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Executive Summary
Russia’s shocking invasion of Ukraine in February 2022 has changed the geo
political realities in Europe, spelling the end to Russia’s position as Europe’s most 
important energy supplier. Western countries have imposed an unprecedented 
number of sanctions on Russia, with its energy sector being one of the prime 
targets. In addition, the EU has vowed to fully phase out the imports of all Russian 
fossil fuels by 2027; over 1,000 international companies have severely curtailed 
operations in Russia; and the G7, the EU and Australia have recently introduced 
a 60 USD price cap on Russian crude oil. In 2022, high hydrocarbon prices 
have temporarily softened the impact of the sanctions on the Russian economy. 
However, as the war continues, Russia’s energy sector and its entire economy 
will be increasingly affected by the lack of access to technology, international 
capital, and the progressive loss of the lucrative European markets, resulting in 
the fall in budget revenues. Despite efforts at sourcing technologies by means 
of parallel imports or by finding alternative suppliers, Russia has already had to 
postpone modernization plans in the oil and gas processing sector, scale down 
its LNG and hydrogen development ambitions, and search for alternatives to the 
Westernmade gas turbines that its power and heat generation sector is heavily 
dependent on. The Russian government is pinning its hopes on import substi
tution projects in the energy sector, which will benefit some domestic companies 
like Rosatom, but delivering on them will be difficult, and the risks of corruption 
and mismanagement are high. The flight of hundreds of thousands of skilled 
workers, the loss of the innovation potential, and the emerging shift to  
the “war economy” are further undermining the development prospects of the  
Russian economy. 

The rupture of ties with the West has also weakened the main driver of Russia’s 
fledgling climate and decarbonization policy, where a flurry of regulatory and  
business activity took place in 2021. While Russia continues to officially subscribe 
to its climate commitments – also as part of its strategy to pivot to new markets 
in Asia and the MENA region, which are developing their own climate regulations 
– sustaining the prewar momentum will hardly be possible. As the domestic 
economic and political situation deteriorates and resources are shifted to the 
defence sector, the issues of climate and decarbonization will inevitably slide 
down the list of priorities. Russia’s ESG frontrunners – mainly consisting of large 
exportoriented companies with their main markets (formerly) in Europe  are 
likely to continue some efforts in this direction but will have to reduce capital 
intensive investment in clean technologies. Companies catering to the domestic 
market, however, will have different priorities. Russia is hoping to reorient its 
energy flows to new markets in Asia; however, infrastructural constraints make 
this difficult, and Russia has already had to sell energy to its customers in China 
and India at a significant discount. As a result, Russia is increasing the domestic 
consumption of natural gas and coal, further entrenching the carbon lockin.  
As the war continues, Russia, already a latecomer to the global energy transition, 
will continue to fall further behind. Even in the event of a future regime change, 
this gap will be difficult to close.  
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Introduction
Russia’s shocking invasion of Ukraine on 
24 February 2022 has ushered in a new 
geopolitical reality in Europe. With its initial 
plans to quickly overwhelm and subdue 
Ukraine foiled, Russia has been mired in a 
costly and lengthy war with no clear end in 
sight. The West has consolidated around 
supporting Ukraine politically, economically, 
and militarily, imposing an unprecedented 
barrage of sanctions on Russia. The sanc-
tions have targeted Russia’s financial indus-
try, the central bank, and Russia’s exports 
of fossil fuels and other goods, such as iron 
and steel, gold, wood, or cement. They have 
also constrained Russia’s access to a wide 
range of advanced technologies. As a result, 
today Russia has the dubious distinction 
of being the most sanctioned nation in the 
world’s history, subject to 12,379 restrictive 
measures in total, far in excess of Iran. 

With the mounting evidence of war crimes, 
the unlawful annexation of Ukrainian terri- 
tories, and the deliberate destruction of 
Ukraine’s energy infrastructure, Russia’s 
isolation from the West is deepening as time 
goes on. In the meantime, the global cli-
mate crisis shows no signs of abating, and 
time to act is running short. As the world’s 
fourth-largest greenhouse gas emitter, 
Russia’s participation remains important for 
addressing this global issue but channels 
for cooperation are vanishingly small. Rus-
sia’s nascent climate and ESG policy, which 
started developing in 2020-2021, was driven 
by the need to access the increasingly 
climate-conscious Western markets, from 
which it is now increasingly isolated. This 
paper will discuss the impact of energy and 
technology sanctions on Russia’s energy 
sector and its energy and climate policy 
and address the key uncertainties moving 
ahead.

https://www.statista.com/statistics/1294726/number-of-global-sanctions-by-target-country/
https://www.statista.com/statistics/1294726/number-of-global-sanctions-by-target-country/
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Western Sanctions  
and Russia’s Energy Sector

Restrictive measures

Russia’s revenues from oil and gas exports 
have been a central source of funding for 
its war in Ukraine, so the country’s energy 
sector has become a prime target of the 
sanctions early on. In March 2022, the 
US introduced an embargo on imports of 
Russian coal, oil and liquefied natural gas 
(LNG) and banned American entities from 
financing or assisting foreign companies 
investing in energy production in Russia. 
The European Union, Russia’s most import-
ant trade partner, has adopted eight  
sanctions packages since February 2022. 
The sanctions prevent the exports to Russia 
of goods and technology needed for oil refi-
ning, as well as of “energy industry equip-
ment, technology, and services”. They also 
introduce progressive bans on imports of 
Russian fossil fuels: since August 2022, on 
coal; since December 5, 2022, on seaborne 
crude oil, and from February 5, 2023, on 

Russian refined oil products (e.g. diesel, fuel 
oil and gasoline). Although Russian piped oil 
and natural gas are not officially sanctioned, 
the EU’s strategic direction is to achieve full 
energy independence from Russia. In May 
2022, the European Commission presented 
its ambitious REPowerEU proposal, aimed 
at fully phasing out imports of Russian gas, 
oil and coal by 2027. This is to be achieved 
through a three-pillar approach: demand 
reduction through greater efficiency and 
energy conservation; diversification of 
(fossil fuel) suppliers; and accelerating the 
clean energy transition (including massive 
renewable energy deployment and a focus 
on renewable gases like clean hydrogen 
and biomethane). In 2022, the EU has 
already strongly reduced its consumption 
of Russian gas (see Fig. 1), aided by Russia’s 
own drastic reduction of piped gas flows to 
Europe (although Russian LNG exports to 
the EU have risen).

