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ABSTRACT

FISCAL DIMENSION OF OIL SECTORS
IN THE POST-SOVIET CASPIAN COUNTRIES:
A NEW INSTITUTIONALIST APPROACH

Us, Nazli Oykii
Master of Science in Eurasian Studies
Supervisor: Prof. Dr. Oktay F. Tanrisever

December 2014, 94 pages

The oil sector has a risky nature. Today, the main investors are increasingly more
National Oil Companies; but captivation of private investors, either foreign or
domestic, has playing a vital role. Investors evaluate their upstream projects’
profitability based not only on neoclassic macroeconomic analysis; but also the
country's institutional development.

The Post-Soviet oil producing Caspian countries, which were kept closed under the
Soviet rule for 69 years, have been living a transition period. After the dissolution in
1991, all of them had the challenge to build their own institutional structures.
Economic dependency type of system, established by the Soviet Union, was the
hardest challenge these newly formed oil-abundant countries have faced. Although
these countries have the same legacy of central planning and Soviet governance in
their oil sectors, the fiscal regimes and property rights have been diversified during
the last two decades. Although the resource curse literature accept the deteriorating
side of the oil wealth on economic development of these countries; New Institutional
Economics literature takes the institutions in the center of its analysis.

The thesis examines the development of the two main formal institutions in Post-
Soviet Caspian countries; the property rights and the fiscal regimes, within a New
Institutional Economics framework. After an introductory chapter, second chapter
describes the theory of NIE approach in general and towards the Post-Soviet
transition economies. From the third chapter to the sixth chapter the formal
institutions of the Post-Soviet Caspian countries are analysed one-by-one. Finally, in
the concluding chapter, the comparative findings are presented.

Key words: New Insitutional Economics, Oil, Russia, Kazakhstan, Azerbaijan
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SOVYET SONRASI HAZAR ULKELERININ PETROL SEKTORLERININ
MALI ANALIZI: YENI KURUMSALCI YAKLASIM

Us, Nazl1 Oykii
Yiiksek Lisans, Avrasya Calismalari
Tez Yoneticisi: Prof. Dr. Oktay F. Tanrisever

Aralik 2014, 94 sayfa

Petrol sektorii riskli bir yapiya sahiptir. Bugiin sektdrdeki ana yatirimcilar her ne
kadar milli petrol sirketleri olsa da, yerli ya da yabanci 6zel yatirnmin da sektére
¢ekilmesi ¢ok biiylik 6nem arz etmektedir. Yatirimeilar arama projelerinin karliligini,
sadece neoklasik makroekonomik analizlerle degil, ayn1 zamanda o iilkenin kurumsal
gelisimini inceleyerek degerlendirirler.

Altmis dokuz y1l Sovyetler Birligi yonetimi altinda kapali kalmis olan Sovyet sonrasi
petrol iireten Hazar iilkeleri, bir gecis donemi yasamaktadirlar. Birligin 1991 yilinda
dagilmasindan sonra, bu iilkeler kendi kurumsal yapilarini insa etme zorlugu ile karst
karsiya kalmislardir. Sovyetler Birligince ekonomik bagimlilik esasinda kurulmus
olan sistemin degistirilmesi, bu yeni kurulmis petrol zengini iilkelerin yasadigi en
biiytik zorluk olmustur. Petrol sektoriinde ayn1 Sovyet merkezi planlama sistemi ve
yonetim modeli miras kalmig olmasma ragmen, bu iilkeler son yirmi yilda mali
rejimleri ve miilkiyet haklar1 bakimindan oldukga farklilagsmistir. Kaynak laneti
literatiirii, petrol zenginliginin iilkelerin ekonomik gelisimini azalttigini kabul edip,
analizlerine kurumlar1 dahil etmese de, Yeni Kurumsal Iktisat (“YKI”) literatiirii
kurumlart analizinin merkezine oturtmustur.

Bu tezde Sovyetler Birligi sonrasi Hazar iilkelerinin petrol sektoriindeki gelisimleri,
iki ana formel kurum olan miilkiyet haklart ve mali rejimleri ekseninde ve Yeni
Kurumsal Ekonomi yaklasimi gergevesinde degerlendirilmektedir. Genel bir giris
boliimiinden sonra, ikinci boliimde YKI teorisinin genel yaklagimlari ve Sovyet
sonras1 gecis ekonomileri dzelindeki yaklasimlar incelenmektedir. Ugiincii boliimden
altinci bolime, bu tlkelerin kurumsal gelisimi tek tek degerlendirilmektedir. Sonug
boliimiinde, tezin bulgulart karsilastirmali olarak sunulmaktadir.

Anahtar Kelimeler: Yeni Kurumsal Iktisat, Petrol, Rusya, Kazakistan, Azerbaycan.
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INTRODUCTION

“If the misery of the poor be caused not by the laws of nature, but by our institutions,
great is our sin.”

Charles Darwin

The sustainable economic development is closely linked to the well-functioning
qualified institutions. The institutions in the oil sector is especially important,
because of the nature of this sector, which requires huge amount of investments,
human resources and technical knowledge for a long period of time. In the literature,
the role of the oil wealth in the economic development is arguable. Having oil
resources initially evaluated positively for the well-being of an economy; on the
contrary after 1970s, the word “oil” had become a synonym of “curse”. The resource
curse literature has been rich to produce many different articles; not focusing on
formal institutions, but taking the macroeconomic figures in the center of their
analysis. However, new approaches emerged as New Institutional Economics
(“NIE™).

After the dissolution of Soviet Union, many oil-rich countries around the Caspian
Sea were established as independent republics and many scholars got excited to
analyse the new region. Since the independent oil-rich Caspian countries had the
common Soviet institutional and economic structure, the analysis focusing on
whether there have been continuities or not, created a topic of curiosity. My thesis
aims to analyse the institutional development in the Post-Soviet Caspian countries
comparatively and tries to explain how the institutional environment affect the
sectoral investments and the oil output of each country. For this purpose, property
rights (“ownership structure” interchangeably) and fiscal regime are taken as the two

main formal institutions within a NIE framework.



The requisite for the analysis is to understand the characteristics of oil industry and
current sectoral developments as well. The first characteristic of the oil industry is
the level of uncertainty it posseses, because of the risky upstream segment. The
upstream oil business, which is also known as the exploration and production (E&P)
sector; contains activities like exploration, recovery and production of crude oil
and/or natural gas. White and Angulo explains oil industry as “the industry
characterised by two factors since its inception: an extraordinary high degree of risk
and a constant hunger for capital”. In Figure 1, the risk and return levels of the
whole oil value-chain is indicated. Although the risk level is high, there is a chance
to get higher returns from such investment. An upstream oil company, in line with its
long-term vision and risk appetite, would set its strategic goals, define the area of
growth and after performing feasibility studies not only in technical but also in

political and economic terms, capture the right projects.

. Commodity
- Trading
Exploration &
Production
e
s . LNG
by Drilling Rigs (=
(14
Midstream
Processing -
Refining - GTL
Pipeline
Risk
Source: EDI Plus & CRA International

Figure 1. lllustrative Risk-Return Investment Profile

Source: EKT Interactive. (2014) “Managing Risk in Oil and Gas”. Accessed on 20 June 2014.
<http://www.ektinteractive.com/introduction-oil-gas/business-processes-risk-management/>.

! Norman A. White and Albert W. Angulo et. al. (1978) Financing the International Petroleum
Industry. Chatham: Graham & Trotman Ltd. p.16.
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The second characteristic of the oil sector is its being project-based, phased business
model. The very first phase of exploring oil is to gain access to the hydrocarbon
reserves, which could be either by bidding in an open licensing round, or by direct
negotiations with the host country national oil companies (“NOCs”) or by mergers
and acquisitions.” Bain and Company 2012 report underlines that “in 1970s the
NOCs controlled less than 10 percent of the world’s oil and gas reserves; today, they
control more than 90 percent”.® During these forty years, while NOC’s not only
increased their bargaining power and core competencies; but also their abilities;
while international oil companies (“IOCs”) had faced with challenges. Moreover in
the report of Bain, it says that “since 2006 oil production by the supermajors has

decreased by 2 percent”.*

The second phase of oil business is exploration, meaning field works, gravity-
magnetic surveys, shooting 2-dimensional and 3-dimensional seismic lines,
interpretation of these lines and drilling an exploration well which hopefully brings
oil or gas. The third phase is appraisal; meaning to make further analysis for
reservoir optimisation, carrying out appraisal drillings and gathering more data for
feasibility study.

2 Jahn, F., Cook, M., & Graham, M. (2008) Hydrocarbon Exploration & Production. 2™ Edition.
Oxford: Elsevier B.V. p.1.

¥ Bain & Company (2012) “National oil companies reshape the playing field”. Accessed on 2 April
2014. < http://www.bain.com/publications/articles/national-oil-companies-reshape-the-playing-
field.aspx >. p.1.

* Bain & Company, (2012) “National oil companies reshape the playing field”. Accessed on 2 April
2014. <http://www.bain.com/publications/articles/national-oil-companies-reshape-the-playing-
field.aspx>. p.2.
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cumulative cashflow $million
o

Gaining Access

Figure 2.The field life cycle and typical cumulative cash flows

Source: Jahn, F., Cook, M., and Graham, M, (2008) Hydrocarbon Exploration & Production. 2™
Edition. Oxford: Elsevier B.V.p.1.

The fourth phase is development, it is not generally enough to find oil but its
commerciality or profitability is another process of evaluation. If the commerciality
is declared, development phase begins with the approval of field development plan.
Development covers the project planning, procurement of the materials of
construction, drilling more wells, building facilities for processing, storage and
trasportation. The bulk amount of costs in the project (maximum cash out) is
incurred in the development phase (See Figure 2). After the development phase
comes the production phase, which is mainly an operating phase and begins with the
first oil produced from the wellhead. The last phase is decommissioning defined
generally as removing the equipments in the oil well site. If the production continues
in this phase, the investors lose money; because of the income’s not covering the

royalty, payable to host country governments, plus operational expenses.

Another major chracteristic of an oil project is its being a long-term project; it takes
at least three years to explore, five to seven years to develop and twenty years to
produce oil from a field. In such a long business life cycle, there are many external
factors affecting the investments. First of them is the global oil prices. The volatility
of the oil prices historically is presented in Figure 3 from IHS Energy database.

Increasing oil prices create uncertainty not only on the current/future production

4



costs; but also on the current/future sales prices. The general oil price level in 1991s
was averagely 20$/bbl, however it has been increased nearly five times in 2008s. In
such a volatile price environment, with huge investments and challenging operations,

the possibility of financial loss make oil companies jointly invest.

120,00

100,00

60,00

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 20102011 2012 2013

Figure 3. Brent Oil Prices (Nominal $/bbl) FOB North Sea.

Source: THS Energy. “Outlook for Global Oil Prices and Refining Margins, June 2014”.(2014).
Accessed on 20 June 2014, <http://www.ihs.com/index.aspx>.

Second external factor affecting the oil investments is the changes of host countries’
political- fiscal regimes. This risk is trying to be handled mainly through agreements
(“contracts” interchangeably) which have been, as a whole, forming the host
countries’ fiscal regime. From the host countries perspective, each government
decides, as Bindemann states, the general ownership structure of their natural
resources; “whether resources can be privately owned or whether they are state
property and if they remain state-owned... the development can be conducted by a
state company or it can be contracted to a private firm”.> The authorities in the host
countries, prefer to incur such losses to foreign companies where Stevens defines a
foreign company as “a company which is incorporated outside the host country and

is owned and controlled by an owner or owners who are not nationals of the host

® Kristen Bindemann, (October 1999) “Production-Sharing Agreements: An Economic Analysis”.
Oxford Institute for Energy Studies. WPM 25. Accessed on 4 August

2014 .<http://www.oxfordenergy.org/wpcms/wp-content/uploads/2010/11/WPM25-
ProductionSharingAgreementsAnEconomicAnalysis-KBindemann-1999.pdf>. p.5.
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country”.® There are many different forms of contracts in the E&P sector but the
most common four forms are: production sharing agreements (“PSAs”), concession
contracts (“Royalty/Tax), risk service contracts (“RSCs”) and joint ventures

(“JVs”).” If we analyse them briefly, starting from PSAs, Bindemann defines PSA as;

Under a PSA the state as the owner of mineral resources engages a foreign oil company
(FOC) as a contractor to provide technical and financial services for exploration and
development operations. The state is traditionally represented by the government or one of its

agencies such as the national oil company.

He also states the role of NOC as one of the contractor, which is also a representative
of government in these contracts. Under PSAs, the contractor take the risks of the
initial phases until a commercial discovery. If there is no discovery, the contractor
bears all the costs related to the contract area. If there is a discovery, with the
begining of the production phase, contractor began to get its costs back from the oil
revenues. Another important feature of PSA is that it provides investors with

protection against changes in domestic legal and fiscal legislations.

The second and the oldest form of oil contracts are concession agreements (this
agreements are adopted under Royalty- Tax Fiscal System). 10Cs act concession
agreements with the landowners who have the title of all resources in the host
country; where the state has the ownership generally. If an IOC finds oil in the pre-
defined area, it owns this oil. The host country acquires only the royalty and taxes
from the produced oil. Johnston mentions that there were only royalty payments in
simple concession agreements, but once governments had gained more bargaining

power, many different forms of taxes have been added over the years.’

% Stevens. Dr. P. J. (1976) Joint Ventures in Middle East Oil 1957-1975. ix Middle East Economic
Consultants. London. p.5.

" Marin, D.C. (August 2013) “Inefficiencies and Bargaining in National Oil Companies and
International Oil Companies Cooperation”. Qil Gas & Energy Law. Volume 11. Issue 4.p.3.

8 Kristen Bindemann, (October 1999) ) “Production-Sharing Agreements: An Economic Analysis”.
Oxford Institute for Energy Studies. WPM 25. Accessed on 6 August 2014.
“http://www.oxfordenergy.org/wpcms/wp-content/uploads/2010/11/WPM25-
ProductionSharingAgreementsAnEconomicAnalysis-KBindemann-1999.pdf >. p.1.

° Daniel Johnston, (1994) International Petroleum Fiscal Systems and Production Sharing Contracts.
Oklahoma: PennWell Publishing Company. p. 29.
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The third form of contracting is the risk service contracts; where the host country is
the owner of the resources. An 10C supplies services and know-how to the host
country along the whole phases of oil sector and the host country in return agreed on
to pay a fixed, pre-determined fee as a share of the profit. This type of contracts are
common for the countries who have a developed oil sector with well-analysed,
geological data; like Iraq. Ghandi and Lin argue that some countries adopted service
contracts because of five reasons; “field ownership rights, produced crude ownership
rights, field’s operatorship, international oil companies’ compensation mechanism
and risk aversion of the state-owned oil companies”.’® As fourth type, joint ventures
are less commonly used forms of agreements. There can be many different types of
joint ventures; the state through its NOC enters into a partnership with many
companies. Whatever contract the foreign company signs with the host country, the
political risks on the companies always remain. One example is the risk of regime
change in a country, like the breakup of Soviet Union.

Other than the external factors affecting the oil investments, the sector itself has been
changing. In contrast to the general acception of the peak oil theory of M. King
Hubbert™; the proved oil reserves*? globally increased nearly 115 billion bbl up from
2012; to 1.6 trillion bbl as of January 1% of 2013 according to Oil and Gas Journal*®
and it underlines that the global average oil supply (“production” interchangeably)

reached at 75.7 million bbl/d in 2012, up 2.9 percent from the average 2011

10 Abbas Ghandi and C.Y. Cynthia Lin, (2014) Oil and Gas Service Contracts Around the World: A
Review. Energy Strategy Reviews. 3. p.22.

' M. King Hubbert. (1956) “Nuclear Energy and the Fossil Fuels”. Publication No. 95. Shell
Development Company. Accessed on 25 November 2014,
<http://www.hubbertpeak.com/hubbert/1956/1956.pdf>.

12 There are many methods of resource/ reserve calculations in the oil sector. | assume and use the
IEA approach “Resources are those volumes that have yet to be fully characterised, or that present
technical difficulties or are costly to extract. Reserves are those volumes that are expected to be
produced economically using today’s technology; they are often associated with a project that is
already well-defined or ongoing.” from the book of International Energy Agency (2013) Resources to
Reserves 2013 Oil, Gas and Coal Technologies for the Energy Markets of the Future. OECD/IEA
Publish. p.17.

3 0il & Gas Journal (2012) “Global Oil Production up in 2012 as reserves estimates rise again”
Accessed on 12 March 2012. <http://www.ogj.com/articles/print/vol-110/issue-12/special-report-
worldwide-report /global-oil-production-up-in-2012-as.html>.
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production volumes. With the discovery of unconventional resources, more volumes

of hydrocarbon resources are added up to the global reserve classifications.

According to BP Statistical Review of World Energy 2014 database, the top supplier
of oil in the World and in the Caspian was Russian Federation with 10.6 million
bbl/d average in 2012.'* The other Caspian oil suppliers have been Kazakhstan,
Azerbaijan and Turkmenistan as shown detailed in Table 1 and Table 2. Although

Iran is one of the Caspian countries, in the scope of this thesis it is neglected.

Table 1. Estimated Proved Reserves and Oil Production by Eastern Europe and FSU Countries

ESTIMATED PROVED RESERVES OIL PRODUCTION
Jan. 1,2013 Jon. 1, 2012
Producing | Estimated | Change Actual
oil s oil Gas oil wells* 2012 |wom2011 | 2011
COUNTRY (1,000 bb0 (bch) (1,00000) | (b | Dec. 31,2011 | (1,00000) | (%) (1,000 b/6)
EASTERN EUROPE and FSU
172,400 0 193,140 ) 9 172 1.7 154
7,000,000 35000 | 7000000 [ 3000 62 813 47 9033
198,000 100 198,000 10 . 114 £2.1 200
15,00 200 15,000 20 81 10 . 10
71,000 880 71,000 80 &0 114 52 120
15,000 140 15,000 190 . 29 73 al
35,00 300 3,000 30 2 10 - 10
27321 286 31,722 8 @5 141 02 141
30,000,000 85000 | 300m000 | 8s0m 1% | 15505 27 1,602.1
40,00 200 2,000 20 - 13 200 10
Uthuan®. .. ......ooon.... 12,000 ) 12,000 v . 21 50 20
POBAS ..o 156,520 3249 155,000 33% 512 135 80 125
ROMan@ ... ......ooooeen. 600,000 3725 600,000 225 6,000 80 14 842
RUSSD. .o eeeeeeeeeeennnns 80000000 |1688228 | 60,000,000 |1,680,00 107476 | 10,4500 12 | 103300
Serbd .. 77,50 1,700 77,500 1,700 646 154 27 150
Sowkd. ........... R 9,00 500 9,000 50 “ . .
THMSA0. oo 12,000 200 12,000 200 " - "
Tukmenstan ................. 60000 | 265000 60,000 | 26500 2515 2154 95 196.7
UK. ..o 395,000 39,000 3%,000 | 39,00 2494 500 35 483
Usbeksstan ............ . 554,000 65,000 554000 | 65000 2190 200 167 600
Total Eastem Europe and FSU. ... 120,029,741 | 2,188,738 | 100,059,362 |2,174,113 125049 | 13,3804 04 | 133317

Source: Oil & Gas Journal (2012) “Global Oil Production up in 2012 as reserves estimates rise again”
Accessed on 12 March 2012, http://www.ogj.com/articles/print/vol-110/issue-12/special-report-
worldwide-report /global-oil-production-up-in-2012-as.html

14 BP statistical Review of World Energy 2014. (2014) Accessed on 3 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical -review-of-world-
energy.html>.
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Table 2. Oil Production of the Post-Soviet Caspian Countries

Thousand barrels daily 1992 2000 2005 2010 2011 2012 2013
Azerbaijan 2275 2812 4449 1.023,3 918,8 919,0 931
Kazakhstan 5689 7402 1.33022 1.739,8 1.7578 1.7244 1785
Russian Federation 7.9782 6.5828 9.597,7 10.3653 10.5098 10.6432 10788
Turkmenistan 1088 1449 1928 216,8 216,8 2222 231

Source: BP Statistical Review of World Energy 2014 Database. Accessed on 3 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical-review-of-world-
energy.html>.

Another sectoral development is the increasing need for investment. Because of the
requirement of more sophisticated technologies and higher operational challenges in
physically harder lands like offshore sea or Arctic, huge investments are needed for
catching up a steady supply to the international oil market. Latest 2014 IEA report
underlines that there would be a need of around $11.3 trillion cumulative global E&P
investment during 2035 (in year 2012 US Dollar terms) under New Policies
Scenario; only developing Russia's hydrocarbon resources successfully would
require at least $849 billion."> When the other Caspian countries are also taken into
account, the importance of a healthy institutional environment for the future oil

supply is clear.

After the dissolution of Soviet Union in 1991, Post-Soviet countries had faced with
the challenge of building their states. Inherited infrastructure and economically
interdependent systems of the Soviet Union had not been easily replaced by the new
ones. The transition was hard, because of the ingredients of surviving Soviet
permanences in the region. However, some oil producing countries*® had the chance
to export their oil from other routes to the global markets with market oil prices quite
fastly. This diversification led the road to a new revenue streams and new

investments of projects.

> OECD/IEA World Energy Investment Outlook 2014. Accessed on 13 November 2014.
<http://www.iea.org/publications/freepublications/publication/WE102014.pdf>. p.23- 29.

1% Not gas-rich states because selling gas is harder in the sector than oil, which requires long term
supply contracts and take-or-pay clauses.
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Moreover, institutional environment of these countries followed different paths of
development, although the inheritances like history, culture and governance from the
Soviet times were common. Right after the breakup of Soviet Union, the Caspian oil
supply visibly decreased both as total amount and also in terms of percentages; but
with the help of oil prices and the re-investments to the projects, the supply
percentage increased upto 19 percent in the last four years (See Figure 4).

