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EXECUTIVE

. The long-standing effort by Russian officials to increase energy exports to Asia has ramped
up since Western sanctions and cuts in Russian pipeline natural gas exports have slashed
European imports from Russia. China and India have been Russia’s principal target markets;
the two nations bought about 80% of Russia’s crude oil exports in 2023. Russia and its trade
partners asyet lack infrastructure necessary to yield a similar market for natural gas exports.

. While Russia’s oil exports to China increased by 24% in 2023, and liquified natural gas (LNG)
exports grew by 47%, Russia’s revenues have not kept up with the greater volumes, due to a
combination of sanctions and China’s negotiating leverage. Russia’s pipeline gas exports to
China have grown as the relatively new Power of Siberia pipeline increases shipments. Power
of Siberiais still well below its 38 billion cubic meters (bcm)/year capacity.

. Russia’s pipeline gas exports to China are unlikely to match past exports to Europe in the
near to medium term. Combining existing export capacity with Russia’s proposals for new
pipelines would yield just 120 bcm/year by 2030, if all proposed projects were completed by
that time. Gazprom’s contract base to Europe was 200 bcm/year, of which at least 130 bcm/
year was guaranteed in take-or-pay contracts.

. India was able to capitalize on discounted Russian oil prices following Russia’s invasion of
Ukraine due to an earlier expansion of refining capacity; India had been importing Middle
East oil and then selling refined oil products in Asia. In late 2023, almost two-thirds of
Russia’s former oil exports to Europe were going to India instead. India is thus far from a
minor customer for Russian LNG exports.

. India’s oil imports from Russia have declined recently as buyers and sellers contend with
Western sanctions. While a so-called shadow fleet of tankers carrying oil exports has helped
Russia to avoid triggering the G7-EU price cap mechanism, Russian firms have struggled
to repatriate rupee-denominated profits and are using complex cross-border loans,
cryptocurrency trading, and other means to do so.

. The Northern Sea Route (NSR) along Russia’s Arctic coastline and supporting ports and
infrastructure are important for Russia’s energy exports to Asia. Despite earlier sanctions-
related delays, Russian sources are optimistic that Russia will complete major Arctic LNG
projects before the United States and Qatar are ready to deliver significant new LNG export
volumes. The International Energy Agency assesses that this is unlikely, however.
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Introduction

Russia has long sought to reorient its economy and
especially its energy exports to the east. This effort
has generally reflected two mutually reinforcing
goals. The first goal has been to diversify away from
deep economic engagement with Europe, due to
mounting political tension that predates Moscow’s
2014 and 2022 interventions in Ukraine. The second
has been to expand economic and political ties with
China and other nations in Asia, due to their past and
expected future growth, a sense that China and Asia
will win greater roles at the West's expense, and the
unwillingness of many Asian governments to criticize
Russia’s domestic practices. Russia’s 2023 Foreign
Policy Concept expresses many of these views,'though
itis hardly the first such document to do so.?

Russian officials have pursued this project more
vigorously since 2022 to mitigate the consequences of
US and Western sanctions following Russia’s invasion
of Ukraine and the consequences of Russia’s largely
unsuccessful effort to use its natural gas supply
leverage to discourage European support for Ukraine.
Indeed, Russia’s energy trade with Asia reached
President Vladimir Putin’s target—50% of all Russia’s
energy exports—far ahead of schedule, though the

collapse in exports to Europe was the principal driver,
not the admittedly rapid growth in oil exports to Asia.

Thisreport describes Russia’s energy trade with

China and India, with details on exports of oil, gas and
liquified natural gas (LNG), and coal; it then looks at
the role that energy from Russia’s Arctic could play in
its energy relationship with the two countries. As the
region’s two largest markets outside the US alliance
system, China and India have been Russia’s principal
target markets; at the end of 2023, a senior Russian
official stated that the two nations bought about 90%
of Russia’s crude oil exports that year.® Russia’s natural
gas exports tell a different story, however, as Russia
and its trade partners lack infrastructure necessary to
yield a similar realignment in the near future. Because
Russia has considerable oil and gas resources in its
Arctic regions, the Northern Sea Route (NSR)along
Russia’s Arctic coastline and supporting ports and
infrastructure are important for Russia’s energy
exports to Asia.

