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Chinese bid for share of Caspian oil blocked
By FT staff
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CNOOC, China's second biggest oil company, said 
on Monday it had been blocked by western oil 
companies from buying a $615m stake from BG in 
the North Caspian Sea Production Sharing 
Agreement. 

Executives from several large oil groups are 
understood to have agreed to prevent China's two 

biggest oil companies from gaining a stake in one of the world's largest 
oil and gas projects, in a high-stakes game that risks antagonising the 
Chinese authorities. 

Analysts now expect western oil companies to also block the sale of 
BG's stake to Sinopec later this month. 

Wei Liucheng, chairman of CNOOC, said it was 
disappointed by the move but insisted it would not hurt the company's 
strategy. "The decision is consistent with owners' rights, driven by the 
consideration of self-interest and not that unexpected, even though we 
would have liked a different one." 

The decision to block the deal, first reported in the Financial Times last 
Wednesday, is believed to have been backed by four of the six partners 
in the Caspian project, which include Shell, Eni Agip, Total, 
ExxonMobil, ConocoPhilips and Inpex. The move could harm the 
western companies' chances of participating in the potentially lucrative 
Chinese oil market.  

One senior Chinese executive said the government practised "favoured-
company" status and would be reluctant to choose Shell as a co-partner 
for future developments. "Revenge is a dish best served cold," he said. 

However, oil executives played down the risk. "Foreign investment is a 
two-way street and ultimately the Chinese need us as much, if not more, 
than we need them," said one oil executive involved in the deal. BG 
decided to sell its 16.67 per cent interest in two equal parts to Sinopec, 
China's number two oil producer, and CNOOC, the third biggest. Both 
are controlled by the Chinese government, although CNOOC is publicly 
traded. The deals were conditional on BG's co-partners waiving pre-
emption rights to buy the stakes at the same price of $615m. 

Negotiations are thought to have been led by Eni but all companies have 
been anxious to prevent each other from establishing dominance in the 
Caspian sea and therefore have an interest in exercising pre-emption 
rights simultaneously. 

"Eni will never agree to being diluted in a project in which it is an 
operator and in which it has such an important role," said Stefano Cao, 
general director of the exploration and production division of Eni. Those 
close to the western oil majors believe their decision to act together 
makes it harder for the Chinese to single out any one company for 
retaliation. 
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