100. r 25,09
00.000 Total World Oil Supply (*000 bbl/d) >0%
90.000 ® Caspian Oil Supply (*000 bbl/d)

M % of Caspian Supply
80.000 19% 19% 19% 199, 19% - 20,0%
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Figure 4. Caspian oil supply share (%)

Source: BP Statistical Review 2014 database and my own calculations. Accessed on 5 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical-review-of-world-
energy.html>.

Table 3. Detailed Data of Caspian Oil Supplier Countries

AZERBAIJAN | KAZAKHSTAN RUSSIA TURKMENISTAN
Liquids Resources (mmbbl) 12.173,30 32.160,51 132.305,53 2.899,28
Gas Resources (bcf) 52.380,12 106.937,42 1.605.673,75 548.999,25
Liquids Production - (mbopd) 861,34 1.588,45 10.445,78 225,62
Gas Production - (mmcfd) 1.615,23 3.799,43 61.507,73 7.219,73
No of Active Companies (#) 9 78 202 4
No. of Development Wells Drilled (#) 10 8 13 19
No. of NFW Discoveries (#) 1 4 6 1
Success Rate (%) 100 26,6666 25 50
Total Active E&P Licences (#) 25 272 3291 11

Source: IHS Energy. (2013) Petroleum Economics and Policy Solutions Database. Accessed

on 3 September 2014. < http://www.ihs.com/products/oil-gas/news-analysis/peps. aspx >.
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As an example, although Russia is leading the head for oil production growth rates,
E&P active licencing, number of companies investing in the country and number of
new field discoveries according to IHS Energy Database (See Table 3); these figures
could not explain whether the institutional development of Russia is going toward a
success or the institutional environment is coherent with its governance structures, or
Russia has a successful fiscal regime in its oil sector for investor companies, or
Russia would be one of the victims of the resource curse. An article was published in
Moscow Times about the resource curse by Robert Skidelsky in 2004 and he said;
“The Soviets were basically right in their perception that the path to development lay

through manufacturing and not natural resources.”’

The literature of “Resource Curse” accepts abundant resources as a curse for some
resource-rich developing countries. Although there are many different explanations
for the curse; the mainly accepted explanation was the “Dutch Disease” where the
term was orginated from the Netherlands, after discovering large natural gas deposits
in the North Sea in 1960s. The classic paper published by W.M. Corden and J. Peter
Neary in 1982 says that a country’s real exchange rate was appreciated because of
the sharp rise in exports of the natural resources, thus limited capital and labor tend
to fly away from country’s other sectors like manufacturing; thus this create an

. . 18
inflationary pressure on country’s economy.

In contrary to the resource curse approach, Brunnschweiler and Bulte published their
article recently in 2007, claiming that the constitutions and institutions are the main
determinants of resource dependency and this abundancy is not affecting the growth
and institutional quality negatively but rather positively.'® Chaudhry analyses the oil-
abundant Middle Eastern countries’ economic development under three different

time periods, argues how international environment affecting the domestic

" Robert Skidelsky. (2004). “Can Russia Escape the 'Resource Curse'?”. The Moscow Times. 08 July.

18 W.Max Corden and J.Peter Neary. (1982). “Booming sector and de-industrialization in a small open
economy”. The Economic Journal. VVol. 92. No. 368. p.832.

¥ N. Brunnschweiler and H.E. Bulte, (2007). “The Resource Curse Revisited and Revised: A Tale of
Paradoxes and Red Herrings”. Center of Economic Research at ETH Zurich Working Paper. 06/61.
p.23.

11



institutions and present “a framework for examining institutional change in isolation”

during the boom and bust periods.”

However, Ahrend and Tompson state the weakness of the institutional environment

in the Post-Soviet countries as:

In the years following the collapse of the Soviet Union, the petroleum producers among its
successor states adopted a range of different strategies_for managing and developing their
hydrocarbons sectors. Patterns of ownership and control, as well as tax regimes, and attitudes
towards both the extent and the modalities of foreign involvement varied widely. Their
common features of the investment environment... include a generally weak institutional
framework, pervasive corruption, opaque and often changeable policy-making on the part of

the authorities, and relatively high levels of political and economic uncertainty.

They define the weak institutional environment with corruption, frequent changes of
the policies and the political uncertainty. Accordingly, Luong and Weinthal mention
that “these former Soviet republics inherited universally weak institutions, - most
notably fiscal regimes”; thus “the divergent development of fiscal regimes in each of
these states from the early 1990s through 2005s” supports their argument saying,
“Institutions in oil-rich states are not a product of their wealth per se, but rather
ownership structure- that is who owns and controls the sector”.?’ Luong and
Weinthal’s main argument was that resource curse is not inevitable; the transition
states need to form the right ownership structures and fiscal regimes per se for

healthy sectoral development.

For sustainable development of national economies of Post-Soviet oil-rich Caspian
countries, the development of the formal institutions in their oil sectors are very
important. My thesis argues that New Institutional Economics approach is much
more appropriate for explaining the developments in the oil sectors of these

countries. Including the introduction and conclusion, my thesis consists of seven

20 Kiren Aziz Chaudhry. (1997). The price of wealth: Economies and institutions in the Middle
East. Ithaca and London. Cornell University Press. p.9.

2! Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.17-
18.

22 pauline Jones Luong and Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.4.
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chapters. After the general introduction chapter, the second chapter describes the
theory of new institutional economics approach in general and towards the Post-
Soviet transition economies. From the third chapter to the sixth chapter the formal
institutions of property rights and fiscal regimes of the Post-Soviet Caspian countries
are analysed one-by-one, from the richest in oil resources, Russian Federation,
Kazakhstan, Azerbaijan and Turkmenistan sequentially. Finally, in the concluding

chapter, the comparative findings of the thesis are presented.
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CHAPTER 2

NEW INSTITUTIONAL ECONOMICS APPROACH & ITS APPILICATION
TO POST-SOVIET CASPIAN OIL SECTOR

In the oil sector “multinational firms compare and evaluate different locations in
different countries on the basis of their expected profitability; if a location loses its
competitiveness, firms move their operations, together with their capital, technical
and organizational knowledge to locations where the conditions for business are
more favorable” Mudambi and Navarra state.?* Based on their view, this competitive
advantage, traditionally backing up with macroeconomic conditions®*, is not
supported by the institutional structures of the countries in the orthodox methodology
and the institutions in this respect were disregarded in the international business

literature by some neoclassical economists. %

As the eponym of New Institutional Economics ("NIE"), Williamson argues that
“neoclassical economics was dismissive of institutions”.?® Cetin says that NIE has
emerged as “an interdisciplinary approach which contributes to the economics
literature empirically and theoretically”; moreover he underlines that NIE approach
has been introducing “a different methodological perspective with a new terminology
such as transaction costs, bounded rationality, property rights, incomplete contracts,
institutions, and organizations”.?’ He also mentions that “by bringing the institutional

foundations of economic activity to the center of the positive research, it has become

¥ Ram Mudambi and Pietro Navarra. (2002) “Institutions and internation business: a theoretical
overview” International Business Review. No 11. p. 635.

2 Economic conditions like economic growth, income per capita, inflation, balance of payments and
other main macroeconomic figures.

% Ram Mudambi and Pietro Navarra. (2002) “Institutions and internation business: a theoretical
overview” International Business Review. No 11. p. 635.

% Oliver E. Williamson. (2000) "The New Institutional Economics: Taking Stock, Looking Ahead"
Journal of Economic Literature. 38(3). p. 595.

2" Tamer Cetin. (2012) "Yeni Kurumsal iktisat". Sosyoloji Konferanslari. No 45. p.43.
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the most dynamic and vital discipline in economics”.?® The orientation of this chapter
is, after a biref description of the NIE's main hypotheses and concepts, analysing

NIE's application to the Post-Soviet transition economies.

First, we have to indicate what the "traditional” or "old" institutional economics
approach is, which focuses on the role of institutions in economic behavior and the
evolutionary nature of the economics, appearing at the beginning of the twentiety
century with the writings of Thorstein Veblen, Wesley Mitchell and John R.
Commons.”® The institutional economics theory advocates the assumptions of
changing preferences, bounded rationality and Darwinism based evolution in
economics; stating that the economics has an inseparable nature from political and
social formations. Old institutional economics, taking the orthodox economics
literature in the center, directly concerned with criticizing it without creating any
positive research agenda Cetin argues.®

Erdogdu stated that “NIE has emerged as the body of economic thought that
considers institutions to be relevant to economic theory...dealing with the nature,
origin and evolution of institutions”.3* NIE is an interdisciplinary theory which is
analysing the institutions and the interactions between the institutions. Groenewegen,
Spithoven and Van der Berg underlines that “NIE accepts neither unbounded
rationality, the perfect information environment of neoclassical theory, nor costless

transactions”.%

%8 Tamer Cetin. (2012) "Yeni Kurumsal Iktisat". Sosyoloji Konferanslar:. No 45. p.43.

% Institutional economics. (2014, September 15). In Wikipedia, The Free Encyclopedia. Accessed on
4 January 2015.<http://en.wikipedia.org/w/index.php?title=Institutional_economics&oldid
=625739316>.

%0 Tamer Cetin. (2012) "Yeni Kurumsal iktisat". Sosyoloji Konferanslari. No 45. p.48.

3! Erkan Erdogdu. (2013) “A cross-country analysis of electricity market reforms: Potential
contribution of New Institutional Economics ”. Energy Economics. Volume 39. p.240.

%2 Groenewegen, Spithoven and Van der Berg states NIE assumption of "bounded rationality",
meaning the capacity of human beings to formulate and solve complex problems in limited sense; so
the contracts are incomplete and leave room to uncertainties. Groenewegen, Spithoven and Van der
Berg. (2010) Institutional Economics: An Introduction. London: Palgrave MacMillan; The term
"bounded rationality" is firstly defined by Herbert A. Simon. He points out that most people are only
partly rational, and are emotional/irrational in the remaining part of their actions. Herbert A. Simon
(1957). "A Behavioral Model of Rational Choice", in Models of Man, Social and Rational:
Mathematical Essays on Rational Human Behavior in a Social Setting. New York: Wiley.
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The basic beliefs of NIE are explained by Brousseau & Glachant as:

- Legal, politicial, social and economic institutions...have important effects on economic
performance. ..

- Theoretical and empirical analysis should be interactive and evolve over time...

- Interdisciplinary research may make important contributions to understanding the role of
institutions and how they affect economic behavior and performance. Contributions from
history, law, psychology, anthropology, sociology, religion, and related disciplines may play
important role in advancing our understanding of institutions and their effects on the
economy...

- Longer-term dynamic considerations associated with technological change, the diffusion of
innovations, and the impacts of institutions on both should play a more central role in
economic analysis.

- Our understanding of institutions should be rich enough to allow us to apply economic
theory and empirical knowledge to a wide range of economic, cultural and political
settings. ..

- Institutional analysis seeks to understand the role of government and political institutions in
policy formation, implementation, and economic performance, but it does not itself have a
political agenda... ¥

After 1970s critising the old institutational school**, knowing the strengths and
limitations of the neoclassical theories and accepting the basic tools that have been
developed by them; the father of NIE, North published articles searching whether the
institutions are the gap-fillers in the market or not, in an incomplete world; moreover
he analysed the evolution of the institutions.®** Although there are many different

definitions of "institutions”, two of them are presented in the scope of this chapter.

The first major definition is of Douglas North, who defines institutions as:

...the humanly devised constraints that structure political,  economic  and  social
interaction. They consist of both informal constraints (sanctions, taboos, customs, traditions,
and codes of conduct), and formal rules (constitutions, laws, property rights). Throughout
history, institutions have been devised by human beingsto  create order and reduce
uncertainty in exchange. Together with the standard constraints of economics they define the
choice set and therefore determine transaction and production costs and hence the

%% Eric Brousseau and Jean-Michel Glachant. (2008) New Institutional Economics: A Guidebook, /
edited by Eric Brousseau and Jean-Michel Glachant. Cambridge, UK; New York: Cambridge
University Press. p.5-6.

34 “The traditional institutional economics lacked systematic theoretical foundations and
comprehensive supporting empirical analysis. Moreover it was often country and case specific and
little effort for generalization was made.” taken from Eric Brousseau and Jean-Michel Glachant.
(2008) New Institutional Economics: A Guidebook, / edited by Eric Brousseau and Jean-Michel
Glachant. Cambridge, UK; New York: Cambridge University Press. p.6.

% D.C. North. (1971) “Institutional change and economic growth”. Journal of Economic History.
Volume 31. p. 118-125.
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profitability and feasibility of engaging in economic activity. They evolve incrementally,
connecting the past with the present and the future; history in consequence is largely a story
of institutional evolution in which the historical performance of economies can only be
understood as a part of a sequential story. Institutions provide the incentive structure of an
economy; as that structure evolves, it shapes the direction of economic change towards
growth, stagnation, or decline.*

Rossiaud and Locatelli mention that this is a broad approach encompassing “both
rules governing private transactions as well as legal and regulatory environment”.*’

Seperately North defines organizations as:

It is the interaction between institutions and organizations that shapes the institutional
evolution of an economy. If institutions are the rules of the game, organizations and their
entrepreneurs are the players. Organizations are made up of groups of individuals bound
together by some common purpose to achieve certain objectives.*®

Many scholars critise North's definitions. Hodgson argues as:

North has been insufficiently clear. Consequently, many people misinterpret him as
suggesting that organizations are not a type of institution. He is also misinterpreted as making
a distinction between formal and informal institutions.*

Rossiaud and Locatelli present, according to North's perspective, the two main

functional roles of institutions;

i) institutions allow the decreasing of uncertainty which is faced by individuals ...

ii) property rights structures on assets affect use of resources in some specific and predictable
40

ways.

Groenewegen, Spithoven and Berg underline that “well-defined, structured property
rights and well-functioning, objective public courts reduce uncertainties for

economic actors and facilitate efficient decision-making.”*! In his framework, North

% D.C. North. (Winter 1991) “Institutions”. The Journal of Economic Perspectives. Volume 5. No.1.
p. 97.

% Sylvian Rossiaud and Catherine Locatelli. (September 2010) "Institutional Economics".
POLINARES Working Paper No.12. p. 4.

% D.C. North. (June 1994) “Economic Performance through Time” American Economic Review.
Volume 84. No. 3. p.361.

¥ Geoffrey M. Hodgson. (March 2006) “What are institutions?”” Journal of Economic Issues. Vol 40.
No.1. p.9.

“0 Sylvian Rossiaud and Catherine Locatelli. (September 2010) "Institutional Economics".
POLINARES Working Paper No.12. p. 4.
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also accepts transaction costs as a critical determinant of economic performance,
with the acceptance of individual wealth-maximizing behavior and imperfect
informative environment; hence the cost of transacting is determined by

institutions.*?

The second major definition is of Oliver E. Williamson, under the framework of
transaction cost economics ("TCE™). He defines institutions as “the governance
structures specified by agents for managing their transactions” as presented in the
paper of Rossiaud and Locatelli.* Although the principal institutions of capitalism
was classified as “the market” and “the hierarchy” by Coase**; Williamson
underlines “the hybrid” forms consisting of composite models of capitalistic
coordination combining the market, networks and the State®> and combining all of
them under the umbrella of contractual rule.

Rossiaud and Locatelli states that "these private-order rules and organizations are
essential for agents to protect themselves against opportunism of their partner".*®
Willamson as the inventor of the term of “New Institutional Economics”, presented
multi-level model with four interrelated levels of social or institutional analysis in

Figure 5.*” He defined the soft boundaries of NIE and explains the model as:

... The system is fully interconnected... The top level is the social embeddedness level. This
is where the norms, customs, mores, traditions, etc. are located.Religion plays a large role at
this level...The second level is referred to as the institutional environment. The structures
observed here are partly the products of evolutionary processes, but design opportunities are
also posed. Going beyond the “informal constraints (sanctions, taboos, customs, traditions,
and codes of conduct)” of a Level 1 kind, we now introduce “formal rules (constitutions,

* John Groenewegen, Antoon Spithoven and AnnetteVan den Berg. (2010) Institutional Economics:
An Introduction. London: Palgrave MacMillan. p.62

*2D.C. North. (Winter 1991) “Institutions”. The Journal of Economic Perspectives. Volume 5. No.1.
p. 98.

*% Sylvian Rossiaud and Catherine Locatelli. (September 2010) "Institutional Economics".
POLINARES Working Paper No.12. p. 5.

* Ronald Harry Coase. (1988) The firm, the market and the law. Chicago: University of Chicago
Press. p.5.

** Bernard Chavance. (2007) Institutional Economics. London: Routledge. (Orginally published in
French as L economieinstitutionnelle. 2007. Paris: La Decouverte.) p.46.

*¢ Sylvian Rossiaud and Catherine Locatelli. (September 2010) "Institutional Economics".
POLINARES Working Paper No.12. p. 5.

*7 John Groenewegen, Antoon Spithoven and AnnetteVan den Berg. (2010) Institutional Economics:
An Introduction. London: Palgrave MacMillan. p.66
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laws, property rights)” (North1991, p. 97). This opens up the opportunity for first-order
economizing: get the formal rules of the game right...The definition and enforcement of
property rights and of contract laws are important features (...)

...the third level, which is where the institutions of governance are located. Although
property remains important, a perfectly functioning legal system for defining contract laws
and enforcing contracts is not contemplated. Costless court ordering being a fiction, much of
the contract management and dispute settlement action is dealt with directly by the parties

through private ordering....48

The interconnectiveness between the levels of the model is the most important
dimension of Williamson’s model; where he explains the model with a help of a

graphical shema which is presented in Figure 5.

Figure 5. Williamson’s NIE Multi-Level Model of Economics of Institutions
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L4: neoclassical economics/agency theory

Source: Oliver E. Williamson. (2000) "The New Institutional Economics: Taking Stock, Looking
Ahead" Journal of Economic Literature. 38(3). p. 597.

*8 Qliver E. Williamson. (2000) "The New Institutional Economics: Taking Stock, Looking Ahead"
Journal of Economic Literature. 38(3). p. 596.
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Using this multi-level model of Williamson, Rossiaud and Locatelli argue the
institutional complementarity and institutional change, rooted from the continous,
ongoing interaction between individuals and entrepreneurs of organizations.*® *°
They underline the complexity of the process and incremental, path dependant nature
of the institutional change. The concept of path dependency was put forward by
Brian Arthur at first, North describes the path dependency as “more than the
incremental process of institutional evolution in which yesterday's institutional
framework provides the opportunity set for today's organizations and individual
entrepreneurs (political or economic)” and he states that “the future of a country
depending on the inheritances of its old systems but not gurantee the economic

development of that country”.”*

Opper states that the standard economic toolkit, not including institutions in the
analysis, was not successful to describe the breakup of Soviet Union in 1991.°2 On
the contrary, many articles and books have been published about the NIE’s
application to the transition economies. Roland examines how the transition process
changed the economists’ scientific though of institutions, from static to dynamic.>®
Since then, the role of institutions in the transition economies’ development have
been an issue of interest for many theoretical analyses. Transition economies is
defined by IMF as “the countries who are in transformation from centrally planned

economies into market economies”.>* IMF watches the main economic figures of

* Organizations are described in this paper as the players: groups of individuals bound by a common
purpose to achieve objectives, including political bodies, economic bodies (firms...), social bodies and
educational bodies (schools..)

%0 Sylvian Rossiaud and Catherine Locatelli. (September 2010) "Institutional Economics".
POLINARES Working Paper No.12. p. 9.

%! Douglass C. North. (Winter 1991) “Institutions”. The Journal of Economic Perspectives. Volume 5.
No.1. p.109.

52 Sonja Opper. (2008) New Institutional Economics and Its Application on Transition and Developing
Economies. a chapter of the book of Brousseau E. and Glachant J.M. Eds. (2008) New Institutional
Economics: A Guidebook. London: Cambridge University Press. p. 389.

%3 Gérard Roland. (May 2002) “Ten Years After . . . Transition and Economics”. IMF Staff Papers.
Volume 28. Special Issue. p.31.

5 IMF has four main group of transition economies, where Commonwealth of Independent States
(“CIS”) consists of Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyz Republic, Moldova,
Russia, Tajikistan, Turkmenistan, Ukraine, Uzbekistan. IMF. (3 November 2000) “Transition
Economies: An IMF Perspective on Progress and Prospects®. IMF Database. Accessed on 8 July
2014. <https://www.imf.org/external/np/exr/ib/2000/110300.htm>.
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these transition economies and analyses the level of their economic development;
where Peet underlines that after the mid-1970s, IMF adheres to a neo-liberal version
of neoclassicism, which generates the same policy package no matter what the

context is.>®

Since the transition was not successfully described by “generic” theories; on the
contrary NIE aims to include legal, economic, social, political, instititional
dimensions into their analysis, not only using the neo-classical analytical tools, but

also using other broad tools.

However, from the mid-1990s the field of work has expanded with the help of new
cross-national data sets collected by World Bank that allow tests of hypotheses on
comparative economic systems and institutions.”® The transition economies share
broad similarities with other developing economies with respect to the importance of
building institutions that can enable economic actors to create private and social
wealth Brousseau and Glachant argues.>” But they state the societies which have no
private property and have relied on communal exploitation of resources and
collective allocation decisions can not be expected overnight to successfully adopt
the basic institutions of capitalism.>® Accordingly, Murrell points out that after the
dissolution of Soviet Union, there was no formal institutions of capitalism in the
Post-Soviet countries; mammoth institutional destruction of the powerful socialist
institutions and construction of the new ones were on the agenda.” In line with this,
Post- Soviet organisations also had to adapt to this changing institutional

environment or the new ones had to be established.

