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The Northeast Asian Natural Gas and

Pipeline Conference in Shanghai
Vladimir |. lvanov*
Director, Research Division, ERINA

The 8" International Conference on Northeast Asian
Natural Gas and Pipeline: Multilateral Cooperation took
place on March 8-10, 2004, in Shanghai, China. This
meeting was very well organized and was particularly
significant in its substance. In addition to the
comprehensive compendium of papers prepared for this
conference, a group of 40 experts from five Northeast
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Asian economies, led by a distinguished nine-member
editorial committee prepared a report entitled “ Analysis of
the Natural Gas Market, Resource Base, and Pipeline
Projects in Northeast Asia: A Strategy for Natural Gas
Trunk Line Development.” Both these volumes, including
the report and the compilation of conference papers provide
important perspectives on the feasibility of gas pipeline
projects in the region, as well as national and corporate
policies in gas production and transportation.

The authors of the report provided new data and very
useful estimates concerning natural gas use in Northeast
Asia. For example, the analytical report looks at production
volumes of natural gas in Eastern Siberia and the Far
Eastern region and estimates gas demand and prices by
2020, in addition to offering detailed recommendations for
natural gas strategies for each country in the area. Indeed,
the report represents the most comprehensive and complete
multilateral study of the expansion of the gas market and
the development of gas delivery infrastructure in Northeast
Asia. However, as always, “the devil isin the details’: with
greater availability of information and estimates, we have to
deal with a more complex array of interests and options
available in pursuing these interests.

First of all, it should be noted that potential importers
of natural gas from Russia tend to see the future gas market
situation in Northeast Asia as being characterized by ample
production and export volumes and lower gas prices. Even
the conservative estimates for natural gas production in
Eastern Russia (Eastern Siberia and the Far Eastern region)
provided by the report appear overly optimistic compared
with the projections made in the recently published
Russia’s Energy Strategy 2020. For example, the authors of
the report estimate that combined natural gas production in
Eastern Russia will reach at least 180 billion cubic meters
(Bcm) a year by 2020, while the Russian government
foresees only about 100 Bcm in output as the optimistic
scenario for that year.

Secondly, the authors of the report have suggested that
domestic demand for natural gas in both regions of Eastern
Russia would be about 34 Bcm by 2020, while the Energy
Strategy 2020 estimates domestic gas consumption in the
area at approximately 50 Bcm ayear. The fact of the matter
is that the lower production volumes in Eastern Russia and
higher estimates for domestic consumption would reduce
the volumes available for exports via pipelines. By 2020,
for example, China plans to import 80—100 Bcm of natural
gas, but Russia is projecting its gas exports to China to be
“only” 25 Bcm.

In such a situation, there would be a greater chance of
providing additional LNG supplies to Northeast Asia (the
coastal regions of China and the Shanghai area in
particular). In return, with less pipeline gas available from
Russia, more expensive LNG would in all probability mean
higher gas pricesin Chinaand in the region.

Thirdly, smaller volumes of gas produced in and
exported from Russia' s eastern provinces to Northeast Asia
combined with greater domestic usage of gas will certainly

Y At this conference, the author presented a paper entitled “ Russia and Cooperative Energy Security for Northeast Asia’; this
can be found in the compilation of papers presented at the 8" International Conference on Northeast Asian Natural Gas and
Pipeline: Multilateral Cooperation, March 8—10, 2004, pp. 24—-37.
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influence the design of the delivery infrastructure. In fact,
some Russian experts at the Shanghai meeting noted that
the formation of a unified Northeast Asian pipeline gas
network depends on the development of the gas market and
trans-border interconnections, observing that these two
processes may take avery long time.

In their opinion, the first phase in this long course of
action will be the development of gas delivery
infrastructure in Eastern Russia and its inter-connection
with the existing gas pipeline network between Western
Siberia and western areas of Russia and its neighbors to the
west.” This simply means that a west-east trunk gas pipeline
system should be built across the populated southern areas
of Eastern Siberia and the Far Eastern region to ensure
greater domestic gas penetration and industrial
advancement.

According to the plans recently outlined by
Gazprom—the monopoly in charge of coordinating all
domestic and export-oriented gas pipeline projects—specific
gas fields in Eastern Russia must be developed to supply
designated export markets in order to avoid competition
among the projects. It is therefore proposed that Kovykta be
developed primarily to fulfill domestic needs, as the cost of
production promises to be |ess expensive.