1 Ministry of Foreign Affairs, “The Concept of the Foreign Policy of the Russian Federation,” March 31, 2023, https://mid.ru/en/

foreign_policy/fundamental_documents/1860586/.

2 See for example Russian Embassy in China, “Foreign Policy of the Russian Federation,” February 12, 2013, https://beijing.mid.ru/

en/countries/rossiya/kontseptsiya_vneshney_politiki_rossii/.

3 Vladimir Soldatkin and Olesya Astakhova, “Russia Exports Almost All Its Oil to China and India—Novak,” Reuters, December
27,2023, https://www.reuters.com/business/energy/half-russias-2023-oil-petroleum-exports-went-china-russias-

novak-2023-12-27/.
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Russia’s energy trade with China
and India

Despite sweeping US and Western sanctions targeting
Russia and its energy sector, including efforts

to enforce an oil price cap, China and India have
expanded their energy trade with Russia and become
crucial buyers of Russia’s 0il.* Revenue from Asia’s
two most populous states has become a lifeline for
Russia’s oil industry and its federal government.

China

China’s imports of Russian oil rose by 24% in 2023 to

a total of 107 million metric tons (Mmt)—an average of
about 2.2 million barrels/day (bpd)—with a total value
of $60.6 billion.® Despite this, the total value of oil
exports from Russia to China fell by 5.8% year-on-year
to $32.1billion in the same period.® China’s imports of
Russian LNG during the first nine months of 2023 grew
47% to 6.2 Mmt, equivalent to about 8.5 bcm.” Yet even

as LNG export volumes swelled, prices eroded: the
value of China’s LNG imports shrank 6% to S4 billion.
This decline shows a sharp reduction in prewar prices.

Inthe first nine months of 2023, Russia’s pipeline gas
earnings from China rose 60% to nearly S5 billion.®
Exports had already shown a steep increase in 2022,
when Russia’s pipeline gas exports to Chinarose to 15.5
bcm, well above 2021 levels. This growth occurred as
Russia’s Power of Siberia pipeline continued to move
toward its full capacity. In 2023, Russia’s was pipeline
gas supplies to Chinarose by another 50%, to 22.7
bcm.® The increase in Russia’s gas exports through the
Power of Siberia pipeline is preplanned, in the sense
that Russia and China began building the pipeline long
before Russia’s invasion of Ukraine, completed it more
recently, and have been expanding deliveries. Power of
Siberia's export capacity is 38 bcm/year.

Russia’s OPEC+ oil export reduction commitments
will likely constrain its exports to China. However,
China will still be able to use Russian imports to build
reserves and hedge against potential oil shortages.

4 Mwnxaunn Kanmaukunia, «<Poccua 3akpenmnaa 3a coboii cTaTyc raBHOro nocrtaBlyka Hedptu B Kutai u iHamio,» RGRU,
September 1, 2023, https://rg-ru.turbopages.org/rg.ru/s/2023/09/01/syre-uhodit-na-vostok.html.

5 Laura He, “China’s Largest Oil Supplier in 2023 Was Russia,” CNN, January 22, 2024, https://www.cnn.com/2024/01/22/business/

china-top-oil-supplier-2023-russia-intl-hnk/index.html.

6 TACC, «KuTaii B AHBape - ntone ysennymn umnopt HedTu, CMNIM 1 TpybonpoBoaHoro rasa us P®,» August 19, 2023, https://

tass.ru/ekonomika/18545535.

7 Oilcapital.ru, «Kutar nokynaety Poccum Bce 6onblue HedTum 1 CMT,» October 20, 2023, https://oilcapital.ru/news/2023-10-
20/kitay-pokupaet-u-rossii-vse-bolshe-nefti-i-spg-3075403. The calculation is based on deriving 1Mmt of LNG from 1.379 bcm of

natural gas.
8 Ibid.

9 Filipp Lebedev and Mark Trevelyan, “Russia’s Gazprom breaks daily record for gas supply to China,” Reuters, January 3,
2024, https://www.reuters.com/business/energy/russias-gazprom-breaks-daily-record-gas-supply-china-2024-01-

03/#:~:text=Gazprom%20did%20not%20provide%20a,15.4%20bcm%20shipped%20in%202022.
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Chinese firms could also reexport some of the
Russian-origin oil that they buy. In mid-2023, discounts
for Russia’s ESPO Blend crude arriving in Chinain
September were at their narrowest in eight months

on firm demand from Chinese independent refiners.”
The Russian government has approved a draft protocol
extending crude oil supplies to refineries in western
China for another 10 years."