Fig. 1

https://www.whitehouse.gov/briefing-room/statements-releases/2022/03/08/fact-sheet-united-states-bans-imports-of-russian-oil-liquefied-natural-gas-and-coal/
https://www.whitehouse.gov/briefing-room/statements-releases/2022/03/08/fact-sheet-united-states-bans-imports-of-russian-oil-liquefied-natural-gas-and-coal/
https://www.consilium.europa.eu/en/policies/sanctions/restrictive-measures-against-russia-over-ukraine/sanctions-against-russia-explained/
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After prolonged negotiations, on 
December 5, 2022, the G7 countries, the  
EU and Australia introduced a 60 USD per 
barrel price cap on Russian crude oil, in a 
bid to further limit Russian revenues while 
at the same time keeping Russian oil flowing 
to global markets. According to this mea-
sure, European shippers will be allowed to 
transport Russian oil to third countries, but 
only at the price below this cap. In response, 
Russia has announced it would not sell oil 
to any countries implementing the price cap. 

For now, the EU has replaced missing 
volumes of Russian gas through a combina-
tion of LNG imports from the US, demand 
reduction, and increased coal power gene-
ration. However, in the longer term perspec-
tive, the war in Ukraine is likely to prove one 
of the key accelerators of energy transition 
in Europe, with renewables viewed as indis-
pensable not only for decarbonization but 
also for energy security.

Beyond the sanctions, a very signifi-
cant blow to the Russian economy and its 
energy sector has come from corporate  
“self-sanctioning”. Since February 2022, 
over 1,000 international companies have 
voluntarily either withdrawn from Russia 
completely or severely curtailed their  
operations there; this list includes major 
energy companies and technology sup-
pliers, such as Siemens Energy, Vestas,  
Air Liquide, Total Energies, Shell, Fortum, 
Enel, and others. In combination, the 
developments described above are resulting 
into a progressive loss of lucrative European 
markets for Russia’s energy and into major 
disruptions of supply chains for leading 
Russian companies.

So far, Russia has weathered the 
sanctions better than expected, aided by 
the high prices for hydrocarbons. The latter 
had been on the rise even before the war 
due to a combination of the lack of invest-
ment in fossil fuels in recent years and the 
post-pandemic growth in the global energy 
demand. Together with a significant decline 
in imports, Russia’s high energy revenues 
have led to a very strong current account 
surplus in 2022: in the period from January 
to September 2022, it stood at a record high 
198 billion EUR. However, the relative calm 
is temporary. Russia’s federal government’s 
balance already turned negative in June to 
August 2022, economic activity has been 
slowing down, and stocks of imported goods 
accumulated before the war are dwindling. 
The situation will become only graver with 
the entry into force of the EU oil embargo 
and with the further decline of gas exports 
to Europe. The impact of the sanctions on 
the economy has also been greatly ampli-
fied by Russia’s mounting military expenses 
and the massive exodus of highly qualified 
specialists, especially in the IT sector, who 
have either been relocated abroad by their 
companies, left independently for political 
reasons or fled the draft of September 
2022. Russian companies have also had 
their staff sent to fight in Ukraine, and many 
have had difficulties in replacing these 
specialists with alternative candidates. 

Impact of technology sanctions

Russia’s energy sector is already begin-
ning to feel the impact of Western techno-
logy sanctions, which are far more extensive 
than those introduced in 2014 after Russia’s 
annexation of Crimea. Despite some efforts 
at import substitution undertaken over 
the past years, Russia’s dependence on 
foreign-made technologies remains high, 
especially when it comes to more complex 
ones, such as intelligent pump systems 
or rotary tables used for drilling oil wells. 
Modernization plans at Russian oil proces-
sing plants have been put on hold. Another 
important vulnerability in the oil and gas 
sector is the overwhelming dependence on 
imported software and IT solutions, to the 

“Russia’s energy sector  
is already beginning  
to feel the impact of  
Western technology sanctions.”

https://som.yale.edu/story/2022/over-1000-companies-have-curtailed-operations-russia-some-remain
https://som.yale.edu/story/2022/over-1000-companies-have-curtailed-operations-russia-some-remain
https://som.yale.edu/story/2022/over-1000-companies-have-curtailed-operations-russia-some-remain
https://www.bruegel.org/policy-brief/how-have-sanctions-impacted-russia


LibMod Analysis  ·  War, Sanctions and Russia’s Energy and Climate Policy: A Highly Uncertain Future7

tune of some 90 percent. While Russia has 
a large pool of skilled IT labour, developing 
national software for the energy industry is 
both time- and cost-intensive.

Western sanctions are also seriously 
undermining Russia’s LNG development 
plans in the Arctic. In 2021, Russia was the 
fourth-largest exporter of LNG, supplying 
some 8% of the world’s total and having 
major growth plans (the LNG development 
strategy adopted in March 2021 envisioned 
a near tripling of Russia’s LNG production 
capacity to 160 million tons by 2035). Today, 
access to technical knowhow, services and 
financing is interrupted. Such key partners 
as France’s Total, Germany’s Linde and 
Japan’s Mitsui have exited Russian projects,  
while South Korea’s Daewoo Heavy Indus-
tries has cancelled its plans to deliver 
icebreaker LNG tankers capable of working 
in Arctic temperatures. Finding alternative 
technology suppliers is a major challenge. 
Currently, Russia’s largest LNG producer 
Novatek is in talks with a newly-established  
United Arab Emirates Company called 
Green Energy Solutions to help procure the 
necessary technology. There are also hopes 
that Russia’s largest shipbuilding company, 
Zvezda, would be able to supply the required  
LNG carriers; construction on them began 
already in November 2020. 

