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MARKETS IN 2015

In 2015 the global economy growth rate remained low with emerging  
markets growth slowing for the fifth consecutive year. Global performance  
was determined by three key developments, all having taken root  
in the preceding years.

MACROECONOMIC  
DEVELOPMENT

• Low prices for oil, metals and 
other commodities. The oil price 
has been fluctuating from a 
range of US$ 45-65 per barrel 
plummeting by January 2016  
to just US$ 30 per barrel, which  
is the lowest price in the last  
12 years.

• The Chinese economy has 
demonstrated a gradual 
slowdown with an adjustment 
of domestic economic activity 
away from investment and 
manufacturing towards 
consumption and services.

• A combination of gradual 
tightening of monetary policy  
in the USA with monetary easing 
in the Eurozone and Japan. 
This is in addition to concerns 
about emerging market growth 
prospects that have led to 
declining FDI capital flows and 
further depreciation of currencies 
in several emerging markets.

Global economic growth in 2015 
has decreased by 0.3% to a level of 
3.1% due to the slowdown in growth 
of developing countries. Growth in 
most of the advanced economies has 
increased. Manufacturing activities 
and trade globally remained weak.

In Russia the year was marked 
by strengthening of the ongoing 
economic crisis and further worsening 
of the investment climate. The causes 
of the crisis have remained unchanged 
since the previous year:

• Low level and high volatility of oil 
prices (oil, gas and oil products  
still represent more than 55%  
of Russian exports).

• The continuing international 
sanctions on the Russian financial, 
oil production, and military 
machinery industries, with a 
reciprocal embargo on food 
imports from the EU and USA.

• The strengthening of economic 
stagnation due to the exhaustion 
of growth potential of the previous 
economic model of 2000-2013 
(which was based on continuous 
growth in oil products, low cost  
of energy, raw materials and 
labour, availability of relatively 
cheap financing sources, and 
initially low saturation level  
in consumer markets).

The Russian economy stayed in 
recession, shrinking by 3.7% in 2015 
(compared to 0.7% growth in the 
previous year). The economy has not 
shown any signs of rapid recovery  
and quarter-by-quarter decline 
amounted to -1.2%, -1.3%, -0.6%  
and -2.3% correspondingly in Q1, Q2, 
Q3 and Q4.

The Russian rouble continued to 
depreciate, dropping by 30% to US$ 
and by 11% to EUR (RUB/US$: from 
56.24 to 72.88; RUB/EUR: from 
72.08 to 79.95). The current account 
of national balance of payments has 
strengthened slightly from US$ 58.4 
billion in 2014 to US$ 65.8 billion 
in 2015, mainly due to the sharp 
decrease in capital outflow from 
Russia from US$ 153 billion in 2014 
to US$ 57 billion in 2015. At the same 
time, the balance of trade of goods 
and services has decreased from  
US$ 190 to US$ 46 billion due to the 
drop in prices for export commodities 
and contracted internal demand for 
imported goods.
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As capital outflow has been slowing 
down and pressure on the rouble 
easing, the Bank of Russia has 
consistently been decreasing the key 
interest rate, which is used to provide 
liquidity in roubles to all Russian 
commercial banks and via them to 
other sectors of the economy. The 
interest rate was decreased several 
times from 17.0% in December 2014 
down to 11.0% in August 2015 
and remained at this level up to the 
end of the year. This measure has 
contributed to some stabilisation of 
the cost of financing for all Russian 
companies and private individuals. 
Nevertheless, the interest rate 
remained very high (compared to pre-
crisis levels) and, also considering the 
recession in the economy, the overall 
corporate demand for financing has 
decreased substantially. The total sum 
of credit issued by banks to corporate 
borrowers has decreased by 11% in 
comparison to 2014, from 232 trillion 
rubles to 207 trillion rubles. The 
structure of the overall credit portfolio 
has shifted from short-term loans to 
long-term credit, resulting in a 9% 
increase in the national corporate 
debt load from 26.8 trillion rubles in 
December 2014 to 29.3 trillion rubles 
in December 2015.