Looking ahead, Gazprom hopes to start delivering

an additional 10 bcm/year in pipeline gas supplies

to Chinaviaits so-called Far Eastern Route before
2027 under an existing contract for a new pipeline.”?
In addition, the company has ambitious plans for a
Power of Siberia 2 pipeline with a capacity of 55 bcm/
year, similar to the Nord Stream 1 pipeline to Germany
(damaged by underwater explosions in September
2022). Nevertheless, contrary to expectations,
Russian and Chinese officials did not finalize a supply
contract for Power of Siberia 2 during President

Putin’s visit to Beijing in October 2023. Their main
achievement was signing a contract for additional
2023 supplies of Russian gas through the existing
Power of Siberia pipeline.”

While Gazprom CEO Alexei Miller has suggested that
pipeline gas supplies to China could soon reach the
levels of prewar exports to Western Europe,'* this
seems improbable. Before Russia’s invasion of Ukraine,
Gazprom's contract base in Europe was about 200 bem/
year, of which at least 130 bcm/year was guaranteed

by take-or-pay obligations.® Today, Power of Siberia
has not yet reached its full design capacity of 38 bcm/
year, to which the as-yet unbuilt Power of Siberia 2
might add 50 bcm/year, for a total of 88 bcm/year. The
Far Eastern Route might add up to 12 bcm/year to this;
transit of Russian gas through Central Asia could add
another 20 bcm/year if Russia can negotiate deals not
only with China but also with transit countries, some of
which might also want to sell additional gas to China.

10 Muyu Xu and Chen Aizhu, “Russia’s ESPO Blend Crude Prices to China Soar on Robust Demand,” Reuters, July
28,2023, https://www.reuters.com/business/energy/russias-espo-blend-crude-prices-china-soar-robust-

demand-2023-07-28/.

1 AnekcaHap Kucnos, «lpaBuTenbcTBo Poccuu npoanut noctasku HedTn Ha HM3 Kutas,» KommepcaHTs, October 19,

2023, https://www.kommersant.ru/doc/6283235.

12 AnekcaHap Kncnos, ««[a3npomM» HauHeT nocTaBku B KUTa No «4a/ibHEBOCTOYHOMY MapLUpyTy» He no3aHee 2027 roaa,»
KommepcaHTb, October 23, 2023, https://www.kommersant.ru/doc/6295921.

13 Tasnpowm, «B lMNeknHe coctoanace paboyasn BcTpeya Anekced Munnepa v lNMpeacegatens Coseta gupektopos CNPC
(Kutait) Aaii XoynsaHa,» October 18, 2023, https://t.me/gazprom/1358.

14 BegomocTtu, «Munnep: noctaBku rasa B Kutail ckopo BbeIifyT Ha ypoBeHb 3KcnopTa B 3anagHyto EBpony,» October 18,
2023, https://www.vedomosti.ru/business/news/2023/10/18/1001191-miller-postavki-gaza-v-kitai-skoro-viidut-na-

uroven-eksporta.

15 HOpwuii bapcykoB, «OTrasHukn,» KommepcaHTsb, April 14, 2023, https://www.kommersant.ru/

doc/59286367fbclid=IwAR3SM3QVrFE.
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The soonest these real and hypothetical supplies might
reach 120 bcm/year is 2030.®

Moreover, prices for Russian pipeline gas exports to
China appear likely to continue declining in next few
years, producing much lower revenue than Russia’s
former exports to Europe. The pipeline gas price for
Turkey and Gazprom's remaining European customers
appears likely to fall from $501.60 per thousand cubic
meters in 2023 to $481.70 in 2024. China’s comparative
prices are $297.30 per thousand cubic meters in 2023
and $271.60in 2024."7 Even with comparable export
volumes—which seem impossible in the near term—
Russia would earn much less for its pipeline gas.