As for Russia’s power and heat gene-
ration sector, where natural gas is the 
leading fuel source with a share of 46%, 
it is heavily reliant on Western-manufac-
tured large combined cycle gas turbines 

(CCGTs). As part of the costly power sector 
modernization program, between 2010 and 
2020, some 30 GW of modern gas-fired 
generation was built in Russia using such 
turbines. Currently, Russian power genera-
ting companies are experiencing difficulties 
with servicing their equipment and procu-
ring spare parts, which is a challenge to the 
stable functioning of the national energy 
system. Modernization plans have been 
postponed due to the lack of equipment 
or supply delays; the situation is likely to 
aggravate in the future. For example, the 
Tatenergo power generation company has 
been unable to secure the delivery of the 
General Electric gas turbine to Russia which 
was purchased for its flagship Zainskaya 
GRES (850 MW) modernization project in 
Tatarstan. 

The renewables sector, which has been 
developing slowly in Russia, has not been 
spared either. In the wind sector, the depar-
ture of the few key suppliers – the Danish 
wind turbine manufacturer Vestas (expected 
to pull out of Russia completely by the end 
of 2022) and Siemens Gamesa has left 
Rosatom’s wind power division Novavind as 
the monopolistic technology supplier. The 
situation is somewhat different in the solar 
sector, where Russia’s cells-to-module PV 
manufacturer Hevel Solar and Solar Sys-
tems, a subsidiary of China’s Amur Sirius, 
control a large share of the market; yet 
sanctions-related supply chain disruptions 
are affecting all market players. 

https://sk.ru/news/neftegazovaya-otrasl-v-usloviyah-sankcij-ishem-puti-vyhoda/
https://sk.ru/news/neftegazovaya-otrasl-v-usloviyah-sankcij-ishem-puti-vyhoda/
https://sk.ru/news/neftegazovaya-otrasl-v-usloviyah-sankcij-ishem-puti-vyhoda/
https://www.iea.org/articles/energy-fact-sheet-why-does-russian-oil-and-gas-matter
https://www.highnorthnews.com/en/russias-novatek-use-closer-ties-uae-secure-key-technology-arctic-lng-project
https://www.kommersant.ru/doc/5646219
https://www.kommersant.ru/doc/5646219
https://www.kommersant.ru/doc/5446742
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Russia’s Climate and Energy Policy  
before and after February 2022
In the years 2020 and 2021, Russia experi-
enced an unprecedented rise of attention to 
the issues of decarbonization and climate 
policy. The key driver for this was external, 
rooted in the need to access Western mar-
kets with their increasingly more stringent 
climate regulations and, more concretely, 
the looming introduction of a carbon border 
adjustment mechanism (CBAM) by the EU, 
which would apply to several categories of 
Russia’s exports to Europe. 1 Despite its 
strong initial opposition to the CBAM, the 
powerful hydrocarbon lobby and wides-
pread climate scepticism, Russia reluctantly 
began developing its own policies. In 2021 
alone, Russia adopted the federal law on 
limiting greenhouse gas emissions, albeit in 
a watered-down form (July), the Hydrogen 
Development Concept (August), a sustain-
able financing (green) taxonomy drawing on 
the EU’s example (September) and announ-
ced a 2060 net zero target and published 
a revised low-carbon development strategy 
(October). It also laid the regulatory ground-
work for a pilot project on emissions trading 
in the Sakhalin region in the Far East – its 
first-ever attempt at carbon regulation – 
with the bill adopted by the Duma in the 
first reading in December 2021. 

1   For a more detailed analysis, see Yana Zabanova, 
“Navigating Uncharted Waters: Russia’s Evolving 
Reactions to the CBAM and the European Green Deal”, 
Heinrich Böll Foundation, Berlin, November 2021. https://
www.boell.de/en/2021/11/12/navigating-uncharted-
waters

Admittedly, Russia has not been 
pursuing any major transformation of its 
hydrocarbon-based economic model.  
Its unambitious Paris Agreement goals –  
the reduction of greenhouse gas emissions 
by 30% by 2030 compared to 1990 – have 
been fulfilled by default due to the deindus-
trialization of the 1990s. Rather, Russia has 
tried to find its place in the global energy 
transition by building on its perceived 
natural and technological advantages – 
developing nuclear power and hydropower, 
relying on the absorptive capacity of its vast 
forests, and deploying CCUS technologies, 
with only a minor role accorded to modern 
renewables like wind and solar. 

After 24 February 2022, a period of 
disorientation ensued. There was avid 
speculation whether Russia would pull out 
of the Paris Agreement or abandon its 2060 
net zero target, announced by President 
Putin only several months prior. Russia’s 
most fervent and high-profile advocate 
of renewables and energy transition, the 
former head of Rusnano Anatoly Chubais 
resigned from his position and left the 
country. Investment tenders for wind and 
solar projects for 2022 were cancelled and 
moved to 2023. The commencement of the 
CO2 emissions trading pilot project on the 
Sakhalin Island, the bill on which had been 
adopted by the State Duma in the second 
reading only days before the war, was post-
poned by six months, from 1st March to  
1st September 2022. 

Today, the official government stance 
is that Russia remains committed to all its 
policies in the area of climate and de- 
carbonization. In practice, this has so far 
meant riding on the momentum accumu-
lated in 2021 rather than introducing major 
novelties. In March 2022, President Putin 
signed the bill on the carbon emissions 
trading pilot project in Sakhalin into law, 
but the work in this area was done in the 
previous year. In June 2022, Sber launched 

“Today, the official government 
stance is that Russia  
remains committed to all its 
policies in the area of climate  
and decarbonization.”

http://static.government.ru/media/files/5JFns1CDAKqYKzZ0mnRADAw2NqcVsexl.pdf
http://static.government.ru/media/files/5JFns1CDAKqYKzZ0mnRADAw2NqcVsexl.pdf
http://static.government.ru/media/files/3hAvrl8rMjp19BApLG2cchmt35YBPH8z.pdf
https://www.boell.de/en/2021/11/12/navigating-uncharted-waters
https://www.boell.de/en/2021/11/12/navigating-uncharted-waters
https://www.boell.de/en/2021/11/12/navigating-uncharted-waters
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the “Green Supply Chain” ESG instrument 
developed in 2021, aimed at assisting 
companies in checking the ESG compli-
ance of their suppliers. In September 2022, 
Dom.rf, a Russian financial institution for 
housing sector development, adopted a 
voluntary national green building standard 
(ГОСТ) for multi-apartment complexes. 
The national carbon registry was launched 
on 1st September, and the same month, 
the first climate project was registered in 
Russia featuring the construction of a 250 
kW solar farm in the Sakhalin region aimed 
at reducing the consumption of diesel 
fuel. On 26th September 2022, Russia’s 
National Commodity Exchange (part of the 
Moscow Exchange, MoEx) launched trade 
in carbon units 2 (although so far, trans-
actions have been rather marginal). Russia 
is also preparing to pass the law on national 
“green certificates” (guarantees of origin) 
for electricity – something that has been 
discussed for several years and has become 
more prominent after the departure of the 
voluntary scheme, I-REC.  

