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Szabolcs Veres 

Abstract 

The Caspian Sea region is one of the world's oldest oil producing areas, which is 
expanding and becoming an increasingly important global energy source. The 
region has significant oil and gas reserves, both in the coastal areas of the Caspian 
Sea and in onshore deposits in its basin. Whether Caspian countries are able to 
export more oil and gas depends on how fast domestic energy demand grows in 
those countries and whether they are able to build additional infrastructure to 
export to global markets, as well as how the costly projects to develop Caspian 
resources are able to attract the right amount of capital. It is also a question of the 
role that Caspian energy resources will play in supplying energy to Europe and Asia 
in the economic crisis that surely lies ahead. 
 
Keywords: Caspian Sea, oil, energy 

Introduction 

Caspian energy analysis focuses more on exploration and production activities than 
on geopolitical aspects. Against this background, oil and gas reserves in the 
Caspian region, especially in the northern part of Kazakhstan and in the eastern 
Caspian fields of Tengiz and Kashagan, need to be studied in the coming years, the 
extraction of which will increase dramatically due to global events and the 
European energy crisis. 
Since the collapse of the Soviet Union in 1991, there are few production sites left as 
what refers to energy that is under such complex and intricate control as the 
Caspian Sea. The Caspian region, which was originally dubbed the "new Persian 
Gulf" and has repeatedly sought to be influenced by Western and U.S. companies, 
has now become a major player in global oil and gas production. But uncertainties 
in the region, the lack of intergovernmental cooperation, border disputes and a 
poor economic investment climate encourages even the most confident investors 
to exercise restraint. 
Since 1991, major Western companies have gained a significant share of the region's 
energy production, which they would be reluctant to give up despite the 
increasingly difficult investment climate. 
Currently, Caspian crude oil and natural gas are delivered to world markets via two 
main pipelines. One is the Baku-Tbilisi-Ceyhan, and the other is the Caspian 
Pipeline. Both are products of the post-Soviet transition. The Baku-Tbilisi-Ceyhan 
route was established in 2005, while the Caspian Pipeline and the Caspian 
consortium operating it were established in 2001 with the goal of making the 

https://web.archive.org/web/20070809203256/http:/www.cpc.ru/_press/documents/cpc_a4_0303_en.pdf
https://web.archive.org/web/20070809203256/http:/www.cpc.ru/_press/documents/cpc_a4_0303_en.pdf
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region accessible to world markets and reducing dependence on Western oil and 
gas from Russia. In Central Asia's post-Soviet energy sector, this move was hailed 
by both the Baku-Tbilisi-Ceyhan Pipeline and the Caspian Consortium as a 
significant step toward Western-style economic liberalism. 

Historical Background 

Historical records in the Caspian region also tell of centuries of rudimentary oil 
production on the Absheron Peninsula near Baku. The region's share of the world's 
energy supply was initially insignificant. Later, the Caspian region became an 
important source of oil production for the Russian Empire and after that for the 
Soviet Union. After the disintegration of the Soviet Union, the development path of 
the successor states differed both politically as well as socially and economically. 
The successor states of former Soviet Central Asia and the Caucasus have also 
followed different paths in managing the oil and gas sector, private property, and 
state property. As several newly independent states have acquired valuable 
hydrocarbon deposits in the region, countries here have taken a different approach 
to developing the region's energy resources. At the same time, the lack of regional 
cooperation among the governments of these countries and the limited export 
potential of Caspian hydrocarbon resources have slowed the exploitation of the 
region's oil and gas reserves. 
The Caspian Sea and its environs have once again attracted the world's attention 
after a consortium of international oil companies led by British Petrol signed an 
agreement with Azerbaijan to develop the country's oil and gas reserves and 
discovered Azerbaijan's giant Chirag-Guneshli oil and gas field. 

Geology 

According to the United Nations Global Water Assessment (GIWA), the Caspian Sea 
is the largest inland body of water in the world, accounting for more than 40% of 
the world's inland waters. It has five littoral states: Russia, Azerbaijan, Iran, 
Kazakhstan, and Turkmenistan. In general, there are four main geological basins in 
the Caspian Sea: the Northern, Central and Southern Caspian Basins and the 
Northern Usturt Basin. 
In the Caspian region, natural gas and oil are mainly produced in the coastal 
countries (Russia, Azerbaijan, Kazakhstan, Turkmenistan, and Iran). Although 
Uzbekistan does not border the Caspian Sea, geologically it is located in the Caspian 
basins and therefore also produces oil. 