Russian-Chinese LNG projects may be building
greater momentum than new pipelines. The Arctic
LNG 2 project continues to receive financing from all
partners and produced its first batch of LNG in 2023."
Novatek co-owner and CEQO Leonid Mikhelson had
earlier said the company faced significant product,
service, and logistics difficulties with its Arctic LNG

projects due to US and Western sanctions.” However,
Russian sources say that the first production line

at the Utrenny terminal in Gydan is complete, and

they point to “assurances from Chinese business
representatives” as “a strong signal that the project is
proceeding according to plan.”?® The timeline for the
project is essential, in that Arctic LNG 2 is “the only
new Russian LNG project that could fall within a narrow
‘window of opportunity’ during 2025-26, when global
LNG demand will exceed supply.”?' Delays would allow
other suppliers, especially the United States and Qatar,
to fill this demand before Russia. The International
Energy Agency has assessed that Russia’s projects will
miss this window.??

China sharply increased its coal imports from Russia
after Russia’s invasion of Ukraine. As Western
countries shunned trade with Moscow, Russian coal
prices fell, and Russia sought non-Western buyers.
By the end of March 2023, 82% of total Russian coal
exports (by sea and through land border crossings)
went to developing countries, primarily China, India,

16 Teopruin CM1pHOB, BukTopusi T[pomoB, «EBpomnencknii CTUMYN B KMTaickon Tpybelnaea «fasnpoma»
CO06LLMA O CyLLLeCTBEHHOM pOCTe noctaBok rasa B KHP, PBC,» October 18,2023, https://www.rbc.ru/

newspaper/2023/10/19/652f85a59a7947f3248alald.

17 "Russia Gas Price Seen Much Lower for China Than for Europe,” Reuters, September 8, 2023, https://www.reuters.com/business/
energy/russia-gas-price-seen-much-lower-china-than-europe-document-2023-09-08/.

18 "Russia’s Arctic-2 LNG Set to Start Production During 2023, CNOOC Says,” Reuters, August 18, 2023, https://www.reuters.com/
business/energy/russias-arctic-2-Ing-set-start-production-during-2023-cnooc-says-2023-08-18/.

19  MartBein KaTkoB, ««HOBaT3k» 3aBepLuaeT CTPOUTENbCTBO NepBOn NNHUN «ApkTuk CIMI-2,»» BegomocTun, May 20, 2022,
https://www.vedomosti.ru/business/articles/2022/05/19/922808-novatek-stroitelstvo-arktik-spg.

20 Cepreli KanutoHos, «O6 3HepreTnKn Hecky4Ho,» Telegram, August 22, 2023, https://t.me/EFun7.

21 Ibid.

22 International Energy Agency, "Executive Summary,”in World Energy Outlook 2023 (Paris: IEA), 2023, https://www.iea.org/reports/

world-energy-outlook-2023/executive-summary.
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and Turkey. Considering the continuing increases

in coal consumption in developing countries, this
new geographical structure for Russian coal exports
might have room for growth. Nevertheless, Russia’s
infrastructure constraints (primarily rail transport
capacity) have limited coal exports to China since
October 2022.% The volume of goods requiring
transportation to China and India is growing faster
than the capacity of Russian infrastructure.

India

India imported Russian crude oil only sporadically

before Russia’s invasion of Ukraine in February 2022.

Since then, however, Indian oil imports from Russia
have soared. As Russia’s earnings have helped to
stabilize its economy, its relatively cheap oil has
become a key tool in Prime Minister Narendra Modi’s
bid to fight inflation.

India’s consumption of Russian crude oil reached a
peak 2.15 million bpd in May 2023, as Indian refiners
vied for heavily discounted shipments.? Even before
Russia’s 2022 invasion of Ukraine, India was expanding
itsrole in the oil value chain by building large refineries
to refine Middle Eastern oil for sale in Asian markets.?®
When Russia urgently needed new buyers for its oil
and Russian firms were willing to offer discounts, India
began to buy Russian oil on a massive scale. By late
2023, almost two-thirds of Russia’s former exports

to Europe went to India instead.?® Nevertheless, by
early 2024, India’s imports had fallen to 1.3 million bpd,
primarily due to Western sanctions.?’

Prior to Russia’s invasion of Ukraine, a Gazprom
subsidiary was shipping LNG to India, with a contract
to deliver 2.85 Mmt (almost 4 bcm) per year, though
Western sanctions disrupted this.?® The Russian firm
restarted deliveries in mid-2023.%° India remains a

23 Muyu Xu, “China’s Jan-Feb Coal Imports from Russia Rise, Australia Supply Resumes,” Reuters, March 20, 2023, https://www.
reuters.com/markets/commodities/chinas-jan-feb-coal-imports-russia-rise-australia-supply-resumes-2023-03-20/.