Green financing is one of the areas still 
attracting a fair deal of attention, possibly 
due to the continued involvement of such 
important financial market players as 
Sber, VEB.RF (a development corporation), 
Gazprombank (the only leading Russian 
bank that is not subject to EU sanctions, 
due to its role in gas trade – and incidentally 
the leading institution financing renewable 
energy deployment in Russia), Promsvyaz-
bank, and others. Among other issues that 
are likely to retain their relevance is the mel-
ting of Arctic permafrost. Most of Russia’s 
resource-extracting infrastructure is located 
in permafrost areas and is increasingly at 
the risk of damage due to climate impacts 
– something that large corporations like 
Norilsk Nickel have already experienced. As 
such, the Russian government has announ-
ced plans to launch a methane monitoring 
system in Arctic regions and will likely invest

2   In Russia, carbon unit, or carbon credit (углеродная 
единица) is defined as “the verified result of an already 
implemented climate project, expressed as a mass 
of greenhouse gases equivalent to 1 tonne of carbon 
dioxide.” https://carbonreg.ru/en/

 in adaptation measures. Similarly, circular 
economy, through its promise of more effec-
tive material use and lowering dependence 
on imports, may receive an unexpected 
attention boost in the current geopolitical 
situation.  Finally, with limited resources, 
Russia is most likely to prioritize measu-
res which combine climate and economic 
benefits – e.g. promoting energy efficiency 
through reduced fuel consumption. 

A number of strategic planning docu-
ments in Russia will have to be revised 
in the new geopolitical conditions. This 
includes the Hydrogen Development Con-
cept, which was premised on the ambitious 
vision of making Russia a leading hydrogen 
exporting country, with Europe, Japan and 
South Korea identified as target markets. 
The current position of the government is 
that the Strategy should aim at developing 
hydrogen technologies and promote dome-
stic demand for hydrogen, yet its emergence 
is very doubtable. As for the Low-Carbon 
Development Strategy, its plans to actively 
use carbon capture, utilisation and storage 
(CCUS) technologies to decrease Russia’s 
emissions have been put in question. On 
the one hand, Russia has a vast number of 
potential geological CO2 storage sites. On 
the other hand, with technology export res-
trictions, access to CCUS technologies has 
become very difficult, and Russia’s cautious 
attempts to introduce some carbon pri-
cing – to the tune of 1000 RUB (ca. 15 EUR) 
per ton of CO2 in Sakhalin – are not strong 
enough to encourage investment projects 
in CCUS. Given the worsening economic 
situation in the country, it is highly unlikely 
that the government will be making carbon 
regulation more stringent or that the CO2 
prices will rise. 

The future of the renewable energy 
support mechanism, which, after much con-
troversy, had been prolonged in 2021 until 
2035, is in limbo too, and there have been 
calls on the part of large energy consumers 
to discontinue it. The government never 
planned for renewables to play a central 
role in Russia’s decarbonization plans, and 
this perception has only been strengthe-
ned now. What is more likely is the niche 

https://www.sberbank.com/investor-relations/ir/news/article?newsID=491e8ecc-fba1-4323-8154-047115eecb60&blockID=8&regionID=77&lang=en&type=NEWS
https://protect.gost.ru/v.aspx?control=8&baseC=6&page=0&month=3&year=2021&search=ГОСТ%20Р%2070346-2022&RegNum=1&DocOnPageCount=15&id=234493&pageK=C090ABF9-9713-4E58-AF73-D06E93355245
https://protect.gost.ru/v.aspx?control=8&baseC=6&page=0&month=3&year=2021&search=ГОСТ%20Р%2070346-2022&RegNum=1&DocOnPageCount=15&id=234493&pageK=C090ABF9-9713-4E58-AF73-D06E93355245
https://carbonreg.ru/en/news/0/
https://carbonreg.ru/en/news/0/
https://carbonreg.ru/en/news/0/
https://carbonreg.ru/en/
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developments of renewables – in distributed 
generation, in isolated areas, especially 
in the Arctic zones, where they can lower 
the consumption of expensive diesel, or by 
export-oriented companies either building 
their own renewable generation or conclu-
ding power purchase agreements with green 
energy producers. In addition, given that the 
prices of electricity and gas will rise signi-
ficantly in Russia in 2023, in some regions 
(such as Krasnodar) renewables will be 
able to compete with traditional generation 
on price alone, making solar panels more 
attractive to households and small and 
medium business owners. 

Despite the challenges, there is still a 
great deal of interest in Russia in discus-
sing climate and decarbonization issues 
in the new geopolitical realities. A quick 
look into the agendas of key political and 
sectoral fora in 2022 – including the St 
Petersburg Economic Forum (April 2022), 
the Far Eastern Economic Forum (Septem-
ber 2022), and the Russian Energy Week 
(October 2022) - confirms this impression. 
For instance, at the Russian Energy Week 
in October 2022, the prospects of energy 
transition in Russia and worldwide were the 
focus of many sessions, including “Creating 
Technologies for the Energy Transition: Cur-
rent Challenges and How to Solve Them”, 
“Energy Transformation in Russia: Oppor-
tunities and Challenges”, or “Low-Carbon 
Energy Around the World: Crisis as a Time 
of Opportunity” (the latter was sponsored 
by Rosatom). On 21st November 2022, the 
ESG Forum with the title “Green (Sustain-
able) Financing for Energy Transition” took 
place in Sochi. Among at least some circles 
of Russian elites, there is a belief that if any 
rapprochement with the West is to happen 
in the future, climate issues would likely 
be the easiest starting point. It is in this 
spirit, too, that Russia have been pushing 
for having low-carbon technologies exempt 
from Western sanctions. 