> Richard Peet. (2003) Unholy Trinity: The IMF, World Bank and WTO. UK: Zed Books. p.57.

% Thorsten Beck, George Clarke, Alberto Groff, Philip Keefer, and Patrick Walsh. (September 2001)
"New tools in comparative political economy: The Database of Political Institutions™” 15:1. World
Bank Economic Review.p.165-176.

%" Eric Brousseau and Jean-Michel Glachant. (2008) New Institutional Economics: A Guidebook,
London: Cambridge University Press. p.389.

%8 Eric Brousseau and Jean-Michel Glachant. (2008) New Institutional Economics: A Guidebook,
London: Cambridge University Press. p.9.

> peter Murrell. (2003) "Institutions and Firms in Transition Economies”. Journal of Economic
Literature. p.1.
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Brousseau states the major controversy about institutions as:

Some scholars defend the idea that rational individuals voluntarily and purposely create
institutions, whereas others argue that institutions emerge spontaneously. Still others
combine these views by considering how the drivers of institutional evolution depend on the
type of institution under scrutiny. For instance, it is often suggested that formal rules are
designed whereas informal rules are spontaneous.®

Whether the institutions are voluntarily and purposely created or emerged
spontaneously; for oil sector there are two main economic institutions, property
rights and fiscal regimes. These institutions affect the investment environments, FDIs

and the NOCs’ structures in their oil sectors as well.

Being one of the most important economic institutions, influencing the economic
incentives in a society and allocating the resources in the oil sector, the definition of

property rights has been diversified. Common defines the property right in broader

terms as “the authority to undertake particular actions related to a specific domain”.®*

Alchian defines it more specifically as:

A property right is the exclusive authority to determine how a resource is used, whether that
resource is owned by government or by individuals. Society approves the uses selected by the
holder of the property right with governmental administered force and with social
ostracism.®?

% Eric Brousseau, Pierre Garrouste and Emmanuel Raynaud. (2011) “Institutional changes:
Alternative theories and consequesces for institutional design”. Journal of Economic Behaviour &
Organization. VVolume 79. p.3.

61 John R. Commons. (1968) Legal Foundations of Capitalism. Madison: University of Wisconsin
Press.

62 Armen A. Alchian. (2008) "Property Rights". The Concise Encyclopedia of Economics. Library of
Economics and Liberty. Accessed on 15 September 2014,
<http://www.econlib.org/library/Enc/PropertyRights.html>
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Demsetz describes the property rights as “the rights arise when it becomes economic
for those affected by externalities to internalize benefits and costs” and he

distinguishes the idealized forms of ownership as:

By communal ownership, | shall mean a right which can be exercised by all members of the
community. Frequently the rights to till and to hunt the land have been communally owned.
The right to walk a city sidewalk is communally owned. Communal ownership means that
the community denies to the state or to individual citizens the right to interfere with any
person’s exercise of communally-owned rights. Private ownership implies that the
community recognizes the right of the owner to exclude others from exercising the owner’s
private rights. State ownership implies that the state may exclude anyone from the use of a
right as long as the state follows accepted political procedures for determining who may not
use state-owned property.®

Dallago and Iwasaki describe the Coase theorem in relation to property rights and
they say “if there is a unique socially efficient allocation of resources, that allocation
will be reached through the market independently from the initial allocation of
property rights provided that rights are properly defined and enforced, actors are free
to transact, and there are no transaction costs...taken its unrealistic nature and
because there are transaction costs in every market, the initial allocation of property

rights are very important for efficient outcome in this respect.®*

Demsetz underlines the importance of the property rights for calculation of
transaction costs in a market and measurement of the externalities; he argues that the
communal property creates greater externalities, higher transaction costs and more
ineffectiveness in the country’s economy. On the contrary, lowering the transaction

costs are one of the main aims of a private property owner he says.

% Harold Demsetz. (May 1967) “Towards a Theory of Property Rights”. The American Economic
Review. VVolume 57. Issue 2. p.352.

® Bruno Dallago and Ichiro Iwasaki. (2007) Corporate Restructuring and Governance in Transition
Economies. Basingstoke: Palgrave Macmillan. p.21.
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Likewise, Luong and Weinthal argue that these oil-rich states were “cursed” not by
their wealth but rather by the structure of ownership they choose to manage their
wealth and the transaction costs created inside the structures.®® Although the resource
curse literature accept the property rights as constant, Luong and Weinthal accept it
as variable and state the changing nature of the property rigths in the sector over
time. They adopted four type of strategies which are described below as:

S1- State ownership with control: The state must own the rights to develop the majority of
petroleum deposits and hold the majority of shares (>50 percent) in the petroleum sector.
Foreign involvement is limited either to participating in contracts that restrict their
managerial and operational control, such as carried interest or joint ventures (JVs), or to
operating as service subcontractors.

S2- State ownership without control: The state must own the rights to develop the majority
of petroleum deposits and hold the majority of shares ( >50 percent) in the petroleum sector.
Foreign investors are allowed to participate through more permissive contracts, such as
production- sharing agreements (PSAs), which grant them significant managerial and
operational control.

P1- Private domestic companies can own the rights to develop the majority of petroleum
deposits and hold the majority of shares (>50 percent) in the petroleum sector.

P2- Private foreign companies can own the rights to develop the majority of petroleum
deposits and hold the mg'%ority of shares (>50 percent) in the petroleum sector, usually via

concessionary contracts.

As discussed in following chapters, each of the Post-Soviet Caspian countries
accepted different strategy and adopted different ownership structure. Dallago and
Iwasaki state that the boundaries of a firm in an economy are also determined by the
ownership structures in a country and it could be changed only by restructuring
programs like privitisation. The firms operating in a socialist economy had different
governance routines, features and targets than those in a market economy and it can

only be changed during the transition process.

% pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.6.

% pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.7.
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They describe this as: “Firm boundaries depend on institutions, human actors,
policies, and technology, all bound to change during transformation.”®” In addition to
that, Alchian states the need of strong system of property rights in a market economy
and moreover, he emphasizes the discussions about the priority of the "property"”

rights over "human" rights”.%®

The other important institution, the fiscal regime, differentiated from the macro-
economic terms, has specific meaning in my thesis; which is defined by the two
authors. As defined briefly by Kasriel & Wood:

The fiscal share, or “take”, from an upstream petroleum project is one of the key factors
determining profitability, from the perspective of both the investors and host country
governments involved. This “take” is determined not just by tax rates, but also by a number

of other mechanisms which collectively make up a country’s fiscal regime... 69

As defined more detailed in the article of Dongkun:

Fiscal terms (regime) usually include terms such as host nation equity and manner, ring-fence
of the revenue and cost, pricing mechanisms, cost recovery upper limit, cost recovery order,
definition and distribution of profit oil, the proportion of the royalties, corporate income tax
ratio, depreciation and depletion, bonus and its recovery, product pricing and sales methods,
losses carry-over, rent, duties, pipeline construction and its cost, domestic market obligations,
training fees, and other fees.”

These two definitions indicate that the fiscal regime in the oil sector depends on
many parameters and it does not have only commercial or legal, but technological
sphere too. Acemoglu notes that the institutions may affect the economic growth
depending on the technological changes.”

§7 Bruno Dallago and Ichiro Iwasaki. (2007) Corporate Restructuring and Governance in Transition
Economies. Basingstoke: Palgrave Macmillan. p.21-22.

%8 Armen A. Alchian. (2008) "Property Rights". The Concise Encyclopedia of Economics. Library of
Economics and Liberty. Accessed on 15 September 2014,
<http://www.econlib.org/library/Enc/PropertyRights.html>

% Kasriel, Ken & Wood, David. (2013) Upstream petroleum fiscal and valuation modelling in Excel:
a worked examples approach. UK: John Willey&Sons Ltd.

" Luo Dongkun and Yan Na. (December 2010) “Assessment of fiscal terms of international
petroleum contracts” Petroleum Exploration and Development VVolume 37. Issue 6. p. 756.

! Daron Acemoglu, Simon Johnson and James Robinson. (2004) “Institutions as the Fundamental
Cause of Long-run Growth”. NBER Working Paper Series. Working Paper 1048.
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In the thesis, | aim to analyse the institutional evolution of the Post-Soviet Caspian
oil producing countries comparatively, using North's definition and macroeconomic
views, Williamson's multi-level model, Luong and Weinthal’s classification and
accepting the property rights and fiscal regime as the two main formal institutions. |
try to present the relationship between the institutional change and the development
in their oil sectors, taking the global oil sector’s technological dimension constant.
These two institutions are mattering for their economic growth but author’s question

Is whether they affect the growth rate in their oil sector.

Cambridge, MA. National Bureau of Economic Research. Accessed on 1 September 2014.
<http://www.nber.org/papers/w10481>. p.9.
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CHAPTER 3

THE DEVELOPMENT OF INSTITUTIONS IN THE OIL SECTOR OF
RUSSIA

This chapter focuses on Russia which was the biggest oil supplier of the Soviet
Union. Russia had faced serious organizational crisis specifically in its oil sector
during the years of collapse. This massive, centrally planned economy with its
coordination and command mechanisms and its formal institutions was abolished;
however many informal institutions were survived during this process. The transition
had an unstable nature and the new institutions have been started to be built
regarding to their dependency paths as North and NIE authors suggested.

After the collapse, the declining figures of the GDP rates, oil supplies and downward
figures of the whole economy, made Russia search alternative reform programs for
increasing output and efficiency; hence the first reform was targeting the property
rights in the oil sector, the locomotive sector of the country's economy. Therefore
Kremlin decided to start a program targeting to switch to the private property rights
model. Locatelli and Rossiaud mention the two aims of this model: the first aim was
to provide an incentive for efficient practices which guarantee the long-term growth
and, with more balanced development, secure the reserve replacement; the second
aim was to modify the coordination mechanisms in order to stabilize the transactions

between the main actors in the oil industry.”

Russia launched this privatization programme “through the Law on Underground
Resources and the adoption of new Constitution in 1993”"® and the major players in

the oil sector were gradually changed to a vertically integrated companies (VICs).

72 Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model™. Energy Policy. Volume 39. p. 5589.

" Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future." U. Pa. J. Int'l Econ. L. 22. p.1074.
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Luong and Weinthal underline that Russian Federation adopted the P1 (Private
Domestic Ownership) type of ownership strategy in the oil sector, soon after its

independence.” Locatelli and Rossiaud describe the privitisation process as:

...in the upstream sector of the oil industry were delegated to varying degrees to private
companies. These companies emerged following the different privatization movements of the
1990s, mass privatization using the voucher system in 1992-1993 and the Loans for Shares
programme of 1995. Even if one state-controlled company Rosneft remained, it was at the
time very small, as were the so-called regional companies. In 2003 Rosneft accounted for less
than 5% of Russian oil production.”

After the privitisation, it’s suprising that Rosneft had only 5 percent of the country’s
total oil production. Shulga mentions that Russia’'s 1998 financial crisis had a
devastating impact on the Russian economy; thus not only GDP but also the volume
of foreign investment fell by half.”® Although Russia faced financial turbulance
hardly, the Russian oil output recovered rapidly. Ahrend and Tompson describe the

reasons as;

The combination of private ownership and low taxation proved extremely effective in
generating a rapid recovery of output. Production began to recover, albeit slowly, around the
time that the new owners took control of the privatised VICs and began to restructure them.
Output growth accelerated sharply after the 1998 financial crisis, as the recovery in oil prices,
coupled with the perception that property rights had become sufficiently secure, contributed
to a strong recovery in investment, output and exports. Oil-sector investment jumped from

roughly 25 percent of industrial investment before the crisis to around 35 percent in 2004.""

Shulga mentions that although there was a change in leadership in 1999 (Yeltsin
resigned in 1999 and Vladimir Putin was elected as President of Russian Federation
in 2000) the reform program was successfully handled by Putin and moreover he

emphasized his commitment to improving Russia's investment climate.”

™ pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.18.

"> Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model™. Energy Policy. Volume 39. p. 5590.

’® Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future." U. Pa. J. Int'l Econ. L. 22. p.1072.

7 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.21.

’® Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future." U. Pa. J. Int'l Econ. L. 22. p.1072.
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Starting from 1999, with the increasing trend of the international oil prices,
escalating gain of oil wealth from higher export revenues of oil was realized.
Locatelli arguably states that, the new players, set up in the oil sector with the help of
state, were formed in order to manage state enterprises of Gazprom and Rosneft.””®
These were the signs of change in ownership structures in Russia. At the end of the
process of privitization, most of the state's oil assets transfered to private individual's

hand. Ahrend and Tompson describe two types of owners as:

Some oil companies were privatised into the hands of insider managers who were oil
industry professionals (so-called neftyaniki or oilmen), while others were acquired by
politically well connected financial groups (the so-called finansisty), usually after those same
groups had secured the allegiance of insider managers within the companies in question. The
distinction between the finansisty and the neftyaniki turns out to have been an important one,
as the strategies pursued by the companies in the decade since privatisation have tended to
reflect to some extent the different orientations of the two types of owner®

Whether these were the different types of owners, Shulga underlines that through
privitisation process, the former Soviet oil and gas elites have got the ownership of
assets.® Hence in 2004, the oil sector was consolidated around VICs and the top four
private companies accounted for over 60 percent of output and almost 58 percent of

exports.®

7 Catherine Locatelli. (1995) “The reorganization of the Russian hydrocarbons industry”. Energy
Policy. Volume 23. No. 9. p.812.

8 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.18.

81 Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future." U. Pa. J. Int'l Econ. L. 22. p.1075.

82 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.19.

29



Table 4. Major Russian Oil Producers, 2004

Company Output (mt)' Non-CIS exports Refining (mt)
(mt)’

Yukos B5.7 313 39
Lukoil B4.1 29.3 5.5
TNK-BP 70.3 36.3 216
Surgutneftegaz 59.68 224 159
Sibneft 34 131 143
Tatneft 251 9.8 6.7
Slavneft 22 39 124
Rosneft 216 8.2 9.5
Bashneft’ 121 - 18.3
Gazprom 12 0.4 6.4
Others (including JVs) 325 51.92 40.8
Total 4858 206.6 185.0
" Includes crude od and condensate
* Data on exports by company indudes only shipments carried by Transneft and exports from proprietary terminals.
Rail, river and other bypassing deliveries are included in ‘others
! Data on Uta-based refineries
Source: InfoTEK, Ministry of Energy and Industry, Renaissance Capital

Source: Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the
CIS: The Impact of Institutions and Policies”. OECD Economics Department Working Papers. No.
484. p.19.

Although the privatization in upstream part of the oil sector of Russia was achieved
through the VICs; Kremlin kept its power to control these companies on the terms of
their transportation capacities and kept Transneft as the monopol company in the
midstream part. Because this process of privatization of the property rights in the oil
sector was kept closed between the domestic investors and Kremlin; thus foreign oil
companies started to seek the ways of entering into this highly profitable strategic

sector and forming joint ventures with domestic companies.

Kremlin tried to adopt a formula for keeping the foreign investment in the country
especially for the projects requiring high drilling technology and expertise; hence a
PSA Law was accepted in 1995.%

Ahrend and Tompson states that;

Although a framework law on PSAs was adopted in 1995, it had little impact owing to the
authorities’ failure to complete the legal framework needed for PSAs to function effectively.
The procedures for negotiating and concluding PSAs were cumbersome in the extreme, the
relevant tax code chapter was stalled for years, and much of the legislation that was passed
clearly contradicted other legislation...The licence to exploit a field must first be put up at

% President Yeltsin signed this law on December 30,1995.
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auction or tendered in some other way on the basis of the normal tax and royalty regime.
Only if no bidders are found on such terms will the state consider concluding a PSA. To be
sure, it was never intended that PSAs would form the basis for the fiscal regime in the oil
sector. They were seen as a transitional arrangement to facilitate investment while the

country developed its tax code and regulatory framework. >

Moreover, different investment methods in Russia was adopted and formed over
time; since the door of project financing method was opened for foreign investors
with adoption of the 1995 PSA Law according to Shulga.®® However, the author
argues that the PSA framework, has not been accepted as a common fiscal regime by
the Russian authorities, mainly because of the changeability of the main fiscal terms

from contract to contract and the hardship to negotiate and control all the contracts.®®

Since this was the case, Russia has been signed only three PSAs with different group
of foreign companies until 2014. Ironically the oil production from these 3 PSAs
were increased 12 percent and reached 241 thousand bbl/day in 2014 August, month-
on-month basis, from 2013.%” Russia’s total production was nearly 10.8 million bbl/d
of oil in 2013 according to BP; since 10 million target was passed in 2010 (See
Figure 6 and Table 5)

8 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.20.

8 Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future.” U. Pa. J. Int'l Econ. L. 22. p.1069.

8 «Negotiations of the first PSA projects lasted for an average of eight years and three months, despite
the highlevel lobbying at the government level. Each project had to obtain on average 1,500 permits in
order to start operations.” taken from the article of Arina Shulga. (2001) "Foreign Investment in
Russia's Oil and Gas: Legal Framework and Lessons for the Future." U. Pa. J. Int'l Econ. L. 22.
p.1086.

8 Reuters. (2 September 2014) Update 2- Russian Oil Production Rises in August, sanctions yet to
bite. Accessed on 2 September 2014. <http://www.reuters.com/article/2014/09/02/russia-energy-
production-idUSL5NOR31QX20140902>.
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Figure 6. Russian Oil Production (1991-2013) (Bbl/d)

Source: BP Statistical Review of World Energy 2014. Accessed on 3 May 2014.
<http://lwww.bp.com/en/global/corporate/about-bp/energy-economics/statistical-review-of-world-
energy.html>.

Table 5. PSAs in the Russian Oil Industry

Project Project Investors Field/contract
] operator territory
« Exxon Neftegaz Ltd. (Bahamas) (a subsidiary
of Exxon Mobil (USA)) - 30%
Exxon « Consortium SODECO (Japan) - 30%
. Neftegaz
Sakhalin 1 Lid. * JSC Rosneft (Russia) acting via its affiliates aiﬁaggﬁgiog;u
(Bahamas) RN-Astra (Russia) - 8,5% and fields &
Sakhalinmorneftegaz-Shelf (Russia) - 11,5%
# ONGC Videsh Ltd. (India) - 20%
. Gazprom  Sakhalin  Holdings BV
(Netherlands) (a subsidiary of JSC
Gazprom (Russia)) - 50% + 1 share
;ner lin « Shell Sakhalin Holdings B.V. (Netherlands)
Invesgtymem (a subsidiary of Royal Dutch Shell plc.
Compan (Netherlands/UK)) - 27,5% - 1 share
Sakhalingl o PHY
(sakhalin » Mitsui Sakhalin Holdings B.V. (Netherlands) Piltun-Astokhskoye
(a subsidiary of Mitsui and Co., Ltd. (Japan)) - and Lunskoye
ﬁ;?rﬁ?da) 12,5% fields
¢ Diamond Gas Sakhalin BV. (Netherlands)
(a subsidiary of Mitsubishi Corporation (Japan))
- 10%
« Total Exploration Production Russie (France)
(a subsidiary of concern Total (France/Finland))
Total - 40%
aga gg::;tig};l ¢ Norsk Hydro Sverige AB. (Sweden) (I;ha;n;i}g;;‘:s_
’ Russie (a subsidiary of Statoil Hydro (Norway)) - 30% Pechora basin)
(France) « JSC Zarubezhneft (Russia) - 20%
+ Nenets Oil Company (Russia) - 10%

Source: The Central Bank of Russia. (October 2011) “Production Sharing Agreements”. 24"
Meeting of the IMF Committee on Balance of Payments Statistics. BOPCOM 11/17. p. 6.

32



Since the oil sector of Russia was liberalized, Locatelli and Rossiaud underline that
the reforms of the 1990s did not enable the Russian oil industry to move toward
growth patterns that would secure its long-term development and the formal
institutions were neither functioning effectively, nor there was a coherent investment

environment.®® They underline the major institutional changes in the oil sector as;

...the state’s inalienable ownership of the subsoil was ratified by the adoption of the Subsoil
Law of 1992. This law and its amendments of 1995 established the conditions of access to
hydrocarbon resources, as well as the rights and obligations of the different parties involved,
through of a system of exploration and production licences. A principle of joint decisions
between federal and regional authorities on allocation of licences was established in the law.
The 1995 law on Production Sharing Agreements also introduced... Finally, the 1995 law on
the Continental Shelf of the Russian Federation was introduced to regulate offshore activities.
Until 2004, E&P licences were managed by the Ministry of Natural Resources. Since 2004,
this responsibility has been shared between two agencies under the jurisdiction of the
Ministry of Natural Resources, the Federal Agency for Subsoil Use (which organizes calls for

tender and bidding procedures) and the Federal Service for Supervision of Nature Use.®

Three other major legal changes in the oil sector, positively attracted the foreign
investors, were firstly the 1999 Law on Foreign Investment and secondly the Federal
Amendment to the Law of Subsoil, signed on 2™ January 2000, and thirdly the 1999
Amendment of the PSA Law, Shulga mentions.”

During these institutional changes were happening, Russia has been in the need of
finance and technical expertise for new deep sea exploration projects. Thus, Locatelli
and Rossiaud say that Russia has been in a deep exploration crisis; where there was a
“decline in the renewal rate of reserves and a decline of the contribution of proven &
recoverable reserves (ABC reserve category in Soviet system) to the overall total of

explored reserves (dropped from 67.8 percent in 1958 to 26.5 percent in 2000)...”%*

Moreover larger revenues started to come in and circulate in the Russian economy

after 2000s and the advisors of Putin started to state the alarm of negative effects of

8 Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model™. Energy Policy. Volume 39. p. 5588.