Recession in the real sector has 
been reflected on the Russian stock 
market, where the RTS index (based 
on market capitalisation in US$) has 
failed to show any sustainable positive 
trend, despite its high volatility 
throughout the year; by the end of 
the year it was at the same 750 points 
as it was in January 2015. At the 
same time, the MICEX index (based 
on market capitalisation in rubles) 
has increased from 1,450 points in 
January to 1,750 points in December 
(a 22% increase).

Real domestic consumption in 
Russia decreased by 7.9% in 2015 
(compared to the 0.6% growth of  
the previous year). Investment in fixed 
assets has decreased by 8.4% and 
constituted ~18% of GDP.

Russia experienced a 3.4% decline 
in industrial output in 2015 (1.7% 
growth in 2014). Minor growth 
(+0.3%) was observed only in the 
raw materials extraction sector, 
while manufacturing has decreased 
by 5.4%. Positive dynamics were 
demonstrated only in the Chemicals, 
FMCG and Oil products production 
sectors. Production of industrial 
equipment and machinery was among 
the worst performing industries, 
with a decline of 11.1% for the year. 
Energy, gas and water production, 
and transportation decreased by 
1.6%. The profitability of the absolute 
majority of producers of industrial 
products has further declined across 
all industrial segments. 

Inflation (Consumer Price Index) in 
Russia has increased slightly in 2015 
to an even higher level of 12.9% (in 
2014 it was 11.4%) due to the lagged 
effects of both ongoing devaluation  
of the rouble and the Russian 
embargo on the import of food 
products from the EU. At the same 
time, the Industrial Goods Producers 
Price Index has increased by only 
10.7%, which reflects the recession  
in the local economy.

Real wages in Russia have decreased 
by an average of 9.5%, while the real 
disposable income of the population 
has decreased by 6.3%. The nominal 
unemployment rate has increased 
slightly from 5.3% in December 2014 
to 5.8% in December 2015.
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OIL PRODUCTION IN RUSSIA
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UPSTREAM

Russia has the largest oil and gas 
reserves in the world and is the 
world’s second largest oil producer 
with a 13% share of total global oil 
output. The upstream oil industry is 
the backbone of the economy and is 
one of the main sources of investment 
resources, which impacts Russia’s 
international payments and exchange 
rate.

According to Russia’s Ministry of 
Energy, oil output in Russia in 2015 
reached 534.0 million tons (+1.4% 
yoy). This increase was maintained 
by the development of new oil 
production centres in Eastern Siberia 
and the start of major crude oil 
exports to Asia, primarily to the 
People’s Republic of China where 
demand for Russian oil is increasing. 

MIDSTREAM

With over 74 thousand kilometres 
of oil pipeline and more than 500 
installed pump stations; Russia has 
the largest oil pipeline system in the 
world. The existing trunk pipeline 
system transports over 90% of the 
crude oil produced in Russia.
 
Transneft, the only oil pipeline 
operator in Russia, has increased  
its oil exports by 7.4% year-on-year  
 to 229.6 million tons in 2015.

The existing pipeline system is 
currently expanding through the 
following projects:

• The Zapolyarye-Purpe main 
pipeline; 

• The Kuyumba-Taishet main 
pipeline;

• Expansion of the ESPO (East 
Siberia - Pacific Ocean) pipeline 
system;

• Reconstruction of main pipeline 
projects TON-1 and TON-2 for 
high-sulphur oil transportation;

• The North pipeline;
• The South pipeline.

Transneft’s total capital expenditure  
is estimated at 333.4 billion rubles  
in 2015.

DOWNSTREAM

There are 40 oil refineries in Russia 
with a total crude oil distillation 
capacity of 5.5 million b/d. Rosneft, 
the leading Russian oil company, 
is the largest refinery operator and 
owns nine major refineries in Russia. 
LUKOIL is the second-largest refinery 
operator in Russia and has four major 
refineries. 

In Russia, many refineries are old 
and do not manufacture their main 
products – light oil products with a 
high level of refining depth such as 
petrol and diesel – at a high quality 
level.  Previous tax changes have 
encouraged companies with modest 
success to invest in the modernisation 
of refineries to produce more high-
value products such as diesel and 
gasoline. Tax changes introduced in 
2015 will stimulate refineries to more 
intensively modernise their production 
facilities. 

