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Unlike Russian crude oil exports, which in 2023 exceeded the volumes of 2021, Russia’s natural

gas exports have dwindled by an estimated 42 percent since 2021,2 the year before the country
invaded Ukraine. Most of this decline involved pipeline gas supplies to Europe (-120 billion cubic
meters [bcm]). While Russian gas production has dropped in response, the country remains the
largest holder of proven gas reserves and is still the second-largest gross gas exporter in the
world, after the US. After a year of adapting to the shocking reduction in gas exports to Europe,
Russia’s ambitions to remain a significant gas market player have not dimmed. It is gradually (and
quietly) reshaping its gas strategy based on two expansion pillars: liquefied natural gas (LNG) and
pipeline gas exports to key non-EU consumers (Turkey, China, and former Soviet Union

[FSU] countries).

The first pillar looks increasingly challenged by recent US sanctions as well as new attempts from
EU countries to ban Russian gas imports, notably LNG, faster than anticipated in the region’s
REPowerEU plan tackling dependency on Russian fossil fuels.® Meanwhile, the second pillar relies
largely on new consumers’ willingness to become more dependent on Russia.

In this commentary, the authors explore how Russia’s export strategy has evolved over the past year
in the face of mounting adversity and what it means for the world.

This commentary represents the research and views of the authors. It does not necessarily
represent the views of the Center on Global Energy Policy. The piece may be subject to
further revision.

Contributions to SIPA for the benefit of CGEP are general use gifts, which gives the Center
discretion in how it allocates these funds. More information is available at https://energypolicy.
columbia.edu/about/partners. Rare cases of sponsored projects are clearly indicated.
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Russian Gas Exports in 2023

In 2023, Russia exported an estimated 142 bcm of gas, down sharply from around 244 bcm in 2021.
This included about 99 bcm of pipeline gas to Europe, FSU countries, and China, and around 44 bcm
of LNG globally (see Figure 1). Exports to Europe (including Turkey) still account for slightly under
half of Russian gas exports. Following the start of the war in Ukraine and the cuts by Russia to EU
countries,* Russia’s pipeline exports to the EU collapsed from 140 bcm in 2021 to 63 bcm in 2022
and around 27 bcm in 2023. Those to Turkey dwindled from 26 bcm in 2021 to 22 becm in 2022 and
an estimated 21 bcm in 2023, due to lower Turkish gas consumption in 2022 but also to higher prices
in new contracts being linked to the European TTF price benchmark.® In contrast, exports to both
China and FSU countries have been rising. Exports to China have been driven by the contractual
ramp-up of Power of Siberia 1 pipeline supplies from 10 bcm in 20216 to an estimated 22.7 bcm in
2023. Exports to FSU countries have been buoyed by new Azerbaijan imports starting in late 2022

(1 billion cubic meters per year [bcm/y] through 2023) and Uzbekistan imports in late 2023, to deal
with winter energy shortages.’

Russian LNG exports, however, have remained relatively stable, hovering between 41 and 45
bcm/y between 2021 and 2023, with heavy maintenance at the Sakhalin-2 and Yamal LNG
liquefaction plants last year.2 Around half of this LNG is exported to EU countries, a trend that has
been increasing since 2021. China’s LNG imports have increased slightly as well. In contrast, Japan
decreased its Russian LNG imports in 2023 (in line with lower LNG demand).®
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Figure 1: Snapshot of Russian gas exports
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Note: Turkey’s imports are based on historical data through November 2023; December 2023 imports have
been estimated to be equal to December 2021 imports. Central Asian imports are based on authors’ estimates.