Furthermore, there is a growing reco-
gnition in Russia that climate policies are 
a global phenomenon and are increasingly 
important in the markets Russia is planning 
to pivot to, such as in Asia-Pacific and the 

MENA region. This is also the conclusion of 
Sber’s survey on ESG agendas in key econo-
mies in Asia and the Middle East, published  
in September 2022. At Asian stock exchanges, 
ESG reporting requirements are high; at the 
Hong Kong Stock Exchange they are even 
more stringent than in the West. Russia has 
also signalled its interest in developing a 
voluntary carbon market with Asia-Pacific 
countries. There is a steep learning curve 
ahead though: unlike the more harmonized  
and familiar EU approach, the rapidly 
developing plethora of climate-related 
regulations, policies, and strategies in Asian 
countries is staggering, representing a terra 
incognita for Russian stakeholders interes-
ted in these markets. 

At COP 27, which took place in Novem-
ber 2022 in Egypt, the Russian delegation 
sought to cooperate with emerging econo-
mies to bring its preferences to the agenda. 
One of these points, where it was supported 
by China and the UAE, is applying techno-
logical neutrality to climate solutions (in 
practice, for Russia, this means prioritizing 
low-carbon sources of energy other than 
renewables, mainly nuclear power, or 
introducing CCUS technologies), as well as 
promoting the acceptance and recognition 
of forest climate projects. Russia has also 
been pushing against strong statements 
on phasing out fossil fuels, preferring to 
concentrate on absorption of greenhouse 
gases instead. One of the main asks of the 
Russian delegation – making low-carbon 
technologies exempt from sanctions – 
however, remains unresolved, given that 
Western states do not wish to address this 
issue, at least until the end of the war. 

“The government never 
planned for renewables 
to play a central role in 

Russia’s decarbonization 
plans.”

https://www.kommersant.ru/doc/5651782
https://www.kommersant.ru/doc/5651782
https://roscongress.org/en/sessions/rew-sozdanie-tekhnologiy-energoperekhoda-aktualnye-zadachi-i-puti-ikh-resheniya/about/
https://roscongress.org/en/sessions/rew-sozdanie-tekhnologiy-energoperekhoda-aktualnye-zadachi-i-puti-ikh-resheniya/about/
https://roscongress.org/en/sessions/rew-sozdanie-tekhnologiy-energoperekhoda-aktualnye-zadachi-i-puti-ikh-resheniya/about/
https://roscongress.org/en/sessions/rew-nizkouglerodnaya-energetika-v-mire-krizis-eto-vremya-vozmozhnostey/discussion/
https://roscongress.org/en/sessions/rew-nizkouglerodnaya-energetika-v-mire-krizis-eto-vremya-vozmozhnostey/discussion/
https://roscongress.org/en/sessions/rew-nizkouglerodnaya-energetika-v-mire-krizis-eto-vremya-vozmozhnostey/discussion/
https://sber.pro/special/esg-vostochniy-express
https://www.interfax.ru/interview/873727
https://www.interfax.ru/interview/873727
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In addition, Russia is also likely to 
pursue closer cooperation with Eurasian 
Union partners. In September 2021, the 
Eurasian Union Collegium set up a High- 
Level Working Group to facilitate bringing 
the climate policies of its member states 
closer together. After a prolonged pause 
following the invasion of Ukraine, the 
Eurasian Economic Commission announced 
in October 2022 that it was working on a 
climate roadmap in cooperation with Eura-
sian Union governments along the following 
dimensions: analysis of climate regulations, 
proposals for shared mechanisms of carbon 
regulation, Eurasian low-carbon initiatives, 
and setting up a Bank for Climate Techno-
logies and Digital Initiatives.

All in all, climate and decarbonization 
issues continue to be widely discussed in 
Russia, yet the outlook is highly uncertain. 
It is doubtful that facing an increasingly dire 
political and economic situation and dealing 
with restricted access to technologies and 
finance, Russia can preserve its momentum  
on climate policy and ESG. The federal 
budget adopted by the Russian Duma for 
2023-2025 shows clearly where the govern-
ment’s priorities lie. Expenditures for the 
defence sector, as well as for domestic 
security forces and law enforcement  
(in effect, the repressive state apparatus) 
are slated to make up a third of total expen-
ditures. By contrast, the budget for suppor-
ting the national economy will be slashed  
by 20%, for industrial development and 
competitiveness by 30%, and for innovation- 
led economic development by 18%. With 
falling exports and a growing focus on 
the domestic market, environmental and 
especially climate policies will be de-priori-
tized. This is already happening. Timelines 
for complying with various environmental 
requirements, such as securing environmen-
tal permits for the most polluting enterpri-
ses, have been relaxed, and the Russian 
car manufacturer Kamaz has received the 
permission to produce internal combustion 
engines with the least environmentally 
friendly Euro 0 emissions standard. As for 
Russia’s small and medium enterprises, they 
have never been particularly involved in 
sustainability initiatives to begin with. 

“The outlook  
is highly uncertain.”