Growth in the oil refinery industry 
is likely to be driven by several new 
projects:

Isomerisation process units:

• Kuybyshevsky Refinery (Rosneft);
• Ryazan Oil Refinery Company 

(Rosneft);
• Gazpromneftekhim Salavat 

(Gazprom).

MARKET TRENDS 
(OIL INDUSTRY)
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CRUDE OIL PROCESSING 
BY DOMESTIC REFINERIES
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Alkylation process units:

• NizhegorodNOS (LUKOIL);
• Angarsk Petrochemical company 

(Rosneft).
Diesel hydrotreating process units:

• PermNOS (LUKOIL);
• Antipinsk Refinery (Rosneft).

Reforming process units:

• Kuybyshevsky Refinery (Rosneft);
• Novokuybyshevsky Refinery 

(Rosneft);
• Syzran Refinery (Rosneft).
Catcracked gasoline hydrotreating 
process units:

• NizhegorodNOS (LUKOIL).

GAS PIPELINE PROJECTS

Gazprom is a single owner of 
virtually all natural gas pipelines in 
Russia. In 2015, Russian natural gas 
transportation system included more 
than 170 thousand of kilometers 
of high-pressure pipelines with 250 
compressor stations (3,825 gas-
pumping units) and 26 underground 
natural gas storage facilities. The most 
part of Russian natural gas pipelines 
was constructed during the Soviet era, 
and about 75% of the system  
is 20 years old. Since the late 
2000s, Gazprom has built new 
major pipelines for natural gas 
transportation from new gas fields, 
including fields in Yamal and Eastern 
Siberia, and new export routes, 
including exports to China, along with 
pipelines to Europe to avoid Ukraine.

Pipeline Volume 
bcm

Length  
km

Compressors 
MW Construction

Gryazovets-Vyborg 9.4 216 25 2014-2017

UGSS Expansion 63.0 2,506 1,516 2014-2017

Bovanenkovo-Ukhta, 
second line 60.0 1,915 1,108 2014-2017

Ukhta-Tozok, first  
and second lines 90.0 2,343 1,430 2014-2017

Power of Siberia 61.0 3,056 1,330 2015-2018

The Unified Gas Supply (UGS) system 
includes domestic pipelines and the 
domestic part of export pipelines 
in European Russia, but it does not 
include pipelines in Eastern Russia. 
In 2007, the Russian government 
delegated Gazprom to establish an 
Eastern Gas Program (EGP) to expand 
gas infrastructure in Eastern Siberia 
and Russian Far East. The backbone 
of the EGP is the “Power of Siberia” 
pipeline, currently under construction.

The “Power of Siberia” will run 
nearly 4,000 kilometers through five 
Russian entities: the Irkutsk Region, 
the Republic of Sakha (Yakutia), the 
Amur Region, the Jewish Autonomous 
Region and the Khabarovsk Territory 
and will have an annual capacity of  
38 billion cubic meters of gas. 

Gazprom has approved a US$ 33 
billion investment program for 2015.
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POWER GENERATION
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Russia remains one of the largest 
electricity producers in the world, 
behind only China, the USA, Japan 
and India. Strong electricity demand 
is driven by the relatively low energy 
efficiency of national industries. 
Therefore, this strong demand is 
linked to the challenges affecting  
the limited and ageing energy 
producing capacity, and explains  
the massive investment programs  
of power generating companies  
and the permanent growth of tariffs. 

In 2015, electricity output in Russia 
increased by 2.1% year–on-year  
and reached 1,084 billion kW/h.

Russia’s power complex includes 
approximately 600 power plants, each 
with an individual capacity of over  
5 MW. In 2015, the total capacity  
of Russian power plants amounted  
to 253.3 GW and exceeded the 2014 
level by 3.9 GW. The growth was 
driven by construction of new power 
facilities and modernisation of existing 
infrastructure.

The power industry has the following 
capacity components: thermal (68%), 
hydraulic (21%) and nuclear (11%) 
plants. The long-term outlook of the 
Russian power industry is determined 
in the “General Scheme of Energy 
Development for the Period till 2020”.