8 Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model™. Energy Policy. Volume 39. p. 5590.

% Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future." U. Pa. J. Int'l Econ. L. 22. p.1089.

%! Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model". Energy Policy. Volume 39. p. 5590.
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these revenues, Dutch Disease effect, to the overall economy. Hence the Stabilization
Fund was established in 2004 as a part of the federal budget to balance the federal
budget at the time of when oil price falls below a cut-off price, to absorb the
excessive liquidity, to reduce inflationary pressure and to insulate the economy from
volatility of raw material export earnings.”? Gel'man and Marganiya disclosed that
the Fund had nearly $160 billion by January 2008, thus the Ministry has not been
disclosed any newer data about the Fund.®® Moreover with the increased oil export
wealth of the VICs and the bullish oil price trends, Putin had calculated the overall
risks well Gel'man and Marganiya state and he made further institutional changes in
property rights after 2000s:

...under Putin the concept of “equal distancing of the state from oligarchs” was proclaimed.
An informal agreement between Putin and major business leaders was reached on the
nonencroachment of business into politics and on recognition of the results of privatization
by the state. However, for a number of reasons this informal agreement was broken in 2003.
On the eve of 2003 parliamentary elections, the Kremlin initiated a “war on oligarchs” which
resulted in the Yukos affair. The Kremlin was afraid that business would try to convert its oil
revenues into political influence. Yukos, the largest Russian private oil company, seemed to
be the most suitable candidate for capture, especially because of the deep involvement of its
top managers into political activism. Yukos found itself on the verge of bankrupcy, and was
deprived of its most important assets. Furthermore, Gazprom, the major state-owned
company in Russia, acquired Sibneft assets in 2005. After this, the trend for the gradual
nationalization of the oil industry in Russia became clear. Most of the Russian oil industry
came under state ownership. Also, the process of nationalization of the Russian oil industry
through major revisions of property rights had a dramatically negative impact for the rule of
law like in the cases of Yukos and Russneft, the private oil company acquired in 2007 by

entrepreneur Oleg Deripaska, who is close to the Kremlin.>*

The re-nationalisation trend in the oil sector can be observed from the supply figures,
NOCs’ production had accounted for 4.3 percent of the total oil production in 2003;

were 39.7 percent in 2009.% The NOCs of Russian Federation, Rosneft, Gazprom
and its subsidiary GazpromNeft appeared as the main players in the oil sector in the
last decade (See Table 6). Ahrend and Tompson underline that, the more Russia tried
to capture the rents arising from the increasing oil prices; the more damage it has

% Ministry of Finance of the Russian Federation. (2014) Stabilization Fund. Accessed on 27
September 2014. <http://www.minfin.ru/en/stabfund/about/>.

% Vladimir Gel'man and Otar Marganiya. (2010) “Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization”. USA: Lexington Books. p.66.

% Vladimir Gel'man and Otar Marganiya. (2010) “Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization”. USA: Lexington Books. p.65.

% Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model". Energy Policy. Volume 39. p. 5593.
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employed to the industry not only in short but also in the long-term.” Luong and
Weinthal states that Russia’s ownership structure was changed from P1 (Private

Domestic Ownership) to S1 (State Ownership with Control) in 2005.%

Table 6. Principal Russian Oil Companies in 2009

Principal Russian oil companies in 2009 (according to output).
0il companies Production
in mbd
Private companies Lukoil 1.80
TNK-BP 141
Surgutneftegaz 1.18
Slavneft (50 private, 031
50 public)
RussNeft 024
State-controlled Rosneft 241
companies Gazprom 1.05
Incl. GazpromNeft 0.59
Regional companies Tatneft 052
Bashneft 025
Others (including PSA) 0.79
Total 9.96
Source: “Russian oil production”. Argus FSUE, 29 January 2010.

Source: Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model”. Energy Policy. Volume 39. p.5593.

The insecure nature of the property rights in Russia, composing not only from the
defective yo-yo privatisation program, the weakness of rule of law, but also the
uncertainties arising from the licencing regime Ahrend and Tompson conclude.®® For
understanding the last one, the administration of the system of licences were difficult
and complex; the revocation process of a licence was legally problematic; moreover,
Kremlin has been using the revocation of a licence as a strategic tool to pressure

companies.

% Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.21.

% pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.18.

% Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.25.
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Additionally in 2007, Russia introduced a new term of “Strategic Field” and defined
the 31 fields as strategic oil and gas fields, where foreign companies could invest in
minority share but the operations should be performed by domestic companies.”
This type of unilateral legal, fiscal implementations affecting the property rights in
the oil sector, decrease the attractiveness of an investment and enhance the negative
concerns of the private foreign investors. Shulga points out the low levels of foreign
investment in Russian oil and gas sector because of the irregularity, uncertainty, and
speculations around Russia’s legal and regulatory system; as a consequence, from

independence until 1999 the foreign investment amount was only $35 billion, which

was lower than the annual foreign investment in China.*®
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Figure 7. FDI, Net Inflows into Russia (1995- 2013) (In Millions)
Source: World Bank Website, Accessed on 30 September 2014, http://data.worldbank.org/indicator

Arguably, as shown in Figure 7, the foreign direct investment amount was increased
significantly after 2000s; total amount exceed $490 billion between 1992 and 2013.

In the Russian oil sector, although the PSA regime was introduced, the Royalty-Tax

% Strategic Fields are defined as oil fields with proven deposits of over 70 million tonnes of oil, (513
million barrels) taken from the website of Stratoil, accessed on 10 September 2014.
<http://stratoil.wikispaces.com/Eastern+Siberia's+Oil+And+Gas+Development>.

190 Arina Shulga. (2001) "Foreign Investment in Russia's Oil and Gas: Legal Framework and Lessons
for the Future." U. Pa. J. Int'l Econ. L. 22. p.1068.
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fiscal regime has a dominant role and there are two main taxes: the first one is the
Minerals Production Tax, adopted in 2002, levied on the physical oil produced. The
second is Export Duty, levied on the production exported from Russia. The other
taxes that are applicable in Russia under this regime are income tax, value added tax,
property tax, withholding tax, land polution tax and unified social tax."®* Locatelli
and Rossiaud state that the current fiscal regime in place is based essentially on
revenue and not on profits and it is offering higher incentives to oil companies for
producing recoverable oil from existing fields rather than committing themselves to

the higher-risk investments.'® Locatelli underlines the fact as:

...most of the fiscal burden is on producers. Because of this simple fact, a large part of the oil
industry is unable to achieve sufficient cash flow after tax to finance its investments %>

Ahrend and Tompson states the current tax system as;

the Russian tax system, which provides little incentive to undertake exploration or investment
in new fields with long payback times. Recent attention has focused on the very high
marginal tax rates applied to the sector: the state now collects just close to $0.90 per barrel
exported for each one-dollar rise in the international price above $25/bbl. Certainly, this
reduces the ability of Russian oil producers to finance investment from retained earnings, but
at current oil prices most Russian producers are still generating extremely large profits and
there are good reasons for the state to want to capture the bulk of the windfalls arising from
exceptionally high prices. ... However, the reliance on profit-insensitive taxes can render

production from higher-cost fields unprofitable.104

The 2008 global economic crisis was testing the strength of the institutions in Russia;
after reaching $147 per bbl oil price, a sharp price decline was realised, in line with
the partial devaluation of Ruble, a drop in export revenues had caused budgetary
problems; hence the Stabilisation Fund was used to heal the deficits Gel’man and

Marganiya note.’®® During | have been writing this thesis, since July 2014, the oil

9L THS Energy Peps Database, “Russian Fiscal System”, reached on 9 October 2013,

102 Catherine Locatelli and Sylvian Rossiaud. (2011) “A neoinstitutionalist interpretation of the
changes in the Russian oil model". Energy Policy. Volume 39. p. 5592.

193 Catherine Locatelli. (1995) “The reorganization of the Russian hydrocarbons industry”. Energy
Policy. Volume 23. No. 9. p.818.

104 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.24.

195 \/Jadimir Gel'man and Otar Marganiya. (2010) “Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization”. USA: Lexington Books. p.67.
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prices were decreased at 40 percent, which was five years lowest price for crude oil,
hitting hard not only the Russian oil exploration projects but also the macroeconomic
balance by devaluation of Ruble.’® If the prices remain in that level for long periods
of time, neither fund would be enough to cover such losses. Ahrend and Tompson
mention that the perceived insecurity of property rights and the nature of the tax
regime served to discourage long-term investments and cause overall instability of
the fiscal framework.® Another major discouraging factor has been the level of
corruption; Transparency Initiatives Corruption Index (2013) shows that in Russia

corruption was high and it stood at the 127" place out of 175 countries. %

Accordingly the Moscow Times wrote that, every one out of three Russian officials
are corrupt.® In this chapter the formal institutional development in the oil sector of
Russia was presented. Although the formal institutions have been changed so
dramatically since 1990s, Locatelli and Rossiaud states that all the investor
companies in Russia have been experiencing the informal institutiton of bargaining,

which was left over from the planned economy.**°

196 Clifford Krauss, (2014). “Oil Falls to 5-Year Low, and Energy Companies Start to Retrench”. The
New York Times. 8 December 2014. Accessed on 10 December

2014 .<http:/lwww.nytimes.com/2014/12/09/business/energy-environment/oil-falls-to-5-year-low-and-
companies-start-to-retrench-.html?_r=0>.

197 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.22.

1% Transparency International Website. (2014) Russia Data. Accessed on 3 October 2014.
<http://www.transparency.org/cpi2013>.

199 The Moscow Times. (2014) “Watchdog Says One in Three Russian Officials Is Corrupt”, 9
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CHAPTER 4

THE DEVELOPMENT OF INSTITUTIONS IN THE OIL SECTOR OF
KAZAKHSTAN

The second biggest oil supplier of the Soviet Union and owner of many other natural
resources, Kazakhstan was socially and economically interdependent with the Union.
In her book Kazakhstan: Unfulfilled Promise, Olcott writes that although the national
conciousness had increased during the Gorbachev years and political independence
was demanded by some nationalities; Kazakhstan had never asked for independence
from Soviet ruling but it was awarded rapidly and unexpectedly during a meeting of

Soviet Republic leaders.'!

On 16 December 1991, Kazakhstan became an
independent country. The first Secretary of the Communist Party of the Kazakh SSR

Nursultan Nazarbayev, was elected as the nation's first president.

Like in other formerly Soviet states the economic breakdown was so severe and the
dependence to Russia was so vital that, the Nazarbayev had embraced the oil sector’s
potential for generating cash. Hence the foreign investors were welcomed and the
newly formed Kazakh government adopted new institutions for promoting the
foreign capital and expertise in the oil sector. Similarly Ahrend and Tompson note
that after independence, opposing to the Russian involvement into the political and
economic sphere of the country, Kazakhhstan had welcomed western capital and
technology.™? Luong and Weinthal underline that Kazakhstan adopted P2 (Private
Foreign Ownership) type of ownership strategy in the oil sector, soon after its

independence.™?

1 Martha Brill Olcott. (2010) Kazakhstan: Unfulfilled Promise. Carnegie Endowment for
International Peace. Washington DC. p.16.

12 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.26.

3 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.18.
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The Constitution of Kazakhstan was adopted on 28 January 1993'** and Article 6 of
the Constitution underlines that “...the underground resources shall be owned by the
state and the land may also be privately owned on terms, conditions and within the

limits established by legislation”**®

in which rights to use the subsoil were allowing
the private capital owners but oil and gas properties are the exclusive property of the

state.

Luong and Weinthal mention that after independence, initially the Kazakh state
retained 90 percent of the main oil production enterprises like Mangistaumunaigas,
Aktobemunaigas, Yuzhneftegaz; while remaining 10 percent were distributed to
employees.''® In following years Kazmunaygas sold the brownfields directly to
foreign investors. Hence in 1994, Law on Foreign Investment was adopted in which
gurantees mechanisms of contractual stability and dispute resolution to foreign
companies**’ and a Program for development of extractive industry of Kazakhstan,
which aims to increase the refining capacities, cover the domestic needs and enhance

the volume of exported oil'*.

Nazarbayev introduced a new Oil Law dated 28 June 1995 and the Law On Subsoil
and Subsoil Use dated 27 January 1996.''° While the Subsoil Law sets out the basic
framework for oil and mining operations in Kazakhstan, the Oil Law addresses only
oil operations; they were amended in 1999, 2004, 2007, 2008; but both of them were

114 Martha Brill Olcott. (2010) Kazakhstan: Unfulfilled Promise. Carnegie Endowment for
International Peace. Washington DC. p.96.

15 Official site of the President of the Republic of Kazakhstan. (2014) Accessed on 18 September
2014. <http://akorda.kz/en/category/konstituciya>.

118 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.261.

17 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.263.

18 Kazmunaygas Corporate Website. (2014) Accessed on 8 September 2014.
<http://www.kmg.kz/en/about>.

119 Baker Mckenzie Law Firm. (2014) “Doing Business in Kazakhstan”. Accessed on 4 November
2014. <http://www.bakermckenzie.com>. p.79.
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cancelled in connection with the adoption of the new Subsoil Law dated 26 June
2010."° The amendments in 1999 covered the elimination of the licensing and the
acception of direct contracting; 2004 amendments covered the pre-emptive rights of
the state for farming-in to projects; 2007 amendment covered the state’s right to
amend the terms and conditions of the contract, when there is a threat to the national
security of the Republic of Kazakhstan: 2008 amendment covered the elimination of
PSAs in country’s oil sector which was only adopted in 2005.*** The PSAs signed
before the adoption of the amendment was remained in effect. The new Subsoil Law
increased the priority of Kazakh state and made few changes in the former Kazakh
administrative policy; one of the key changes was about the stablisation clause,
where it was openly stated that stabilization is not covering changes to tax and
customs legislation.*? Lately the Tax Code was introduced in 2009; according to this
Code, only PSAs entered before the adoption of the Code and subsoil concessions

specially granted by the President had retained their fiscal regimes stable.*®

A privitisation program was held in 1990s, which was copied from Russian policies,
Pomfret notes.*** Accordingly Luong and Weinthal underline that Kazakhstan
transformed its property rights 100 percent from the Soviet type, when it chose to sell
off the majority shares in its production, refining and export facilities to foreign

investors in 1990s.'%°

120 Baker Mckenzie Law Firm. (2014) “Doing Business in Kazakhstan”. Accessed on 4 November
2014. <http://www.bakermckenzie.com>. p.79.
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122 Victor Mokrousov and Alexandra Neovius. (January 2011) “Kazakhstan’s new Subsoil Law”.
Chadbourne & Parke LLP. Oil & Gas NewsWire. Accessed on 11.December 2014.
<http://www.chadbourne.com >. p.14.
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124 Richard W. T. Pomfret. (2006) The Central Asian Economies Since Independence. New Jersey:
Princeton University Press. p.40.
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Cambridge University Press. p.259.
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A national oil company, Kazakhoil was established on 4 March 1997, having the
right to represent the interests of the state in all of the oil producing companies in
Kazakhstan.'?® But the power of Kazakhoil was reduced gradually after the adoption
of Decree 507 on 13 December 2000 and transferred to the reorganized Ministry of
Energy and Mineral Resources and in the final stage, wholly cancelled with the
adoption of Resolution 38 on 13 January 2001.'?" The Kazakh NOC KazMunayGas
was established for the purpose to increase efficient and transparent development of
oil and gas sector, to ensure a united state policy and to protect interests of
Kazakhstani people, by the presidential Decree on 20 February 2002.'%
Kazmunaigaz was also given the task of overseeing a major licensing round, which
began in 2003, involving over 100 blocks in the Kazakh sector of the Caspian shelf
Ahrend and Tompson note.*?® This sectoral restructuring was needed because of the
widespread corruption in 1990s, during the privatization process and policies towards
energy and minerals rights Pomfret states.®

Like in Russia and Azerbaijan, Kazakhstan established a National Oil Fund by a
Presidential Decree 402 in August 2000, which aims to diminish the country's
budgetary dependence on fluctuations of world oil prices and to accumulate savings
for the benefit of next generations.™! It consists of two parts; stabilization and
saving. At the end of 2013, it is said to be saved $71 billion in Fund’s account.'*?

Although Azerbaijan’s Fund SOFAZ has a much more transparent management,

126 Kazmunaygas Corporate Website, (2014) Accessed on 8 September 2014.
<http://www.kmg.kz/en/about/ history/chronology/>.

27 International Law Office Newsletter date February 12 2001, Accessed on 5 August 2014,
<http://www.internationallawoffice.com/newsletters/>.

128 Kazmunaygas Corporate Website, (2014) Accessed on 8 September 2014.
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129 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.30.

30 Richard W. T. Pomfret. (2006) The Central Asian Economies Since Independence. New Jersey:
Princeton University Press. p.6.

31 The Sovereign Wealth Fund Institute. (2014) “Kazakhstan National Oil Fund”. Accessed on 10
December 2014. <http://www.swfinstitute.org/swfs/kazakhstan-national-fund/>.

132 Reuters. (14 February 2014) Update 2- Kazakhstan's leader orders raid on oil fund to support
growth. Accessed on 29 September 2014, <http://www.reuters.com/article/2014/02/14/kazakhstan-
president-fund>.
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Kazakhstan redistribute the funds between the regions in the country, taking the
poverty diversity into account and institutionalize limits on expenditures Luong and
Weinthal say.'*?

Kazakhstan, with the help of increased foreign investment, oil production and
increased oil prices after 1999, has been kept at least 9 percent GDP growth rate
according to the World Bank databank.™** Hence, Ahrend and Tompson states the
extreme success of Kazakh approach toward attracting the foreign capital and getting
the highest FDI per capita figures; accordingly, during 2001-05, net FDI inflows
averaged around 10 percent of GDP, as compared with levels of 1.5- 2.5 percent in
Russia."*® From 1992 until 2013, Kazakhstan received $119 billion total FDI by the

help of giant oil projects (See Figure 8).*%
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Figure 8. FDI, Net Inflows into Kazakhstan (1992- 2013) (in Millions)
Source: World Bank Website, Accessed on 30 September 2014, http://data.worldbank.org/indicator
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Kazakhstan’s economy was the hardest hit in Central Asia by the 1998 Russian
Crisis; but following a large devaluation of the currency and more importantly the
upturn in world oil prices, Kazakhstan’s economy began to grow rapidly after 1999.
With the signature of big oil projects (Tengiz was signed on 6 April 1993 between
Nazarbayev and the CEO of Chevron'®’; Karachaganak was signed in 1995 between
Nazarbayev, the CEO of BG and ENI**®), the foreign oil companies entered into the
oil sector. Since then, they have been producing a large amount of oil in Kazakhstan
(See Table 7).

Kazakhstan oil production rapidly increased from 2000 until 2010, at least 400
thousand bbl/d; after 2010 steady figure appears to dominate with ups and downs
around 1700 thousand bbl/d according to BP (See Figure 9). After the price of oil
increased, Kazakhstan changed the ownership structure to S2 (State Ownership
without Control) type in its oil sector Luong and Weinthal underline.*** By 2013 oil
and gas fields in Kazakhstan have been explored and produced by more than 30
companies, where the government targets to increase investors and also production to
2.2 million bbl/d by 2030, Oil and Gas Minister Karabalin announced.**

37 The Corporate Website of Tengizchevroil. (2014) Accessed on 10 December 2014.
<http://www.tengizchevroil.com/about/milestones>.

138 The Corporate Website of Karachaganak. (2014) Accessed on 10 December 2014.
<http://www.kpo.kz/en/about-kpo/karachaganak-milestones.html>.

139 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.18.
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production”. Accessed on 25 September 2014. <http://www.azernews.az/analysis/67530.html>.
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Table 7. Ten Largest Oil and Condensate Producers in 2013

Table 1. Ten largest oil and condensate producers in 2013:
Company 2013, tonnes (cumulative) 2013 daily average, bid* 2013t0 2012, %
Tengizchevroil 27,105,645 543,508 12%
Karachaganak Petroleum Op_ 11,657,730 233793 13%
KazMunayGaz 8,079,804 162,039 4%
Mangistaumunaygaz 6,076,840 121,870 3%
CNPC-Aktobemunaygas 5,863,048 117,582 -4%
Kazgermunay JV 3,107,002 62,310 1%
PetroKazakhstan Kumkol Res. 2407720 48,286 -3%
Karazhanbasmunay 2051678 41,146 1%
Buzachi Operating Ltd. 1,990,762 39,924 0%
Turgay-Petroleum 1,655,391 33,199 -23%
(*converted from melfric tonnes at 7.3 bit). Source: Ministry of Oil & Gas.

Source: IHS Energy (2013) Kazakhstan Country Report. Accessed on 6 September 2014.
<http://www.ihs.com/index.aspx>.
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Figure 9. Kazakhstan Oil Production (1991- 2013) (Bbl/d)

Source: BP Statistical Review of World Energy 2014. Accessed on 5 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical -review-of-world-
energy.html>.

Kazakhstan currently provides two types of contracting; Concession Agreements,

and Service Contracts. Ironically, Sarsenbayev presents that until 1 December 2010

there have been 16 PSAs signed.**

4! Kuanysh Sarsenbayev. (2011) “Kazakhstan petroleum industry 2008—2010: trends of resource
nationalism policy?” Journal of World Energy Law and Business. VVol. 4. No. 4. p.378.

45



The production figure (See Figure 9), US Department of State summarised the

confusion in the taxation environment in the oil industry as follows;

In January 2009, Kazakhstan adopted a new Tax Code that lowered corporate-income (from
30% to 20%) and value-added taxes (16% in 2006 to 12% in 2009); replaced royalty
payments with a mineral-extraction tax (MET), and introduced excess-profits and rent taxes
on the export of crude oil and natural gas.