https://eec.eaeunion.org/upload/medialibrary/ffc/Rasporyazhenie-150.pdf
https://eec.eaeunion.org/upload/medialibrary/ffc/Rasporyazhenie-150.pdf
https://eec.eaeunion.org/comission/department/dotp/klimaticheskaya-povestka/bank/
https://eec.eaeunion.org/comission/department/dotp/klimaticheskaya-povestka/bank/
https://www.moscowtimes.eu/2022/11/22/gosduma-utverdila-sokraschenie-rashodov-na-ekonomiku-i-rekordnii-rost-finansirovaniya-armii-politsii-i-spetssluzhb-a26671
https://www.moscowtimes.eu/2022/11/22/gosduma-utverdila-sokraschenie-rashodov-na-ekonomiku-i-rekordnii-rost-finansirovaniya-armii-politsii-i-spetssluzhb-a26671
https://www.kommersant.ru/doc/5410238
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Prior to the war, Russia’s private sector 
began coming to terms with the challen
ges posed by the global energy transition 
and crafting its own responses. As part of 
their corporate decarbonization strategies, 
foreign companies operating in Russia 
generated a growing voluntary demand 
for renewable energy, be it through buying 
renewable energy certificates, concluding 
power purchase agreements, or construc
ting their own RE generation; some examples 
include Unilever, Efes Pilsner, or Leroy Merlin. 
Another group of ESG frontrunners has 
consisted mainly of Russian exportoriented 
companies, representing such sectors 
as metals and mining, oil and gas, wood 
processing, and fertilizer manufacturing. 
They began adopting climate strategies, 
producing ESG reporting, investing in green 
technologies, and in some cases even 
setting climate neutrality targets (e.g. Rusal, 
Tatneft, Lukoil, or Metalloinvest). The alumi
niumproducing giant Rusal began applying 
an internal carbon price already in 2017 and 
registered a lowcarbon brand of alumi
nium, ALLOW, produced with the energy 
from companyowned hydropower plants in 
Siberia. NLMK, Russia’s steel producer with 
its main market in Europe, announced plans 
to produce lowcarbon steel. According to 
a study by the Higher School of Economics 
published in January 2022, 16 out of 25 
(64%) largest Russian companies required 
their suppliers to comply with at least some 
ESG requirements, and 25% of them – inclu
ding such leading players as Sber, Rosatom, 
Sibur, and Rusal  required ESG compliance 
along all indicators. 

With the outbreak of war and the 
increasing isolation from the West, ambi
tions have been scaled down. One of the 
motivations for ESG reporting in Russian 
companies was the demand for information 
from international ESG rating agencies and 
from international investors. Since the war’s 
outbreak, however, leading international 
agencies severely downgraded Russian 
entities’ ratings or dropped Russian equities 
from their indices altogether, and foreign 

investors have been unable to trade Russian 
stocks. An independent ESG rating agency 
RAExpert, however, continues to issue 
rankings for companies and regions; in the 
latest edition published in November 2022, 
the top three places belong to NLMK, Enel 
Russia, and Polymetal. 

Asked about the key obstacles to their 
decarbonization plans in a 2022 survey, 
representatives of exportoriented Russian 
companies pointed to the lack of access to 
technology, economic uncertainty, having to 
shift resources to higherpriority areas, and 
narrowing access to financing. Supply chain 
disruptions, growing costs for logistics and 
insurance related to accessing new mar
kets, as well as the strong rouble have all 
led to falling revenues for Russian expor
ters. The experience of Russia’s steelmaking 
companies, such as Severstal, MMK, and 
Evraz, is a case in point: because of the EU 
steel embargo, they have been forced to 
transport steel over much longer distances 
to Asian markets, which has come at higher 
costs; as a result, they have faced nearly 
zero profitability (or even losses), forcing 
them to reduce output. 

Many companies in Russia have depri
oritized ESG activities; this is more common 
in cases where ESG was mostly limited to 
greenwashing. However, the exportori
ented core of the Russian economy has 
maintained the view that ESG will remain 
important in the longerterm perspective. 
Given the capacity built and the initiatives 
launched in the last two years, there is a 
reluctance on the part of the ESG front
runners in Russia to simply abandon this. 
As corporate stakeholders recognize, it is 
important to maintain consistency, avoid 
lapses on releasing nonfinancial repor
ting, and make an effort not to squander 
the capacity developed up until this point. 
Finally, there is an understanding that with 
the globally growing emphasis on value 
chain sustainability and lifecycle emissions 
assessments, Russian products and inputs 
will be subject to scrutiny anyway. 

Russia’s corporate sector and ESG in times of war

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwj9_bTmv8b7AhXD7rsIHTafC2UQFnoECA4QAw&url=https%3A%2F%2Fconference.hse.ru%2Ffiles%2Fdownload_file_ex%3Fid%3D922638B3-DF4A-E01B-4972-AC1DABB1F2D8%26hash%3D495E177C93B6E1081057DDFE8BC32B6A%23%3A~%3Atext%3DEnvironmental%252C%2520Social%252C%2520Governance).&usg=AOvVaw1k51eaCkVDKnpRedd_Qj4K
https://www.interfax.ru/business/859935
https://www.interfax.ru/business/859935
https://raex-rr.com/pro/ESG/ESG_companies/ESG_rating_companies/2022.11/
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In search of new markets and “friendly” 
partners? Russia’s pivot southeast

Reorienting energy flows

Confronted with the loss of its Western 
energy partners – classified as “unfriendly 
countries” per government’s resolution of 
March 5, 2022 (the list has been subse-
quently expanded), Russia has been trying 
to pivot to new markets, such as Asia Paci-
fic, the Middle East and Turkey. (Importantly 
though, a number of leading Asian econo-
mies have joined in the sanctions, including 
Japan, South Korea, Taiwan, and Singapore.) 
These are viewed both as alternative export 
destinations for Russia’s energy and other 
raw materials and also as new potential 
sources of technology imports (whether 
directly, or by means of so-called parallel 
imports). The success of this strategy has 
been mixed so far. 

India and China have indeed absorbed 
some of the hydrocarbons that Russia pre- 
viously supplied to Europe, but at a deeply 
discounted price. India has jumped at the 
opportunity to snatch cheap Russian oil 
for its petrochemical industry, in order to 
export higher value-added products at a 
major profit. China has turned into a major 
importer of Russian coal, absorbing between 
80 and 90% of Russia’s exports. This has 
put pressure on the Far Eastern railway link 
and represents a serious diversification 
risk for Russia, especially as other Asian 
importers like Japan, Taiwan, or South Korea 
are planning to gradually phase out Russian 
coal. 

Compared to oil or coal, reorienting the 
flows of natural gas is a much more difficult 
undertaking. The pipeline infrastructure 
from Russia to Asia is limited, and any new 
buildout is both costly and time-consuming. 
The Power of Siberia gas pipeline to China, 
launched in 2019, is only capable of trans-
porting some 16 bcm annually and will not 
reach its full 38 bcm capacity until 2025. 
There are plans for a second pipeline, the 
Power of Siberia 2, but it remains uncertain  
whether it would ever be built. As for LNG, 
which has the advantage of flexibility, 
Russia is constrained by its dependency 
on Western suppliers for technology and 
management expertise, which is already 
expected to postpone the launch of Nova-
tek’s flagship Arctic LNG-2 project. The 
other ongoing project, Gazprom’s Baltic 
LNG, is at a less advanced stage. According 
to Nikos Tsafos of the US-based CSIS think 
tank, Russia can at best transport 80 bcm 
of gas to Asia using the current infrastruc-
ture (in comparison, Russian gas exports 
to Europe in 2021 stood at 155 bcm). Under 
the most favourable conditions, this amount 
could grow to 100-120 bcm by 2030, but 
Russia would never be able to achieve in 
Asia anything similar to its former market 
power in Europe. 

