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THE ROLE OF OIL IN RUSSIA'S
DOMESTIC AND FOREIGN ECONOMY

NEW SOURCES OF INFORMATION
•

Until 1953? clata on the Soviet Union's Oil Industry, like most of its other economic
facts were "a riddle wrapped in a enigma", to use Winston Churchill's famous descrip-
tion of Russia. However, in the last three years, the great "thaw" has unfrozen,
among other things, many hitherto secret data concerning the Soviet economy. For the
Oil Industry this means that we have now for the first time since 1937 enough official
facts and figures available to form a comprehensive picture of that sector of the
Soviet economy. The so called peoples*democracies of Eastern Europe and Communist
China have also somewhat lifted the post-war curtain of secrecy which in the past has
made their economic progress largely a matter of guesswork for the West, based upon
circumstantial evidence of varying reliability.

Of course, we have no way of ascertaining that the officially released information on
the state of the economy is really correct. It does, however, generally correspond
to the independent estimates of Soviet experts in the West, as well as the figures
brought to us by Soviet refugees who at one time had access to them. Furthermore,
in a modern economy the various sectors are so inter-dependent that it would be very
difficult to willfully distort the achievement of any one major sector without simi-
larly distorting the entire economy. Since we do have sufficient evidence that this
is not the case, it is possible to accept the official Soviet figures as essentially
correct.

-

THE MEANING OF SOVIET OIL
DEVELOPMENTS TO THE WEST

In the world oil industry we are continuously improving our state of knowledge on
oil in the Free World but are relatively unconcerned with oil developments behind
the Iron Curtain. From an immediate commercial point of view, this attitude is
justifiable. For the Soviet Bloc does not purchase oil from the Free World in
significant quantities nor is it an important supplier of oil to the Free World. .
Yet, the Soviet oil situation is of direct importance to us for several reasons:
(1) An adequate oil supply is a basic requirement for economic progress, military
security and the ability to wage foreign wars. Soviet policy — and thus world
policy — is bound to reflect this fact, either passively if internal oil self-
sufficiency exists, or actively if foreign oil is, or will be, needed to fuel the
area's growth process; thus, a knowledge of the Soviet Bloc's oil potential helps
us to determine Soviet intentions towards the Free World's oil producing areas
of which the richest — the Middle East — lies directly on Russia's doorstep.
(2) The Soviet Union is today the world's third largest oil producer and has been
a major oil nation for nearly 100 years. This gives her the tradition and technical
know-how of long experience and makes her an important factor in world oil technology.
To a smaller extent, the same is also true of Rumania which today produces more oil
than all of non-communist Europe combined.



(3) Since Soviet Bloc economics is not based upon the free play of supply and demand
but on centralized planning, it is important to know how much oil, if any, could be
diverted from the home market into foreign trade. In the early thirties, the Soviet
Union exported nearly a quarter of her oil production and gave British and U.S. oil
companies some very stiff competition, resulting in frequent price wars. The repeti-
tion of this situation could be very costly to the Western oil companies. Rumanian
oil production of which JQ%-80% is traditionally exported, could also become an im-
portant competitor of Western oil, particularly in the Mediterranean market.

THE DEVELOPMENT OF SOVIET
OIL PRODUCTIVE CAPACITY

The table below gives Soviet oil production figures in their relation to world produc-
tion from 1900 to 1955, for selected years.