24 Rakesh Sharma, “India’s Oil Imports from Russia Plunge to Lowest in Seven Months,” Bloomberg, August 31, 2023, https://www.
bloomberg.com/news/articles/2023-08-31/india-s-oil-imports-from-russia-plunge-to-lowest-in-seven-months.

25  Mwuxann Kanmaukuia, «<Poccus 3akpenuaa 3a coboin CTaTyc rnaBHOro nocrasLymka Hedtn B Knuta n MiHgumio,» Poccninckas
[a3eTa, https://rg.ru/2023/09/01/syre-uhodit-na-vostok.html.

26 Mwuxawnn Kanmaukuin, «<Poccms 3akpenuna 3a coboli cTaTyc rnaBHoOro nocraBLymka HepTtn B Kutam n NHanto,» September
1, 2023, Poccuiickas laseta, https://rg.ru/2023/09/01/syre-uhodit-na-vostok.html.

27  NidhiVermaand Mohi Narayan, “India’s Oil Imports from Russia Hit 12-Month Low in Jan as Sanctions Bite,” Reuters, February
1, 2024, https://www.reuters.com/markets/commodities/indias-oil-imports-russia-hit-12-month-low-jan-sanctions-
bite-2024-02-01/.

28  "Russia Defaults on Supply of LNG to India,” Economic Times, July 19, 2022, https://economictimes.indiatimes.com/industry/
energy/oil-gas/russia-defaults-on-Ing-supplies-to-india/articleshow/92974767.cms?from=mdr.

29  "Former Russian Unit Resumes Regular LNG Supplies to India,” Economic Times, May 18, 2023, https://energy.economictimes.

indiatimes.com/news/oil-and-gas/former-russian-unit-resumes-reqgular-Ing-supplies-to-india/100330348.
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very small importer of Russian LNG, however.*° Russia
and India do not have a natural gas pipeline route
connecting them.

India has stronger ties with Russia’s coal sector.

In 2022, Russian coal exports to India grew to S4
billion, from S1.1 billion in 2021.3" According to Russian
estimates, over 60% of Russia’s metallurgical coal
exports and 42% of its thermal coal exports will go

to India by 2030.%2 The International North-South
Transport Corridor could allow Russia to export an
additional 33 Mmt to India by 2030.3°

Oil has been at the core of the evolving Russia-India
energy relationship, despite narrowing discounts.
Pricing data from Argus Media Ltd. put Urals crude
delivered to the west coast of India close to S83/barrel
in August 2023, compared with about S70/barrel just
one month earlier.3 The price was over S84/barrel in
October 2023.°° Though Indian government officials
have repeatedly promised to reduce dependence

on Russian oil, Indian buyers—the key consumers of

cheap Urals crude since the invasion of Ukraine—have
remained committed.

Russia’s oil trade with India has faced significant
challenges, especially related to shipping and
payments. It has been difficult to secure sufficient
transport capacity in the face of the US and Western
price cap mechanism, which targets shipping-related
services like insurance, and to repatriate earnings to
Russia, since India’s rupees are not fully convertible.

A so-called shadow fleet of tankers with varied

but murky ownership has emerged to address the
transportation problem. Tankers in the shadow fleet
operate outside the G7-EU price cap mechanism by
avoiding Western insurance or other services. They
have been essential to Russia’s continued oil exports
and specifically for exports to India, which is more
distant than Russia’s former European markets and
thus requires more shipping capacity.*® Gatik Ship
Management, a company operating from a shopping
mall on the outskirts of Mumbai, has been central to

30 Isaac Levi, "“December 2023—Monthly Analysis of Russian Fossil Fuel Exports and Sanctions,” Centre for Research on Energy and
Clean Air, January 23, 2024, https://energyandcleanair.org/december-2023-monthly-analysis-on-russian-fossil-fuel-exports-

and-sanctions/.

31 TACC, «3kcnepTbl gonyctnaun, 4to PO kK 2030 rogy cTaHeT OCHOBHbIM NocTaBLMKam yrnsa B IHAWI0,» September 7, 2023,

https://tass.ru/ekonomika/18681445.
32 Ibid.
33 Ibid.