There may be another way to bring 
Russian gas to European markets though.  
In October 2022, Putin proposed reorienting 
gas flows from Nord Stream 1 to Turkey.  
This feeds into Turkey’s vision of becoming 
a European gas hub, sourcing gas from 
Azerbaijan and possibly Russia and Central 
Asia and re-selling it to European custo-
mers. However, creating such a hub would 
require some additional infrastructure, and 
whether it will be possible to find European 
buyers for “masked” Russian gas sold 
through the hub remains an open question. 

http://publication.pravo.gov.ru/Document/View/0001202203070001?index=1&rangeSize=1
http://publication.pravo.gov.ru/Document/View/0001202203070001?index=1&rangeSize=1
https://www.csis.org/analysis/can-russia-execute-gas-pivot-asia
https://www.csis.org/analysis/can-russia-execute-gas-pivot-asia
https://www.euractiv.com/section/energy/news/analysis-europe-wary-of-turkish-hub-to-hide-gas-made-in-moscow/
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Sourcing technology

Russian enterprises have proved flexible in 
finding way around the 2014 sanctions, yet 
the current situation is significantly more 
serious, affecting all parts of industrial 
value chains. One of the more immediate 
ways to deal with technology sanctions is to 
engage in so-called “parallel imports” - that 
is, importing non-counterfeit goods from 
third countries without the agreement of 
the company that owns the rights to the 
product. In June 2022, Russia adopted a 
special law lifting any legal repercussions 
for parallel imports of a wide range of 
consumer and industrial goods ranging 
from weapons to luxury cars to clothing 
to e-goods to gas boilers, and many more. 
Dubai, Hong Kong and Turkey all play a role 
as hubs for parallel imports into Russia. 
Turkey in particular has emerged as the 
main channel for technology imports into 
Russia and a window for Russian entities 
and individuals doing business with Europe. 
However, parallel imports are not a silver 
bullet: transport companies may still refuse 
to transport such goods to Russia, fearing 
secondary sanctions. Furthermore, specia-
lized industrial software for the oil and gas 
sector cannot be sourced in this manner.

When it comes to technology suppliers, 
Russia is betting on China to supply many 
of the technologies that Russia used to 
import from the West, and to join import-
ant industrial projects. Some examples of 
potential cooperation in the area of low-car-
bon transition include plans for enhanced 
cooperation on hydrogen. In May 2022, after 
losing AirLiquide, a leading French industrial 
gases company, as a partner in the Sakhalin 
hydrogen development plans, Rosatom’s 
subsidiary Rusatom Overseas signed a 
cooperation agreement on hydrogen pro-
duction with the China Energy Engineering 
Group. However, any hydrogen export plans 
to China are questionable, as the latter, 
with its massive renewable energy capacity, 
may be able to produce enough on its own. 
Another example is the oil company Ros-
neft, which is planning to build a large-scale 
200 MW wind park in Taymyr in partnership 

with Chinese companies, with the planned 
launch in 2024. In general, however, working 
with Chinese companies may turn out to 
be more complicated than with Western 
partners; and China is traditionally less 
interested in technology transfer, especially 
given the small size of the Russian market. 
Aside from China, Iran may emerge as a 
technology supplier to Russia – not only of 
kamikaze drones used to strike Ukraine’s 
civilian infrastructure but also of the sorely 
needed power sector equipment. In October 
2022, Iran reportedly signed a contract for 
delivering 40 Iranian-manufactured gas 
turbines to Russia.  

Supplying technology

Isolated from the West, Russia has intensi-
fied efforts to build geopolitical and eco-
nomic influence in the Global South, where 
it historically holds greater political clout, 
with high-profile diplomatic visits and large 
projects. One target in particular has been 
Africa, the engagement that began already 
in 2019 with the landmark Russia-Africa 
Summit held in Sochi. Trying to build on the 
strong Soviet-African ties, Russia is now 
attempting to position itself as a protago-
nist in the anti-colonial narrative and has 
accused the West of exploiting Africa for its 
resources and for undermining Africa’s food 
security in the wake of the war in Ukraine. 
The nuclear state corporation Rosatom has 
sought to position itself as a supplier of 
nuclear technologies to the continent that 
for now has only one nuclear power plant 
(in South Africa). Rosatom’s flagship project 
is the El Dabaa NPP in Egypt, where const-
ruction began in July 2022. It is currently in 
talks with Uganda about a similar project. 
African countries often view Russia as an 
attractive partner in the nuclear sector, 
since Russia offers a full package: providing 
loans, carrying out construction works, trai-
ning local staff, assisting with plant main-
tenance, and supplying nuclear fuel for the 
plant’s entire life cycle. RusHydro, Russia’s 
state-controlled hydropower company, also 
has plans to construct new HPPs in Africa. 

https://www.rbc.ru/economics/06/05/2022/6274e0949a79476712ff20f3
https://carnegieendowment.org/politika/88332
https://carnegieendowment.org/politika/88332
https://www.tasnimnews.com/en/news/2022/10/24/2792915/iran-to-supply-domestically-made-gas-turbines-to-russia
https://www.tasnimnews.com/en/news/2022/10/24/2792915/iran-to-supply-domestically-made-gas-turbines-to-russia
https://www.tasnimnews.com/en/news/2022/10/24/2792915/iran-to-supply-domestically-made-gas-turbines-to-russia
https://www.bloomberg.com/news/newsletters/2022-07-26/isolate-russia-nobody-told-the-global-south
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Focus on the domestic market
With so many economic ties and supply 
chains disrupted and export opportunities 
shrinking, Russia is increasingly forced 
to pay greater attention to the domestic 
market, both as a demand centre for 
energy supplies that cannot be exported to 
alternative markets, and for import substi-
tution. The government expects the share 
of export-oriented industries in the GDP 
to contract from 29.8% in 2021 to 22.6% in 
2030. The fall in export revenues - expected 
to be pronounced already in 2023 - can deal 
a serious blow to the state budget. To help 
fill the budget, the government is currently 
planning to raise severance taxes for oil 
and gas companies and to increase energy 
tariffs for the industry. 