Source: Energy Institute,”® S&P Global" EPDK,"? ENTSOG,” Interfax.”
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Prospects for Pipeline Gas Exports
West-Oriented Pipeline Exports (EU and Turkey)

For six decades, the bulk of Russia’s pipeline gas exports were directed to the West. Now Russian
pipeline gas exports to EU countries look extremely challenged, given the European Commission’s
target to stop these imports by 2027 and the uncertainty regarding when and how the war with
Ukraine will end. This target year is highly achievable given EU countries’ level of pipeline gas
imports in 2023 (27 bcm, an 81 percent decline from 2021). Currently, Russian gas is transported to
European markets via two pathways: Ukraine and one string of the TurkStream offshore pipeline.

A Ukrainian transit agreement allowing Russian gas to pass through Ukraine looks unlikely to be
extended at the end of 2024,” although some ad hoc supplies based on short-term bookings could
not be excluded. This leaves the 15.75 bcm/y string of the TurkStream pipeline as the main artery
for Russian gas to European countries. Hungary, Austria, and Serbia, among others, may choose to
continue importing some Russian pipeline gas beyond 2027, but that may eventually be undermined
by new EU methane regulations that will apply maximum methane intensity values by 2030.'

Turkey has maintained good relations with Russia and is likely to remain the main Western market
for Russian pipeline gas, despite its current struggles with related debt and payments. In 2021,
Gazprom renegotiated its contracts with BOTAS to include a spot indexation, making them very
expensive compared to previous oil-indexed contracts given the increase in spot prices observed

in 2022 and 2023.” Several media sources reported that BOTAS’ debt soared during those two years
due to the combination of increased supply costs and subsidies of sales to the domestic market;
however, BOTAS denied that it owes Gazprom $27.5 billion.”® The question is whether Russian gas
would stay in Turkey or be transferred to Europe, given Turkey’s seeming ambition to become a hub
and the potential opportunity to whitewash Russian gas.® Turkey also possesses a significant import
overcapacity, which could allow it to serve its own needs while transiting gas to EU countries.?°

But this ability is limited by the capacity of the existing direct Russian pipelines (Blue Stream and
the second string of TurkStream) at 31.75 bcm/y, while construction of any new offshore pipelines
from Russia to Turkey seems highly unlikely given the sanctions environment and lack of necessary
technologies. In any case, EU countries would be unlikely to welcome Russian gas transiting through
Turkey, even if proving its origin would be complicated (for example, if Turkey created a blend of gas
supplies from various sources).? A deal signed in January 2023 between Bulgargaz and BOTAS raised
similar concerns about opening the door to Russian gas (as well as potential competition issues).??
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East-Oriented Pipeline Exports

Russia began trying to pivot to the East in 2004, but encountered a decade of unsuccessful
negotiations with China. Construction of the first Asia-oriented pipeline—the 38 bcm/y Power of
Siberia—started only after Russia’s annexation of Crimea in 2014, when the geopolitical context
had changed and Gazprom found it expedient to sign a deal with China as quickly as possible. The
pipeline was completed in 2019. Its export volume was 22.7 bcm in 2023, and is expected to reach
full capacity by 2025.2 A contract between Gazprom and China National Petroleum Corporation
(CNPC) for the Far Eastern Route for an additional 10 bcm/y for 25 years was signed in February
2022, right before the invasion of Ukraine.?* Gazprom, however, is facing problems with production
levels from the resource base in Sakhalin and might not reach the projected capacity before 2030,
though the official start of deliveries is scheduled in 2027.%

The biggest prospective stake in the future of Russia’s pipeline gas exports is the 50 bcm/y Power of
Siberia 2 pipeline project. Despite efforts from the Russian side to speed up the deal, no substantial
progress was made during the past two years and the needed offtake (buyer) agreement with
China is still missing. Meanwhile, Gazprom has completed the project’s feasibility study and design
phase, and it seems Russia may take the highly unusual and risky step of starting the pipeline’s
construction without a Chinese contractual commitment.?®¢ According to Russian deputy prime
minister Victoria Abramchenko, construction of the Mongolian section of the pipeline (Soyuz-
Vostok) may commence as early as the first half of 2024. The pipeline could come online this
decade and ramp progressively to capacity—similar to Power of Siberia 1—and possibly reach 15
bcm/y by 2030 and 50 bcm/y by 2035.