34 Muyu Xu and Chen Aizhu, “Russia’s ESPO Blend Crude Prices to China Soar on Robust Demand,” Reuters, July 28, 2023, https://
www.reuters.com/business/energy/russias-espo-blend-crude-prices-china-soar-robust-demand-2023-07-28/.
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providing the shadow tankers.*” According to multiple Indian oil companies ONGC Videsh Limited, Qil
trading sources with access to port data, Gatik tankers  India Limited, Indian Oil Corporation, and Bharat
have been chartered by obscure trading firmsin Dubai  PetroResources are reportedly considering using
and Hong Kong to handle as much as half of Russia’s about S600 million in dividends from investments
overall oil exports.3® in projects in Russia to buy oil there, avoiding the

) ) . need to use rupees.* Another option under review
Russia has faced bigger challenges with payments. In

the first quarter of 2023, Russia shipped $14.9 billion
worth of goods to India. This is almost half of Russia’s
total trade balance in that quarter—S$29 billion.* India
pays for a portion of its imports in rupees, but with
imports from India stagnating, Russia is amassing an

apparently involves using Russian banks to make
ruble-denominated loans to Indian oil buyers, who
then repay the loans in rupeesin India. Russian press
reports state that some transactions are flowing
through cryptocurrency transactions in the United
Arab Emirates, albeit with higher commissions

excess of rupees. Russian companies have trouble . o . . .
for Russian parties.*? In this case, rupeesin India

repatriating rupee-denominated profits to Russia . .
) o ) purchase cryptocurrencies, which can be exchanged

because of India’s currency restrictions. According

to aformer Russian finance minister, Russia supplied

$30 billion worth of oil and petroleum products to India

in the first half of 2023 but imports just S6-7 billion

in goods from India per year.“® This illustrates the

scale of the problem for Indian importers and Russian

exporters.

forrublesin Russia.
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The Arctic and the Northern Sea Route

Russia’s need to develop new trading relationships has
encouraged closer interaction with both China and
India and, at the same time, has increased the focus
on new energy projectsin the Arctic and new shipping
routes, especially the NSR.

President Putin approved an updated version of
Russia’s Arctic policy shortly before President Xi
Jinping's visit in March 2023.%* The amended document
broadened Russia’s diplomatic focus beyond its
relations with Arctic states bilaterally and within

the Arctic Council to “the development of relations
with foreign states on a bilateral basis, within the
framework of relevant multilateral structures and
mechanisms.”4 The Arctic Council’'s seven Western
members(Canada, Denmark, Finland, Iceland, Norway,
Sweden, and the United States) had suspended their
participation in Arctic Council meetings immediately
following Russia’s invasion of Ukraine;*® the body did
not meet until May 2023, when Russia transferred the
chair to Norway.“® Russia has since stopped making

annual contributions to the secretariat’s budget,
though it has not formally left the council.*

As Russia is chairing the BRICS group in 2024, and
both China and India are members, some expert
discussions are already underway in this multilateral
format.“8 Russia is emphasizing its bilateral relations
with Beijing and New Delhi relative to work within the
BRICS and other multilateral groups.

China

Increasing natural gas exports is likely Russia’s highest
priority inits energy relationship with China. Russian
oil companies have largely reoriented exports that
once went to Europe to new buyersin China, India, and
elsewhere. Russia’s government and firms face a more
difficult challenge in finding new customers for natural
gas exports: developing necessary infrastructure will
take money and time and may be hard to justify given
uncertainty about long-term demand.

To the extent that China seeks additional natural gas
imports from Russia(rather than from other potential

43  President of Russia website, “Changes to Basic Principles of State Policy in the Arctic until 2035,” February 21, 2023, http://www.

en.kremlin.ru/catalog/keywords/39/events/70570.
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2023, https://ru.valdaiclub.com/a/highlights/novaya-rol-kitaya-v-arktike/.

45  US Department of State, “Joint Statement on Arctic Council Cooperation Following Russia’s Invasion of Ukraine,” March 3, 2022,
https://www.state.gov/joint-statement-on-arctic-council-cooperation-following-russias-invasion-of-ukraine/.

46  Arctic Council, "Arctic States and Indigenous Permanent Participants Convened for the 13th Arctic Council Meeting and Issued
Statement,” May 11, 2023, https://arctic-council.org/news/13th-arctic-council-meeting-salekhard/.

47  "Russia Suspends Annual Payments to Arctic Council, RIA Agency Reports,” Reuters, February 13, 2024, https://www.reuters.com/
world/russia-suspends-annual-payments-arctic-council-ria-agency-reports-2024-02-14/.