Size of Caspian reserves 

The extent of oil and gas reserves in the Caspian Basin is still unknown. The size of 
the reserves is based on earlier Soviet research and assumptions. However, there 
are some reasonable estimates that oil and gas reserves in the Caspian are 
significantly higher – might even be twice as high - as in the North Sea, but lag far 
behind the amount of oil and gas in Russia and the Persian Gulf. This means that 
4-6, but as much as 7-10% of the world's proven oil reserves and 8-11% of the world's 
recoverable natural gas reserves could be concentrated in the Caspian region. 
These figures are in stark contrast to the amount previously thought to exist in the 
United States, Western Europe, and Russia in the early 2000s. In the late 1990s, 

https://shop.un.org/books/global-intl-waters-assess-caspian-36474
https://neftok.ru/strany/kaspij-neft.html
https://clintonwhitehouse5.archives.gov/textonly/WH/EOP/NSC/html/nsc-14.html
https://clintonwhitehouse5.archives.gov/textonly/WH/EOP/NSC/html/nsc-14.html
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some circles concerned with Russian energy resources in the Caspian Basin were 
still pessimistic about potential economic extraction. Thus, politics rather than 
geophysical analysis are likely to be responsible for this conclusion. 
Since the turn of the century, however, two major things have changed about the 
hydrocarbon fields in the Caspian. The first is that now we know much more about 
the underlying resource base of the Caspian, as evidenced by the fact that in the 
more than two decades since 2000, a large gas field has been found in the southern 
Caspian near Azerbaijan and at least as significant oil fields have been found in the 
northern Caspian bordering Kazakhstan. Russia has also made significant efforts to 
acquire oil and gas exploration and production rights along the Caspian coast. The 
second factor is the attractiveness of the Caspian Sea. It has become an important 
area for international companies not so much because of its size, but because of its 
accessibility. Caspian reserves are largely located in regions that lack coastline and 
require considerable political ingenuity to extract and transport the energy 
produced here to international markets at low cost. There is about 10 to 15 times as 
much oil in the Persian Gulf as in the Caspian Basin, but this amount of oil is almost 
exclusively available to host oil companies. 

Production plans 

The expected production profile of the Caspian region changes every year. In the 
four Caspian states of Azerbaijan, Kazakhstan, Turkmenistan, Iran (and Uzbekistan, 
which does not geographically border the Caspian but has the right to produce in 
the fields there), actual oil production in 1999 was only 59.3 million tonnes, or about 
1.25 million barrels/day. However, by 2022, according to available data, 67.5 million 
tonnes of oil will already planned to be pumped through the Caspian pipeline 
alone. 

The Caspian Pipeline and the Caspian Consortium 

The Caspian Consortium was originally formed in 1992 by the Russian, Kazakh, and 
Omani governments to transport oil from Kazakhstan via a dedicated pipeline (the 
Caspian Pipeline) to offshore gas stations in the Black Sea. Initially, the U.S. 
company Chevron Corporation was also invited to participate, but negotiations 
failed because Chevron would have had a large financial burden relative to its 
equity at the time to undertake such a project. As a result, the Caspian Consortium 
idea was suspended for several years until 1996, when, following a legal step, eight 
new companies becoming involved in the project during the restructuring within 
the consortium. The new companies included Chevron, Mobil, Lukoil, Royal Dutch 
Shell and Rosneft, and British giant Britsh Petrol joined the consortium in 2003. 
The project's shareholders have so far committed USD 2.67 billion to the 
construction of the Caspian oil and gas pipeline. The first cargo of crude oil was 
loaded onto a tanker at the Novorossiysk offshore terminal on October 13, 2001, and 
the first section of the pipeline was inaugurated on November 27, 2001, but was not 
officially commissioned until April 29, 2003, after all permits had been issued. From 
the government agencies of Russia and Kazakhstan. By mid-2004, the pipeline had 
reached the capacity limit of its first expansion stage at 28.2 million tonnes per year. 
This was followed by a project to expand the pipeline's capacity to 67 million tonnes, 
which proved to be very complex. The heterogeneous composition of the 
shareholders meant that the financing structure and its coordination had varying 

https://expertsouth.ru/companies_new/ao-kaspiyskiy-truboprovodnyy-konsortsium-r/
https://www.cpc.ru/RU/Pages/default.aspx
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degrees of success over several years. After unsuccessful negotiations, Russia 
agreed to expand the Caspian pipeline, having previously purchased Oman's 7% 
stake in the Caspian Consortium for 19.3 billion rubles (493 million USD, at the 
annual exchange rate at the time) and subsequently admitted Transneft to the 
consortium's shareholder base. 
 