Even if the Power of Siberia 2 pipeline is completed and China agrees to buy the full Russian export
capacity of 98 bcm/y by 2035, revenues are unlikely to match EU revenues because volumes and
pricing terms will likely be much lower.#

Russia has also been in talks for many years about construction of a gas pipeline to India and
Pakistan, and Russian minister of energy Nikolay Shulginov said in early 2023 that the country
has not ruled out the possibility of joining the TAPI (Turkmenistan, Afghanistan, Pakistan, and
India) gas pipeline project.? The pipeline has struggled to get momentum for decades, however;
the economics of these deliveries appear doubtful, and the region it would cross, particularly
Afghanistan and Baluchistan, is considered unstable.

In 2023, Iran and Russia agreed on gas swap deliveries, which involve a mutual offsetting of supplies
for export to third parties, and the establishment of a joint gas hub (central pricing/trading point).
Russian deputy prime minister Alexander Novak stated that, for the initial stage, an annual volume
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of 10 bcm of gas is being considered. He also implied that Russia would supply gas to northern Iran
and that Iran could supply gas extracted from its southern fields to Pakistan and India through
another potential pipeline project, the Iran-Pakistan-Indian pipeline—even though the Pakistani
and Indian sections have yet to be financed and built.?®

These plans may currently appear unrealistic, but Russia’s negotiations around them have
intensified since the start of the war in Ukraine.

Former Soviet Union—Oriented Pipeline Exports

Facing a sharp decline in gas exports, Russia has also turned to markets in the former Soviet
republics, supplies to which have grown since 2022. Russia signed a gas supply contract with
Azerbaijan in November 2022, but EU concerns about whether Azerbaijan was importing Russian
gas in order to export more gas to EU countries®® led to the non-extension of the deal in 2023.
However, both countries have agreed to restart supplies in 20243

In December 2022, Russian president Vliadimir Putin proposed a Trilateral Gas Union with Kazakhstan
and Uzbekistan. Though the initial reaction of these Central Asian countries was skeptical, their
severe seasonal gas deficits and political dependency on Russia forced them to finally accept

the proposal.3? Uzbekistan agreed to import 2.8 bcm/y of Russian gas starting in October 2023,
while Kazakhstan committed to providing gas transit through its territory and assessing potential
demand for Russian gas supplies in its domestic market.?®* The three countries are also discussing
potential transit of Russian gas to China through their territory, but this project would depend on
the willingness of Chinese companies to receive these additional volumes. In all, it seems 30—40
bcm/y of traditional gas exports to FSU countries remain Russia’s captured market.>

Prospects for LNG Exports

Russia launched its first LNG exports in 2009 with the Sakhalin-2 project. Currently, LNG exports
from four existing LNG plants (large-scale Sakhalin-2 and Yamal LNG and medium-scale Cryogas-
Vysotsk and Portovaya LNG) account for around 41 bcm/y of LNG export capacity.?® As of early
2024, no sanctions have been applied on existing Russian LNG by its traditional importers—the EU,
Japan, and Korea—though some European countries, such as the UK and Lithuania, have stopped
importing Russian LNG since the invasion of Ukraine.3¢ The US did ban Russian LNG in March 2022.%7

EU imports of Russian LNG have actually risen since the start of the war in Ukraine (as shown in
Figure 1). EU officials increasingly discussed halting LNG imports from Russia throughout 2023,
but there was no concrete action leading to an actual drop in Russian LNG imports. Spanish
minister Teresa Ribera asked Spanish companies in March 2023 not to sign new contracts to buy
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Russian LNG and said two months later that the EU would ban Russian LNG sooner rather than
later, but admitted in September 2023 that the EU had no immediate plan to stop these imports.3
The Netherlands has banned Russian LNG from arriving into its new floating LNG terminal at
Eemshaven along with transshipment activities and new contracts for Russian LNG, but has not
been able to cancel existing long-term contracts.®®