48 Hatanba BaxvpeBsa, «ApKTrKa C akLleHTOM Ha A3uto,» HesaBucrmas, June 27, 2023, https://www.ng.ru/

kartblansh/2023-06-27/3_8758_kb.html.
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suppliers), Chinese officials can choose to develop
additional pipeline capacity, additional LNG import
capacity, or both. In the past, analysts have seen
pipeline gas from Russia as financially competitive
with China’s LNG imports.*® But Russia’s invasion of
Ukraine has simultaneously disrupted LNG markets
and raised questions about Russia’s reliability as a
pipeline gas supplier. (Notably, Europe has sharply
increased its imports of Russia’s LNG.) If Chinese
officials are reluctant to develop pipelines that
could one day shut off, Russia’s LNG may prove more
attractive.

Nevertheless, Russia’s government continues to view
increasing pipeline gas exports as a high priority.
Exports through the Power of Siberia pipeline could
increase to 30 bcm in 2024 as the route moves

closer to its full capacity.®® Russian officials express
confidence that Moscow and Beijing are close to
finalizing a deal on Power of Siberia 2, but Russian
press reports acknowledge that Chinese officials are
tough negotiators.®” Moreover, other suppliers are
competing for China’s gas market; China may have

assigned higher priority to a new Turkmenistan-China
pipeline branch.52

Under the circumstances, China's officials are likely in
no hurry. Russia has few other options to monetize gas
that formerly went to Europe. The longer China holds
out, the more favorable terms it can achieve. Indeed,
even if Russia and China eventually agree on a new gas
pipeline, China might not use it at full capacity all the
time; a new pipeline might serve as a seasonal swing
for the Chinese market, turning Russia’s gas fields into
amassive de facto storage tank. So long as Russia’s
supplies were reliable, this would provide energy
security to China—but it would likely be extremely
disadvantageous for Russia.®’

Russian Arctic LNG supplies are the principal
alternative to pipeline gas exports. However, China’s
past characterization of Russia’s Northern Sea Route
as the “Polar Silk Road,” and its framing of the route as
acomponent of Beijing's wider Belt and Road Initiative,
illustrate an imbalance between Russian and Chinese
priorities. For Russia, the NSR is a major national
objective; for China, it is one among many international

49  llyaRazlomalin, llya Sushin, and Otto Waterlander, “The Road to China: An Opportunity for Russian Gas to Play Out,” McKinsey
& Company, November 2018, https://www.mckinsey.com/~/media/McKinsey/Industries/0il%20and%20Gas/0ur%20Insights/
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gas/20230910/841705268.html.

51 Hedt Kanutan, «MapwwpyT razosoii <Cunn Cnéupm 2> 6a13ok K rHanmsaumm,» September 8, 2023, https://oilcapital.ru/
news/2023-09-06/marshrut-gazovoy-sily-sibiri-2-blizok-k-finalizatsii-3033238.

52  Ibid.

53  Tatiana Mitrova, “Beijing Holds All Cards in Russia’s Eastern Energy Pivot,” Pipeline & Gas Journal 250, no. 5(June 2023), https://
pgjonline.com/magazine/2023/june-2023-vol-250-no-6/quest-perspective/beijing-holds-all-cards-in-russia-s-eastern-energy-

pivot.
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connectivity projects. Some see China’s interest in the
NSR as waning relative to Beijing's other priorities.®
Others describe the situation more starkly, as an
“exploitative relationship”in which China’'s government
uses the leverage of Russia’s post-2022 isolation to
secure significant Russian concessions.%®

Indeed, even some Russian analysts note that China
is seeking “access to the cheapest natural resources
from Russia” as well as the ability to use the NSR for

at Rub 10 billion, or about $105 million at that time)in
other projects.%®

China’s future investment in Russian LNG projects

will also depend on its demand for natural gas, which
remains unknown. According to the Russian press,
Chinese firms have signed new long-term contracts
for about 50 Mmt of LNG per year (about 69 bcm/year),
though the deliveries begin “several years” from now
and thus remain somewhat uncertain.®®

other goods in addition to energy (and for access to
European as well as Russian markets).*® Chinais a
major investor in Yamal LNG; CNPC holds a 20% share,
and the Silk Road Fund owns another 10%.%" In 2023,
Novatek, the Russian firm managing Yamal LNG,
reportedly asked the Russian government to waive
taxes on the Chinese firms’ dividends so that the two
Chinese companies could invest the money (estimated

