
 

 

 

 

 

 

 

 

How is Russia adapting to a 
threatening new energy world? 
Maïté de Boncourt, Laura Parmigiani 
 

will Th US shale gas revolution has shaken global gas markets. The US is on 

the eve of becoming self-sufficient in natural gas (and oil), thanks to the 

massive discoveries of unconventional resources on their territory, while 

being able to export part of their production. These developments have been 

closely watched by traditional oil and gas producers. The sharpening of 

competitive pressure on global gas markets is indeed shaking their positions. 

A range of reactions has been observed among producing countries: 

exploration and production contracts were revised in order to ease foreign 

direct investments and to attract new technologies developed by the majors; 

some concession were made towards consumers with new gas contracts’ 

pricing formula – the most touchy issue –; massive investments were made in 

LNG and upstream projects. What about Russia, the largest natural gas 

reserves holder, and the largest natural gas producer and exporter? Has it 

been too slow to react, as often underlined by many commentators?  

Russian strategy at odds? 
 

Russia’ slow reaction can be explained by two parallel developments that hurt 

the Russian gas sector competitiveness at a bad time.  

On the internal market, due to a progressive decline in hydrocarbon exports 

and, consequently, in the related incomes for the Russia State generated 

mostly by export taxes, the Russian government is undergoing reforms to 

overcome this trend. The signing of JV’s with IOC such as Exxon, Eni and 

Shell is meant to provide new technologies able to boost greenfield 

development and production. On the fiscal side, gas, which has been 

subsidized for the internal consumption, will progressively be taxed in order to 

increase its contribution to the federal budget (only 6-7% compared to 44% 

for oil) and offset the future reduction of the oil sector income. This much 
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needed tax reform will enable to provide other incentives to maintain production 

levels. Moreover, the expansion of LNG market, spurred by price differentials among 

regions, has increased the advantage of companies possessing LNG export terminal 

and assets. Gazprom position in this market came lately (with the Vladivostok LNG 

project FID decision taken in February this year) or was based on wrong 

assumptions (the Shtokman LNG project assumed an increase in US and EU 

demand). National gas champion Gazprom (75% market share) is then being 

challenged by a moving international arena and by the Russian government itself. 

The alliance between Rosneft and Novatek to exploit and export LNG from the 

Yamal peninsula or the take over of Itera by Rosneft both show that the preferential 

treatment Gazprom has received so far by the government is coming to an end. 

Internally, these changes show however that the Russian energy sector and its 

political leadership are making moves. 

On top of this internal evolution, Russia has big difficulties in securing its historical 

market, Europe.  

To face the decline of European demand is a challenge for a country where 70% of 

its total gas exports go to Europe and the EU in particular. European gas demand 

has indeed plunged due to the economic recession and the cheap coal diverted from 

the US. Russia’s gas exports to the EU (not counting Turkey then) in 2012 were 

down to 105 bcm (110 bcm in 2011, BP Statistical Review figures). 

While Statoil has been increasing its market share (with 10% increase in sells in 

2012 mainly due to spot markets deals and spot-market contracts), Gazprom has 

progressively lost its predominance. The new BP Statistical Review of world energy 

shows that Statoil has surpassed Gazprom, although slightly (106.6 bcm vs 105.5), 

as biggest gas supplier in Europe. 

Gazprom has stubbornly persisted on oil-indexed and anti-shale gas rhetoric, and 

much needed strategic reforms have been postponed. Failing to recognize the 

increasing importance of European spot markets in the making of the reference price 

for gas (see Towards gas on gas competition by Laura Parmiagiani, The Energy 

Editorial, October 2012), Gazprom was forced to renegotiate contracts with the main 

European suppliers (on average, hub prices have been lower than the average 

Russian gas price). Furthermore, this blindness is reflected in the slower move to 

take advantage of the liberalisation of the European market. Instead of aggressively 

participating in the trading platforms, Gazprom has decided to go downstream… in 

the electricity sector. A more competitive gas market is becoming reality in Europe, 

with a greater flexibility offered by the perspective of new resources coming in from 

the Caspian region and the Mediterranean sea and by contract types and formula 

offered by Gazprom competitors. 
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Rising awareness 

In this unsettling context, Russia must take the lead again. It has but one trump card 

to play, which has been long talked about, but never really used: its Asian belonging. 

