed to create something new and financially sustainable. Few discoveries
of major oilfields have been made in the country in the past 30 years; instead,
the oil companies have subsisted on the discoveries from the Soviet period
and legacy fields, such as Samotlor and Vankor. Also the infrastructure was
largely built during socialism, in particular the oil and gas pipelines. At times,
Russia’s entire post-Soviet society has seemed to be one large asset-stripping
operation, selling off everything from scrap metal to human resources – and
oil. In this regard, Russia is a rentier state in a very literal sense: not only does
it live off the easy-come, easy-go income from oil, but within the petroleum
sector it is milking the infrastructure, competencies and structures inherited
from the ancien régime. According to Gustafson (2012, p. 5),
Russia’s oil industry and the Russian state are not well-prepared to deal with the
coming challenge. They have spent the last two decades competing for control of the
inherited oil assets and rents instead of cooperating to modernize the industry better
and prepare for the next stage ahead . . . The result is an industry that compared with
its world peers, lags behind the rapidly moving front of a global oil business that is
in the midst of a technological and managerial revolution.

Another factor that may arguably weaken the capacity of Russian actors to
deal with change is conservatism. The longevity of the Soviet system, and the
tsarist system before it, could be interpreted as an indication of a deep conservative current in Russian society. Marxist communism originated as a fashionable ideology in the West but later metamorphosed into a range of socialist and
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social-democratic ideologies. When this fashion reached China, Cuba, Russia
and Vietnam, it instead became entrenched and served as the static organizing
principle for the state and society for over half a century.
It seems that many Russians like things to stay the way they are and, therefore, tend to stick their heads in the sand rather than face changing markets,
technologies and social and economic systems (Kennaway 2000). It is difficult
to confirm or reject such an argument unequivocally. However, through a systematic review of empirical data, we can explore the argument in question in
greater detail.

SUDDEN AND GRADUAL CHANGE
We can distinguish between two main types of change faced by oil companies.
The first type is sudden, taking from a few days to a few years and relating to
dramatic political and economic events, such as wars, coups, international conflicts, oil price spikes and stock market crashes. Notable examples include the
2008 financial crisis, the 2014 oil price collapse, the conflict between Russia
and the West over Ukraine and the ensuing sanctions targeting the Russian
energy sector.
The second type of change takes place over a longer period – years or even
decades. Such change may be gradual and unnoticeable, or it may be the sum
of many small increments, sometimes in a pattern of two steps forward and one
step back. Although it is less dramatic than a sudden change, its consequences
can be as great, and the moment of realization of what is happening can be
sudden. Notable examples of gradual change in the petroleum sector include
the expansion of offshore oil and gas extraction in the OECD (Organisation
for Economic Co-operation and Development) countries during the 1970s
(Correljé 2018; Overland 2018; Wright and Boué 2018), declining production
from the Soviet legacy oilfields in Western Siberia (Gustafson 2012), the shift
in oil demand growth from the West to East Asia (Overland 2015), the rise
of shale oil (Boersma and Johnson 2012), the increasing interconnectedness
of regional gas markets due to the expansion of liquefied natural gas (LNG)
(Wright 2017) and the incipient electrification of transport (Sovacool 2017).
Sudden changes are inevitably linked to gradual developments, and gradual
developments may take new directions due to sudden changes. It can, therefore, be difficult to classify events such as the Paris Agreement as sudden or
gradual. After years of failed negotiations in Bali, Cancun, Copenhagen, Doha
and Warsaw, it was difficult to predict whether an agreement would be reached
in Paris in 2015 – until it actually happened (Hufbauer and Kim 2010). On the
other hand, the push towards a more comprehensive and harder-hitting climate
policy has been consistent since the early 1990s (Campbell 2013; Sprinz et al.
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2016). One could, therefore, argue that it was likely that an agreement would
be signed sooner or later after years of glacial negotiations.