Increased use of gas in the electricity sector will

be a key factor in China’s future use of natural gas
(including LNG)in its power sector. In 2022, about
one-eighth of the world’'s gas power plants under
construction orin preconstruction were in China,
representing 77 GW in new capacity.®® That said, the
International Energy Agency projects that China could

54  Erdem Lamazhapov, Iselin Stensdal, and Gegrild Heggelund, “China’s Polar Silk Road: Long Game or Failed Strategy?,” Arctic
Institute, November 14, 2023, https://www.thearcticinstitute.org/china-polar-silk-road-long-game-failed-strategy/.

55 ~ Adam Lajeunesse et al., “Friction Points in the Sino-Russian Arctic Partnership,” Joint Force Quarterly, October 30, 2023, https://
ndupress.ndu.edu/Media/News/News-Article-View/Article/3571034/friction-points-in-the-sino-russian-arctic-partnership/.
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58 TaTbsiaHa Aaten and AmuTpuin Kosnos, «[TonsgpHO NpoTUBOHANOXHbIe No3numn,» KomMmepcaHTb, June 7, 2023, https://
www.kommersant.ru/doc/6029001. The ruble-dollar exchange rate isillustrative, in that a significant portion of the funds would
presumably be spentinrubles within Russia.

59  Ibid.

60 Jenny Martos and Julie Joly, “Boom and Bust Gas 2022: Tracking the Global Gas Power Expansion,” Global Energy Monitor, March
2022, 9, https://globalenergymonitor.org/wp-content/uploads/2022/03/GEM_BoomBustGas2022_FINAL.pdf.
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add 2,062 GW in renewable electricity capacity during
2023-2028.%

India

India’s geography, economy, and energy system
impose somewhat different requirements than
China’s. The shortest routes to India from Russia’s
principal oil terminals—in the Black Sea and the Baltic
Sea—run through the Mediterranean and Red Seas.
Using the NSR for oil would require a considerably
longer journey. Some tankers carrying Russian oil
products are continuing to transit the Red Sea despite
recent Houthi attacks on shipping, while others are
rerouting around Africa.®? According to US officials,

a Houthi missile struck a tanker carrying Russian oil
to India in February 2024.53 Where LNG is concerned,
Russia’s Arctic LNG terminals make the NSR a more

plausible shipping route. India is also pursuing longer-
term plans for aland transport route from Russia.®

In 2022, India released its formal Arctic strategy,
which focuses on cooperation in energy and shipping,
onresearch, and on protection of the environment
and combating climate change, among other areas.®®
Despite Western governments’ suspension of

their Arctic Council activities, Indian officials have
continued to interact with Russia in that and other
contexts; like China, India is an observer in the group.®®
Importantly, Indian firms have expressed interestin
participating in Russia’s Vostok Qil development, a
major project that could produce up to 100 Mmt of

oil per year, or around 2 million bpd.®” Vostok Qil is in
Russia’s north and would rely on the NSR for exports.

Novatek, an established Arctic LNG producer,
considers the Indian market a priority for the company,
as India will soon lead the world in the growth of gas

61 International Energy Agency, “Executive Summary,”in Renewables 2023 (Paris: IEA, 2023), https://www.iea.org/reports/
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polar-geopolitics.

65 Government of India, “India’s Arctic Policy: Building a Partnership for Sustainable Development,” 2022, https://www.moes.gov.in/
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consumption.®®|n addition to oil and gas projects, India
has also discussed importing high-quality coal (hard
coal and coking coal) from Russia’s Arctic regions.

04

Conclusions

Russia started looking east for energy buyers a decade
ago; the need for these buyers has only grown more
acute as Russia has faced an avalanche of Western
sanctions and the loss of Western markets follow-

ing its 2022 invasion of Ukraine. Though Russia has
succeeded in reorienting its oil exports, finding new
markets for past pipeline gas shipments to Europe

has been much harder. As a result, Russia’s econom-
ic dependence on China has grown—as has Beijing's
leverage in dictating prices and conditions.?® Russia
also risks becoming heavily reliant on Chinese technol-
ogies, including in some of its Arctic energy projects.
The consequences remain to be seen.
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