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Siberia’'s Historic Capital, and Russia,
Look to New Plastics Plant for Economic
Future

Sibur has big plans for its polymers plant in Tobolsk.

By Evan Gershkovich

April 09,2019

Dmitri Mendeleyev, inventor of the periodic table of elements, adorns the main factory building. Sibur

TOBOLSK — Workers at Russian petrochemicals company Sibur’s soon-to-be-completed
ZapSibNefteKhim plant in Tobolsk will arrive for shifts at a building decorated with an
enormous portrait of the city’s most famous son — the inventor of the periodic table of
elements Dmitri Mendeleyev.

It’s a fitting image for a factory that will be one of the world’s five-biggest producers of
plastics when it opens later this year, diversifying Russia’s oil-dependent economy and
transforming the fortunes of Siberia’s historic capital.
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“The city can no longer imagine itself without Sibur, or Sibur without the city,” said
Tobolsk’s mayor Vladimir Mazur.

Mazur said the city, which sits on the Irtysh river in the heart of Western Siberia’s oil-rich
Tyumen region, had welcomed the expansion of the existing Soviet-era plant. The $9 billion
complex will lead to an influx of jobs, taxes paid by Russia’s biggest petrochemicals firm and
an economic boost for small businesses.

The complex also carries with it significance for Russia’s economy.

The polymers it will produce will be made partly from the associated petroleum gases (APGs)
that in the past have been burned off as a waste product during petroleum extraction. That
represents a significant step in Russia’s drive to increase the value it derives from its natural
resources. It also offers the country an in-demand export good that is insured against
oscillations in oil prices, oil and gas analysts say.

“Russia’s economy is very dependent on oil,” said Dmitri Marinchenko, Senior Director, Oil
and Gas, at Fitch Ratings. “From a long-term perspective, this plant is a positive step. Oil
demand will eventually go down with the turn to green energy but demand for plastics is only
growing.”

Race to finish

On a recent visit to the site, men in safety helmets and orange vests hurried about the 460
hectare complex as they rushed to complete the finishing touches by the end of May.

The Kremlin has been pushing for quicker expansion in the petrochemicals industry.

“We have a relatively small production capacity,” said Russia’s Deputy Energy Minister Pavel
Sorokin at the Russian Energy Week Forum in October. He noted that the approximately 10
million tons of polymers that are produced in the country are mostly for the domestic market,
with exports amounting to $3.2 billion. “This number does not impress.”

ZapSibNefteKhim will drastically change that figure. According to the plant’s general director
Igor Klimov, 40 percent of the 2 million tons of polymers the plant will produce — in the form
of granules that will then be turned into products ranging from shopping bags to diapers to
automobile parts — will be sold domestically. Another 60 percent, worth a projected 140
billion rubles ($2.1 billion), will be sent abroad, nearly doubling Russia’s total exports.

The stock that will feed the polymer production will be made up of both APGs and natural gas
liquids that will travel from plants in Russia's Far North to Tobolsk.

Most of this will come from Novatek, Russia’s largest gas producer, whose majority
shareholder Leonid Mikhelson also owns 48.5 percent of Sibur.

Two shareholders in Sibur also reportedly have close ties to Russian President Vladimir Putin
— Mikhelson’s business partner Gennady Timchenko, who owns 17 percent of the company,
and Kirill Shamalov, who owns 3.9 percent.

The United States has slapped sanctions on both men for their connections with Ukraine,
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Syria and suspected cyber activities. It described Timchenko as a member of Putin’s inner
circle and Shamalov, who was reportedly formerly married to Putin’s daughter, as a family
associate. Sibur itself is not under sanctions.

That the authorities’ and Sibur’s goals are aligned, however, is just a coincidence, say analysts
and company representatives.

“I can’t say that Sibur influenced the government’s thinking just like I can’t say that we
weren’t sitting around not doing anything before the government came to us and told us to
start working,” said Klimov. “But today our goals have coincided. And this is probably an
advantage because we are not contradicting each other but going in one stream.”

While Russia’s big oil companies — including Lukoil, Gazprom and Rosneft — are likewise
turning toward petrochemicals, Sibur is leading the way.

Sibur’s CEO Dmitri Konov has said that once ZapSibNefteKhim is open for business the
company may go ahead with an initial public offering. And Sibur is already planning to spend
another $6 billion-$7 billion on an additional polymers plant in Russia’s Far East.