ANALYTICAL TOPICS
In each of the company chapters that make up the bulk of this volume, we try to
touch on the same topics. They can be divided into two groups. Group I topics
profile each company in terms of its role in Arctic and offshore oil extraction,
internationalization, transparency and innovation. Group II topics have been
selected specifically to assess the companies’ adaptability to a changing
global environment. They include some of the major international energy
developments that have affected Russian oil companies since the turn of the
millennium and their responses to these developments, including the shale
revolution, oil price volatility, sanctions and climate policy.
Group I Analytical Topics
The Arctic
With the decline of the onshore Soviet legacy fields, Russian companies are
being forced to migrate northwards and offshore. From 2016 to 2017, Russia’s
Arctic oil production grew by 10% (TASS 2017). President Putin (cited in
Kramer 2011) stated that the Kara Sea alone would require USD 500 billion
in investments. The Arctic is financially and technologically challenging
for Russian companies on their own, and international oil companies have
had a standing invitation to help develop Russia’s Arctic petroleum frontier
(Overland et al. 2013). Consequently, the Arctic is perhaps the most important
arena for interaction between Russian companies and their international peers.
Despite this, the sanctions and falling oil prices largely undermined the potential for interaction from 2014 onwards (Aalto 2016).
Offshore
Russian petroleum development is increasingly taking place offshore, namely
in the Arctic Ocean, the Caspian Sea and the Pacific Ocean. Not coincidentally,
the sanctions against Russia over its role in the conflict in Ukraine specifically
target Arctic and offshore oil and gas developments – an attempt to hit where
it hurts (Fjaertoft and Overland 2015).
An important feature of offshore developments is that their costliness
renders them vulnerable to oil price volatility (Overland et al. 2015). This is
doubly true when they are located in the Arctic or other remote areas with
harsh climatic conditions, such as the Sea of Okhotsk. The Shtokman gas and
condensate field in the Barents Sea once received considerable attention from
both Russian and foreign companies but was shelved because of the costs of
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developing the field as well as falling gas prices (Henderson and Moe 2016;
Overland et al. 2015). When oil and gas prices drop, the competition between
petroleum provinces intensifies, and the most expensive areas see a decline in
investment. Russian Arctic offshore resources are especially exposed because
of compounded risk. Like the rest of the Arctic, costs are driven up by the harsh
climate and distance to markets; in Russia, political risk comes on top of this.
Internationalization
For Russian companies, the Arctic and offshore are frontiers where they can
benefit from partnering with international companies (Aalto 2016). Some
deals between the Russian and international companies are in the range of tens
of billions of dollars, such as the alliance between ExxonMobil and Rosneft
forged in 2011 or the agreement between Gazprom and China National
Petroleum Corporation (CNPC) on gas exports signed in 2014 (Lunden et
al. 2013; Sharples 2016). These relationships serve as an important interface
between Russia and the world. They have sometimes been characterized by
conflict and trouble, as in the relationship between BP and Gazprom over the
Kovykta gas field in Siberia or between Shell and Gazprom in the areas off
Sakhalin Island (Henderson and Moe 2016; Kyj and Kyj 2010; Locatelli 2006;
Sevastyanov 2008). Partly because of such past quarrels and partly because of
the Western sanctions against Russia, there has been a shift away from partnerships with Western companies to Chinese and other Asian oil companies
(Overland and Kubayeva 2018).
The other side of this interface is the Russian oil companies’ own projects
overseas. For several companies, such projects have been important to diffuse
risk and gain experience, access new petroleum reserves, strengthen political
ties with strategic partner countries such as Venezuela or as a token of a desire
to be seen as serious actors on the international scene. As a result, the Russian
oil companies are present in many parts of the world (Figure 1.4).
Transparency
The more involved Russian oil companies become with Western companies
and institutions, the more important it is for the Westerners that the Russian
companies are seen as transparent. This is especially true when the Russian
companies are listed on foreign stock exchanges with many international
investors acquiring stakes. Table 1.1 gives Ivolga et al.’s (2018) assessment
of the transparency of Russian companies in the petroleum sector, including
small and large ones as well as subsidiaries. In this book, we provide an alternative perspective on the major companies italicized in the table.

Indra Overland and Nina Poussenkova - 9781788978019
Downloaded from PubFactory at 01/08/2023 10:57:23PM
via free access

Introduction: can Russia and its oil companies handle change?

Figure 1.4

9

Russian petroleum foreign direct investment (FDI) projects
around the world (2018)

Note: Light grey = one Russian oil company present; dark grey = two; black = three.
Source: Compiled by the authors based on a large number of sources.

