
RUSSIA’S EASTERN GAS MOVE

In response to rapidly growing Chinese gas demand, 
Russia’s Gazprom and China’s CNPC have announced 
the launch of the Power of Siberia Pipeline in 2019. This 
is earlier than expected by some observers

Wang Yulin, chairman of China National Petroleum 
Corporation (CNPC), and Alexey Miller, CEO of Russian 
producer Gazprom signed a China-Russia gas purchase 
and sale contract on 4 July in Moscow during Chinese 
President Xi Jinping’s official visit to Russia.

“No doubt that deliveries of Russian gas to China will start 
on 20 December 2019,” Miller said.

But concerns remain over whether Gazprom has enough 
financial resources to bring the Power of Siberia line up  
on time.

The initial 30-year contract for the delivery of 38 billion cubic 
metres (bcm)/year of natural gas via the pipeline was signed 
by CNPC and Gazprom in 2014, with the launch planned  
for 2018.

The start date was later revised to 2019- 2021 on the back 
of falling oil prices.

The price of Russian gas into China, which was indexed to 
crude oil or a basket of crude oil products, was calculated at 
the time when Brent crude was trading above $110/bbl.

With significant downside on the oil market since then, the 
agreed price of gas will likely have followed the downward 
trend, making the economics of the project more questionable.

A source at a Chinese state-owned major said there was talk 
in the past few months that construction work on the pipeline 
between Russia and China being delayed due to financing 
issues, with Russia reportedly in talks with Chinese banks 
for loans to build the pipeline.

Gazprom said that having consultations with financial 
institutions is normal practice and that it works with both 
European and Asia lenders. “The focus shifted to the Asian 
lenders when economic sanctions against Russia were 
introduced [in 2014],” Andrey Kruglov, Gazprom’s deputy 
chairman said last month.

Alexander Ivannikov, head of Gazprom’s financial 
department, said last month that the company does not have 
exact plans on the amount of investment into the pipeline in 
2018 and 2019, according to Russian media reports.

The project has significant political support in Russia, 
however.

Some sources also believe that the indexation to oil could 
be high which would mitigate the impact of lower oil prices. 
This may put CNPC under severe pressure to either absorb 
the costs or pass them on to the downstream market, a 
large gas distributor in south China said. CNPC also has 
to balance its overall cost basket that includes high-priced 
contractual LNG supply.

CNPC seems ready to provide support for the Power of Siberia.

After signing the sales contract, it said it had agreed to 
speed up the construction of the pipeline, natural gas 
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processing plants and domestic underground gas storage 
facilities to ensure the project starts on time.

Sources believe that Gazprom’s reasoning for the 2019 
start-up is that the earlier launch of the project would allow it 
to sell more volumes more quickly. 

This echoes with comments from Russia’s President 
Vladimir Putin, who said after visiting China in May that the 
two countries do not have disagreements over price.

“We are not worried about the prices because we can 
resolve all the problems with volumes,” Putin said.

According to Gazprom, company has built around 774km of 
the pipeline, including 350km of the 663km planned to be 
built in 2017.

By the end of this year, Gazprom plans to have 1,108km 
completed, half of the first phase of the project. The total 
length of the pipeline is around 3,000km.

The Power of Siberia may become Russia’s third pipeline 
launch in 2019, with Nord Stream 2 and Turkish Stream also 
due to start flowing gas that year.

But both projects require significant investment. According 
to Gazprom’s Ivannikov, the company’s total investment in 
2018 and 2019 could be around $14bn each year.

Unlike the Power of Siberia, the latter two projects are 
politically sensitive and could be impacted by economic 
sanctions against Russia.

“Gazprom will not be able to develop Nord Stream 2 and 
Turkish Stream on its own because Russia does not have 
the technology for underwater pipes and it will need Western 
technologies,” said Alexey Polishchuk, an oil and gas 
analyst at Raiffeisen Bank in Moscow.

“But [Gazprom] is well-prepared to develop pipelines and 
gas fields for the Power of Siberia on time,” he added.

CHINA’S INTEREST IN RUSSIAN GAS

China’s gas demand is expected to grow rapidly in the next 
five years due to government policies encouraging the use 
of gas in the country that will be implemented gradually over 
2017-2021.

“The statement on the December 2019 start-up shows 
that China’s gas demand is growing much faster than we 
thought,” said Jonathan Stern, director of gas research at 
the Oxford Institute for Energy Studies.

China’s gas consumption is estimated to reach 338bcm 
in 2021, which is 1.5 times as much as the 2016 volume, 
according to ICIS China forecasts.

With the start-up of the China-Russia east route pipeline, China 
will have four channels to receive gas imports, including the 
central Asia pipeline in northwest China, the Myanmar pipeline 
in southwest China, the Russia pipeline in northeast China and 
LNG import terminals at coastal regions in southeast China.

The Power of Siberia pipeline will transport gas from 
the Kovyktinskoye field in the Irkuts region and the 
Chayadinskoye field in the Yakutsk region of Russia to 
China’s north-east region.

“Gas is needed in this part of the country because this is 
where power stations are and, due to severe pollution, they 
need to be switched from coal to gas,” Polishchuk said.

But the question remains over how fast Russian supplies 
will ramp up, as the pipeline launch is planned to take 
place several years before gas processing plants will be 
completed, limiting gas flows.