Contracts for Tengiz, Kashagan, and Karachaganak include tax stability clauses that
theoretically shelter the operating companies from changes to the tax code or customs
regime. In 2008, the government determined that the Karachaganak contract provided it tax
stability, but did not exempt the company from export duties. Under duress, the
Karachaganak Petroleum Operating Company paid more than $1 billion in customs duties,
which it contested through arbitration. In April 2008, Kazakhstan introduced a customs duty
on crude-oil and gas-condensate exports. The government zeroed the customs duty rate in
January 2009, but then it re-introduced it at a rate of $20 a ton in August 2010. The customs
duty doubled to $40 a ton as of January 1, 2011.**

Kazakhstan taxation institution has been very volitile, as the volatility in oil prices.
The Contractors in Kazakhstan in current fiscal regime have to pay not only huge
and different amount of taxes (Royalty like Mineral Exraction Tax, Corporate
Income Tax, Export Rent Tax, Excess Profits Tax, Withholding Tax, Export Duties)
but also negotiable Bonuses (upon Signature, Discovery, Production). Mineral
Extraction Tax is currently levied at rates of between 5 percent and 18 percent on the

produced crude oil amount.**

As stated above, an oil company would pay 20 percent
Corporate Income Tax and 12 percent VAT currently. The foreign companies
investing in Kazakhstan also faced with suspicious regional social spending funds

which were non-transparent.'**

The sustainable development of Kazakhstan’s oil sector is blur because of the
changes in fiscal policies; moreover, Luong and Weinthal underline that the size of
Kazakhstan’s informal economy has been growing; in 1998 it was accounted to 25

percent of GDP and in 2000 it reached 43 percent of GDP.** In parallel with the

142 s Department of State. (June 2012) Investment Climate Statement-Kazakhstan. Bureau of
Economic and Business Affairs. Accessed on 8 October 2014.
<http://www.state.gov/e/eb/rls/othr/ics/2012/ 191174.htm>.

143 Baker Mckenzie Law Firm. (2014) “Doing Business in Kazakhstan”. Accessed on 4 November
2014. <http://www.bakermckenzie.com>. p.45.

144 Us Department of State. (June 2012) Investment Climate Statement-Kazakhstan. Bureau of

Economic and Business Affairs. Accessed on 8 October 2014.
<http://www.state.gov/e/eb/rls/othr/ics/2012/ 191174.htm>.
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informal economy, according to the Transparency Initiatives Corruption Index
(2013) Kazakhstan had the 140" place and compared to 2005 data, where it was the
107" out of 159 countries, the level of corruption was detoriated in the country since
1991.2 In this chapter the formal institutional development in the oil sector of
Kazakhstan was presented. In the next chapter, the institutions of Azerbaijan will be

analysed.

1% pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.48.

148 Transparency International Corporate Website (2014) Kazakhtan Data. Accessed on 3 October
2014, < http://www.transparency.org/cpi2013>.
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CHAPTER 5

THE DEVELOPMENT OF INSTITUTIONS IN THE OIL SECTOR OF
AZERBAIJAN

This chapter’s focus is Azerbaijan, locating in the heart of Caucasus and having rich
oil reserves. During the war with Armenia, the indepence of the country was received
unexpectedly. But the economy was crumbling, the negative effects of disintegration
was reinforced by the hyperinflation and the war. With the increased oil prices and
the reform policies adopted for attracting huge foreign investments, the upstream
sector has been not only the driving force of the country’s recovery; but also a tool

for defending the territorial integrity.'*’

Under USSR ruling, Azerbaijan was one of the main oil supplier republics. Ciarreta
and Nasirov states that Azeri oil production had reached 23.5 million tons in 1991,
accounting for 71.4 percent of total oil output in the Former Soviet Union.*®After
the dissolution of Soviet Union in 1991, Azerbaijan faced with a decrease in oil
production because of outdated technology, lack of investment in new drilling and
rehabilitation of the existing wells.**® During 1989-1994, GDP declined by about 63
percent.*®® Moreover, Ottaway underlines that 15% of the territory of the former
Soviet Azerbaijan was in the hands of Armenia and tens of thousands of refugees

were created. >

7 Alitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.282.

“8Ajtor Ciarreta and Shahriyar Nasirov. (2010) “Impact of Azerbaijan’s Energy Policy on the
Development of the Oil Sector”. International Association for Energy Economics. p.43.

“SAitor Ciarreta and Shahriyar Nasirov. (2010) “Impact of Azerbaijan’s Energy Policy on the
Development of the Oil Sector”. International Association for Energy Economics. p.43.

YOAitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.282.

31 Marina Ottaway. (2003) Democracy Challenged: The Rise of Semi-Authoritarianism. Carnegie
Endowment for International Peace. Washington DC: The Brookings Institution Press. p.51.
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According to the Article 14 of the newly adopted Constitution of Azerbaijan on 18
October 1991, the natural resources of the country belongs to Azeri people.'? Hence,
for serving this purpose, Luong and Weinthal underline that two NOCs of Azerineft
and Azneftkimiya, which were set up for managing the oil exploration and extraction
in the country, were merged into a new NOC named SOCAR in 1992 according to
the presidential Decree adopted by the second president Azerbaijan, Abulfez
Elchibey.™ In the SOCAR’s website, it states the corporate history as;

Azerineft State Concern was established according to the Decree of the President of the
Republic of Azerbaijan of December 3, 1991. On September 13, 1992, according to a Decree
of the President of the Republic of Azerbaijan, SOCAR ...was established on basis of the
Azerineft State Concern and Azerneftkimya Production Association in order to use oil
resources in accordance with a consistent national policy, improve the management structure
of the oil industry, and develop the energy industry.***

SOCAR was established as a state-owned, closed joint-stock company, who soon had
the monopoly status in the oil sector. Ahrend and Tompson state that SOCAR has

been both a party in all international consortia; and a negotiator in the name of

government, trying to attract foreign players without compromising state control.™

Ciarreta & Nasirov describe the regulatory environment in the oil sector as follows;

The legal framework for the regulation of oil and gas contracts is based on the Subsoil Act of
13 February 1998 and the Energy Act of 24 November 1998. Although both these acts
provide a general framework for exploiting energy resources, in many instances their
provisions clash with each other...In order to improve the preparation and implementation of
state policy on oil and gas production, the president of Azerbaijan signed a Decree on 15
May 2006 for the founding of the Ministry of Industry and Energy (MIE).

SOCAR s thus charged with conducting commercial functions while the MIE is responsible
for non commercial functions such as preparing, negotiating and implementing PSAs and
other types of contract on behalf of the government. However, in reality, the MIE has been
accorded only nominal responsibility for concluding PSAs.

There is currently no legislation in Azerbaijan specifically governing the oil and gas sector.
However, a draft law on oil and gas has been submitted to the parliament for approval. It is

152 Azerbaijan President’s official website. (2014) Accessed on 31 October 2014.
<http://en.president.az/azerbaijan/constitution#PEOPLE'S POWER>.

153 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.224.

154 SOCAR Corporate Website. (2014) Accessed on 12 September 2014,
<http://new.socar.az/socar/en/company/about-socar/history-of-socar>.

1% Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.26.
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clear from the draft that the law will not be applicable to PSAs signed to date and will only
apply to agreements signed in the future.’*®

As can be understood, the oil sector of Azerbaijan has been developed based mainly
on PSAs, there were no other general legislation affecting the sector and the draft law
was ceased at present.”’ Ciarreta & Nasirov state that Azerbaijan chosed to adopt
PSAs because of being young state without enough financial capital and country’s
low credit rating, meaning that it was unable to get long-term loans from foreign
credit institutions to fund its oil and gas projects.™®® Thus, as a transition country,
Azerbaijan accepted to implement new contracts for securing the foreign investors;
inline with implementation of an economic restructuring program and expansion of
energy-economic ties with other countries. Luong and Weinthal underline that
Azerbaijan adopted the S2 (State Ownership without Control) type of ownership

strategy in the oil sector, soon after its independence.*

During these state-building efforts, in 1993 the former Communist Party leader,
Heydar Aliyev came to power, supporting the foreign investors in the oil sector,
signed the first PSA of Azerbaijan, “Contract of the Century”.*® Since then, the
foreign investments have been received from the PSAs; until 2010, 32 contracts have
been acted with foreign companies.'® Hence, Azerbaijan Economy and Industry
Minister Shahin Mustafayev states that, between 1995 and 2013 Azerbaijan received

156 Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.290.
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Cambridge University Press. p.18.
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$83,8 billion as foreign direct investments; in which $48,8 billion was to its oil and
gas sector.'®? (See Figure 10)
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Figure 10. FDI, Net Inflows into Azerbaijan (1995- 2013) (In Millions)
Source: World Bank Website, Accessed on 30 September 2014, http://data.worldbank.org/indicator

As a part of the national oil strategy, the State Oil Fund (SOFAZ) was established for
collecting the all oil and gas revenues and proper management of revenues by the
Decree Ne 240 of Heydar Aliyev, dated 29 December 1999; Statute of the Oil Fund
was approved by the Presidential Decree Ne 434, dated 29 December 2000.'%% The
amount generated for future generations reached totally $37 billion in reserves as of
the end of third quarter 2014.*** SOFAZ, collecting all the revenues from the PSAs,
have not received any tax payments which go directly to the State budget; has been

an important source of public infrastructure projects.*®®

162 Trendnews, (16 July 2014) Accessed on 4 August 2014,
<http://en.trend.az/business/economy/2294831.html >.

163 State Oil Fund of The Republic of Azerbaijan Official Website. (2014) Accessed on 3 September
2014. <http://www.oilfund.az/en_US/about_found/history/uemumi-melumat. asp>.

164 State Oil Fund of The Republic of Azerbaijan Official Website. (2014) Accessed on 3 September
2014, <http://www.oilfund.az/en_US/hesabat-arxivi/rublukh/2014_1/2014 1_3/>.

185 Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.284.
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Some people found this investments on projects ambigous. Relative to other oil-rich
countries, Hasanov indicates that Azerbaijan has the worst position in expending the
oil revenues.’® However, Ciarreta and Nasirov underline that this fund has been
supporting Azerbaijan’s investment program aiming to fight with poverty, where

they say:

Large oil revenues allowed the government to achieve success in reducing poverty through
continuously increasing in the minimum salaries and pensions under social transfer programs
from SOFAZ, indicated by a drop in the poverty rate from 27% to just 2% today.*®’

As seen in Table 8, where the table is borrowed from Ciarreta and Nasirov,
Azerbaijan enjoyed positive growth rates during 2000s and the oil and gas
investments share in gross exports have been increased upto 93.1 percent in 2008.
After Aliyev died, his son Ilham Aliyev came to power in 2003. The economic

policies focusing on the foreign investment has been continued since then.

Table 8. Oil and Gas Sector in Azerbaijan, 2003-2009

Source: IMF, SSCA, CBA.?

2003 2004 2005 2006 2007 2008 2009

GDP growth rate (%) 11.2 102 264 345 25 10.8 9.3
Share of oil & gas:

Value added in GDP 275 290 422 508 53.7 527 420
In industry® 621 61.6 750 828 857 B89.0 840
In gross export 85.7 8277 865 922 0942 0931 907

In foreign direct investment 98.5 97.5 942 903 90.1 839 740

¢ SSCA stands for the State Statistics Committee of the Republic of Azerbaijan,
and CBA stands for Central Bank of Azerbaijan.
b Extraction of crude oil and gas including refined petroleum products.

Source: Aitor Ciarreta and Shahriyar Nasirov. “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. 40. (2012) p.283.

As the end of 2013 Azerbaijan had 7 billion barrels of proven recoverable reserves

and the average daily oil production increased from the levels of 200 thousands in

166 Fakhri Hasanov. (2013) “Dutch disease and the Azerbaijan economy”. Communist and Post-
Communist Studies. VVolume 46. p.493.

187 Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.283.
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1991 (See Figure 11).2°® The bulk amount of the reserves are located in the Caspian
Sea. Ciarreta & Nasirov state that the oil production exceeded 1 million bbl/day in
2010 for the first time in the country’s history, with an increase of 14 percent on
2008.1%° In 2013, average oil production was 863 thousand bbl/day, 20 percent was
from SOCAR; nearly 85 percent of Azerbaijan’s total oil output was exported in
2013, mainly by Baku-Tiblisi-Ceyhan oil pipeline.!
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Figure 11. Azerbaijan Oil Production, (1991-2013) (Bbl/d)

Source: BP Statistical Review of World Energy 2014. Accessed on 13 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical -review-of-world-
energy.html>.

The fiscal regime of PSA has many negotiable parameters inside. One of the non-
negotiable factor is that, the operatorship given generally to a foreign technologically
sophisticated company in exchange of a training package and secondment options for
host country’s employees. The contractors are not obliged to pay any royalty and
additional profits taxes. Like in other PSAs in the world, the contractor pays different

level of bonuses depending on the phase of the project (signature bonus, production

108 Bp statistical Review of World Energy. (2014) Accessed on 3 May 2014. http://www.bp.com/en

/global/corporate/about-bp/energy-economics/statistical-review-of-world-energy.htmi>.

189 Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.285.

0 Hs Energy. (2013) Azerbaijan Country Report, Accessed on 7 September 2014. <http://www.
ihs.com/index.aspx>.
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bonus and discovery bonus), recovers its capital and operating costs if there is a
commercial discovery and the profit petroleum is distributed between the
government and the contractor based on a R factor (generally a ratio of cumulative

revenues to cumulative expenses).

Unlike the other Caspian countries, the foreign contractor pays tax on profits
between 25 — 32 percent in Azerbaijan. Taxes are paid via SOCAR, meaning that
foreign oil companies have no direct relations with government tax authorities. Tax
revenues are then transferred to the Tax Ministry of Azerbaijan by SOCAR. Each
contractor pays tax on profits as per the legislation of the Republic of Azerbaijan on
the taxing of profits, which came into force on 1 January, 1997. Table 9 lists main
fields in Azerbaijan describing name of Operator, estimated investment, reserves,
government share and taxes on contractors’ profits. As can be seen in the table, the
earliest projects in Azerbaijan encouraged foerign investors more; where SOCAR’s

bargaining power was the lowest.

Table 9. The main fields of Azerbaijan

MName of field Operator Estimated Estimated reserve Covernment share Tax on
investment CORLFactor's
profit (%)
Min (%) Max (%)

ACG—signed 20.09.1994 BP 20 billion § 5.7 billion tons ofl 30 80 25

Araz, Alov and Sharg—signed 21.07.1998 BP 4 billicn § 300 million tons oil and 400 50 90 32
billion cubic meters gas

Shah Deniz—signed 04.06.1994 BP 10 billion$ 1200 billion cubic meters gas 45 90 25

Ashrafi- Dan Ulduz—signed 14.12.1996 SOCAR 2.5 billion § 6 million tons oil and 25 50 80 25
billion cubic meters gas

Makhchivan—signed 01.08.1997 RWE DEO 2 billion § 300 billion cubic meters gas 50 90 32

Inam—signed 21.07.1998 BP 3.5-4 billions 100 million tons oil and 100 50 =1} 32
billion cubic meters gas

Karabakh—signed 10.11.1995 SOCAR 1.7 billicn § 620 million tons oil and 50 80 25
5 billion cubic meters gas

Umid—new discovered SOCAR 5 billion § 200 billion cubic meters gas

Shafaq and Asiman—signed 13.07 2009 BP - 500 billion cubic meters 50 90 32

Source: Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and
gas sector: Achievements and challenges”. Energy Policy. Volume 40. p.288.

Like other Caspian countries, Azerbaijan’s major challenge has been the excessive
dependence of the economy on the oil sector Ciarreta and Nasirov state; the non-oil
sector has been remained underdeveloped and fragile.'’* Although the high level of
corruption, as an informal institution coming back from the Soviet times, has been

the main obstacle on the economic development, the government established a state

71 Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and gas
sector: Achievements and challenges”. Energy Policy. Volume 40. p.282.
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commission on anti-corruption measures. There has been a slow improvement on the
level of corruption; Azerbaijan became to the 127" place in the Transparency
Initiatives Corruption Index (2013), compared to the 130" out of 159 countries in
2005.1"2 In the next chapter Turkmenistan oil sector institutional development will

be analysed.

172 Transparency International Corporate Website. (2014) Azerbaijan Data. Accessed on 3 October
2014. <http://www.transparency.org/cpi2013>.
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CHAPTER 6

THE DEVELOPMENT OF INSTITUTIONS IN THE OIL SECTOR OF
TURKMENISTAN

This chapter focuses on Turkmenistan’s institutional development in oil sector.
Being one of the Central Asian countries, Turkmenistan has been the most closed
and controlled economy among the other Post-Soviet Caspian countries. Like the
other Post-Soviet republics, Turkmenistan also did not have the heritage of
democracy, multiparty politics, pluralism and a civil society Bassam underlines.!”®
Besides, a tribally-based social structure was one of the social risks for

Turkmenistan.

Saparmurat Niyazov was appointed as the President of Turkmen Soviet Socialist
Republic in December 1985 before the Soviet Union’s dissolution; afterwards he
became the first President of the independent Turkmenistan in 21 June 1992.'"
Accordingly, calling himself “Turkmenbashi” (father of all Turkmens), giving
importance to found the statehood around Turkmen nationalism, Niyazov was able to
consolidate his power until his dealth in 2006.'" Niyazov accepted the gradualistic
reform approach toward the market economy Bassam asserts and the ideological
vacuum created by the failure of Marxism-Leninism was filled by the “authoritarian
modernization and evolutionary reform models with a nationalist spin” he

176

underlines.”” As an example, it is interesting to note that after the independence,

Niyazov’s government adopted a Soviet-like “free usage of gas, water, electricity and

13 Kareem Al Bassam. (2003) The evolution of authoritarianism in Turkmenistan. Retrieved on April

25, 2013, from: http:// www.gwu.edu/~ieresgwu/assets/docs/demokratizatsiya%20 archive/05-
03_albassam.pdf. p.387.

174 Rafis Abazov. (2005) Historical Dictionary of Turkmenistan. Maryland; Scarecrow Press, Inc.
p.117.

17 Joachim Ahrens and Herman Willem Hoen et al.. (2013) Institutional Reform in Central Asia:
Politico-economic Challenges. New York: Routledge. p.4.

178 Kareem Al Bassam. (2003). The evolution of authoritarianism in Turkmenistan. Retrieved on April

25, 2013, from: http:// www.gwu.edu/~ieresgwu/assets/docs/demokratizatsiya%20 archive/05-
03_albassam.pdf. p.395
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salt” Decree in 1993 for the usage of the people for ten years then it was extended
upto 2020""" which make us think that this was one of the gradualistic policy
elements of Niyazov and a populistic resource rent-division policy. Around his
strong presidency and charismatic authority, there was a clear choice toward the
continuation of state ownership not only in oil sector but in other main sectors as

well.

After Niyazov, the authoritarian rule has been continued by the next President
Berdimuhammedov since 21 December 2006.'"® Sabonis-Helf underlines that
Turkmenistan chose to maintain its Soviet type governance and enthusiasm of OPEC
for state ownership, state welfare, and state interventionism.”® Luong and Weinthal
underline that at the very beginning of independence, Turkmenistan adopted S1
(State Ownership with Control) type of ownership strategy in the oil sector; being the

most Soviet similar system.'®

The Constitution of Turkmenistan was adopted on 18 May 1992 and was amended
several times in 1995, 1999, 2003, 2006 and 2008.*! The latest amendment, adopted
on 26 September 2008, brought big changes on Constitution, which was the abolition
the legislative body of the 2500 membered Halk Maslahaty or People's Coucil and

gave more power to the elected 25-member parliament, the Mejlis. ‘%

T FOX News Agency, (25 October 2006) Accessed on 23 October 2014.
<http://www.foxnews.com/story/2006/10/25/turkmenistan-leader-promises-citizens-free-gas-
electricity-and-water-through/>.

178 pricewaterhouseCoopers. (2013) “Doing Business In Turkmenistan 2011- 2012”. Accessed on 13
December 2014. p.2.

17 Theresa Sabonis-Helf. (2004) “The Rise of the Post-Soviet Petro-States: Energy Exports and
Domestic Governance in Turkmenistan and Kazakhstan” in Daniel L.Burghart and Teresa Sabonis-
Helf Eds. In the Tracksof Tamerlane: Central Asia’s Path to the 21th Century. Washington DC:
Center for Technology and National Security Policy. p.165.

180 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.18.

181 pricewaterhouseCoopers. (2013) “Doing Business In Turkmenistan 2011- 2012”. Accessed on 13
December 2014. p.2.