THERMAL POWER PLANTS

In 2015, Russia’s overall thermal 
power plant installed capacity was 
172.4 GW, up 2% year-on-year 
compared to 2014. The infrastructure 
in the thermal power sector is quite 
outdated, with almost 55% of the 
installed capacities being more than 
30 years old. The main thermal power 
stations in Russia use organic fuels 
such as gas or coal.

MARKET TRENDS 
(POWER GENERATION)

Russian plants have an efficiency 
ratio of 37% compared to 41% for 
developed economies. This difference 
dictates the need for equipment 
upgrades by all major-power 
generating companies in Russia. This 
is also the reason why the technical 
modernisation and reconstruction of 
existing power stations is a primary 
goal for the Russian thermal power 
sector, in addition to the start-up 
of additional modern generating 
capacities. 

Total investments grew by 3%  
year-on-year in 2015 and reached  
390 billion rubles.

NUCLEAR POWER PLANTS

Russia has full-cycle technology for 
the nuclear industry from extraction 
of uranium ore to electric power 
generation. Currently, Rosenergoatom 
operates 34 nuclear power units with 
an overall installed capacity of 26 GW. 
They account for 18.6% of domestic 
electricity generation. The share of 
nuclear generation in the energy of the 
European part of Russia is 30% and 
in the North-West part of Russia the 
figure is 37%.

There is currently a process of 
large-scale nuclear power plant 
construction in Russia. The following 
construction projects are underway: 
the Novovoronezhskaya NPP Phase II, 
the Leningradskaya NPP Phase II,  
the Baltic NPP, and the world’s first 
floating nuclear co-generation plant 
named “Akademik Lomonosov”. 
In 2015, the fourth reactor was 
completed at the Beloyarsk NPP (the 
physical start-up of the BN-800).  In 
addition to Russia, Rosenergoatom 
is constructing nuclear power plants 
abroad, namely the Kudankulam NPP 

in India, the Bushehr NPP in Iran,  the 
Ostrovets NPP in Belarus, the Ninh 
Thuan NPP-1 in Vietnam, a nuclear 
power station in Jordan, a nuclear power 
station in Armenia, and the Tianwan NPP 
the Second Stage in China.

Most of the 34 nuclear operating 
reactors in Russia are ageing: 80% of 
capacity has 20-40 year maturity. This 
has led to development of a large-scale 
investment programme by the state 
operator Rosatom.

In 2015, electricity output grew by 8.1% 
year-on-year and reached 195.2 billion 
kW/h.

The estimated investments in nuclear 
power increased 9% year-on-year in 
2015 and reached 350 billion rubles.
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MARKET TRENDS 
(WATER)

Water consumption in Russia 
is showing stable and positive 
dynamics, along with a steady growth 
of tariffs and an inflow of private 
investments into the sector. 

Development of the water 
management complex “Program of  
the Russian Federation in 2012-2020” 
aims to increase coverage of water 
and wastewater services in Russian 
regions, with a goal to reach 95% 
safe water supply coverage and 87% 
wastewater collection and treatment 
by 2020. According to the Program, 
48 reservoirs and hydroelectric 
facilities will be constructed and 
reconstructed at existing multipurpose 
water reservoirs. The construction 
and rehabilitation of infrastructure 
will contribute to creating new 
opportunities for equipment suppliers 
and engineering firms as well as 
construction companies. Emerging 
interest in advanced solutions, such  
as membrane systems, ultraviolet  
and ozone treatment, is creating  
good development prospects for  
the market’s participants.

A large number of water supply 
systems require modernisation due  
to the low capacity of centralised 
water supply systems, which is 
impeding the development of 
localities. The share of old pipes  
in some cities is over 60%. 

Capital expenditure on water  
and wastewater infrastructure  
is forecasted to grow from  
US$ 2.3 billion in 2015 to  
US$ 2.7 billion in 2020.

Today the problems of water supply 
and wastewater treatment are 
addressed within the framework of 
the “Special-Purpose Federal Housing 
Program”, special-purpose federal 
programs for territorial development, 
and programs for development of 
the republics in the south of Russia, 
the Far East, the Trans-Baikal and the 
Kaliningrad regions. The programs 
consist of activities for construction 
and reconstruction of water supply 
facilities, sanitation systems, and 
wastewater treatment plants.


