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The distribution of energy resources between various
nations based on market principles, free trade, and
investment cooperation is the real achievement of the 20th
Century. There are reasons to believe that in the coming
decades the scale of the energy resources transmitted
internationally will increase, while the local and regional
energy markets will grow trans-continental. As a result,
humankind could benefit from an advanced and reliable
global system of energy supply.

However, in order to achieve that, not only the
formidable economic and technological tasks must be
addressed. What is needed is the modernization of the
energy markets and micro-level changes in the energy
companies who will be the main actors. The rules of
behavior on the energy markets must also be modified.
These and other problems were discussed at the G8 energy
ministers meeting held in Moscow. The delegation of the
Russian Federation, to which | was a member, made a
number of proposals related to these future tasks and
challenges.

Russia’s fuels and energy sector is an important part
of the world energy network. There are reasons to believe
that, in the future, energy resources from Russia will
contribute even more to the stability and security of the
global energy supply. Russia’s role is going to be
particularly important in Eurasia, considering the huge
energy resources available and the realistic opportunity to
establish an adequate infrastructure.

Russia’s own long-term energy policy is based on the
Energy Strategy 2010 — a blueprint concept drafted by the
Federal Government and approved by the President. As
we speak, a work is under way to develop this concept
further, and in the meantime a modified long-term energy
strategy will cover the next two decades up to the year
2020.

Russia’s energy sector in brief

Despite the current economic problems, the energy
sector of the Russian Federation retains its production
strength and adequately responds to both domestic and
export demands. Moreover, in recent years the energy
sector has played an increasingly important role in the
Russian economy and international energy markets,
generating a considerable portion of the hard currency
earnings and budget revenues.

Russia, indeed, is uniquely endowed with energy
resources that are more than sufficient to satisfy Russia’s
own needs and allow the expanding export of energy and
Russia’s enhanced international role. This strong resource
base makes the energy sector a leading part of the national
economy that accounts for about one fourth of industrial
output, one third of budget revenues, and half of the
exports earnings.

Moreover, Russia’s energy sector contributes to
international economic and investment cooperation,

accounting for almost 80% of the energy needs of Eastern
European countries and the Baltic region, and significant
oil and gas exports to Western Europe. This helps Russia
to protect its interests, and stimulates newly independent
states and former republics of the Soviet Union to
maintain closer economic relations.

Russia’s energy sector provides 2.9 million jobs,
includes 133,500 oil and 6,400 natural gas wells, and oil
refineries of a combined capacity of 261 Mt a year. The
total installed capacity of the power plants is 205 TW, and
the total length of the power grids is 2.5 million km. As of
January 1999 Russia had 151 coal mines and 75 open cast
coal projects with a total capacity of 335.6 Mt of coal a
year. There are also 46,800 km of oil pipelines, 151,000
km of gas pipelines, and 20,00km of product pipelines.
Total capital investments in the energy sector account for
one quarter of the entire capital investment in Russia.

As Russia continues its transition towards market
mechanisms, the role of the state in the management of

natural monopolies” also increases. The energy sector
remains vital to this transition and the entire Russian
economy. It plays a critical role not only in economics, but
also federal relations, and contributes significantly to the
economic wellbeing of the nation.

In 1998, Russia’s total energy output was estimated
at 960 Mt of oil equivalent (Mtoe), including 345 Mtoe for
exports. In view of the protracted economic crisis, the
target figures for energy production were somewhat
modified, but even these figures are sufficient to maintain
and expand exports of energy.

Energy in Asia and energy security from a
regional perspective

Asian economies in the 21% Century will be at the
heart of global energy consumption. New centers of
economic development, including China, India, and
Southeast Asian and Northeast Asian economic
subregions are likely to generate a new considerable
demand for energy from both the neighboring and distant
sources. New large-scale energy projects as well as
transportation infrastructures for the energy transmissions
must complement these developments.