Full storage levels and lower gas prices at the end of 2023 seem to be pushing EU countries to take
increased action. The European Council indicated in December 2023 that a new regulation on
natural gas and hydrogen would contain provisions allowing member states to restrict supplies of
Russian natural gas while taking security of supply and diversification objectives into account. As
the regulation won’t be fully adopted before spring 2024, countries importing Russian LNG (notably
France, Spain, and Belgium) will have some time to find alternatives. When significant additional
LNG export capacity starts coming online in 2025 onward,* a ban on Russian LNG by key importers
looks increasingly likely as European buyers would have alternatives. Russian LNG would also face
EU methane rules, which will start affecting exporters in 2027 onward by applying monitoring,
reporting, and verification measures as well as maximum methane intensity values by 2030. These
developments will likely force Russia, especially Novatek—the country’s largest LNG producer—to
find an alternative home for its supplies.

Despite these headwinds, Russia plans to expand LNG export capacity with new projects, including:

e Novatek’s 27 bcm/y Arctic LNG 2, currently under construction and initially expected to start
operating in early 2024 (potentially March). The project declared force majeure in December
2023 following US sanctions imposed in November 2023 .41

e  Gazprom’s 17.7 bcm/y Ust-Luga, also under construction but facing significant delays, and now
expected to start in 2027 at the earliest.> The US blacklisted three companies involved in the
development of this project in December 2023.43

e  Novatek’s 28 bcm/y Murmansk LNG, which received Putin’s blessing and has been included in
the planned liberalization of LNG exports.* Novatek plans to commission Murmansk’s first two
trains (liguefaction units) in 2027 and 2029. A final investment decision on Murmansk LNG is
scheduled for 2024, and in addition to the LNG plant construction, Novatek will have to build
an extended Volkhov-Murmansk gas pipeline of about 1,300 kilometers to deliver gas from
Gazprom’s Unified Gas Supply System to the project.®

e Novatek’s 6.8 bcm/y Ob LNG project, which has not reached a final investment decision yet.
(Initially expected in 2020, it has been postponed several times.)*®
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Together, these new Russian LNG projects would add around 80 bcm/y of LNG export capacity on
top of the existing 41 bcm/y, but the most optimistic case would have around 60 bcm/y online by
2030 (Arctic LNG 2, one train at Ust-Luga, two trains at Murmansk, and Ob LNG).

Despite the country’s current expectations of a growth trajectory for LNG, serious global challenges
could prevent or slow the Russian LNG buildout and complicate future LNG sales.

Hurdles to LNG Expansion

Four types of challenges confront Russia’s plans to expand LNG export capacity: restricted access
to Western liquefaction technology, US sanctions on Russian entities, logistical issues related to
shipping, and the need to find buyers for the additional output. All these challenges could prevent
or slow the Russian LNG buildout and complicate future LNG sales.

Western sanctions are restricting Russian LNG players’ access to Western LNG technology,
especially liquefaction technology. (Western companies continued to supply the Arctic LNG 2
project after the sanctions were put in place to execute previously signed contracts, but that
practice has become more and more challenging due to the sanction risk.#”) The Russian gas
industry expects that these sanctions are here to stay, so Russia’s new gas export strategy assumes
that LNG projects will need to rely on domestic technologies. Novatek has its own small-scale
liquefaction technology called Arctic Cascade that has been working on Train 4 of Yamal LNG since
2021,8 and recently obtained a patent for a proprietary technology called Arctic Mix for large-
scale LNG trains (6 or more million metric tons per annum [mtpa]).* This Arctic Mix technology
may be utilized not only for Novatek’s projects (Murmansk LNG, Ob LNG) but also for those of
RusChemAlliance, a joint venture between Gazprom and RusGazDobycha that is implementing a
gas processing complex project in Ust-Luga, in the Leningrad Region (including construction of the
13 mtpa Ust-Luga LNG plant).>° However, the fact that Yamal Train 4 was delayed by more than a
year, and that Novatek CEO Leonid Mikhelson admitted dissatisfaction with the work of Russian
suppliers, raises doubts about whether some of this new technology will perform comparably to
Western standards.> Another technical hurdle is that only 4 of 21 required gas turbines for the Arctic
LNG 2 project were delivered by Baker Hughes before the first round of sanctions took place.>?
Novatek is looking at replacing these with Chinese electric turbines, but Arctic LNG 2 output could
be constrained in the short term.