RUSSIAN AND WORLD CRUDE OIL PRODUCTION
1900-1955, Selected Years

Russia's Share
Year Russia World of World Total

(in million tons) (In per cent)
1900 10.4 20.5 50.7
1901 11.7 23.0 50.9
1905 7-6 29.6 25.7
1910 9.7 U5.1 21.5
1915 9-4 59.5 15-8
1918 3-7 69.3 5-3
1920 3-5 94.8 . 3.7
1922 4.9 118.2 4.1
1924 6.3 139-6 , 4.5
1926 8.9 150.9 5.9
1928 11.6 182.3 6.4
1930 18.5 194.1 9-5
1932 21.4 180.2 11.9
1934 24.2 209.5 H.6
1936 27.4 246.6 ll.l
1938 30.2 273.6 . ll.O
1940 31.1 295.2 10.5
1945 19.4 357.1 5.4
1946 21.7 378.0 5-7
1947 26.0 415.9 6.3
1948 29.2 568.0 6.2
1949 33.4 468.0 7.1
1950 37.9 522.8 7.2
1951 42.3 589.3 7-2
1952 47.3 619.9 7-6
1953 52.8 656.7 8.0
1954 59-3 691.6 8.6
1955 70.8 775-5 9-1



According to these figures, Soviet oil production was fairly stable during the fifteen
years preceding the Communist revolution in October 1917- It dropped sharply when the
new regime took over and did not return to the pre-war level until 1926. From then on
there was rapid and steady expansion until 1940. For the next four years the penetra-
tion of the German Armies caused a sharp decline in output and in 1945 production had
declined to 62% of the pre-war record figure. The latter was not surpassed until 19̂ 9-
Since then there has been a steady sharp increase, with every year bringing a new all-
time record. The annual rate of growth since 1950 has been 13.3$» compared to about 8$
for the non-communist world.

For 1956, Soviet Oil Production is slated to increase another 16$ to 82,000,000 tons
(l,64o,000b/d). This would be less than last year's growth which was 19.4$ but much
more than the contemplated increase for the non-communist world. According to official
statements, the increase in production during the first six months of 1956 amounted to
about 20$ over the same period of last year which was more than the increase registered
in any other major oil area of the world and also represented the highest increase among
the world's five largest oil producers (U.S., Venezuela, USSR, Kuwait, Saudi Arabia).
If the Soviet Union can reach its 1956 goal it will account for 10$ of world production.
In judging the magnitude of this share, it should be compared to Venezuela, the world's
largest oil exporter, which currently accounts for about l4$ of world production.

ESTIMATED WORLD CRUDE OIL PRODUCTION
(thousand tons)

Jan.-June July-Dec.
1955 1955

U.S. 165,326
Other 7,643
Total North America 172,969

Venezuela 54,499
Other 14,882
Total Latin America 69,38!

Kuwait 27,558
Saudi Arabia 23,450
Other 28,504
Total Middle East 79,512

Total Far East 9,103

Total Non-Communist Europe 4,493

Western Hemisphere 242,350
Eastern Hemisphere 93,108
Total Free World 335.458

USSR 33,800
Other 6,740
Total Communist Countries 40,540

Total World 375.998

169,605
9.783

179.388

57,880
15.279
73A59

27,198
24,085
31,673
82,956

9.593

4,892

252,547
97,441
349,988

36,993
7.091
44,084

394,072

Jan.-June
1956

174,020
10,450
384,470

60,000
15,995
75.995

29,600
25,279
35,310
90.189

9.692

4,958

260,465
104,839
365,304

40,560
7,430

47,990

413,294

Jan.June 1956
% increase over
Jan.-June 1955

6.6

10.1
7-5

7-3
7.8

13.4

6.5

10.3

7-5
12.6
8.9

20.0

18.4

9-9



In understanding the very sharp post-var rise in Soviet oil production it is important
to keep in mind that it was almost as much of a surprise to the Soviet Planners as to
the outside world which had concluded from the urgency with which Russia attempted to
gain access to the Iranian oil fields just after World War II and from her eager insist-
ance on exclusive exploitation of the Austrian oil fields that she was faced with an
imminent oil shortage.

