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Introduction

Climate change represents a multifaceted challenge for Russia. From an economic standpoint,
reduced government revenues from energy exports, as experienced during the COVID-19
pandemic due to a gradual phasing out of fossil fuels, led to budgetary constraints. Then there
is the risk of stranded infrastructural assets: vulnerable energy infrastructure in Russia’s Arctic
region risks being severely damaged and rendered economically useless due to melting
permafost. Politically, climate change risks reducing its capacity to exert influence abroad as
Moscow’s status of a global “energy powerhouse” may fade. The erosion of this status means
that Russia risks losing political leverage over major oil and gas consuming nations.



Russia’s approach to climate change

Russia is the fourth largest emitter of greenhouse gas emissions worldwide.! In terms of
industrial greenhouse gas emissions, the Russian Federation is also home to one of the
world’s most polluting companies: state-owned gas company Gazprom.? Russia has been a
party to the Kyoto Protocol and ratified the Paris Climate Agreement.? In its National
Determined Contribution, Moscow pledged a reduction in emissions of 70% below 1990s
levels, taking in account the maximum possible absorptive capacity of forests and other
ecosystems, and subject to sustainable and balanced social economic development of Russia.'
Although sounding ambitious, the target has actually been widely criticised as it takes the
final years of the Soviet Union as its baseline. In 1990, Soviet heavy industry was still
producing at full speed. Following the USSR’s collapse into individual countries, and with it
the demise of large parts of Soviet-era heavy industry, it is comparatively easy for Russia today
to commit to reducing greenhouse gas levels, knowing that these are a mere fraction of what
they were in 1990 for the Soviet Union as a whole. According to Carbon Tracker, an
international environmental non-governmental organisation, under Russia’s current policies,
and after the effects of the COVID-19-related economic slowdown are considered, Russia’s
emissions are projected to decline between 32 and 37% by 2030." If various carbon sinks
(anything that absorbs more carbon from the atmosphere than it releases, such as plants, the
ocean etc.) are considered, Russia’s emissions are expected to decline between 38 to 43%
relative to 1990 levels.* In other words, under its existing pledges, Russia can expect to see its
greenhouse gas emissions stay below what it emitted in 1990. It should not come as a surprise
therefore that the Kremlin views this as a kind of free pass to pollute at will and clinch onto
its status of a major hydrocarbon producer.

Prioritisation of hydrocarbons

In its new Energy Strategy to 2035, Russia speaks of vastly expanding its domestic production
and consumption of fossil fuels, strongly emphasising growth in natural gas exports through
liqguefied natural gas (LNG). Sustaining export revenues, whilst maintaining social stability
through reigning in domestic prices are among the government’s top priorities. The climate
agenda is the last point that received attention and is the lowest in order of the Strategy’s
priorities, as Russia can easily meet its Paris Climate Agreement targets without resorting to
major investments.®> Despite its own marginal contribution, Russia routinely criticises other —
chiefly Western — nations for their historic responsibility in the fight against climate change.
The United States’ (US) pullback from the Paris Agreement in November 2020 was a welcome
opportunity in this regard and Moscow happily jumped at the occasion.® Although the US has
since re-joined the Paris Agreement, Russia continues — by referencing its own pledges,
however negligible these may be — to turn the climate agenda into another avenue through
which it may be able to pressure the West.

The economic and political cost of climate change for Russia

"Nationally Determined Contribution of the Russian Federation of 25 November 2020.
' Relative to 1990 levels.



Russia is the leading oil and gas supplier to the European Union (EU) and the largest oil
exporter to China.” Russia has shown scepticism to climate change mitigation efforts as its
economic and political power hinges on remaining a ‘global fossil fuel powerhouse’.? On the
other hand, the EU and China - Russia’s two largest energy customers - have commited to
achieving carbon neutrality by 2050 and 2060 respectively." This commitment to a distancing
from fossil fuels (i.e. oil and gas) represents a major economic and geopolitical risk to Russia
in the long term. Oil and gas exports make up 60% of Russia’s total exports, and revenues
from fossil fuels account for 30% of its GDP.°

The COVID-19 pandemic has given the world a prelude of the potential economic
repercussions when global oil demand and oil prices collapsed during confinement measures
and global lockdowns. Russia’s oil export revenues contracted by 41% between January and
November 2020.%° Russia exported approximately $73 billion worth of oil in 2020, compared
to $160 billion a year earlier.!' Russia’s largest oil company, state-owned Rosneft,
experienced a 79% decline in profits in 2020.1? This financially challenging new environment
may be temporary due to the ongoing COVID-19 pandemic. However, global efforts to
drastically reduce carbon emissions by phasing out fossil fuels remain a long term threat to
the Kremlin’s powerbase. Reduced economic revenue may potentially affect Russia’s ability
to offer cheap utilities to its citizens and thus erode Russia’s domestic political stability.

In December 2020, the EU unveiled its European Green Deal plan to decarbonise its economy
by 2050." Throughout 2020, China, Japan and South Korea announced similar pledges.V
Climate change mitigation may alter the EU’s and China’s relations with carbon intensive
exporters such as Russia. For Russia, an EU carbon border tax could be established in 2025. It
is estimated that such a tax could cost Russian exporters over $38 billion in tariffs between
2025-2030.%2 This may further complicate Russia’s trade relations with the EU. Russia’s push
towards greater use of hydrocarbons may lead to further political isolation as the US, EU,
China, Japan and South Korea move ahead towards carbon neutrality in the next decades.

