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           ew contractual terms and a fresh attitude  
          to partnership are emerging as IOCs and  
         NOCs adapt to the shifting balance of   
        power in the petroleum industry, an  
evolution widely discussed at WPC-19. Indeed, 
the very distinction between them is starting to 
blur as some NOCs expand internationally. 
Derek Brower reports.

From Russia to Venezuela to China, a new era 
of  relations between international oil companies 
(IOCs) and their state-owned counterparts is 
dawning. 

Gone, for now at least, are the days when the 
Western majors could dictate terms to weak but 
resource-rich governments, offering technology 
and expertise in exchange for preferential 
concessions in the upstream. 

The bull-run in the energy markets of  the past 
seven years – and the sudden global awareness of  
the value of  oil and gas – has emboldened pro-
ducer governments and their national oil com-
panies (NOCs). In Russia, Kazakhstan, Venezuela 
and other countries, contracts signed in the 1990s, 
when oil prices were low, have been revisited as 
governments have sought to increase their hold 
over the reserves that promise wealth for their 
nations. 

The process has been fractious, with the IOCs 
worrying about the sanctity of  the contracts they 
hold in these countries and the governments 
seeking to increase rents – even if  it means a 
perceived higher risk of  doing business with them.

If  2006-07 was the high watermark for this 
so-called “resource nationalism”, with many 
contracts renegotiated to favour the state-owned 
companies, 2008 looks increasingly like the year 
when the IOCs recognised the new terms of  
engagement and began to adapt.

The settlement is not flattering to their 
corporate egos. Production-sharing agreements are 
out; service agreements of  the kind a self-
respecting major would not have touched a decade 
ago are in. Crucially, the IOCs will have to adapt 
to a life in which they cannot easily book reserves 
from big projects as their own.

“In my opinion, the time has come to develop 
new forms of  contractual relationships that move 
beyond the historical model that requires owner-
ship of  reserves and production,” BP Chief  
Executive Tony Hayward said in his WPC-19 
plenary address. “In years to come, relationships 
between NOCs and IOCs won’t just be about 
accessing resources in the host country. Rather, I 
think we’ll see a move into the realm of  genuine 
international co-operation. I think this could mark 
a new era based on the idea of  reciprocity.”

With the noise of  BP’s battle with the Russian 
shareholders of  TNK-BP rattling in the back-
ground (the current truce was reached two months 
after WPC-19), Hayward’s words were a stark 
indication of  how far the company is willing to 
bend over to retain a presence in Russia – or any 
other resource-rich country. It makes sense: in BP’s 
case, the TNK-BP joint venture accounts for a 
quarter of  the company’s reserves and a fifth of  its 
production. More broadly, the majors understand 
all too well where the reserves – and their own 
source of  wealth – will be concentrated in future. 

The dwindling production of  oil and gas 
provinces outside of  OPEC, like the North Sea, is 
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co-operate in future. The company seems to see 
Shtokman as the kind of  agreement that will 
satisfy the “need for strategic partnerships bet-
ween IOCs and NOCs” – Chief  Executive 
Christophe de Margerie’s words at WPC-19, 
echoing Hayward’s. The Total boss said it was 
time for IOCs and NOCs to stop talking about such 
co-operation and “do it”.

Meanwhile, Shell, another firm that has been 
on the brunt of  state consolidation in Russia’s 
energy sector, seems to like the Shtokman model, 
too. Despite its experience at the Sakhalin II LNG 
project, where Gazprom controversially muscled 
into control at Shell’s expense in 2006, its Chief  
Executive, Jeroen van der Veer, hopes his company 
will join the Russian firm to develop fields in the 
Yamal peninsula. And, van der Veer said in 
Madrid, the agreement will probably be along the 
Shtokman terms.

Russia may be in the vanguard of  this trend, 
but it is evident elsewhere in the world, too. 
Indeed, Total’s willingness to co-operate – evident 
in its acceptance of  harsher investment terms in 
Venezuela – reflects its long-term view of  the 
fundamentals. In Madrid, de Margerie talked of  
the many difficulties facing the sector’s hopes to 
increase oil production to cope with rising 
demand. Where he has previously challenged 
orthodoxy by saying the industry would struggle 

part of  a wider trend. State-owned oil companies 
now account for almost 90% of  the world’s known 
hydrocarbons reserves – and the share is likely to 
increase over time. 

So Hayward’s stance is one that recognises the 
fundamentals of  where the power, and the 
reserves, in the world’s energy sector will 
increasingly lie. If  his speech was a watershed for 
the majors – and BP has a record of  being ahead 
of  the curve on these things – there was little in it 
that could not have been spoken by Russia’s 
Vladimir Putin, Venezuela’s Hugo Chávez or any 
of  the other world leaders who have propagated 
the revolution in relations between the NOCs and 
IOCs. Indeed, if  they were to disagree with 
anything, it would be the suggestion that this 
transition to “new forms of  contractual relation-
ships” would happen “in years to come”.

l The Shtokman model

In reality, it is already happening, with Russia 
providing a model for this kind of  relationship 
between an NOC and IOC. The Shtokman gasfield 
promises to be a flagship development for Russia’s 
export-oriented gas sector. With reserves of  some 
3.8 trillion cubic metres of  gas, it is one of  the 
largest fields in the world. But lying in the hostile 
Barents Sea, close to the Arctic, it will also be one 
of  the most difficult to bring on stream for LNG. 

That is why Gazprom needs help to develop it. 
Last year, it signed up Total, with its LNG exper-
tise, to be a partner in the development (alongside 
StatoilHydro, with its experience of  hostile 
northern offshore projects). 