Once again, according to Gazprom, the development
of the remote Chayanda gas field in Yakutia would be
feasible only if domestic markets were added to those of
larger neighboring economies. In the event that the Kovykta
project were promoted first and its output exported, the
prospects for developing the Chayanda field would be very
bleak. Whether we like this approach or not, it is very likely
that most viable gas projects in Eastern Russia will
predominantly serve domestic needs, with more expensive
natural gas from remote and hard-to-develop areas being
directed for exportsto China and the Koreas.

Ironically, this long-term concept for natural gas
projects in Eastern Russia mirrors the one adopted by
China. China's natural gas strategy prioritizes domestic
production and the long-distance transportation of more
expensive gas from West to East, compared with more
efficient, but only potential cross-border gas supplies from
Eastern Russia

The concept of an integrated, Trans-Russia gas
pipeline system was aso discussed during the conference
by other Russian participants, who suggested that such a
system should link the gas-producing centers of Evenkiya,
Irkutskaya Oblast and Southwest Y akutia, delivering gas to
markets located east of the Enisei River and for exports.’®

In fact, many hydrocarbon fields in Eastern Siberia
contain gas, gas condensate and oil, which must be
recovered during and even prior to the full-scale production
of natural gas. In this respect, the proposed Trans-Eastern

Russia oil pipeline project that recently became known as
the Taishet-Nakhodka trunk oil pipeline is very important
for future natural gas pipeline projects. In order to reduce
construction costs, the gas trunk pipeline could be routed
through the same corridor as an oil pipeline, or about
150km to the north of Lake Baikal. This would make the
Kovykta project’s orientation towards the domestic market
even more likely and practical.

The conference on natural gas and gas pipelines in
Northeast Asia revealed many new priorities as well as
opportunities for gas infrastructure development and cross-
border cooperation. However, several important—though
not necessarily encouraging—conclusions can be drawn
from the discussions, as well as the materials distributed.

The first is that in some presentations and papers,
including those of some Russian experts, “traditional
national” energy interests (and traditional external links)
and overtones of “energy independence” were still visible.
Moreover, in some cases, there were clear divisions
between the official view (domestic infrastructure
development first) and those originating from the corporate
sector (export-oriented mega-projects first).*

Secondly, the conference exposed a significant
mismatch in the estimates of gas production in Eastern
Russia, as well as its domestic gas demand and export
potential. It was not clear, for example, how and from
which sources China could import very large volumes of
gas by 2020.

Furthermore, with only one exception®, the prospects
for building a natural gas pipeline from Sakhalin to Japan
were not discussed, meaning that LNG may remain the
dominant delivery option in the future for Japan and Korea,
while competing with pipeline gas in the coastal areas of
China.

Thirdly, there were only sporadic references to gas
serving as a feedstock, including GTL technology that
could provide a viable substitute to traditional motor fuels
on asimilar scale to that provided by LNG as an alternative
to oil in power generation just 30—35 years ago.

At the same time, optimistic, forward-looking views
were also expressed, including a statement that “the
development of China's natural gas industry will also
accelerate the process of setting up a sub-regional
mechanism for cooperation in natural gas industry in
Northeast Asia, ... the objective of which is to form a
regional network of stable natural gas supplies and reduce
or eliminate the region’s excessive dependence on externa
energy supplies.”® | personally share this attitude and so, |
hope, do the majority of conference participants.

In conclusion, the very fact that this gathering in
Shanghai was the 8" international conference on the same
subject testifies to the fact that not only could natural gas

2

See Alexey M. Mastepanov, Victor P. Timoshilov, “Perspectives on the Development of the Eurasian Gas Pipeline System

and the Energy Resources of Northeast Asia: Gazprom's Point of View”, The 8" International Conference on Northeast Asian
Natural Gas and Pipéline: Multilateral Cooperation, March 8—10, 2004, pp. 95-96, 99.
® See A. F. Safronov, “The Raw Materials Base for Natural Gas, Prospects for its Growth and the Export Strategy of the

Republic of Sakha (Y akutia)”, op. cit., p. 115.

* SeeValeriy A. Pak, “ A Feasibility Study of the Kovykta Project: The Supplier’s Viewpoint,” op. cit., pp. 124-127.
° Kasuhiko Ohashi, “Can a Natural Gas Pipeline Network Be Realized in Japan and Northeast Asia?’, op. cit., pp. 149—176.

6

XiaYiashan, “The Development of China's Natural Gas Industry and its Impact on Northeast Asia,” op. cit., p. 88.
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represent one of the clean energy options for the future, but
also that the economies and people of the Northeast Asian
subregion can look forward to their common future with
hope and confidence.