US authorities seem very intent on decreasing Russia’s oil and gas revenues.>* The US government
appears especially determined to curtail projects that would sustain Russia’s energy export
capacity into the future, such as new LNG projects. A case in point is sanctions against Arctic
LNG 2 issued by the US Department of State in coordination with the Department of Treasury on
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November 2, 2023.> Arctic LNG 2 was added to the Specially Designated Nationals (SDN) List, which
bars all US banks, companies, and individuals from doing any business with the Russian entity. The
State Department also imposed sanctions in December 2023 against three companies involved

in the Ust-Luga LNG project. Interestingly, the US has not yet sanctioned existing LNG projects,
perhaps based on the understanding that they were needed to ensure the market balance until
2026, when, as noted, enough alternative LNG capacity is expected. If that is the case, when
markets do rebalance, the US could move to sanction existing LNG projects.

On December 21, 2023, a month and a half after the sanctions were imposed, Novatek issued

force majeure notifications to Arctic LNG 2’s LNG buyers. On December 25, the four foreign
stakeholders in the project (TotalEnergies, China National Offshore Oil Corporation [CNOOC],
CNPC, and a consortium between Japan’s Mitsui and the Japan Organization for Metals and
Energy Security [JOGMEC]—each owning 10 percent of the project) also declared force majeure on
their participation in the project, relinquishing their responsibilities to finance the project and fulfill
offtake contracts.>® One obstacle to this US strategy is that some offtakers of Russian LNG, notably
Chinese companies, may not want to give up on their investments and their contracted LNG. It is
possible that Chinese companies will not abandon the project unless the US explicitly threatens
secondary sanctions, which it has not yet done. Both CNPC and CNOOC have indeed asked the US
government for exemptions from sanctions on Arctic LNG 2.5¢ Additionally, Chinese foreign ministry
spokesperson Mao Ning said on December 26 that no third party should interfere in economic
cooperation between China and Russia.”’

Logistics are even more challenging than liquefaction: the inclusion of Arctic LNG 2 in the US
Treasury Department’s SDN List will further complicate the project’s logistical scheme, as it

will require the engagement of a separate fleet of LNG tankers. Meanwhile, sanctions against
Arctic Transshipment LLC, the operator of transshipment facilities at Murmansk and Kamchatka,
complicate transshipment activities.>® Novatek had planned to start navigating the Northern Sea
Route year round starting in 2024.5° Novatek and Gazprom had successfully travelled through this
route in June 2021 and September 2023, respectively.®®° Being able to reach Asian markets more
directly through that route may prove crucial if LNG imports from the EU stop, but would require
a significant fleet of LNG carriers with icebreaking capabilities (such as the Arc7 LNG carriers
currently serving Yamal LNG). Construction of these new LNG tankers had been moving ahead

in South Korea and Russia, but with the new sanctions and new LNG projects their number is
insufficient. Of the 15 LNG carriers for Arctic LNG 2 ordered by Novatek from Samsung Heavy
Industry in 2019, only 3 have been delivered and another 2 are under construction; the remaining 10
may never be delivered due to sanctions on payment processing.®?