Stalin, in a famous policy speech in 19̂ 6 had set 60,000,000 tons of crude oil as the
annual target to be reached by I960. In general, these long-term targets — which
Stalin considered necessary "to assure our homeland against all possible accidents" —
were based on reasonable growth rates, as is shown by the following targets Stalin set
for four major basic commodities:

Stalin's Goal Actual Achievements
Commodity for I960 by 1955

Coal 500 million tons 390 million tons
Steel 60 " " 45 "
Pig Iron 50 " " 33 "
Petroleum 60 71 "

The above figures show that Stalin1s goal was fairly realistic for the three other
commodities, their rate of growth being such that by 1960 they can be expected to
surpass the original targets by only about 10 to 20$. However, he was completely
off on oil which is scheduled to reach 135,000,000 tons, or 2-1/4 times the Stalin
target, by 1960. The reason for this difference lies largely in the unexpected
success in locating new oil reserves.

SOVIET UNION OIL RESERVES

The well known geologist William Pratt declaired that "the potential oil reserves of
Russia are doubtlessly larger than that of any other country".A recent article in the
British publication Petroleum Times also makes this point; "the USSR has more than 1/7
of the world's total dry land — over eight million square miles. Of this total, about
four-and-a-half million square miles is sedimentary and perfectly capable of holding
oil; it contains dozens of recognizable petroleum bearing basins of varying sizes.
The area where the present big producing fields are located is only one of the potential-
ly interesting regions — and it may quite well not be the best: beyond the Urals there
are vast unexplored areas.

"Compared with most producing countries, exploration in Russia is, so far, the least
complete...(it is) the only area comparable with the Middle East — and particularly
Saudi Arabia — as a probable scene of future discoveries on the very largest scale..."
The view that the Soviet Union is only now locating its major oil deposits is also
substantiated by oil industry minister Yeveseyenko who stated in a recent article in
Pravda that "prospected and surveyed oil reserves in the USSR have increased more than
five fold in the last ten years." Since the Soviet Union has now a staff of 25,000
trained geologists, the discovery of new oil deposits may well continue at such a
rate. For this reason "proved" reserve figures are not necessarily a good guide to the
Soviet Union's oil potential.



An official State estimate of proved reserves has never been given but there are a number
of semi-official and private estimates. Russia's chief geologist Gubkln is reported to
estimate current proved reserves at over one billion tons and probable reserves at 4.5
billion tons. Another recent Russian semi-official estimate puts proved reserves at
900 million tons, probable reserves at 4 billion tons and possible reserves at another
4 billion. A recent U.S. estimate and an independently arrived German estimate both
give Russia's "published proved" reserves at the end of 1955 at 1«33 billion tons. If
proved reserves are therefore assumed to range around 1.2 billion tons (although some
other estimates are considerably higher) they would be equivalent to about 16 years of
production, at the 1955 level, and would account for 5 "3% of proved world reserves, as
of January 1, 1956.

'
GEOGRAPHIC DISTRIBUTION OF

SOVIET OIL DEPOSITS

The Geographic Distribution of the major oil deposits is as follows, in order of size:
Volga-Ural area ("Second Baku"); Caucasus (Baku, Grozny, etc.); Emba region (Northern
shore of the Caspian Sea). Smaller deposits are found in the Central Asian part of
Russia in the Turkmenian, Usbekistan and Kirgiz Republics where about forty separate
fields were exploited last year. Further east are the small but locally important de-
posits of Sakhalin Island where six fields are currently operated. At the other ex-
treme, in Russia's Western provinces, lie the West Galizlan oil fields and the Estonian
shale oil deposits.

Together these areas produced about 71-7 million tons of oil (inclusive shale oil) last
year. Of great interest are the changes in the geographic distribution of the oil pro-
duction which have taken place since World War II. The following table shows the re-
lative decline of the old Southern and Western regions and the sharp rise of the Eastern
Region. (For a more detailed geographic break-down see table on p. 30 which gives pro-
duction in each of the 16 constituent Socialist Soviet Republics)

(in miljlion tons)
1940

Western & Southern Regions 28,257
Ukraine, Estonia*
Caucasus &
Caspian Sea 27

Eastern Regions
East European Russia
("Second Baku") 1

Central Asia
Sakhalin Island

Total USSR

* Shale oil

The main reasons for the

533

,724

3,059.