 
 
 
Table 1: Shareholders of the Caspian Consortium 

Shareholders Percent 

Russia (Transneft 24%, a JSC CPC 7%, a CPC 
Company és a CPC Investments Company is the 
trustee of 100% of its shares) 31% 
Kazahsztán (Kazmunaigas - 19%, Kazakhstan 
Pipeline Ventures LLC - 1,75%) 20,75% 
Chevron Caspian Pipeline Consortium Company  15% 
LUKARCO B.V.  12,50% 
Mobil Caspian Pipeline Company  7,50% 
Rosneft-Shell Caspian Ventures Limited  7,50% 
BG Overseas Holding Limited  2% 
ENI International N.A. N.V. 2% 
Oryx Caspian Pipeline LLC  1,75% 

Source: https://www.cpc-online.ru/, own compilation 
 
Construction was not completed until 2018 instead of 2014 originally planned. 
Existing contracts had to be terminated. The total construction cost of the project 
was USD 5.4 billion. Due to continued growth of the Tengiz, Karachaganak and 
Kashagan oil fields, the consortium's shareholders agreed to close the bottleneck 
in the Caspian pipeline in 2020. This development will enable the export of 72.5 
million tonnes of crude oil through the pipeline by 2024. Kazakhstan. Taking into 
account oil reserves on the Russian territory, the annual transport volume of the 
pipeline could increase up to 83 million tonnes. The work is estimated to a cost of 
USD 600 million. 
Last year, the company paid shareholders the final instalment of its USD 990 million 
debt and posted a net profit of more than USD 630 million. At the same time, 
transport volumes in 2020 amounted to just over 59 million tonnes, 6 million tonnes 
less than planned. 

Summary 

The Caspian Sea is not the "new Middle East" and not the ultimate panacea for long-
term global energy supply problems, but it clearly could be a solution to the 
European energy crisis resulting from today's Russian-Ukrainian war. According to 
IAS Seldon.Basis, the consortium's net profit in 2020 was 57.79 billion rubles 
(approximately USD 4.1 billion) which -5% compared to 2019. In the future, the 
Caspian pipeline is likely to retain its importance, as well as the Tengiz pipeline 

https://www.cpc-online.ru/
http://casp-geo.ru/obshhij-eksport-nefti-cherez-sistemu-kas/
https://www.ritmeurasia.org/news--2021-12-04--chetvert-veka-ktk-dobyvajte-prokachaem-57656
https://neftegaz.ru/news/transport-and-storage/516817-v-2019-g-ktk-ustanovil-novyy-rekord-godovoy-otgruzki-na-morskom-terminale-bolee-63-25-mln-t/
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which will limit Kazakhstan's oil exports by 19% due to Western sanctions against 
Russia. 
About 10% of crude transported through the Caspian pipeline comes from oil fields 
in the Russian sector of the Caspian Sea, which mixes with Kazakh crude to Europe 
and the Black Sea. While the United States and the European Union negotiate a 
ban on Russian oil imports, buyers fear they will not be able to safely transport the 
oil through the Black Sea. 
Azerbaijan, Georgia and Turkey, through – which the Trans-Caspian pipeline passes 
–, have clearly opposed any sanctions imposed on Moscow in connection with oil 
exports. 
As a result of the sanctions, ownership of the Caspian pipeline could also cause 
problems. The Russian section is operated by a Moscow-based company, while the 
pipeline itself is owned by a consortium in which the Russian state-owned 
company Transneft has a 24% stake and the sanctioned Russian oil giants Lukoil 
and Rosneft another 20%. Therefore, it is not entirely clear right now whether direct 
sanctions could be imposed on Caspian oil. The flow of Kazakh crude to 
Novorossiysk can continue for now, but the terminal's storage tanks will only be 
able to operate at full capacity for eight days. Kazakhstan has alternative export 
routes, but none can compensate for the losses caused by a possible shutdown of 
the Caspian pipeline. Up to a quarter of Kazakhstan's crude oil can be exported to 
Eastern Europe and as far as Germany via other Russian pipelines. However, this 
route will have to be closed if the European Union decides to ban oil imports from 
Russia, thus sanctioning not only Russia but also the Kazakh economy. 

https://www.upstreamonline.com/production/kazakhstan-oil-exports-to-fall-by-19-in-april/2-1-1192911
https://eurasianet.org/ukraine-war-threatens-kazakh-oil-exports
https://eurasianet.org/ukraine-war-threatens-kazakh-oil-exports
https://www.al-monitor.com/originals/2022/03/can-turkey-benefit-europes-quest-reduce-russian-gas
https://web.archive.org/web/20181028193225/https:/raexpert.ru/rankingtable/top_companies/2018/main
https://web.archive.org/web/20181028193225/https:/raexpert.ru/rankingtable/top_companies/2018/main
https://home.treasury.gov/policy-issues/financial-sanctions/faqs/1020
https://home.treasury.gov/policy-issues/financial-sanctions/faqs/1020