Table 1.1
Company

Transparency ratings of Russian oil and gas companies
Score

Company

Score

Zarubezhneft

5.3

Slavneft

3.5

Novatek

5.1

Transneft

2.5

RussNeft

5.1

Neftisa

1.4

Bashneft

5.1

Salym Petroleum

1.0

Rosneft

4.9

Transoil

0.9

Tatneft

4.6

Tomskneft

0.0

Gazprom

4.4

LUKOIL Garant

0.0

Surgutneftegas

4.3

Transnafta

0.0

LUKOIL

4.1

Eurasia Drilling

0.0

Gazprom Bureniye

3.7

Note: Score 0–10, where 10 denotes most transparent. The companies covered in this book have
been italicized.
Source: Ivolga et al. (2018).
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Innovation
Innovation is closely linked to foresight and thus serves as a bridge to Group
II topics. In order to innovate, companies must see and understand how energy
demand may develop in the future. President Putin has repeatedly called on
major Russian companies to be more innovative (Putin 2017b), and Dmitry
Medvedev made innovation the centrepiece of his presidency (Overland
2011). Nonetheless, there is a lingering impression that Russian oil companies
are not innovative. It therefore makes sense for us to pay attention to any innovation efforts on the part of the companies.
Group II Analytical Topics
The purpose of the following set of analytical topics is to assess the adaptability of
Russian oil companies to a changing global environment, in particular their responses
to major international energy developments after the turn of the millennium.
Shale oil and gas
The North American shale revolution shook international markets (Figure 1.5).
This development was particularly important for Russia, both as the world’s
largest combined oil and gas exporter and as a country that opposes the United

Figure 1.5

Growth in US shale oil and gas production

Source: EIA (2019a, 2019b); IEA (2019).
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States on many fronts (Overland et al. 2013, p. 146). However, for a long time,
prominent Russian actors remained outspokenly sceptical about shale oil and gas
(Davydova 2017b; Grealy 2012; Spencer and Hansen 2012). Deputy Head of
Gazprom Alexander Medvedev referred to shale gas as ‘a bubble’, and chief executive officer (CEO) Alexey Miller argued that shale gas would remain a luxurious
side dish: ‘If you like foie gras, that doesn’t mean you no longer need a regular
steak’ (cited in Elder 2012). Shale oil and gas are, therefore, of particular interest
in a discussion of how Russian companies relate to the changing world.
Oil price
Oil companies must always be prepared for price fluctuations. From 1999 to
2008, the oil price skyrocketed from USD 20 to USD 140 per barrel; it subsequently fell to USD 40 in 2009 but bounced back again to USD 120 in 2011 and
fell again to USD 30 in 2016 (Figure 1.6). As oil projects have long lead times,
with decades between an investment decision and decommissioning, fluctuating prices pose a major challenge (Arezki et al. 2017; Clo 2000; Shaukat Khan
et al. 2016). Gustafson (2012, p. 4) writes about the long period of rising prices
from 1999 onwards: ‘For the Russian elites, these were heady times – high oil
prices were “here to stay” – and they became cocksure and complacent.’ The
same could be said of many oil-driven elites around the world.