182 Oleg Stalbovskiy and Maria Stalbovskaya. (June 2006) “A Research Guide to the Turkmenistan
Legal System”. Global Law and Justice. Hauser Global Law School. Accessed on 12 December 2014.
<http://www.nyulawglobal.org/globalex/turkmenistan.htm>.
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The Subsurface Law of 14 December 1992 was the first formal institutional

development where Maulenov describes all the major developments as follows;

...the Subsurface Law of 14 December 1992, the Hydrocarbon Resources Law of 30
December 1996, the Presidential Decree of 6 June 1997 on Implementation of the
Hydrocarbon Resources Law, the Presidential Decree of 18 December 1998 on Licensing
Arrangements for the Conduct of Petroleum operations in the Territory of Turkmenistan...
Licensing of petroleum operations in Turkmenistan is touched on in Article 14 of the
Hydrocarbon Resources Law, to the effect that natural resources found on the land may be
exploited on the basis of a license, and the licensee may only carry out the operations
stipulated in the license. Either a tender or direct negotiations are held before a petroleum
license is issued... In Turkmenistan, direct negotiation is the preferred option. ... Standard

contracts drafted by the Turkmenistan government have been running since 1997..1

In this framework, Niyazov’s state ownership choice was supported by the formation
of major NOCs with a presidential Decree in 1996; Turkmenneft, Turkmengas,
Turkmenneftegasstroy, Turkmenneftegas and Turkmengeologiya. Additionally, this
Decree was abolishing the Ministry of Oil and Gas and forming a new Ministry of
Oil and Gas Industry and Mineral Resources.'®* State ownership was emphasized by
the Decrees. Likewise, Ahrend and Tompson state the property rights in

Turkmenistan’s oil sector as:

The Turkmen system continues to be characterised by the predominance of state ownership
of the means of production, restrictions on foreign exchange activities, widespread subsidies
and an approach to, planned, development on the basis of import substituting
industrialisation. While some privatisation has taken place, the authorities remain explicitly

committed to maintaining the major productive sectors in state hands. . 188

However, the new Law on Hydrocarbon Resources adopted by Berdymukhammedov
on 20 August 2008 had not only increased the State Hydrocarbon Agency’s role,
behaving the NOCs as subsidiaries of the Hydrocarbon Agency; but also established

183 Kassym S. Maulenov. (November 2008) “Legal Regulation of the Oil Business in the
Turkmenistan, Uzbekistan and Kyrgyzstan”. Oil, Gas and Energy Law. Special Edition. VVolume 6.
Issue 3 p.3-4.

184 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.83.

185 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.33.
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a legal framework for the exploration, development and other activities related to the

production of hydrocarbon resources in Turkmenistan.'®

On the other hand, the foreign investor companies, like Bridas, who had entered into
the country in early 1990s, ended up with arbitration. However, US Department of
State mentions the upstream opportunities in Turkmenistan and presents the

investment environment in oil sector for foreign companies as:

Incoming foreign investment is regulated by the Law on Foreign Investment (last amended in
2008), the Law on Investments (last amended in 1993) and the Law on Corporations of 1999,
with respect to start-up corporations, acquisitions, mergers and takeovers. Foreign investment
activities are affected by appropriate bilateral or multilateral investment treaties, the Law on
Enterprises of 2000, the Law on Business Activities (last amended in 2008), and the 2004
Land Code. Foreign investment in the oil and gas sectors is subject to the 2008 Petroleum
Law. A foreign investor is defined in the law as an entity owning a minimum of 20 percent of

. 187
a company's assets...

On the institution of state oil funds, Sabonis-Helf states that even the supporters of
funds have been against Turkmenistan’s forming a national fund because of its
potential non transparent nature political structure and potential negative effects on
the general economy.*® Unlike other countries, Turkmenistan did not receive huge
foreign capital involvement in its economy; where the total foreign direct investment
between 1995 and 2013 was only $23 billion (See Figure 12). However, the
investment to the oil and gas sector was increased both by NOCs and by foreign

investors according to Evaluate Energy database.'®°

188 Svetlana Dzardanova. (March 2010) “Resource Nationalism Trends in Turkmenistan, 2004—2009”.
RUSSCASP Working Paper. Accessed on 13 December 2014. <http://www.fni.no/russcasp/WP-
Dzardanova-Turkmenistan.pdf>. p.22.

87 US Department of State. (June 2012) Investment Climate Statement-Turkmenistan. Bureau of
Economic and Business Affairs. <http://www.state.gov/e/eb/rls/othr/ics/2012 /191255.htm>.

188 Theresa Sabonis-Helf, (2004) “The Rise of the Post-Soviet Petro-States: Energy Exports and
Domestic Governance in Turkmenistan and Kazakhstan” in Daniel L.Burghart and Teresa Sabonis-
Helf Eds. In the Tracksof Tamerlane: Central Asia’s Path to the 21th Century. Washington DC:
Center for Technology and National Security Policy. p.170.

189 Evaluate Energy Country Profiles (2014) Turkmenistan Country Data. Accessed on 19 October
2014. <http://www.evaluateenergy.com/>.
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Figure 12. FDI, Net Inflows into Azerbaijan (1995- 2013) (In Millions)
Source: World Bank Website, Accessed on 30 September 2014, http://data.worldbank.org/indicator

Turkmenistan was one of the major gas and cotton suppliers of the Soviet economy.
Oil has not been the priority commodity. Although the proven reserves of oil was
546 million barrels in 1998, the study of USGS shows that there was a great
exploration potential, where the mean of the estimated undiscovered oil reserves was

191

6.8 billion barrels.”" Moreover, Turkmenistan claims that the Caspian Sea contains

80.6 billion barrels of 0il.'®> Ahrend and Tompson state that Turkmenistan has not
been explored enough.*®

Especially the Turkmenistan sector of the Caspian Sea because of the ongoing
dispute between Iran, Azerbaijan, and Turkmenistan on the maritime boundaries.
Additionally Turkmenistan, pursuing a Soviet-type policy, had launched a ten-year
economic development plan as early as 1993, targeting the rapid exploitation of oil

reserves.%

19 Bp statistical Review of World Energy. (2014) Accessed on 3 May 2014. http://www.bp.com/en

/global/corporate/about-bp/energy-economics/statistical-review-of-world-energy.htmi>.

191 USGS Online Report. (2000) Accessed 12 October 2014, <http://energy.cr.usgs.gov/WEcont/
regions/regl/riturm.pdf>.

92 E1A Country Analysis Brief: Turkmenistan. (2012) Accessed on 20 October 2014.
<http://www.eia.gov/countries/analysisbriefs/cabs/Turkmenistan/pdf >.

193 Rudiger Ahrend and William Tompson (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.31.
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Currently Turkmenistan is producing 231 thousand bbl/d according to BP. Moreover,
Turkmenistan’s oil production has been rising after the independence although the
institutional development has been limited (See Figure 13). Turkmenistan
government released the Oil and Gas Development Plan for 2007-2030, setting oil

and gas production targets for 2030; where 110 million tons of oil were projected to

be produced and from that amount, 80 million tons of oil available for export.'*®

250

200

150

100

50

199119921993 19941995 1996 1997 1998 19992000 200520102011 20122013

Figure 13. Turkmenistan Oil Production (1991- 2013) (Bbl/d)

Source: BP Statistical Review of World Energy 2014. Accessed on 10 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical -review-of-world-
energy.html>.

194 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.78.

1% Wikileaks Webpage. (2006) “Turkmenistan's Ambitious 2007-2030 Oil And Gas Development

Plan” Accessed on 13 November 2014.
<http://www.wikileaks.org/plusd/cablessO6ASHGABAT1150 a.html>.
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Aring and Elik mention that President Berdimuhammedov has been giving
importance to the 2030 Oil and Gas Development Plan and accept it as a valuable

policy guidance tool.*® They note about the program as:

The 2030 program explicitly states that the Caspian Sea shelf with be developed jointly with
foreign companies through PSAs “under the supervision of Turkmenneft”, the state oil
company. The onshore priority regions for technical assistance service contracts are in
western Turkmenistan (the Keimir area, Kum Dag, and Esenguly) and southeastern
Turkmenistan (Dauletebad, Yashlar, the right bank of the Amu Darya, and Yoloten-

Osman)...197

Like Russia and Kazakhstan, Turkmenistan had adopted two fiscal regimes at the
same time in the oil sector which make investors confused; PSAs and Service
Agreements. But, as Ahrend and Tompson state “the priority of the foreign
investments under the PSA regime”.*® Currently there are three active onshore PSAs
(Nebitdag-ENI, Khazar, Bagtyarlyk project -CNPC) and five active offshore PSAs
(Block I- Petronas, Cheleken- Dragon Oil, Blocks 11 and 12- Maersk Oil and
Wintershall, Block 23-RWE and Block 21- Itera).**® IHS report shows that the PSA
contractors currently are subject to negotiable Bonuses and negotiable Royalty rate
applied on the physical oil production, Petroleum Income Tax of fixed 20 percent,
recovery of averagely 60-70 percent of their costs, negotiable sliding scale profit
sharing and although there was not an obligatory state participation, government

made investors accept Turkmenneft as partner with a share of at least 20 percent.

Ahrend and Tompson note that although there have been policies for encouraging the
investment, the companies evaluate Turkmenistan’s insitutional environment
negatively because of the “arbitrary state actions, high levels of corruption, poor

infrastructure, a lack of export routes and heavy regulations”.*®

19 Jbrahim Aring and Siileyman Elik. (2010) “Turkmenistan and Azerbaijan in European Gas Supply
Security”. Insight Turkey Volume 12, No. 3. p.174.

97 fbrahim Aring and Siileyman Elik, (2010) “Turkmenistan and Azerbaijan in European Gas Supply
Security”. Insight Turkey Volume 12, No. 3. p.175.

1% Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.33.

%9 1Hs Energy. (2013) Turkmenistan Country Report, Accessed on 10 September 2014, <https://my.

ihsenergy.com/MenuPage.aspx>.
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With high level of corruption, Turkmenistan had the 168" place in the Transparency
Initiatives Corruption Index (2013), worser when compared to 2005 data where it
was the 155™ out of 159 countries.’®* From the third upto the sixth chapters, | have
presented the oil sector insitutional developments in the Post-Soviet Caspian
countries. The next chapter will provide a comparative assessment and my

concluding remarks.

200 Rudiger Ahrend and William Tompson. (2006) “Realising the Oil Supply Potential of the CIS: The
Impact of Institutions and Policies”. OECD Economics Department Working Papers. No. 484. p.34.

201 Transparency International Corporate Website. (2014) Turkmenistan Data. Accessed on 3 October
2014. <http://www.transparency.org/cpi2013>.
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A COMPARATIVE ASSESSMENT

Inspired by the book of Pauline Jones Luong and Erika Weinthal, reading the lines in
the book of Groenewegen, Spithoven and Van den Berg; "countries who have well-
defined property rights and well-defined institutional structure experience faster

1202

growth than those without™, understanding the gap from the words of Gel'man and

Marganiya “...oil states of post-Soviet Eurasia are located in this underexplored and

203 and witnessing the variety of property rights and fiscal

untheorized “gray zone
regimes all over the world; the Post- Soviet transition countries were interesting to
analyse. Keeping the resource curse and transition economies literature aside, New

Institutional Economics literature captured my interest.

The very first feature of the oil sector defined in introduction was uncertainty and
compatibly Erbas defines the roles of institutions and how institutions make the

uncertainty “calculable” as;

Institutions are social mechanisms that make outcomes more easily predictable and good
institutions increase accuracy in prediction. Institutions facilitate the conversion of
uncertainty into quantifiable risk. Thus, uncertainty becomes “priceable”—uncertainty is
reduced and transactions costs decline, which promotes investment and growth. Institutions
are longer lived than individuals and provide impersonal safeguards to ensure time-consistent
treatment of investment decisions and contractual commitments made in the past. In other
words, institutions reduce uncertainty over time.?*

Institutions, being one of the components of economic development, have also been
the anchors of investment in the oil sector. The main aim of this thesis was to analyse
the post-Soviet development of the institutitons in the Caspian region, within the
lenses of NIE, and to compare the output performance of these newly formed

countries.

292 john Groenewegen, Antoon Spithoven and Annette Van den Berg. (2010) Institutional Economics:
An Introduction. London: Palgrave MacMillan. p.62

293 Vladimir Gel'man and Otar Marganiya. (2010) “Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization”. USA: Lexington Books. p.11.

245, Nuri Erbas. (July 2004) “Ambiguity, Transparency, and Institutional Strength”, IMF Working
Paper. WP/04/115. p.3.

64



After the collapse of Soviet Union and the destruction of the main Soviet institutions
in 1991, fifteen newly independent states were generated and some of them were oil-
rich developing countries; the biggest ones were namely Russian Federation,
Kazakhstan, Azerbaijan and Turkmenistan. All of them found themselves in the same
economic breakdown as Pomfret notes; “they suffered a sharp drop in real output
during the first half of the 1990s, the impact of which on living standards was
exacerbated by the cessation of intra-USSR transfers and by increased economic
inequality”®®. Moreover he underlines the need to create new national institutions.*®
Dallago and lwasaki, however, state that the creation of institutions should not be a
priority; because they would remain ineffective in the short term.”®” They define the

need of right timing as;

Institutions establish the rules of the game, define incentives to actors, and address their
activity to productive, unproductive or even destructive ends. If institutional reforms are late
to come, chances are that those who were able to inherit economic, political or social
advantages from the position they occupied in the old system or took advantage of the first
phase of transformation, unrestrained by institutions, will get windfall gains and conquer

strategic advantages208

Some scholars argue that institutional building is a natural and unconscious outcome

of actors in the market. Gel'man and Marganiya state both point of views as;

While some institutions are established and caused by historical grounded and deeply
embedded legacy, and their nature is path-dependent; other institutions are created “here and
now” during the interaction of domestic and foreign economic and political actors. Their
incentives in the process of institution building are primarily driven by the aspiration to

utility maximization...2*®

205 Richard W. T. Pomfret. (2006) The Central Asian Economies Since Independence. New Jersey:
Princeton University Press. p.9.

208 Richard W. T. Pomfret. (2006) The Central Asian Economies Since Independence. New Jersey:
Princeton University Press. p.5.

27 Bruno Dallago and Ichiro Iwasaki. (2007) Corporate Restructuring and Governance in Transition
Economies. Basingstoke: Palgrave Macmillan. p.23.

298 Bruno Dallago and Ichiro Iwasaki. (2007) Corporate Restructuring and Governance in Transition
Economies. Basingstoke: Palgrave Macmillan. p.20.

299 \/]adimir Gel'man and Otar Marganiya. (2010) Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization. USA: Lexington Books. p.6.
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Luong and Weinthal state the countries’ selection of the property rights in the oil
sector as the most important choice of an oil-rich country, which shapes the
incentives for subsequent institution building; particularly affecting the fiscal
regimes and prospects for building state capacity and achieving long-term economic
growth. This selection was shaped not only by the domestic politics or elite’s
cohorence to the initial allocation of revenues; but also by the international politics.

After the dissolution of Soviet Union, each of them adopted different ownership
structures in their oil sector and retained the structure for at least a decade. As Table
10 below shows, Turkmenistan was an exception among the Soviet successor states
because of its conservative, closed approach and its choice of ownership structure. It
was the only one who retained the ownership structure it inherited from Soviet Union
as Luong and Weinthal’s classification; S1 (State ownership with control). The other
three oil-rich countries adopted the other alternative forms; Azerbaijan adopted S2
(State ownership without control), Russian Federation pursued P1 (Private domestic

ownership) and Kazakhstan opted for P2 (Private foreign ownership).?*

Table 10. Summary Table of Ownerhsip Structures and Fiscal Regimes

|NDE/;EIF\1EDRENCE 2005 INDEAPELEFENCE 20108 cRREe
RUSSIAN FEDERATION | P% Pg\\,lva;:rth(i)gEStic St- \i/t?ttr? gg;?;’fhip YES PSA MODEL ROYSé;;_TAX RUBLE
el e
AZERBAIJAN Szwi‘c’tﬁ;;%\z:;rjip NO CHANGE YES PSA MODEL PSA MODEL AZ;F;B,\‘AETAM
TURKMENISTAN S1- State Ownership NO CHANGE YES PSA MODEL AGR’SIIEEI;\\/I/I'E?\I%I'S 4 | TURKMENISTANI
With Control PSA MODEL MANAT

Source: Pauline Jones Luong & Erika Weinthal (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press and Author's own study.

All of the Post- Soviet Caspian oil-rich countries adopted new laws and regulations
in their oil sector, National Oil Companies were established and as a necessary
condition for their macroeconomic stability and effective economic reform, the

national currencies were introduced. Although they pursued different type of

219 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.18.
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property rights in their oil sector and moved along different paths of development;
after a decade, all of them turned out to adopt the state ownership model; which may
be interpretted as a legacy of Soviet Union’s central governance structure. This
slipping to the state-ownership model could be explained by Luong and Weinthal,
they underline the differences in transaction costs and societal expectations that were
generated under each type of ownership structure and argue the main claimants
(direct or indirect) to the oil revenues can either constrain or enable the state and its

power for institutitonal building.

Soon after their independence, the international oil market prices replacing the
artificial Soviet prices made all of these oil-rich countries feel the rent of the market
economy; even though the allocation of the rent was not affecting the ordinary
peoples’ life. Especially after 2000s, the sky-rocketing oil market prices created a
huge revenue inflow and created distortions in all of these oil-rich countries’
governance structures. Both Kazakhstan and Russia who heavily relied on
privatisation and private capital attraction into their oil sector in the first decade after
their independence; adopted a new policy towards the oil industry after 2000s,
targeting to expand the state’s role in ownership and management of assets. On the
other hand, increased oil prices triggered corruption in the society of all of the Post-
Soviet Caspian countries. According to the Transparency Initiatives Corruption
Index 2013, where more than hundred countries have been evaluated, Post- Soviet
Caspian countries were listed below the 100™ in ranking.

The selection of property rights in the oil sector was also affecting the development
of fiscal regimes in each of these countries from the early 1990s through 2010s.
Luong and Weinthal classified the fiscal regimes from weak to strong, in terms of
their ability to constrain and enable the state; where a weak fiscal regime consists of

a tax system that is unstable, relying primarily on indirect- implicit taxation and
system of expenditures that undermines budgetary stability and transparency; a

strong fiscal regime consists of a tax system that is stable, relying on direct- explicit

taxation and system of expenditures that emphasizes budgetary stability and
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transparency.”?*! For building a strong fiscal regime in macro point of view, good
policies should be adopted, public spending decisions should be rational, the
government should be able to respond commodity shocks effectively and excess
revenues should be saved in stabilization funds. All of the Post-Soviet Caspian
countries, except Turkmenistan, established stablization funds for their future
generations and for economic shocks, as described in detailed before.

The S1 type, Turkmenistan, has a weak fiscal regime because it creates low
transaction costs (“TCs”) and high societal expectations. The P1 type, Russian
Federation, fosters strong fiscal regimes because it generates high TCs and low

societal expectation.?*? This assumption is explained by Luong and Weinthal as;

Weak versus strong fiscal regimes are likely to emerge and persist under S1 and P1,
respectively, because the incentives that each form of ownership structure fosters vis-a-vis
institution building are reinforced by the process through which these institutions are created.
Low TCs and high societal expectations under S1 foster the mutual desire to hide information
from the public and thus encourage implicit bargaining, which not only increase
opportunities for corruption but also reinforces personalism as the basis for allocating
resources. In contracts high TCs and low societal expetations under P1 foster the mutual
desire to reveal information to the public and thus encourage explicit bargaining which

contributes not only to greater fiscal transparency but also accountability.213

The most important point about Russia is its controversial fiscal practices. In other
types like S2 and P2, the fiscal regimes are hybrid and volatile. Thus, all of the
Caspian countries were inherited weak institutions- most notably fiscal regimes.

In Table 11 and Table 12, the differences of the fiscal components in Post-Soviet
Caspian countries are presented. Although the PSA regime in Russia and Kazakhstan
has hardly ever been used; Fabry and Zeghni state the foreign investors’ positive

view and involvement in the Russian oil sector in 1997s because of the attractiveness

211 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.9.

212 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.12.

23 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.13.
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of the PSA regime.?"* Russia, however, left to sign PSAs in the last decade. Besides,

huge taxes have been adopted in the oil sectors of both Russia and Kazahstan which

make investors flew away.

Table 11. Fiscal Summary of the Oil Producing Eurasian States

AZERBAIJAN

KAZAKHSTAN

RUSSIA

TURKMENISTAN

PSA Terms under

PSA Terms (based on

Property Tax (1.5%); Land Tax
($32.17-US$ 3,860/km2);
WTH (15%)

Tax (2%); Land Pollution Tax
(0.19%); Unified Social Tax (21%);
WTH (15%)*

. . Mid2000s Indicative PSA| 2002 Tax Code as Royalty Tax Terms under
Fiscal Regime Terms Amended to November 2008 Tax Code Post-2001 PSA Terms | Post-2001 Royalty Tax Terms | 1997 Model 'Cor.wtract&
2005 2000 Guicelines)
Contract Type PSA PSA RIT PSA RIT PSA
Bonuses/Other
D%, i)™, D%, , D, T, f D% , D% P,
P s S*,D*, P (Qil)*, T* S*, D*, F* S, D, T* F* S*, P* S*, D*, p* S*, D*, P*, T*
aymen
State Panicipation 25%* 50%* 50%* None None None
Minerals Production Tax Minerals Production Tax (Oil:
(RUR/tonne * Price RUR/tonne * Price Coefficient *
Coefficient - 50% of rate until | Depletion Coefficient) Oil: approx.
- . field 80% depleted) Oil: approx | 20% when oil price exceeds 50
9% - 06 - 1506*
ROyalty None Exempt Oil: 5% - 18%; Gas: 10% 15% when oil price exceeds USD/bbl; Gas: approx. 0.38 3% - 15%
US$ 50/bbl; Gas: approx. US$ USD/Mcf in 2013 rising to 0.44
0.14/Mcf in 2011 rising to US$ USD/Mcf in 2015 and to 0.52
0.25/Mcf in 2013 USD/Mcf in 2015
CRC (XP§)*; TAX :
Cost Recovery/Tax (Explol('axior: 0%y, | /X (Exploration: XPS: CRC (XP9): TAX
L CRC (XPS); TAX (n/a) Devel " '10% 20'0/ Development: Tangible - 10% CRC (XPS); TAX (nfa) TAX (14 yrs) (Exploration: 2 yrs;
Depreuatlon evel queZb’) s db; Intangible - 15% db) Development: 4 yrs)
Cost Recovery Ceiling lgfg"N(TU(')F?;;(gf;osrog;‘)’f 50% - 70%* of PDN N/A 75%* of PDN N/A 70%* of (PDN - ROY)
Contractor Profit Share 50% - 10%* 70% - 10%* N/IA 65% - 25%* N/A 50% - 10%*
Income Tax Rate PBS 30% 20% 20% 20% 20%
Export Rent Tax (0% - 32%); VAT (18%); Export Duty (Oil -
Qil Export Duty ($60/tonne); 58.89 USD/bbl; Gas - None - sold
Additional Taxes None WTH (59%)* Excess Profits Tax (0% - 60%); VAT (18%) domestically to Gazprom); Property None

Source: IHS Energy. (2013) Petroleum Economics and Policy Solutions Database. Accessed
on 3 September 2014. < http://www.ihs.com/products/oil-gas/news-analysis/peps. aspx >.