""The European Green Deal provides an action plan to boost the efficient use of resources by moving to a
clean, circular economy and cut pollution. The plan outlines investments needed and financing tools available.
The EU aims to be climate neutral in 2050. Meanwhile, Chinese President Xi Jinping announced in September
2020 China’s objective to have a carbon neutral economy by 2060.

V' The European Green Deal is a set of EU policy initiatives introduced in December 2019 for achieving climate
neutrality by 2050.

V Japan and South Korea announced in November 2020 its objectives to achieve a carbon neutral economy by
2050.



Infrastructure at risk from permafrost degradation
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Figure 1: Russian infrastructure at risk from permafrost degradation. (Credit: S&P Global)

Recent environmental disasters also show that climate change could have implications that
stretch well beyond financial and environmental impacts on Russia and its long term energy
policies. According to scientists, the Arctic region is warming twice as fast compared to the
rest of the world and the melting permafrost could cost Russia $84 billion in
infrastructural damage by 2050.1* In 2017, the Arctic Council already highlighted that the
region “will face greater difficulty in the long term in sustaining the infrastructure it holds
since the 1980s”.'> This phenomenon puts Russia’s oil and gas infrastructure and industry at
risk as demonstrated by the oil spill in Norilsk in May 2020."!

The need to overcome lower prices and reduced demand for fossil fuels due to climate change
mitigation and the COVID 19 pandemic helped forge new political alliances in energy
cooperation in a changing geopolitical landscape. Russia continues to cooperate with rival
exporters of the Organization of the Petroleum Exporting Countries (OPEC) in the OPEC+
format to maintain stability in oil markets."! Meanwhile, Russia also has attempted to
diversify its energy customer base by expanding into China through the Power of Siberia 1 gas

V' The oil spill in Norilsk is the largest ever recorded in the polar Arctic. On 29 May 2020, 20.000 tons of diesel
leaked into the water and soil from a storage tank owned by Norilsk Nickel near Norilsk, turning the
Ambarnaya River red. The company was fined $2.1bn in damages.

VI'The OPEC+ format gathers 24 oil-producing economies, 14 members of OPEC and 10 other non-OPEC
countries, including Russia. It aims, since 2017, to coordinate oil production in a bid to stabilise prices in a low
priced challenging environment.


https://www.bloomberg.com/news/articles/2019-10-18/russia-s-thawing-permafrost-may-cost-economy-2-3-billion-a-year?sref=nScyySLq

pipeline and double down on its existing market share in Europe by constructing Nord Stream
2 and TurkStream natural gas pipelines.""

Opportunities for Russia stemming from climate change

Melting permafrost in the Arctic is as much an opportunity for Moscow as it is a potential
catastrophe. Climate change opens up new shipping routes and enables access to Arctic oil
and gas resources. The Russian government acknowledges the need to “move fast to get most
of these reserves in the Arctic” as large hydrocarbon consumers (EU, China, Japan) are
aligning themselves on carbon neutrality goals.'® However, instead of diversifying its
economy, Russia is keen on monetising the vast — but costly — resources in the Arctic before
it is too late.’

The opening of the Northern Sea Route (NSR) from Asia to Europe offers a greater potential
for maritime trade and for accessing vast reserves of oil, gas and minerals. Russia hopes to
increase shipping via Arctic waters from 32 million metric tons (MMT) in 2020 to 80 MMT of
cargo by 2024.'® The Kremlin hopes that the NSR allows it to shift traffic away from the
Malacca Strait and Suez Canal in Egypt, and turn Russia’s Arctic into a major global trade hub.
Either way, the NSR is not estimated to be open year-round before 2050. Russia’s upcoming
chairmanship of the Arctic Council from May 2021 to 2023 may be consequential in shaping
the navigational opportunities that climate change brings by way of the NSR.

Russia is committed to preserving its energy “supremacy”

Hitherto, Russia’s role as a major energy supplier and owner of critical energy infrastructure
has served as a shield against any external political and economic pressure.’® Looking ahead,
Russia is expected to try to preserve its energy “supremacy” and “lock in” customers before
climate change mitigation puts its economic and political interests at risk. This means that
Russia needs to capitalise on large-scale energy projects sooner rather than later in both
Europe and Asia. This explains Moscow’s emphasis on completing projects such as Nord
Stream 2, Turk Stream 2 and the Power of Siberia 2, as these all provide long term economic
and political security to Russia’s hydrocarbon-dominated economy.

By contrast, growing energy independence from Russian energy sources among key-
consumer nations and the gradual phasing out hydrocarbons in general will intrinsically
enable greater economic, political and environmental resilience. Specifically, Russia’s
attempts at further developing its Arctic natural resources risk upsetting the environmental
balance in this pristine area with global repercussions, harming efforts to achieve carbon
neutrality by 2050.

VI The Power of Siberia 1 gas pipeline, completed in December 2019, has a capacity to export 38 billion cubic
meters (bcm) of Russian gas to China annually. The pipeline spans some 2,200 km from the Chayandinskoye
field (Yakutia) to Blagoveshchensk (Chinese border). Gazprom’s TurkStream gas pipeline was inaugurated in
January 2020. It includes a 930 km long offshore pipeline under the Black Sea from Russia to Turkey with a
capacity of 31 bcm for the Turkish market and Eastern European markets via Bulgaria; Nord Stream 2 is a gas
pipeline from Russia to Germany across the Baltic Sea with a capacity of 55bcm (1/4 of Russia’s present gas
export to the EU).
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