Figure 1.6

Oil and gas prices

Source: Index Mundi (2020); EIA (2020).
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Sanctions
The Western sanctions against Russia over the conflict in Ukraine targeted
offshore, deep-water, unconventional and Arctic oil as well as specific Russian
oil companies and individuals in the Russian petroleum sector (Fjaertoft and
Overland 2015, p. 66).
The conflict in Ukraine and the introduction of sanctions against Russia
coincided with the collapse of the oil price in 2014. In the preceding years,
Russian oil companies had been incurring debt based on high oil price valuations of their assets and future income. The sanctions thus came at an inopportune moment for the Russian companies, revealing some of the political risks
they face concerning Russian-Western relations.
Climate policy and energy transition
The most profound and long-term changes underway in the energy sector are
driven by climate policy, which is increasing the pressure for a transformation
of the energy mix. By 2050, there may be between 40% and 65% renewable
energy in the global energy mix, up from 13% in 2012, depending on whether
one uses the scenarios of the International Energy Agency (IEA) or the
International Renewable Energy Agency (IRENA) (O’Sullivan et al. 2017,
p. 9). However, the scenarios of both these organizations envisage the rapid
expansion of renewable energy and a corresponding lesser role for fossil fuels.
While rising energy consumption may ensure that there is still a significant
market for oil and gas, energy efficiency will pull in the other direction, rendering the prospects for oil companies uncertain.
Worldwide, oil companies have been slow to recognize these developments (Ben-Amar and McIlkenny 2015; Besio and Pronzini 2014; Hiatt et al.
2015; Mitchell and Mitchell 2014; Schlichting 2013). ExxonMobil’s denial
of climate change has received particular attention (Supran and Oreskes
2017). However, some international oil companies – such as Shell, Equinor
and Total – have started positioning themselves for an energy transition by
beginning to shift some capital from the petroleum sector to solar and wind
power. How, then, are Russia’s oil companies coping with the implications of
climate change and evolving climate policy? Are they experiencing a ‘Kodak
moment’, underestimating the potential of emerging politics and technologies
and overestimating future demand for their products (Griffin et al. 2015; van
der Ploeg 2016)?
On the one hand, if the companies take their cue from the official policy
of the Russian state, they might not be entirely unprepared for the effects of
climate policy on energy demand. Compared to China or the United States, for
instance, the Russian state has been relatively consistent in its support for international climate policy in the international diplomatic arena. Unlike those two
countries, Russia ratified the Kyoto Protocol, thereby enabling it to come into
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force and saving it (Henry and Sundstrom 2007, p. 47). Russia subsequently
over-fulfilled its Kyoto Protocol emissions reduction targets, thus helping
compensate for countries that did not fulfil their own targets (Putin 2017a). In
2013, and again in 2015, the Russian government established support schemes
for renewable energy (Boute 2016). In 2017, the Working Group on Climate
Change and Sustainable Development under the Presidential Administration
launched an all-Russian climate week with 422 events across the country
(Valeeva 2017). Of direct relevance to this book is the government’s signal
that it will introduce legislation limiting greenhouse gas (GHG) emissions
from Russian companies and establish targets for the use of associated petroleum gas (APG) from oil production (Davydova 2017a).
However, in many other ways, Russia has remained a laggard on climate
change and its oil companies might also be expected to perform below average.
Russia was one of the last major greenhouse gas emitters to ratify the Paris
Agreement, and Russian emissions targets do not match the country’s commitments under international agreements (Sharmina 2017).
Like their American counterparts, some prominent Russians have publicly
been deeply sceptical about climate change (Tynkkynen and Tynkkynen
2018; Skryzhevska et al. 2015). After visiting Franz Josef Land between the
Arctic, Barents and Kara Seas, President Putin declared that climate change
had nothing to do with human activity (cited in Farand 2017; Meredith and
Cutmore 2017). The Executive Chairman of Rosneft, Igor Sechin, has also
publicly expressed scepticism about climate change; arguing that the effect of
anthropogenic greenhouse gas emissions cannot compare to those of volcano
eruptions or rotting algae and stating that climate change is largely due to
30-million-year natural climatic cycles (Sechin, cited in Armitage 2015).
Similar to American President Donald Trump’s statement that climate change
is a Chinese hoax, some major Russian media have cast climate change as
a foreign plot to undermine Russian energy exports or as an American weapon
aimed at Russia (Davydova 2017b). Such statements have caused some
commentators to become highly critical of Russia, arguing that it is failing to
adapt to the new realities of global climate policy: ‘In the new geopolitics of
renewable energy, post-fossil Russia does not have a value proposition . . . Oil
addiction is hard to cure, and Russia is not even trying’ (Kraemer 2017).
As this book is about change, the forecasts of Russian governmental energy
institutions are particularly relevant. Russian Minister of Energy Alexander
Novak stated that electric vehicles will make up only 1% of all cars in the
world by 2035 and, therefore, will not have much impact on oil demand
(Novak 2016). In 2013, several top Russian energy experts published a global
energy forecast that mentions renewables only once and does not mention
climate change at all, although the report is 110 pages long (Makarov et al.
2013). The 2014 175-page issue of the same report mentions renewables 18
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times and climate change five times (Makarov et al. 2014). Only in the 2016
issue did the report start paying serious attention to these topics, with 24 mentions of renewable energy and 15 mentions of climate change – still not much
compared to the attention these topics were attracting in the energy analyses
and forecasting of many other countries (Makarov et al. 2016). In the 2019
issue, the mentions of the renewable energy and climate were still at the same
level, with renewable energy mentioned 26 times and climate change 15 times
(Makarov et al. 2019).
In sum, the Russian state has been sending mixed signals to the country’s
oil companies. How are they responding? Figure 1.7 gives a first impression of
the attention of the companies to climate change. In the chapters dedicated to
each company, we look more closely at how they have been handling climate
policy and its implications for energy demand.

Figure 1.7

Occurrence of ‘climate change OR renewable energy’ per
100 000 words in Russian oil and gas company reports
(2007–16)

Source: Compiled by the authors based on a large number of sources.