And it now does. Indeed China currently consumes 150 bcm/year of gas, a figure 

that will increase as its domestic gas demand is growing in every sector at an 

impressive global rate of 13%. Chinese imports are expected to reach up to 113bcm 

by 2017 compared to 40 bcm nowadays. Not surprisingly the Russia – China gas 

relationship is tightening.  

On the one hand, Gazprom has revised its Eastern strategy. The initially proposed 

Altai gas pipeline linking west Siberia to North Western China, which dates back to 

the first MoU of 2009, has been on and off for years. The timing remains as unclear 

as volumes (the pipeline’s is said to vary between 10 to 60 bcm) and the West 

Siberian gas field are maturing. In March 2013, the company signed a Memorandum 

of Understanding with CNPC to export around 38 bcm of gas per year through a 

newly designed Eastern pipeline route: the pipe will bring East Siberian gas to 

Vladivostok LNG terminal and branch out to China.  

On the other hand, Russian companies increasingly get involved in the development 

of LNG terminals targeting Asia. Rosfneft, in partnership with Exxon Mobil, is 

interested in the development of Sakhalin II with Koreans and Japanese; Gazprom 

has finalised the Final Investment Decision for its Vladivostock terminal, initially 

thought to export to Japan, but now rather intended for China; finally Novatek signed 

a deal with CNPC to develop an LNG facility at Yamal with Total, last June, at St 

Petersburg Summit.  

Russia Eastern strategy will not be easy to develop however. In Eastern Siberia, 

everything remains to be done from green field development to the building of 

infrastructures and pipes. Regarding the developing Russia-China relationship, if so 

far it has stalled and reduced to the relation between Gazprom and CNPC, signs of 

diversification have emerged, certainly under the impulsion of Putin himself. Hence 

oil deals with Rosneft and the latter partnership on Yamal. But, firstly, the Chinese 

are fully aware that the main reason triggering Gazprom’s new strategy has first to 

do with the decline of European demand; secondly, the past major contentious 

issue, i.e. the price of gas, remains unsolved. In view of recent global gas markets 

development, the willingness of China to pay for quite an expensive gas remains to 

be proven. It considers project costs, in the range of what is estimated for the Altai 

pipeline (i.e. $14-16/Mbtu), expensive. The country, which pays an expensive price, 

in particular for LNG, looks at every leverage to negotiate future gas and oil import 

prices, among which first and foremost diversification. In supplying Asia, Russian 

producers will therefore face strong competition from Malaysia, Australia, Gulf 

countries, not mentioning piped gas from Central Asia. 

China’s recently published 12th five year plan (see Transition énergétique à la 
chinoise : le nouveau plan quinquennal énergétique by Sylvie Cornot-Gandolphe, 
Actuelles de l’ifri, April 2013), indeed confirms that China will base its energy policy 
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on the development of hydro power, nuclear, renewable energy and clean coal, as 
well as very ambitious objectives for domestic shale gas development (6.5bcm in 
2015 up to 60/100bcm 2020). Whether or not these objectives are realistic remains 
to be seen; the timing for issuing this plan though - just when China and Russia 
resume negotiations -, is noteworthy.  
 

One Russia, two faces 

To what extent does therefore Russia take into account worldwide developments? 

The country has actually sent many signals that it is doing so. The strong priority 

given to oil exploration and production with the contribution of foreign companies at 

the recent St Petersburg summit has confirmed this opening strategy. One could 

also mention the end of Gazprom’s long lasting monopoly on gas exports to Asia 

and via LNG. Yet, at the same time, Putin, immediately reaffirmed that Gazprom 

monopoly on EU exports will remain untouched.. This statement, as well as the ones 

following the Gas Exporting Countries Forum (GECF) meeting in Moscow on the 1st 

of July, which calls for the maintaining of long term oil-indexed gas export contracts 

and take-or-pay clauses, confirms that Russia articulates a two-face strategy. On the 

one hand, Russia is trying to preserve its very conservative rhetoric towards its main 

oil and gas customer, Europe, which is at odds with the evolution of global gas 

markets. On the other hand, Russian champions, Gazprom and Rosneft, if not being 

just vocal, invest in downstream oil and gas market in Europe, ally with traditional 

gas exporters to Europe through the GECF, or take interests in new Mediterranean 

gas fields, even when risks are high. Beyond Europe, Russia advances its pawns on 

the new world energy chessboard, through LNG and Asia, further diversifying from 

historical pipelines reliance. Strong declarations might therefore be a diversion from 

a new strategy that aims at solving national challenges while building, progressively, 

a renovated international position in line with the new challenges brought up by the 

US revolution. 