Table 12. Comparison of the main fiscal parameters of PSAs in Caspian Countries

Azerbaijan Russia Turkmenistan Kazakhstan
Profit taxes 25% —-32% 20% 20% 200%
Bonuses Variable Variable Variable Variable
Social security tax paid by employees 22% 26% 20% 4%
Excise duties Mot applicable variable Mot applicable variable
Royalties Mot applicable 16.5% 3-15% 0.5%-20%
Excess profit tax Mot applicable Mot applicable Mot applicable 0%-60%
VAT Mot applicable 18% 15% 12%
Property tax Mot applicable 2.2% 1% 1.5%
Land tax Mot applicable Mot applicable Mot applicable Mot applicable
Export duty Mot applicable 35%-65% Mot applicable Mot applicable

Source: Aitor Ciarreta and Shahriyar Nasirov. (2012) “Development trends in the Azerbaijan oil and
gas sector: Achievements and challenges”. Energy Policy. Volume 40. p.290.

214 Nathalie Fabry and Sylvain Zeghni. (2002) “Foreign direct investment in Russia: how the
investment climate matters”. Communist and Post-Communist Studies. VVolume 35. p.291.
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From a different perspective, Mudambi and Navarra state the immobility of the
institutions in oil market; where many of the factors of production are highly mobile;
their main argument of them is the immobile nature of institutions affect the capacity
of firms to interact, the transaction costs and competition between the fiscal
systems.”*> All Caspian countries other than Turkmenistan, have been adopting
policies for attraction of private capital into their oil sectors in 1990s, hence many
companies have been invested actively in to these countries’ oil sector. Lately,
Turkmenistan has also been changing its strategy and trying to balance the foreign

capital inflow into the country by investor diversification.

In the oil sector, the proved oil reserve figure (See Figure 14) shows whether a
country has been exploring its resources and NOCs or private companies in that
country have been able to discover oil successfully. These discoveries after the
appraisal phases would turn into oil production ideally. Hence, Kazakhstan has been
the most successful country in increasing its proved oil reserves, especially in 2007.

Although there are many different numbers around Russia’s proved reserves; if we
take BP’s figures in to account, there has been a gradual increase in proved oil

reserves in Russia.
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Figure 14. Change in Proved Oil Reserves (Thousand Million Bbls)

Source: BP Statistical Review 2014 and Author's own calculations. Accessed on 11 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical -review-of-world-
energy.html>.

215 Ram Mudambi and Pietro Navarra. (2002) “Institutions and internation business: a theoretical
overview” International Business Review. No 11. p. 636.
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Figure 15. Change in Oil Production (1991-2013)

Source: BP Statistical Review 2014 and Author's own calculations. Accessed on 15 May 2014.
<http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical-review-of-world-
energy.html>.

Analysing the changes in oil production from 1991 to 2013 in Figure 15, the highest
production growth as percentage was performed by Azerbaijan and secondly by
Kazakhstan. Although Russia reached a higher growth in daily produced amounts,
the percentage change was only 16 percent in Russia. Turkmenistan has been the
worst performed country, both as percentage and amount of increase. Azerbaijan has
been the most successful country who welcome the foreign investors with favorable
fiscal terms and smooth changes in its ownership model. Although Kazakhstan has
lived growth in its oil production, the tax practices of the government has disturbing

the investors.

Oil wealth of a country can produce negative consequences; but the explanations in
the resource curse literature has not been covering the institutions. Aslaksen
describes the occurrence of the resource curse overtime; after a resource discovery,
in the short-run a resource-rich country experiences higher income and the economy
might benefit; however this creates a false sense of security and the authorities

diverge from the growth strategies, misuse the resource revenues; in the long-run the
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income growth become lower.?*°

However, Gel’man and Marganiya claim that the
strong institutions serve as a kind of barrier to the effects of the resource curse;
whereas weak institutions serve to aggravate them.?)’ The institutions are
endogenous to oil wealth according to NIE literature, diversified from resource curse

literature.

Luong and Weinthal state that, oil-rich countries are “cursed” because they do not
possess the “right” set of institutions. The right set of institution building is a hard

task to achieve because of the elites’ practices, the explanation is as follows;

This is because either such institutions did not exist prior to an export boom, and the state
elites have no incentive to build them once they start to reap the benefits of their wealth or if
such institutions did exist before the export boom, state elites would have a strong incentive

. . 218
to dismantle or undermine them.

Accordingly, they also state that the success of one country is widely attributed to
strong political and economic institutions, including a legislature that exercises
control over the budgetary process, an insulated and autonomous technocracy

committed to long-term developmental goals and “institutions of private
s 219

property”.

On the other hand, according to Williamson all governance structures are flawed and
compromises are necessary. Locatelli and Rossiaud find “developing an oil model
that is coherent with the country’s institutional environment” as the most difficult

challenge.??°

216 sjlje Aslaksen. (2007) “On the economics of natural resources and institutions”. Doctoral theses at
NTNU: 171. p.3.

217 \/ladimir Gel'man and Otar Marganiya. (2010) Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization. USA: Lexington Books. p.7.

218 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.2.

219 pauline Jones Luong & Erika Weinthal. (2010) Oil is Not a Curse: Ownership Structure and
Institutions in Soviet Successor States. Cambridge Studies in Comparative Politics. London:
Cambridge University Press. p.3.

220 Catherine Locatelli and Sylvian Rossiaud. (2011) "A neoinstitutionalist interpretation of the
changes in the Russian oil model", Energy Policy. Volume 39. p.5595.
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Pomfret states that both the greatest uncertainty and also the potential opportunity for
institutional development, has been the changes in the political regime, affecting all
the sectors in the economy; thus by 2000s most of the post-Soviet countries had
established presidential systems with concentrated power in their hands.?** The
increased government revenues caused by the oil prices, as Andersen states, have
strong effects for the government expenditures when the form of government is
presidential; but not when it is parliamentary; however, the fiscal regime might be

more volatile when the form of government is presidential.??

Gel'man and Marganiya question the pendulum-like swing development of the oil-

rich post-Soviet Caspian countries as;

... Eurasia transformed in a manner of pendulum-like swings. At the end of the 2000s, the
results of two decades of the transformation in oil-rich countries of post-Soviet Eurasia looks
rather contradictory.....Despite a certain improvement in a number of socioeconomic
indicators of development during the 2000s, the quality of governance, indicators of rule of
law, the protection of property rights and economic freedoms remained in all countries of
Post-Soviet Eurasia at an extremely low level throughout the entire period of two decades of

. . ) . L . 223
transformation, against the background of an increase in corruption in these countries.

However, solely from the eyes of the private investors, Van Assche and Schwartz
state the hardship of decision-making and adoption of the right investment structure
in post-Soviet Caspian countries.”* As a concluding remark, the institutional
development has still been enduring in the Post-Soviet space; if Williamson’s term is

borrowed, the “defining moments”?* have been continuing...

221 Richard W. T. Pomfret. (2006) The Central Asian Economies Since Independence. New Jersey:
Princeton University Press. p.22.

222 Jorgen Juel Andersen, (2011) “The form of government and fiscal dynamics”, European
Journal of Political Economy. Volume 27. p.307.

223 Yladimir Gel'man and Otar Marganiya. (2010) “Resource Curse and Post-Soviet Eurasia: Oil, Gas
and Modernization”. USA: Lexington Books. p.2.

224 Ari Van Assche and Galina A. Schwartz. (2013) “Contracting institutions and ownership structure
in international joint ventures”. Journal of Development Economics. Volume 103. p.124.

225 Williamson used this term in 2000, for the newly formed states’ departures from centrally planned
economies, the threat of financial crisis, breakdown of political order and re-evaluation of social
values.
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APPENDICES

A. TURKISH SUMMARY

Ulkelerin siirdiiriilebilir ekonomik gelisimi, kurumsal yapilanma ve saglikli isleyen,
kaliteli kurumlar ile yakindan ilgilidir. Uzun yillar boyunca yiiksek miktarlarda
yatirnm ve teknik bilgi sahibi kaliteli isgiicii gerektiren petrol sektorii i¢in ise
kurumlar ayrica 6nem arz etmektedir. Yiksek riskli ve 6zel bir yapiya sahip olan
petrol sektdriinde, ana yatirimcilar her ne kadar milli petrol sirketleri olsa da, yerli ya
da yabanci 6zel yatirnmin sektore cekilmesi ¢ok biiylik 6nem arz etmektedir.
Yatirimeilar proje karliligin1 analiz ederken neoklasik makroekonomik verilerin yani
sira tlkelerin kurumsal gelisimini de incelerler. Literatiirde, ilkelerin ekonomik
gelisiminde petrol zenginliginin rolii tartismalidir. Baglarda petrol kaynaginin varligi
miispet olarak degerlendirilse de, 1970’ler ve sonrasindaki petrol krizlerinden sonra
“petrol” kelimesi ile “lanet” kelimesi esdeger kullanilmaya baslanmistir. Genis kabul
goren ve zengin yayin tabanina sahip “kaynak laneti” literatiirii, aslen
makroekonomik verileri temel alarak analizlerde bulunmus ve formel kurumlart yok
saymistir. Buna karsin Yeni Kurumsal iktisat (“YKI”) yaklasimi, petrol sahibi
tilkelerin makroekonomik gelisimlerinin yami sira, kurumlart ve bu kurumlarin

gelisimlerini de esas alan ¢aligmalarda bulunmaktadir.

Altmis dokuz y1l Sovyetler Birligi yonetimi altinda kapali kalmis olan Sovyet sonrasi
petrol tlireten Hazar iilkeleri, bir gecis donemi yasamaktadirlar. Sovyetler Birligi’nin
1991 yilinda dagilmasindan sonra Hazar Denizi g¢evresinde konumlanmis petrol
zengini llkeler bir bir bagimsizliklarimi kazanmis ve yeni devletlerini inga etme
yarigina girmislerdir. Dogal olarak, akademisyenler i¢in ¢ok ilging bulunan bu
tilkeler hakkinda bircok makale yaymlanmaya ve analizler yapilmaya baslanmistir.
Ortak Sovyet merkezi yonetim sistemine, kurumsal ve ekonomik yapilanmasina
sahip olan petrol zengini bu Hazar iilkelerinin degisimleri merak konusu olmustur.
Bu kapsamda bir merakla yola c¢iktigim tezimde, YKI yaklasimi gergevesinde,
kurumsal yapilanmanin, Sovyet sonrasi Hazar iilkelerinin petrol sektorlerindeki

gelisimlerini ve petrol Uretimlerini nasil etkiledigi, iki ana formel kurum olan
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miilkiyet haklar1 (sahiplik yapisi) ve mali rejimleri ekseninde degerlendirilmektedir.
Genel bir giris boliimiinden sonra, ikinci boliimde YKI teorisinin genel yaklagimlar:
ve Sovyet sonrasi gecis ekonomileri dzelindeki yaklasimlar incelenmektedir. Ugiincii
bolimden altinci  boliime, bu ilkelerin  kurumsal gelisimi tek tek
degerlendirilmektedir. Sonu¢ bdoliimiinde, tezin bulgulart karsilastirmali olarak

sunulmaktadir.

Girig boliimiinde bu tezde kullanilan petrol sektoriiniin icerigi aciklanmis, sektoriin
temel Ozellikleri, sektordeki yatirimlar etkileyen dig faktorler ve sektordeki degisim
egilimleri kisaca sunulmus; ardindan Hazar iilkeleri iiretim tarihgesi verilerek,
kaynak laneti literatiiriiniin bakis agis1 dzetlenmistir. Petrol sektorii ile bu tezde
kastedilen genis bir deger zincirine sahip olan bir sektoriin sadece arama ve tiretim
kismudir. Sekil 1’de goriilecegi gibi arama ve iiretimin, risk ve getirisi ¢ok yiiksektir.
Bu kapsamda bu sektoriin birinci 6zelligi belirsizliklerin yiiksek olmasidir. Bu alanda
yatirimct olan sirketler, uzun donemli vizyonlar1 ve risk istahlarina paralel olan
stratejik amaclarin1 belirler ve biliylime alanlarini tanimlayarak buna yonelik
projelerin teknik, politik ve ekonomik analizlerini gergeklestirir. Nihai ama¢ uygun
goriilen projeyi almaktir. Sektoriin ikinci dnemli 6zelligi proje bazli ve fazlara sahip
olmasidir. Sekil 2°de bir petrol projesinin kaynak erisiminden baslayarak, sirasiyla
arama, tespit, gelistirme, liretim ve terk asamalarindan gectigi goriilmektedir. Burada
en biiylik para ¢ikisi projenin gelistirme doneminde gergeklestigi, ancak ilk petrol
tretimi ile yatirim yapilan miktarin geri donmeye basladigi goriilmektedir. Petrol
projeleri uzun déonemlidir; normal sartlarda arama fazi en az 3 yil, gelistirme fazi en
az 7 yil ve iiretim faz1 ise en az 20 yil siirmektedir. Bu uzun siirecte, birgok dis etken
yatirimlart etkilemektedir. Bunlardan en Onemlisi petrol fiyatlariin oynakligidir.
Sekil 3’te 1990 yilindan itibaren Brent petrol fiyatlart FOB olarak verilmistir.
Gorildigi tizere, cok degisken olan fiyatlar, simdi ve gelecekteki tiretim maliyetleri
ve satig fiyatlarinda belirsizlik yaratmaktadir. Yatirimlari etkileyen diger bir dis etken
ise projenin bulundugu evsahibi {iilkenin politik ve mali rejimlerindeki olasi
degisimlerdir. Her iilke yonetimi, ilk olarak kaynaklarinin sahiplik yapisini belirler.
Bu karara bagli olarak yatirimcilar milli petrol sirketleri ya da 6zel yatirimecilar
olabilir. Evsahibi iilkelerin yoneticileri, faaliyetten dogabilecek zararlari, yabanci
sirketlere yiiklemeyi tercih ederler. Sektorde yabanci sirketler ile yapilan dort farklh

tipte anlasma mevcuttur: Uretim Paylasim Anlasmalar1 (UPA), imtiyaz Sézlesmeleri,
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Risk Servis Sozlesmeleri ve Ortaklik So6zlesmeleridir. Her bir anlasma tipinde
yatirim projesi, evsahibi iilkenin mali ve politik degisimlerinden farkli oranda
etkilenir. Bu sdzlesmeden sdzlesmeye gore degisir, ancak genel gercevesi ile Uretim
Paylasim Anlagmalar1 yabanci yatirimcilart en ¢ok tesvik eden, i¢ mevzuat

degisimlerinden koruyan bir tip kontrattir.

Petrol sektoriiniin kendisi de siirekli degisim igerisindedir. Hubbert tarafindan ortaya
atilmis olan petroliin zirvede oldugu teorisi her gegen giin yeni kesiflerle
clirimektedir. Kiiresel petrol rezervleri, Oil and Gas Journal’e gore 2012 yilinda 115
milyar varil artarak, 1 Ocak 2013 tarihi itibartyla 1,6 trilyon varil’e ulagmistir. Buna
bagli olarak iiretim de artma egilimindedir. Ankonvansiyonel kaynaklarin kesfi ile
kiiresel rezerv klasifikasyonu da yukar1 yonlii olarak yenilenmistir. Tablo 1 ve Tablo
2’ye gore diinyada ve Avrasya’da en biiylik iretici ilke, ortalama 10,6 milyon
varil/giin ile Rusya’dir. Bolgedeki diger petrol iireten iilkeler sirasiyla Kazakistan,
Azerbaycan ve Tiirkmenistan’dir. Iran, petrol sahibi bir Hazar iilkesi olmasina
ragmen, Sovyet ge¢misi olmadigindan bu tez kapsami disinda tutulmustur. Sektorel
gelismelerden bir digeri ise yatirima olan achigin siirekli artmasidir. Yiiksek teknoloji
gerektiren operasyonlar, rezervlerin fiziksel olarak zor ulasilabilir yerlerde (Kutuplar,
derin denizler) bulunmasi1 sebebi ile, kesintisiz arzi uluslararasi piyasaya temin

edebilmek i¢in sektorde daha fazla yatirima ihtiya¢ duyulmaktadir.

Kaynak laneti literatiirii, petrol zengini gelismekte olan {ilkeler i¢in fazla bulunan
petrol kaynaklarmin {ilke ekonomisi ve genel refah icin bir lanet oldugunu
sOylemektedir. Bu terim, bir¢cok farkli sekilde agiklanabilir. Ancak genel kabul
goreni, Corden ve Neary’nin 1982’de yaymnladigr yaymindaki “Hollanda Hastalig1”
aciklamasidir. 1960 yilinda Kuzey Denizi’nde kesfedilen gaz yataklarinin Hollanda
ekonomisi iizerinde yaratmis oldugu menfi etkilerden adini almistir. Bu goriisiin
aksine Brunnschweiler ve Bulte, 2007 yilinda yayinladiklar1 makale ile, kuvvetli
anayasa ve kurumlart olan iilkelerde kaynak bollugunun ekonomiyi pozitif
etkileyecegini ileri slirmiislerdir. Ancak bir¢ok yazara goére Sovyet sonrasi petrol
zengini Hazar iilkeleri zayif kurumsal mirasa sahiptirler. Sovyetler Birligince
ekonomik bagimlilik esasinda kurulmus olan sistemin degistirilmesi, bu yeni
kurulmis petrol zengini iilkelerin yasadigi en biiyiik zorluk olmustur. Petrol

sektoriinde ayni Sovyet merkezi planlama sistemi ve yonetim modeli miras kalmis
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olmasma ragmen, bu iilkeler son yirmi yilda mali rejimleri ve sahiplik yapisi
bakimindan olduk¢a farklilagsmistir. Luong ve Weinthal, kaynak lanetinin kader
olmadigini; aksine petrol zenginligine sahip {ilkelerde ekonomik gelisimin, bu
zenginlige bagli olarak degil, sektérde olusan sahiplik yapisi, buna bagl islem
maliyetleri ve mali rejim gibi formel kurumlara bagl olarak degismekte oldugunu
savunmaktadirlar. Kaynak laneti, miilkiyet haklarini sabit kabul etmekte; YKI ise

degisken olarak almaktadir.

Ikinci bolimde Yeni Kurumsal iktisat yaklasimmna iliskin literatiir taramasi
yapilmustir. YKi’nin énciileri kabul edilen North ve Williamson’un kurumlarin nigin
onemli oldugu yoniindeki bilimsel katkilar1 sunulmus ve YKI’nin gegis
ekonomilerine yaklagimlar1 irdelenmistir. Neoklasik iktisada gore kurumlar
analizlerin disinda tutulmaktadir. Cetin, YKI nin iktisadin yan1 sira hukuk, politika,
sosyoloji gibi alanlarla temas: bulunmasi dolayist ile disiplinler arasi, degisik bir
metodolojik yaklasim oldugunu 6ne siirmiis ve bu kapsamda YKI’ye &zel yeni
terimlerin oldugunu vurgulamistir. Groenewegen, Spithoven ve Van der Berg’e gore
YKI, sinirsiz rasyoneliteyi, kusursuz bilgi ortamini ve maliyetsiz islemi kabul
etmemektedir. 20 yiizyllda Veblen, Mitchell ve Commons’un Onciiliilk ettigi
Kurumsal Iktisat Okulu’nun, Neoklasik iktisat¢ilar1 kritize etme temelli
yaklasimindan ayrilan YKI, disiplinlerarasi analizler ile pozitif bir arastirma alani
olusturmustur. North yaymnlamis oldugu makalesi ile YKi’nin temellerini
olusturmus; smirlt bilgi ortaminin kabul edildigi bir diinyada kurumlarin bosluklar
doldurup doldurmadiklarini ve kurumlarin gelisimlerini incelemistir. North
kurumlart bir toplumda oynanan oyunlarin kurallari olarak tanimlarken; Williamson
kurumlar1 islemleri yiiriiten 6zel birimler olarak tanimlamustir. YKI kapsaminda

farkli kurum tanimlanmasi bir elestiri konusu olmustur.

Gegis ekonomileri i¢in Opper neoklasik iktisat teorilerinin yeterli olmadigim
soylerken; Roland YKI’nin gecis ekonomilerini kurumlari temel alan yaklasimla
inceleyen dinamik bir yaklasim olarak dikkat c¢ektigini belirtmistir. Diinya
Bankasi’nin 1990’11 yillarda toplamis oldugu uluslararasi veriler, karsilastirmali
calismalara temel olusturmustur. Ancak Brousseau ve Glachant’a gore sosyalist
ekonomiler i¢in gecis bir anda olamayacak ve hatta kademeli gerceklesebilecektir.