,601
870
588

31,316

750

20,686

13,216
2,468
1,200

1950
217536

16,884

38,320

1,431

25,536

41,000
2,774
1,200

relative decline of the South- Western

1955
267967

44,974

71,941

area ar

3,017

31,143

96,100
4,384
1,500

196o(P.lai
4̂,160

101,984

Baku fields in Azerbaidjan, In 1940 these fields still accounted for about 75$ of the
Soviet Union's total oil output and as late as 194? Stalin told U.S. Ambassador Walter B.
Smith, "the oil fields of Baku are our main source of raw material in this regard."
Last year, however, they contributed less than 25$ to the country's total output, and by
I960 their share will have been reduced to around 10 to 12$.



Though Baku's total output has remained approximately stationary since 1950, at 2/3
of the highest pre-war production, an interesting shift in production from land
to sea is taking place. Last year 26.5$ of Baku's 15.3 million tons of oil came
from off-shore drilling in the Caspian Sea coastal area. This is more than 2-1/2
times as much off-shore oil as was produced in 1950. By 1960, off-shore productions
will account for ̂ 0$ of Baku's total output. In the exploitation of off-shore oil
deposits, action on the strata by artificial methods is of decisive importance.
Right now artificial methods are being employed at 70$ of the off-shore fields.
During 1956 the flooding of strata at . Baku off-shore fields will be increased by
another 28$, under the FIVE YEAR PLAN DIRECTIVE which calls for Q2& increase in the
quantity of oil extracted under artificial methods throughout the Soviet Union.
Soviet geologists are of the opinion that these submarine oil deposits are a continua-
tion of the known main-land fields which probably stretch out extensively under the
bottom of the Caspian Sea. At present about 300 off-shore drillings are in production
with an average daily output of up to 1,800 barrels in some wells. The drillings are
carried on from firm platforms up to a sea-level of 80 feet. Plans are now being made
for driving pilings into considerably deeper water and for floating drilling rigs. One
of these off-shore fields, Neseyanya Kamny, is reported to look like a modern pile-dwell-
ing settlement with a piller-supported net of streets connecting the various drilling
platforms. Since Baku's total production is expected to remain stationary despite the sharp
crease in off-shore output, it is obvious that the main-land fields are in a rapid state
of decline. According to most experts, this decline is of a permanent nature although
by means of the most modern secondary recovery methods it has been possible to keep
most of its 3,000 wells productive.

•

Most of the actual increases achieved in the Western and Southern regions since the
end of World War II are due to increases along the Southeastern, .shore of the Caspian
Sea in the Turkmenian Republic, just north of the Iranian border, and to higher output
from the Estonian,oil .shale deposits. According to the Soviet Minister of Geology and
Mineral deposits, the Turkmenian oil deposits are very considerable. They are part of
the same geological structure than the Baku fields on Apsheron Penninsula, on the opposite
shore of the Caspian Sea. The Estonian shale deposits are one of the world's richest in
oil; when distilled industrially, they yield up to 18-20$ crude oil. The oil thus obtained
is suitable for refining into fuel oil, lubricating oil, gasoline and asphalt. Total oil-
•shale reserves are estimated at 6 billion tons. Over the next five years, oil production
from Estonia is scheduled to rise by about 70$ and from the Turkmenian shore of the Caspian
Sea by 30$. Also of increasing importance in Western Russia are the recent new fipds at
.Grozny, one of the country's oldest fields and the growing oil and gas production in the
Ukraine which lies in the center of a heavily industrialized area. The main fields here
are in Galicia which belonged to Poland until that country's dismemberment in September
1939. Under the new Five Year Plan, the Ukrainian oil production target is slated fora
180$ increase over 1955- It appears, from a recent article in Izvestia, that it could
be increased even further but that at present it is considered more economical to ship
oil into the Ukraine from Eastern Russia where there is an abundance of cheap oil than
to undertake the more costly exploitation of some of the newly found Ukrainian deposits.
Local Ukrainian oil administrators have, however, voiced criticism of this policy.