Such infrastructure will require a lot of joint and
coordinated efforts from the interested countries, and can
be established only through cooperative and mutually
beneficial mechanisms. This could help to concentrate the
available resources on the projects with the highest
possible economic and technological efficiencies.
However, a new partnership-type relationship should cut
across various sectors of government, private sector,
customers, and energy producing and transportation
entities.

In the long-term perspective, a mega-infrastructure
for energy is only conceivable if the interests of the energy
producers and energy consumers are integrated and fine-
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tuned to their specific national interests, needs, and
options. A journey to such a system of intertwined and
harmonized interests will not be an easy one. This will
also require a realistic evaluation of global trends,
economics, and history. However, the region-wide energy
infrastructure, once designed and launched, will become
the foundation for a regional system of energy security
and environmental management.

In large regions like Europe, where such a system is
already operational, the role of the state and the
governments in ensuring such region-wide energy security
is already decreasing. International energy consortiums,
national and transnational energy companies, on the other
hand, are assuming a greater responsibility both as
providers of energy and guarantors of energy security in
the region.

In other regions, such as Northeast Asia, where the
trans-border energy transportation infrastructure is only at
the very initial stage of planning and conceptualization,
leadership on the part of the governments is very
important. This, first of all, is critical to establishing
intergovernmental agreements that will make large
regional projects technically possible and financially
feasible. Secondly, these agreements are supposed to
ensure a certain level of economic efficiency. Long-term
market access and the guaranteed volumes of energy
resource imports are particularly important for the trans-
border gas pipelines and electricity transmission projects.

In Europe, Russia’s preference is given to a unified
regional energy system and an integrated energy
transmission infrastructure that includes the neighboring
areas that could lead to the creation of a unified Eurasian
energy community. The important interest here is the non-
discrimination of the transit transmissions of energy
resources. However, the regional energy community
concept offers significant technological and economic
benefits to all participating parties, including the stable
power and energy resources supply at lower costs,
environmental protection, energy security, and
international stability. This is why the Russian
government would like to see more foreign investment
participation in the mutually beneficial, economically
viable, and non-discriminatory energy trade practices.

Russia favors open and fair competition on the
Russian domestic markets and expects fair treatment for
Russian companies on the markets of other states. The
energy and environmental challenges in the years ahead
are too serious to waste time on narrow-minded policies,
political or other types of pressure. Instead, the ways and
means must be found to develop cooperative and
comprehensive approaches to the energy problems of the
coming century.

Thé Eastern direction’ in the energy policy
Eastern Siberia and the Far Eastern region are
uniquely rich in energy resources, making up 43% of the
national coal reserves, 18% of oil, and 29% of natural gas
(excluding the resources of the continental shelf).
Moreover, eastern regions of Russia contain more than
three-fourths of the economically viable hydropower
resources of the nation. On the other hand, the

neighboring countries, China in particular, are

economically dynamic and generate an immense demand

for energy.

The energy resources of Eastern Siberia and the Far
Eastern region should provide solid foundations of
prosperity for these regions, employment, and economic
development. This is one of the goals formulated in 1998
in the Energy Strategy for Siberia. On the other hand, in
October 1998 the Ministry of Fuels and Energy initiated a
framework to prepare Guidelines for the Energy Strategy
for Russia 2020 that incorporates Russia’s participation in
the energy community that could be formed in Northeast
Asia and beyond.

The following are the main policy priorities:

1. Mobilization of investment funds, from both domestic
and foreign sources, for developing new deposits of oil
and natural gas, and the modernization of existing
extracting and processing facilities.

2. Electricity exports promotion to China, Japan, and the
Republic of Korea, as well as other neighboring
countries, by using trans-border transmission lines and
cable systems.

3. Mobilization of investment funds to improve energy
supply in the Far Eastern provinces.

4. Mobilization of external multilateral investment
financing and funds from other sources for the
restructuring of coal mining, improved quality of
output, and export promotion.