Murrell’e gore sosyalist rejime ait tim kurumlar aniden yok olmus ve yeni formel
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kurumlarin insasi siireci baglamigtir. Brousseau, kurumlarin insa m1 edildigi yoksa
dogal olarak m1 ortaya ciktigina yonelik tartismaya dikkat cekmistir. Petrol
sektoriiniin gelisimini etkileyen iki ana formel kurum bulunmaktadir: miilkiyet

haklar1 ve mali rejim.

En o6nemli formel kurumlardan biri olan miilkiyet haklari, Alchian tarafindan
“kaynaklarin nasil kullanilacaginin ayricalikli bir otorite tarafindan belirlenmesi”
olarak tamimlanirken; Demsetz, “ekonomik oldugunda, fayda ve maliyetleri
icsellestirmek istenen digsalliklardan dogan haklardir” seklinde tanimlamis ve
miilkiyet tiplerini komiinal, 6zel ve devlete ait olmak iizere ii¢ tipte siniflandirmistir.
Demsetz, miilkiyet haklarinin, islem maliyetlerinin belirlenmesinde temel alindigin
vurgulamis ve ornek olarak komiinal haklarin daha fazla digsal fayda yarattigini,
ancak yiiksek islem maliyetlerine ragmen verimsizligin bu tipte ¢ok fazla oldugunu
belirtmistir; aksine 6zel miilkiyet tipinde, bireylerin islem maliyetlerini en diisiik
tutma istegini vurgulamistir. Luong ve Weinthal, petrol sektdriindeki sahiplik
yapisint dort farkli sinifa ayirmustir: devletin kontrollii sahipligi (S1), devletin
kontrolsiiz sahipligi (S2), yerel 6zel sahiplik (P1) ve yabanci 6zel sahiplik (P2).
Hazar iilkelerini bu siniflama esasinda incelemistir. Diger 6nemli bir formel kurum
ise mali rejimdir. Tez kapsaminda kullanilmis olan mali rejim terimi, bir {ilkenin
makroekonomik anlamindaki mali rejimi degildir. Kasriel ve Wood’a gore mali
rejim, arama ve Uretim projelerinde karliligi etkileyen en 6nemli parametredir ve
sadece vergileri degil, diger tiim gelir paylasimi mekanizmalarim1 da kapsamaktadir.
Dongkun ise daha detayli bir tanimlama yaparak mali rejimi, gelir ve maliyetlerin
evsahibi iilke ve yatirnmci arasinda makul paylasimi esasinda kullanilan
mekanizmalar (maliyetlerde tst sinir belirleme, maliyet kurtarma, devlet hakki, kar
petrol paylagimi, kurumlar vergisi, amortisman, ikramiyeler, arazi kiralari, i¢ piyasa

yiikiimliiliikleri, egitim fonlari...) olarak tanimlamastir.

Uciincii boliimde bélgenin en biiyiik petrol iireticisi olan Rusya’nin kurumsal
gelisimi incelenmis ve petrol sektoriiniin  durumu sunulmustur. Sovyetlerin
dagilmasindan sonra, Rusya’nin ekonomik durumu olduk¢a zorlu bir déneme
girmistir. GSYH oranlarinda eksi rakamlar, hizla diisen petrol iiretimi ve buna baglh
diisen petrol ihracatt Rusya’nin zor durumunu ortaya koymustur. Cikis yolu arayan

Kremlin, 6zellikle iilke ekonomisinin lokomotif sektorii olan petrol sektoriinde 6zel
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miilkiyet haklarina izin veren bir reform programi baglatmistir. Locatelli ve
Rossiaud, bu reformun iki temel amact oldugunu vurgulamis; ilkinin uzun vadeli
biiyiimeyi temin edecek olan etkili uygulamalarin tesvik edilmesi ve ikincisinin ise
sektordeki aktorler arasindaki islemleri stabilize etme amaciyla koordinasyon
mekanizmalarimin iyilestirilmesi oldugunu sdylemislerdir. Luong ve Weinthal’a gore
dagilmadan sonra, Rusya P1 tipi sahiplik yapisint benimsemis ve buna uygun
Ozellestirme programlari uygulamaya baslamistir. 1993 yilindan sonra yiiriitiilen bu
programlar sonucunda, petrol sektoriindeki ana oyuncular dikey entegre sirketler
olurken; milli petrol sirketi olan Rosneft’in, {ilkenin toplam petrol iiretimindeki pay1
yiizde 5’e diigmiistiir. Shulga, 1998 Asya finansal krizinin, Rus ekonomisi tizerinde
yikict bir etki yarattigini; GSYH ve direct yabanci yatirim hacminin de bu donemde
neredeyse yariya distiigiinii belirtmistir. 2000 yilinda goreve gelen Putin de bu
programlarini yiiritmeye devam etmistir. 1999 yilindan sonra artan uluslararasi
petrol fiyatlari, ihracat gelirlerinde artis saglamigtir. Locatelli bu donemden sonra
devlet sirketleri olan Gazprom ve Rosneft’in yeni ve etkili oyuncular olarak sektorde
konumlandigin1 vurgulamistir. Ahrend ve Tompson, 6zellestirme programindaki
sahiplikleri incelemis ve iki tiir alict oldugunu belirtmistir; finans sektorii alict
gruplar1 (finansisty) ve petrol sektorii yoneticileri (neftyaniki). Tablo 4’te goriilecegi
tizere, 2004 yilinda dort 6zel sirketin toplam {iretimi, {ilkenin petrol tiretimindeki ve
ihracatindaki pay: yaklasik yiizde 60 olmustur. Ozellestirme yerli sirketlerin sektore
yatirim yapmasinin kapisini agsa da yabanci yatirimcilar i¢in de firsatlar dogmustur.
Kremlin, sektorde yiiksek teknoloji gerektiren projeler icin yabanci yatirimcilari
cekmek iizere, 1995 yilinda Uretim Paylasim Anlagmasi (UPA) kanununu kabul
etmistir. i¢ kanunlar ile uyumsuzluklar olan, herbiri ayr1 miizakere ve denetim siireci
gerektiren ve farkli mali sartlar1 olan UPA’lar, Rus yetkililerince pek kabul
gdrmemistir. Rusya yabanci konsorsiyumlarla 2014 yilima kadar sadece 3 UPA
akdetmistir (Bkz. Tablo 3). Ironik olarak iilkedeki toplam petrol {iretiminin yiizde
12’si UPA’lardan gergeklesmektedir. Bu kanun haricinde bircok kanun ve
diizenlemeler kabul edilmistir. Putin'in danismanlari, 2000’den sonra Rus
ekonomisine akmaya baslayan ihracat gelirlerinin genel ekonomi {izerinde olumsuz
etkiler yaratabilecegi ve Hollanda Hastalig1 alarmini vermislerdir. Dolayisiyla, asiri
likiditeyi emmek ve federal biitgeyi dengelemek igin, 2004 yilinda Federal Istikrar
Fonu kurulmustur. Gel'man ve Marganiya, Ocak 2008’de Fonda bulunan paranin

yaklasik 160 milyar ABD Dolar1 oldugunu belirtmislerdir. Gel'man ve Marganiya,
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Putin’in petrol zengini oligarklardan uzak durma politikasina vurgu yaparak, Putin ve
bu 6nemli is liderleri arasinda politikaya karigsmama yoniinde gayriresmi bir anlagma
bulundugunu séylemislerdir. Ancak, bu gayriresmi anlasma 2003 yilindaki
parlamento se¢imleri arifesinde sona ermis; Kremlin, Yukos olay1 sonucunda
oligarklara savag agcmistir. Bu tarihten sonra sektoriin yavas yavas millilestirilmesi
stirecine gecilmistir. 2009 yilinda Tablo 6’da goriildigl lizere, milli sirketler olan
Gazprom, Gazpromneft ve Rosneft iilke liretiminin yaklasik yiizde 40’mna sahip
olmuslardir. Luong ve Weinthal, Rusya’nin sektérdeki sahiplik yapisinin 2005
yilinda P1’den S1’e kaydigimi ifade etmislerdir. 2007 yilinda Kabul edilen Stratejik
Alanlar terimi ile 31 saha stratejik olarak siniflanmis ve yabanci sirketlerin pay1 bu
projelerde kisitlanmistir. Sektdrde bu tip uygulamalar yatirimcilar igin cazibeyi
azaltmistir. Shulga, Rusya’ya gelen dogrudan yabanci yatirimin diisiik oldugunu
belirtmistir (Bkz. Sekil 7). Imtiyaz anlasmalar1 bazinda, devlet tarafindan, iiretilen
petrol miktari {izerinden alinan Mineral Uretim Vergisi (2002 yilinda onaylanmus) ve
Thracat vergisi ana mali rejim bilesenlerini olusturmaktadir. Bunlar haricinde birgok
ek vergi kalemi (Gelir vergisi, katma deger vergisi, miilkiyet vergisi...v.s.)
bulunmaktadir. Ahrend ve Tompson, halihazirdaki vergi sisteminin aramacilig
tesvik etmedigini, ireten sahalarin daha c¢ok sagilmasi yoniinde tesvikleri
bulundugunu, dolayisiyla da sektorde yeni kesiflerin az oldugunu belirtmislerdir.
2014 yil1 basindan beri diisen petrol fiyatlarinin sektordeki yatirimlari, Ruble’yi ve

genel ekonomiyi menfi etkileyecegi asikardir.

Dordiincli  bolimde Kazakistan’daki kurumsal gelisim incelenmis ve petrol
sektoriiniin durumu sunulmustur. Sovyetler Birligi doneminde ikinci en biiyiik petrol
tireticisi olan Kazakistan, ekonomik olarak Birlige bagimliydi. Olcott kitabinda
Kazakistan’in ulusal bilincinin Gorbagov yillarinda arttigin1 ancak Sovyetlerden
siyasi bagimsizligi hi¢ talep etmedigini soylemistir. Kazakistan bagimsizligini hig
beklemedigi bir anda 16 Aralik 1991 tarihinde kazanmigtir. Kazak SSR’1in Komiinist
Partisi birinci sekreteri Nursultan Nazarbayev, iilkenin ilk cumhurbaskan: olarak
secilmistir. Bagimsizlik sonrast ekonomik durumu kotiilesen Kazakistan da bu
krizden ¢ikis icin petrol sektoriine sarilmistir. Yabanci yatirimeilart ¢gekmek amaci
bulunan Kazak hiikiimeti, sektorde yeni kurum ingasi siirecine de ayni donemde
baglamistir. Luong ve Weinthal Kazakistan’in sahiplik yapisinin o doénemde P2

oldugunu vurgulamistir. 28 Ocak 1993 tarihinde Anayasa onaylanmis ve yasanin
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6.maddesi geregi devlete ait olan tiim yer alti kaynaklarmin gelistirilmesinde 6zel
yatirimcilara da izin verilmistir. Bagimsizligindan sonra, Mangistaumunaigas,
Aktobemunaigas, Yuzhneftegaz gibi ana petrol sirketleri, toplam {ilke petrol
tiretiminde ylizde 90 paya sahip olurken; kalan yiizde 10 ise sirket ¢alisanlarina
dagitilmigtir. Sonraki yillarda KazMunayGaz, “brownfield” tabir edilen yasl sahalari
yabanci yatirimcilara dogrudan satmistir. 1994 yilinda onaylanan Yabanci Yatirimlar
Kanunu ile, iilkede akdedilmis olan imtiyaz sdzlesmelerdeki sartlarin korunmasi,
yabanci sirketler i¢in uluslararasi tahkim ile anlagmazliklarin ¢6ziimii yolunun
taninmas1 ve lilkenin petrol ihracat ve rafinaj kapasitelerini arttrma hedefi olan bir
ulusal program kabul edilmistir. 1995 yilindan sonra sirasiyla ¢ikarilan kanunlar ve
uygulamalar birgok defa yenilenmis, 2008 yilindaki yasa degisikligi ile UPA’nin
petrol sektoriinde kullanimi kaldirilmistir. Buna paralel olarak vergi mevzuati da
biiyiik degisikliklere konu olmustur. 2009 yilinda onaylanmis olan Vergi Kanunu
geregince, sadece bu tarihten once akdedilmis olan UPA’lar ve Cumhurbaskani
tarafindan verilen projelerin kontratlarinda vergi istikrar1 temin edilmistir. 1997
yilinda milli petrol sirketi olan Kazakhoil kurulmus, 2000’1li yillarda giicii kademeli
olarak Bakanliga devredilen sirketin 2001 yilinda tim yetkileri elinden alinmustir.
2002 yilinda ise Kazmunaygaz sirketi milli petrol sirketi olarak faaliyetlerine
baslamistir. Luong ve Weinthal, Petrol fiyatlarinin artisina bagli olarak ihracattan
daha fazla gelir elde eden Kazakistan’in petrol sektoriindeki miilkiyet haklarinin
P2’den S2’ye degistigini belirtmislerdir. 2000 yilinda, petrol gelirlerinin gelecek
nesillere aktarimini hedefleyen ve biitce dengeleme amagli kullanilacak olan Ulusal
Petrol Fonu kurulmustur. 2013 yili sonu itibartyla bu fonda 71 milyar ABD Dolari
birikmistir. Sekil 8’de goriildiigi iizere, 6zellikle 2006 yilindan sonra iilkeye gelen
dogrudan yabanc1 yatirrm artmis; 1992 yilindan 2013 yilina toplam 119 milyar ABD
Dolar1 olmustur. Sovyetlerin dagilmasi sonrasinda biiyiik petrol projelerinin hayata
gecmesi ile lilkenin petrol liretimi artmistir. 2010 yilinda, giinliik ortalama 1,7
milyon varil liretim rakamina ulasilmistir. Petrol ve Dogalgaz Bakani1 Karabalin 2030
yilinda Kazakistan’in 2,2 milyon varil/glin iiretimi hedefledigini agiklamistir.
Yatirimcilarin ontindeki en biiyiik engelin, degisikliklere acik bir mali rejim oldugu

belirtilmektedir.
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Besinci boliimde Azerbaycan’daki kurumsal gelisim incelenmis ve petrol sektoriiniin
durumu sunulmustur. Sovyetler Birligi’nden bagimsizligin1 ilan ettiginde, {ilke
toprak biitiinliigiinii saglamak i¢in Ermenistan ile savas halinde olan Azerbaycan,
ayn1 zamanda ekonomik anlamda biiyiik zorluklarin icerisindeydi. Ulkede GSYH,
1989-1994 yillar1 arasi yiizde 63 diismiistiir. Ottaway, savas dolayisi ile iilkede artan
miilteci sayis1 ve buna bagli ekonomik yiike vurgu yapmistir. Yabanci yatirimeiya
UPA’lar ile cazip kilinan petrol sektdriine bircok yabanci major sirket yatirim
yapmustir. Artan petrol fiyatlar1 ve batiya agilan petrol-dogalgaz ihra¢ rotalarinin
hayata gegmesi sonucu iilke ekonomik anlamda refaha kavusmustur. 18 Ekim 1991
tarihinde onaylanmig olan Azerbaycan Anayasasinin 14. Maddesinde iilkenin dogal
kaynaklarinin Azeri halkina ait oldugu kabul edilmis; bu amagla milli Azerineft ve
Azneftkimiya sirketleri kurulmus; sonrasinda tek bir biinyede birlestirilmislerdir.
SOCAR sirketi sektorde etkin ve giiclii, UPA akdetmeye ve yatirrmei olarak bu
projelerde yer almaya yetkili olan bir petrol sirketi olarak 1992 yilinda ortaya
cikmistir. Azerbaycan’da projelerin mali rejimlerini diizenleyen herhangi bir kanun
bulunmamakta ancak taslak bir kanun halen tartisilmaktadir. Ciarreta ve Nasirov,
Azerbaycan’in kendi petrol ve gaz sahalarmi gelistirmek i¢in yeterli finansmana
sahip olmayan, diisiik kredi notuna sahip geng bir devlet olarak UPA’lar1 esas alarak
sektorii gelistirdigini belirtmistir. Luong ve Weinthal bagimsizliklar1 sonrasinda
Azerbaycan’in S2 tipte miilkiyet haklarini tesis ettigini vurgulamistir. 1993 yilinda
eski komunist parti lideri Haydar Aliyev bagkan olmus ve {ilkenin en biiyiik projesi
olan Azeri-Cirali ve Giinesli petrol projesi imzalanmistir. 2010 yilina kadar yabanci
sirketler ve/veya konsorsiyumlarla 32 UPA imzalanmistir. Sekil 10°da 1995 yili ve
2013 yili arasinda iilkeye toplam 83,8 milyar ABD Dolar1 dogrudan yabanci yatirim
geldigi goriilmektedir. Bunun yaklasik 49 milyar ABD Dolar1 petrol ve dogalgaz
sektoriine yatirilmistir. Milli petrol stratejisi paralelinde ulusal fon olan SOFAZ,
1999 yilinda kurulmustur. Sadece UPA’lardan gelen nakitlerin biriktirildigi fonda
2014 yilina kadar 37 milyar ABD Dolar1 toplanmistir. Bunun haricinde alinan vergi
gelirleri ise iilkede altyapr yatirimlarina doniigmektedir. Hasanov bu gelirlerin
harcanmasi hususunda Azerbaycan’in dikkatli davranmadigini belirtirken, Ciarreta
ve Haciyev’e gore ise bu fon iilkede yoksulluk ile miicadele amaciyla
kullanilmaktadir. 2013 yil1 sonu itibartyle 7 milyar varil ispatlanmis tiretilebilir petrol

rezervi olan Azerbaycan’in ortalama giinliik {iretimi 863 bin varile ulasmistir.
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Ulkede esas alinan UPA’larin mali bilesenleri Tablo 9°da &zetlenmis ve yatirim

ortaminin diger iilkelere gore farklilasmis oldugu belirtilmistir.

Altinc1  boliimde Tirkmenistan’daki kurumsal gelisim incelenmis ve petrol
sektoriiniin durumu sunulmustur. Bassam, Sovyet sonrasi Hazar {ilkeleri icinde
uluslararas1 yatirima en kapali ve planli ekonomiye sahip olan Tiirkmenistan’da
demokratik yonetim, ¢ok partili siyaset, ¢ogulculuk ve sivil toplum miraslarinin
bulunmadigini  belirtmistir. Ulkenin ilk cumhurbaskan1 Saparmurat Niyazov,
kendisini "Tiirkmenbas1" (Tiirkmenlerin babasi) olarak ilan etmis ve 2006 yilinda
vefatina kadar giicii kendisinde merkezilestirmistir. Sovyet tipi bir yonetim bigimi
uygulayan Tiirkmenistan’da gaz, su, elektrik gibi halkin ihtiyaci olan temel giderler
uzun donemler boyunca iicretsiz devlet tarafindan temin edilmistir. 2006 yilinda
goreve gelen yeni cumhurbaskan: Berdimuhammedov da ayni tip yonetim bigimini
siirdiirmeyi tercih etmis; Luong ve Weinthal Tiirkmenistan’da S1 tipi miilkiyet
haklarmin  bulundugunu sdylemistir. Ulkede petrol sektdriine iliskin  hukuki
yapilanmanin devletlestirmeyi vurgulayacak sekilde siirdiiriilmesinin yanisira, 1996
yilinda sektordeki faaliyetleri yiiriitecek bes milli sirket kurulmustur: Turkmenneft,
Turkmengas, Turkmenneftegasstroy, Turkmenneftegas and Turkmengeologiya.
Ancak 2008 yilinda kabul edilmis olan Hidrokarbon Kanunu geregince bu milli
sirketlerin {lizerinde, kendine bagli gibi isleri yiirlitmeye yetkilendirilmis Devlet
Hidrokarbon Ajansi kurulmustur. Tiirkmenistan’da petrol fonu bulunmamaktadir.
Diger tilkelerden farkli olarak, 1995 ve 2013 yillar1 aras1 Tiirkmenistan’a sadece 23
milyar ABD Dolar1 dogrudan yabanci yatirim gelmistir. 1998 yili sonunda 546
milyon varil ispatlanmig petrol rezervi olan Tiirkmenistan’in USGS verilerine gore
kesfedilmemis 6,8 milyar petrol rezervi bulunmaktadir. Ayrica Tiirkmen
kaynaklaria gore 80,6 milyar varil petrol Hazar Denizinin Tirkmenistan sularinda
yer almaktadir. Ahrend ve Tompson’a gore Tirkmenistan yeterince aramacilik
yapilmis bir iilke degildir. Halihazirda iilkenin petrol iiretimi ortalama giinliik 231
bin varil olarak gerceklesmistir. 2007-2030 Petrol ve Dogalgaz Gelistirme Plani
cercevesinde, Tiirkmenistan’in 2030 yilinda 110 milyon ton petrol iiretimi ve 80
milyon ton petrol ihracati hedefi bulunmaktadir. UPA’lar ve servis anlagsmalari ile
yabanci sirketlere yatirim imkanlart sunulmustur. Bu kapsamdaki mali terimler bu

boliimde 6zetlenmistir.
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Sonu¢ boliimiinde Sovyetler Birligi sonrasinda Hazar’da kurulmus olan petrol
zengini llkelerin kurumsal gelisimleri karsilagtirmali olarak sunulmustur. Kaynak
laneti literatiirli, petrol zenginliginin iilkelerin ekonomik gelisimini azalttigin1 6ne
stirerken ayn1 zamanda kurumlar1 ve kurumsal gelisimi analizlerine dahil etmemekte
ve bu yoniiyle diger yaklagimlara gore yetersiz olarak degerlendirilmektedir. Yeni
Kurumsal Iktisat (“YKI”) literatiiriiniin kurumlar1 esas alan yaklasiminin daha
kapsayici ve detayl analizlere izin verdigi tespit edilmistir. Sovyet sonras1 Hazar
ilkelerindeki kurumsal gelisiminin giiniimiizde halen devam ettigi sonucu

vurgulanmigtir.
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