The introduction of Russian gas may reduce the demand for 
LNG imports in China, but is likely to strengthen importers’ 
bargaining power when negotiating prices with  suppliers.

China may still show rising demand for LNG imports under 
the pressure of environmental protection. 
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CNPC and Russia’s second-largest gas producer NOVATEK 
concluded an agreement in 2013 on the purchase of a 20% 
equity share in the Yamal LNG project, which is expected 
to come online later this year, with an annual production of 
16.5m tonnes of LNG.

Other Chinese companies are also sealing deals with 
Russian producers.

Sinopec signed an agreement in 2015 with Russian gas 
producer Rosneft on the joint development of the Russkoye 
and Yurubcheno-Tokhomskoye oil and gas condensate 
fields in Russia.

China’s Beijing Gas has also acquired a 20% stake in an oil 
and gas field owned by Rosneft’s subsidiary.

Beijing Gas paid $1.1bn for the largest-producing field in 
Eastern Siberia with developed infrastructure and access to the 
Eastern Siberian Pacific Ocean pipeline, according to Rosneft.

Production at the field is expected to start in 2021, while gas 
may be transmitted via the Power of Siberia pipeline. 

Some market participants believe the Eastern Siberian oil 
and gas field may become a gas supply source exclusively 
for Beijing, where consumption is estimated to grow from 
14.6bcm in 2015 to nearly 20bcm in 2020, becoming the 
primary energy source by that time.

 
RUSSIA’S EASTERN FOCUS

Russia’s ambitions to increase its market share in Asia have 
been enshrined in the country’s energy strategy, with the 
Kremlin promoting the involvement of Russian companies in 
the Asian market.

From 2014, Chinese companies are allowed to take part in 
energy exploration and development projects in Russia.

Russia’s 2030 energy strategy says the share of Russian 
gas exports to Europe will gradually fall on the back of a rise 
in exports to Asian markets in the next two decades.

By 2030, gas exports to Asia are expected to total 19-20% 
of all Russia’s gas exports, while when the strategy was 
created in 2009, they were non-existent. 

Apart from China, Russia also targets Japan and South 
Korea, according to the document.

The strategy says that Russian gas producers will also take 
part in gas production in Algeria, Iran, and Central Asia, 
building regional pipelines there.

The Power of Siberia is not the only pipeline into China that 
Russia aims to launch. There are also ongoing discussions 
over the western route pipeline.

China may opt to diversify its supply sources to guarantee its 
energy security, however. But recent comments from Putin and 
Miller suggest Russia hopes to keep growing exports to China.

The Altai pipeline, which is called the Power of Siberia 2, 
would transport gas from Western Siberia to Novosibirsk 
and then to Russia’s border with northwest China.

The pipeline has been discussed between the countries for 
a decade, with no significant progress.

Observers believe China does not have much interest 
in building the pipeline because the point of entry for 
Russian gas into China is very remote from where the 
gas is domestically most needed. This means that CNPC 
and its domestic partners will need to construct additional 
infrastructure capacity to deliver the gas locally.

“Gas is not that urgent in that part of China because industry 
is not developed there,” Polishchuk said.

The gas from Western Siberia, which would be used to supply 
China, is currently the single largest reserve for Gazprom’s 
deliveries to Europe. Back in 2014, Putin said that by realising 
the project, Russia would have opportunities to switch export 
flows from Europe to Asia and vice versa depending on prices. 

CNPC and Gazprom also have a memorandum of 
understanding over gas deliveries from Sakhalin in Russia 
to China.

Sources believe the start of flows via the Power of Siberia 
in 2019 may push the development of other pipelines from 
Russia to China, with the latter willing to see the result of the 
Power of Siberia launch before committing to other projects.

Miller said previously that taking into account the increase 
in gas deliveries along the western route, in the mid-term 
the overall volumes of gas exported to China might exceed 
supplies to Europe.

Gazprom also aims to ramp up gas sales in Asia with the help 
of a third train at the Sakhalin II LNG export project. It plans to 
build a new production train similar to the two existing trains, 
with an annual capacity of up to 5.4mtpa of LNG.

Observers are sceptical, however, that Russia would be able to 
refocus its gas exports from Europe to Asia in the near future.

“This is not a credible strategy,” Stern said. “There is plenty 
of gas to sell both eastwards and westwards. China may be 
keener to accept Russian gas than Europe, but Europe will 
remain the largest market for Russia for many years.” 
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Find out how the ICIS LNG solution can support your business needs.
Europe: +44 20 7911 1960  |  APAC: +65 9822 3873  |  US: +1 713 525 2655
energysales@icis.com  |  www.icis.com/lng

Get all the real-time fundamental data to optimise sales, purchasing and track movements of LNG with our 
cutting-edge technology.

We have a unique combination of technology with LNG analysts and pricing experts. They deliver LNG 
trade data, news and cargo movements as well as hard to obtain prices on our online platform LNG Edge.

Our speed of delivery and round-the-clock market coverage are only possible thanks to our  
24-hour direct contact with LNG trading and shipping professionals from our global offices.

4 Access up-to-date analysis and news by LNG experts

4 Visualise global production capacity and performance

4 Gain complete vessel and cargo movement visibility

4 Stay on top of your competitor’s deals

4 Access crucial commercial data instantly

4 Get alerts on tenders and outages

A single, trusted source for worldwide LNG pricing, data, news and analysis

LNG Market Intelligence Solution