“Crime and Punishment”

Mendeleyev isn’t the only famous Russian with a connection to Tobolsk. The writer Fyodor
Dostoevsky was imprisoned in the city and is said to have come up with the inspiration for his
masterpiece “Crime and Punishment” during that period. And the last members of the
Romanov dynasty spent the final year of their lives there before they were executed by the
Bolsheviks a century ago.

Despite its history, Tobolsk was left behind at the turn of the 20th century when the Trans-
Siberian railway connecting Moscow with the Far East bypassed the city to the south.

Then, in the 1970s, it was first injected with new life with the construction of the plant that is
now the site for ZapSibNefteKhim. The city’s population shot up from 25,000 to just under
100,000 people over the next two decades, before stagnating once again.

For Sibur, Tobolsk is a hub with access to feedstock and transportation means to both Europe
and China. Mayor Mazor believes the city is on the verge of a renaissance.

“It now has serious prospects for growth and renown and attracting new residents,” he said.

Related article: Russian Gas Giant Novatek Signs $2.5BIn Contract for Arctic LNG Facility With
Foreign Partners

Natalia Zubarevich, a Moscow-based expert on the socio-economic development of Russia’s
regions, is not quite as bullish as Mazur, but she said the city has benefited from Sibur.

“Tobolsk got very lucky,” Zubarevich said. “Like all small cities, it was depopulating, with
residents leaving for jobs in the country’s biggest cities. But now it’s gotten a new jolt. It is
going against the grain of Russia’s other small cities.”
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She pointed to the high salaries paid to Sibur’s specialists as a boost for small businesses
hoping to attract that money. And she noted the international influx the city has seen since
construction began in 2015. At its peak, the site’s foreman said it included representatives of
20 countries.

Not all of Tobolsk’s residents are happy with the changes.

“It’s bad for the city,” said Marina Chubarovskaya, 53. “There are new jobs, but they are
going to people from out of town.”

Mazur acknowledged the discontent, but said everyone has the chance to work for Sibur if
they get the right education. He noted that most of the 2017 chemistry graduates from the
local university were hired by the company.

New tastes

Employees have come from as far afield as Asia and Europe, according to a Sibur
spokesperson. And some business owners have spotted an opportunity to serve their needs.

Last year, a farm-to-table fine-dining restaurant called Mark i Lev — or Mark and Lev —
opened downtown, with Sibur helping the chef find local farms from which to buy produce.

The restaurant sits between a typical Russian small-town beauty parlor and a medical clinic,
and seems out of place with its English-speaking clientele.

But manager Tatiana Kobylinskaya says Mark i Lev is increasingly attracting local customers.
She believes there is a wider market for such services and said the owner has plans to open a
farmers’ market.

Related article: Russia Eyes Greater Energy Dominance With Arctic LNG Push

Not all such efforts have succeeded. Vadim Kalina, a journalist with the local Tobolsk.ru news
outlet, said an upscale Turkish restaurant aimed at employees from Turkey’s Renaissance
Construction, one of ZapSibNefteKhim’s contractors, lasted only a year before shutting down.

And not all of the Tobolsk’s residents have been happy to see the increase in diversity.

“I don’t think different nationalities should mix,” said Alexei, a 27-year-old painter who
asked that his last name be withheld. “It’s not that I have bad will toward anyone,” he added.
“It’s just more comfortable that way.”

Despite such sentiment, Kalina, whose reporting focuses on crime, said that he had not found
an increase in hate crimes over the past few years.

More worrying, he said, was an increase in what he described as “myths” around
ZapSibNefteKhim’s ecological impact that have been circulating on local social media groups
and through word of mouth. Kalina said that Sibur had not done enough to quell residents’
worries.
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Many residents said they believed the new plant was bad for the environment. Some said the
city had seen an increase in cancer diagnoses; some that birds had started to die; others that
potatoes were shrivelling.

“No article I read will convince me otherwise,” said Anastasia Volkova, 31, a former nurse
turned stay-at-home mother who said her husband is considering moving their young family
to the city of Tyumen because of cancer worries. “We are thinking people. We see those pipes
and what is coming out of them.”

Irina Trofimova, 59, brushed off the concerns. Since moving to Tobolsk from Tyumen 25
years ago, she has been deeply involved in city life, working as a school teacher before
running a local magazine.

At work she regularly hears locals complain about the influx of foreigners and of
environmental harm, for which she said there is “no evidence.”

“What they’re used to has changed and they don’t like it even though it’s positive for them,”
Trofimova said.

“Not everyone is an optimist like me.”
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