The solution could again come from China, which in recent years has contracted to build its largest-
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ever number of new LNG tankers, positioning itself in coming years as an alternative to South
Korean shipyards, which currently dominate the LNG ship construction space.®® Russia turning to
China for these tankers could be a reasonable assumption considering the participation of Chinese
companies in the Arctic LNG 2 project.

With a forthcoming wave of new global LNG projects and growing questions about whether more
LNG export capacity is needed beyond that,** additional LNG supplies from Russia would be a

hard sell in Europe, which, as discussed, (apart from Turkey) may ban Russian LNG when there is
enough supply from other countries. Russia’s LNG would instead most likely end up in energy-hungry
emerging market and developing economies. If Russia cannot find traditional buyers for its new LNG
supply, it could choose to use it as a geopolitical tool with Global South nations, gaining political
allies by offering affordable LNG to countries that otherwise have found the energy source out

of reach due to volatile prices. With cheap feed gas, domestic liquefaction technology, low taxes
(LNG has zero export duty compared to a 30 percent export duty on pipeline gas, and specific LNG
projects enjoy additional tax breaks and incentives),®> and a Chinese shipping fleet and perhaps
insurance, Russian LNG can be price-competitive in these markets. It could mark the evolution of

a new market segment operating under a different framework: with long-term contracts (under
intergovernmental agreements), non-dollar and non-transparent payments, and non-Western
shipping services. Russia could also provide an integrated LNG-to-power offer, which would secure
LNG demand volumes and predictable prices both for Russia and for these countries. But the US
could threaten importers from existing and new Russian LNG projects with secondary sanctions,
which would both limit Russian LNG revenues and remove competition from its own LNG projects.

Implications for Russian Total Gas Exports

Based on the analysis above, it seems possible that by 2030 Russia could restore its presence and
influence on global gas markets (Figure 2). However, beyond existing pipeline capacity targeting
the FSU countries, China, and Turkey (around 118 bcm/y, but delivering around 100 bcm/y) and the
likely rerouting of existing LNG flows (around 45 bcm/y), a significant part of this export capacity
(around 135 bcm/y) faces various risks in terms of bans, sanctions, delays, satisfactory technical
completion, logistical LNG shipping constraints, and the willingness of the main consumer (China)
to contract more pipeline gas (Figure 3).

Tough competition also exists between Russian gas companies (Gazprom vs. Novatek vs. Rosneft),
and Novatek is definitely leading the country’s LNG industry growth. The company is targeting
Asian markets with its new projects, and Russian LNG may wind up competing against new Russian
pipeline gas in an already over-contracted China.
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Figure 2: Potential Russian gas exports (high case)
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Figure 3: Anatomy of Russian gas export capacity (2030)
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Conclusion

A high degree of uncertainty is associated with Russia’s export strategy amid its ongoing war in
Ukraine and Western sanctions. But even if Russia’s gas export volumes were to return to pre-war
levels, revenues from gas and LNG exports are not likely to reach their prior levels—due to both a
less favorable price landscape after 2026, when higher global volumes are expected to come onto
the market, and higher transaction costs due to longer, more expensive routes. Lower margins will
also result from the sanctions along with the lower profitability of the new Russian target markets,
such as emerging markets. By 2030, Russian gas export revenues might fall by 55-80 percent
compared to 2022, a year of record-high revenues for the Russian gas industry, at $165 billion.%¢

But gas, unlike oil, has never been a key contributor to the Russian state’s budget revenues, and its
exports have been more about geopolitics.®’ The financial change will likely be more painful for
specific gas companies. Gazprom in particular—which has already suffered a major blow from the
export reduction and production drop—must finance massive new pipeline projects to countries
such as China that are likely to pay less than EU consumers, and simultaneously faces an increasing
tax burden.®® With LNG becoming a bigger driver of new Russian gas exports, the comparative
power of rival gas companies (Gazprom, Novatek, and Rosneft) is clearly moving toward Novatek,
with the potential challenge of Russian LNG competing against new Russian pipeline gas in China.
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