But the two foreign companies won’t own any 
of  the reserves from Shtokman, according to 
Gazprom. Instead, they will together own just 
49% of  the company responsible for the 25-year 
first phase of  development. No-one is yet clear 
about how Gazprom will pay the partners for the 
services they provide, but the contract looks 
ominously like a service agreement. 

Not that this troubles Total. Its Chairman, 
Thierry Desmarest, describes the Shtokman deal 
as an example of  the way IOCs and NOCs could 
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to them. One exception could be Iraq, which owns 
the world’s third-largest reserves and where the oil 
ministry has invited back the majors and other 
IOCs as developers. Given the country’s potential 
as a producer, the opening should be a cause for 
celebration among the majors. Indeed, the invi-
tation (and the help offered to the ministry by the 
US state department to draw up the contracts) 
does little to dispel the notion that the US-led war 
in Iraq was propagated on behalf  of  Big Oil. 

However, internal opponents, like the 
Kurdistan Regional Government (KRG), are 
hoping to persuade the IOCs that the proposed 
development contracts aren’t just bad for Iraq – 
they’re bad for the majors, too. In an interview in 
Madrid with WPC News on the day Baghdad 
announced the upstream opening, the KRG’s 
energy minister, Ashti Hawrami, claimed that the 
contracts on offer – covering Iraq’s five biggest 
oilfields – were little more than service agree-
ments. When the “lousy” contracts fail to deliver 
the production growth Iraq wants, predicted 
Hawrami, the majors will also be blamed for the 
disappointment. “It is a trap,” he said, adding that 
IOCs have waited five years to sign contracts – and 
they should wait another five to sign better ones: 
“Since when did the majors become consultants?”

l Tougher contractual terms

Yet Hawrami’s defence of  IOCs is one that the 
companies themselves are no longer making. And 
their willingness to accept tighter investment 
terms around the world has implications for the 
sector as a whole. Just a few years ago, IOCs 
ignored the multiple-service contracts offered by 
Mexico City in an effort to encourage exploration 
and production of  Mexico’s deepwater. At the 
time, this was perceived to be a co-ordinated 
campaign by the majors to hold out for better 
terms, including ownership of  the reserves 
themselves – even if  this would contravene the 
country’s constitution. Within Mexico, where 
existing production is going into decline, the 
constitution’s defenders were under pressure to 
adopt more pragmatic solutions. 

to reach 100 million b/d of  production – now he 
believes just 95 million b/d could be the limit.

l Iraqi potential

That isn’t because of  a lack of  oil resources, but 
because high taxes, politics, and other constraints 
are preventing the companies from getting access 
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added his voice to the debate, saying that to meet 
global demand, “the industry requires an 
increased amount of  harmonisation and consensus 
among governments, NOCs and IOCs”.

Beyond the new contractual terms, that could 
suggest still another consequence of  the shift in 
the balance of  power. While IOCs still retain the 
international expertise technology, their diminish-
ing status could make some of  targets for the 
acquisitive consumer NOCs. US politicians 
prevented CNOOC from buying Unocal in 2005, 
but that could turn out to have been the first shot 
across the bows of  the IOCs. How long before the 
Hayward’s proposed “international co-operation” 
between IOCs and NOCs turns into consolidation 
among them? One thing is certain, if  one party is 
to do the buying, it is unlikely to be the IOCs. The 
ones that survive will be treading a difficult path 
between the needs of  their shareholders and the 
demands of  their state-dominated upstream 
partners. 

Derek Brower is senior correspondent of  Petroleum 
Economist, which produced the daily WPC-19 
newspaper WPC News  
(www.petroleum-economist.com).

That argument is no longer so convincing. 
Despite its lack of  success so far, the Mexican 
model’s time may have arrived. If  the majors are 
willing to act as consultants in the Barents Sea or 
Iraq, then why not also in Mexico’s promising 
offshore? 

Brazil’s recent success in the pre-salt layers of  
its Santos basin, offshore Rio de Janeiro, could also 
prompt that government to look again at the 
terms of  investment in that country’s offshore. Up 
to now, Brazil has been a welcoming destination 
for IOCs, who recognise in state-controlled 
Petrobras one of  the most advanced deepwater 
players in the world and see the investment 
regime as an attractive one. But now Petrobras and 
the government are looking at ways to ensure the 
pre-salt, where the Brazilian company has 
announced a string of  large discoveries since 
November 2007, is developed predominantly by 
Brazil. Although Petrobras’s Chief  Executive José 
Sergio Gabrielli told WPC News in Madrid that 
the company would seek no “special privileges”, 
the oil ministry has talked of  creating a new NOC 
to handle the pre-salt, where reserves could 
amount to a “new North Sea”, according to some 
analysts.

Some investment regimes still stand out as 
particularly onerous for IOCs. Political problems 
have dampened the majors’ enthusiasm for Iran, 
but the country’s buy-back contract system is also 
a block to investment. But it hasn’t stopped 
Chinese or Indian NOCs from seeking to invest in 
the country, taking advantage of  the Western 
companies’ reticence.

Moreover, the power of  these consumer NOCs 
– and especially their willingness to invest in 
countries that listed Western majors find 
unappealing – is putting another squeeze on the 
traditional IOCs. With rapidly rising energy 
demand in Asia, the race for resources means that 
Western majors can be undercut by state-owned 
rivals from China, who are creating a new hybrid 
of  NOC-IOC by their willingness to go global in 
search of  oil. In Madrid, China National Offshore 
Oil Corporation’s (CNOOC) President Chengyu Fu 
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