THE " SECOND BAKU" AREA
.

The most important post-war occurrence in the Soviet oil industry is the development of
the so-called "Second Baku,", roughly the area between the Ural Mountains and the Volga
River. Most of the inerease^in^Soviet oil production_JLn the past, ,ten year_a_.g,Qme.s from.,
frhi3 onearea which is located in the eastern-most European part of the Russian Federated
Soviet Republic, the largest of the sixteen constituent republics of the U.S.S.R. This
area accounts today (second half 1956) for 62$ of Russia's total oil output, compared to



about 5$ in 19̂ 0. By 1960, Russia will rely for over 71$ of its total oil output on
the "Second Baku" area.

The main oil areas within the "Second Baku" are, in order of importance:
The Tartarian and the Bashkirlan Autonomous Republics and the provinces Kuibyshev,
Molotov, Chkalov and Saratov and Stalingrad. The Tartarian oil deposits are located
between the Volga and the Belaya rivers. Between 1950 and 1955 their output was raised
17 times and last year it was about equivalent to that of the original Baku fields
(15.3 million tons ) . By I960, the Tartarian fields are slate/1 to supply about Vf million
tons, or about half of the total output of the "Second Baku". However, unlike Baku itself
which has some 20 different oil layers, the Tartarian fields have only 4 different layers.
Next to Tartaria, the biggest fields are in the Bashkirian Republic. Here lies the famous
Ufa oil field., the Soviet Unions' s largest single field. It is slated for 120$ increase
under the current Five Year Plan. The potential of the Bashkirian oil deposits is still
undetermined since many of its fields have only been discovered within the last couple of
years. Thus, one of its biggest discoveries was made in 1955 when four drillings reportedly
turned into gushers at a depth of 7,200 feet with a daily production of over 2,000 barrels
per well. Another new discovery is the Saratov oil deposit. Saratov's natural gas deposits
have been exploited for a number of years but it was only in 1955 that large-scale commer-
cial oil production began. The southern-most point of the "Second Baku" area seems to be
around Stalingrad where oil and gas production is also of fairly recent date.

The favorable location of the "Second Baku" is as important as its oil richess. Most of
the fields are only 500-700 miles east and south-east of Moscow, compared to the 1200-
mile distance between Moscow and Baku which formally had to supply most of the capital'8
oil needs. Furthermore, a number of important industrial centers are located right in
the new oil area such as Magnitogorsk, Sverdlovsk, Kuybishev, Stalingrad, etc. In this
connection it is worth noticing that lately the majority of new discoveries in the "Second
Baku" are seems to have been along the Volga river, its western-most limit. During the
first seven months of 1956, over 100 new wells were put on production at or near such
Volga cities as Stalingrad, Kuybyshev, Saratov, Stavropol.

The proximity of the new oil fields to Moscow has also affected the pr i c e of _the oil .
According to an article in a Soviet economic journal, a ton of oil from Baku cost 92.6
rubels (k rubels e,qual $1.00) in Moscow in 1950 while from Kuibyshev or Ufa it cost
only 67-70 rubels, the difference being due only to transportation costs^ since produc-
tion costs in the old Baku area were much less than in the "Second Baku". In fact, the
production of a ton of oil cost l6.6 rubels in Baku, 37.9 rubels in Kuibyschev and 24.1
rubels in the Ufa fields. However, it must be remembered that these price differences
refer to 1950- The Soviet Union claims to have made sharp cost reductions since then
and now calls production costs in Ufa "the lowest.... in the U,S.S_tR.". If true, this
would further increase the importance of the Volga-Ural oil fields.

Quality-wise, the oil from the "Second Baku" contains considerably more sulphur (up to
then the Caucasian oil and also has a high content of tar-like residues. This has created
many new processing problems for Soviet refineries.
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