While we aim to cover all the topics outlined above in every chapter dedicated
to a company, each company has a unique history and character, and each
chapter, therefore, has a different shape. In addition to the topics outlined
here, we touch on several other topics related to the Russian petroleum sector
without attempting to provide detailed accounts, as these have already been
provided elsewhere in the literature. This includes FDI in the petroleum sector
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(Bayulgen 2014), assessments of oil and gas fields and their decline (Grace
2005), pipeline politics (Barysch 2008; Stulberg 2012), the role of energy in
foreign policy (Hill 2004), the oligarchs and elites (Balmaceda 2008; Bulavka
and Buzgalin 2016; de Graaff 2012; Maury and Liljeblom 2009; Rivera and
Rivera 2014), Vladimir Putin (Appel 2008; Balzer 2005; Goldman 2010), economic reform (Gaddy 2013), Dutch disease and the resource curse (Bradshaw
2006; Gaddy and Ickes 2019; Mironov and Petronevich 2015; Tompson 2005)
and corruption (Cheloukhine and King 2007; Obydenkova and Libman 2015;
Rutland 2015; Smith and Thomas 2015).

SELECTION OF COMPANIES
This book covers the following companies, with one chapter dedicated to
each: Rosneft, LUKOIL, Gazprom Neft, Surgutneftegas and Tatneft. These
five were chosen because they are the largest Russian oil companies. Their
combined value is over USD 180 billion, slightly greater than the gross domestic product (GDP) of Hungary and slightly smaller than that of New Zealand
(Figure 1.8). While the importance of these companies for Russia’s economy,
domestic politics and foreign relations is great, the academic literature on them
is small.

Figure 1.8

Number of employees and market capitalization of Russian
oil companies (2018)

Source: Company websites.
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Although oil-trading companies are also an important part of the Russian
oil industry, we decided not to include them because some are subsidiaries
of oil companies already covered in this book (for example, Litasco belongs
to LUKOIL and Trumpet to Rosneft); they are mostly based outside Russia
(Litasco in Switzerland, Trumpet in Ireland); employ a few people and
information about them is difficult to obtain. Several companies have played
important roles in the past but have been taken over by others. For example,
Bashneft, Itera, Tyumen Oil Company (TNK) and YUKOS were all taken over
by Rosneft, while Sibneft was taken over by Gazprom. Since this book aims
to be current and forward-looking, we have chosen to focus on the current
configuration of the companies rather than that of their past.

CORPORATE GOVERNANCE IN RUSSIAN COMPANIES
The governance structures of Russian companies often resemble those in the
West in form but differ in content (Deloitte 2015; Kuznetsov and Kuznetsova
2009). To gain a deeper understanding of the companies discussed in this
volume, it is worth highlighting some of the features of Russian corporate
governance.
The general shareholder meeting constitutes the highest organ in the organizational structure of Russian companies (Tricker 2015, p. 306). Similar to
companies in many Western countries, most Russian firms have a board of
directors to govern the company. In practice, however, Russian boards of
directors are often used as a mechanism for rubber-stamping the initiatives of
influential company owners. Deals are presented to the boards for consideration at a late stage, and their job is seen as rejecting or (more likely) approving
a deal but not getting involved in its details (Porshakov et al. 2010).
In a survey of company boards, Deloitte (2015) established that the average
share of independent directors in Russian firms was only 43%, whereas
the average for the UK was 61%, with 72%, 75% and 83% for Finland,
the Netherlands and the United States, respectively. Moreover, in Russian
companies, independent directors have limited access to corporate data and,
therefore, little capacity to analyse the decisions they take.
In many Russian firms, in addition to the board of directors and the CEO,
there is a management board in charge of the daily running of the firm.
Members of the management board may make up as much as one-quarter of
the board of directors, reducing the likelihood that the board will act as a check
on the management (Teterevkova et al. 2017). These peculiarities of the
structure of corporate governance in Russia facilitate practices such as share
dilution, asset stripping, transfer pricing and ignoring the rights of minority
shareholders (Adachi 2010; Porshakov et al. 2010).
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Russian companies are also highly hierarchical and the stakes for employees
are high. Mid- and top-level managers are often paid well, sometimes very
well. However, should they run afoul of their superiors, they can be summarily
dismissed. Disobedience and failure to carry out orders are often punished
harshly, for example, through de facto bans on working for any company in the
industry. Unsurprisingly, Russian employees are highly disciplined and obedient: great assets under good management but less so under bad management.
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