Natural gas and oil
Within just the last decade a wider use of natural gas
has predetermined deep changes in the global primary
energy supply. In Northeast Asia, including Japan, the
Republic of Korea, Taiwan, and in the not-so-distant
future also China, the demand for natural gas first is
driven primarily by environmental considerations. Russia
could become a major exporter of natural gas to these
markets, provided that a delivery infrastructure is built.
The list of major infrastructure projects include the
Kovyktinskoe field in Irkutskaya Oblast, a pipeline from
the northern part of Tumenskaya oblast to supply gas for
domestic use and exports in the eastern provinces,
development of resources in Krasnoyarskiy Krai, and the
Sakhalin shelf development to produce at least 20 Bcm of
gas by 2010, including 10 Bcm for exports. A number of
options are now being studied for both exports and
domestic use of natural gas from the Sakhalin shelf.
Beyond 2010, the northern part of Irkutskaya Oblast,
Yakutia's southwest, and the offshore resources of
Sakhalin could be linked into a unified gas transportation
system in Eastern Russia that will cover a vast territory
from Irkutsk to Vladivostok, providing at the same time
about 50 Bcm of natural gas to the neighboring countries.
As far as the oil industry is concerned, Eastern
Siberia and the Far eastern region could become leaders in
the entire Pacific Asia, considering their combined oil
resources in Krasnoyarskiy Krai (Urubchenskoe field),
Irkutskaya Oblast (Verchnechonskoe field), Yakutia
(Talakanskoe and Sredne-Botuobinskoe fields), and the oil
fields of Sakhalin where first oil was extracted on July 4,
1999.



It is estimated that in Eastern Siberia, by 2010, the
combined crude oil output will be 7-12 Mt. In the Far
Eastern region, the production of oil could reach 20-24
Mt. It is quite likely that by 2020 the combined oil
production in Eastern Russia will reach 70-75 Mt,
including about 40 Mt available for exports.

Also, the eastern regions of Russia are rich in coal
resources. Depending on the economics of energy use and
the demand for coal, both domestic and external, the
production volumes could increase. Currently, coal serves
as the core fuel for power generation. This could
contribute to the combined potential of Eastern Russia to
export electricity to China. However, at the initial stage
hydropower resources of Eastern Siberia will serve as the
main source of electricity exports.

An intergovernmental agreement with China has
already been reached, providing an opportunity for a
large-scale trans-border power transmission project.
Although this plan recently encountered some difficulties,
it could be stated with certainty that prospects for long-
distance power transmissions are generally favorable,
particularly after the Boguchanskaya hydropower plant is
the completed.

Another promising opportunity for electric power
exports could be provided by the Sakhalin-Hokkaido
project, which is currently under discussion between
Russian and Japanese experts. Moreover, beyond 2010,
hydropower plants in Eastern Siberia, Yakutia, and
Amurskaya Oblast could allow large-scale energy exports
to Northeast Asian countries.
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Conclusions

Large-scale export-oriented energy projects in
Eastern Russia, particularly gas and oil pipelines that will
link Russia with Northeast Asia, are of high priority for
Russia. Eastern Siberia and the Far Eastern region provide
dozens of opportunities and options for international
export-oriented energy projects. Both Russia and its
potential partners in these projects must cooperate in
envisioning the entiré energy landscape” in the first
decade of the 21% Century and beyond.

Ideally, a proper place and an economic function
should be allocated for each and every potential energy
project in the area. This will allow the collective evolution
of a bigger picture of energy production, transmission, and
use that could integrate the needs and interests of Eastern
Russia and the neighboring territories of the Northeast
Asian countries for decades to come.

It is important therefore that the interested countries
and the governments work together by uniting their
research potentials to jointly study and evaluate the long-
term prospects for the energy sector development in
Northeast Asia. Both the opportunities for energy
production and the energy needs, if carefully assessed,
would help to form an original and future oriented concept
of the energy community in Northeast Asia. Beyond this
challenging goal, as Russia makes progress in developing
closer links with its neighbors, the next and similar step
should be considered — a wider Asia-Pacific energy
network.
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