Technology sovereignty and 
import substitution  

Import substitution and technology sover-
eignty have officially been a policy priority 
for Russia for years, especially since the 
imposition of Western sanctions in 2014. 
However, tangible successes have been 
limited, and Russia remains technologically 
dependent on the West for a wide range of 
critically important technologies. In October 
2022, the government proposed to include 
“technological sovereignty” as a legal con-
cept in the Law on Industrial Policy. In the 
energy sector, the focus is on developing 
Russian technologies for the oil processing 
industries, IT solutions for Industry 4.0,  
gas liquefaction technologies and LNG carri-
ers, as well as a Russian-made gas turbine. 

The renewed focus on import subs-
titution and technology sovereignty might 
benefit domestic stakeholders, including 
leading machine-building holdings. Rosa-
tom, as a leading high-technology company 
in Russia, is poised to strengthen its posi-
tion in three areas related to low-carbon 
technologies: as a wind equipment manu-
facturer and developer, as a hydrogen tech-
nology supplier, and as a prospective li-ion 
battery manufacturer for Russia’s fledgling 
electric vehicle market. In the wind power 

sector, Rosatom has been left as the only 
localized wind turbine manufacturer and 
is now planning to branch into the produc-
tion of permanent magnets for wind power 
stations as well. Rosatom has also been 
involved in hydrogen technology develop-
ment and is planning to develop a hydrogen 
cluster in Sakhalin in cooperation with 
Chinese partners. Finally, Rosatom has also 
been interested in producing li-ion batteries 
and energy storage systems. In October 
2022, Rosatom’s subsidiary Renera launched 
the construction of a factory with a 4 GWh 
capacity in the Kaliningrad Region, slated 
to open in 2025 or 2026. In April 2022, 
Rosatom and Nornickel announced plans 
to create a joint venture to explore lithium 
mining in Murmansk Region, with plans to 
process lithium for li-ion batteries. 

In general, however, existing constraints 
make the ambitious import substitution 
goals extremely difficult to achieve. Russia’s 
economy has been hit by a massive outflow 
of human capital, affecting both high-skilled 
industries and small and medium enterpri-
ses. Its innovation-led development pros-
pects are undermined: as Sber’s Chairman  
of the Board German Gref openly acknowled-
ged in November 2022, the departure of 
foreign companies will lead to lower compe-
tition and a decreased innovation potential. 
Import substitution initiatives require large 
amounts of state funding, increasing the risks  
of corruption, inefficiency, and duplication of 
functions. At the very minimum, this would 
result in higher costs and lower quality for 
the consumer. Relying on Russian-made 
industrial technologies is likely to lower energy  
efficiency and result in rising CO2 emissions, 
as companies catering to the domestic market  
have less of an interest in complying with 
stringent environmental requirements. Finally,  
as part of the emerging “war” economy, 
Russia is likely to shift available resources 
– material, financial, and human - to the 
defence sector. As Russia moves to prioritize 
military supplies and technologies, such as 
drones, other sectors of the economy will 
find it difficult to compete. 

https://www.vedomosti.ru/economics/articles/2022/09/20/941591-vlasti-prognoziruyut-perestroiku-ekonomiki
https://www.vedomosti.ru/economics/articles/2022/09/20/941591-vlasti-prognoziruyut-perestroiku-ekonomiki
https://www.vedomosti.ru/business/articles/2022/11/03/948680-minpromtorg-predlozhil-sposob-dostich-tehnologicheskogo-suvereniteta
https://www.nornickel.com/news-and-media/press-releases-and-news/nornickel-and-rosatom-sign-cooperation-agreement/
https://www.nornickel.com/news-and-media/press-releases-and-news/nornickel-and-rosatom-sign-cooperation-agreement/
https://www.rbc.ru/finances/10/11/2022/636cb18f9a79478393ddffda
https://www.rbc.ru/finances/10/11/2022/636cb18f9a79478393ddffda
https://www.svoboda.org/a/konets-mirnogo-vremeni-kak-budet-vyglyadetj-voennaya-ekonomika/32053920.html
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Domestic demand 

Struggling to reorient natural gas exports 
to new markets, Russia is trying, in parallel, 
to promote increased gas consumption at 
home, even though it comes at the cost 
of much lower revenues due to regulated 
prices. Russia’s regional gasification pro-
gram is aimed primarily at transitioning 
coal-powered generation to gas, especially 
in Western Siberia and Sakhalin. There has 
also been renewed interest in Gazprom’s 
long-existing program of promoting gas-ba-
sed vehicle fuels but the underdeveloped  

refuelling infrastructure is an obstacle to 
these plans. In addition, it remains unclear to 
what extent the planned increased domestic 
consumption of gas could offset the simul-
taneous increase in the domestic use of coal 
(7.2 percent more in January to September 
2022 compared to the same period in 2021). 
Russia can also try to use more oil and gas 
domestically by increasing the share of 
higher value-added activities, in particular in 
the petrochemical and gas chemical indus-
try. Here, however, the problem of the limited 
access to technologies remains. 

Conclusion 
Russia’s full-scale invasion of Ukraine in 
February 2022 has spelled the end of its 
status as Europe’s most important energy 
supplier. The EU is now planning to fully 
phase out imports of Russian fossil fuels in 
the coming years, progressively depriving 
Russia of its most lucrative energy markets 
– and Russia’s federal budget of its largest 
source of revenues. Western sanctions have 
seriously undermined the development 
prospects of Russia’s energy sector and its 
entire economy by restricting access to key 
technologies and international finance;  
the situation has been further aggravated  
by the massive outflow of qualified labour 
and the departure of Western companies.  
With Russia’s solidifying isolation from the 
West, its fledgling climate and decarboniza-
tion policy, too, has lost its most important 
driver. On the one hand, the Russian govern-
ment has insisted that it remains committed 
to its policy course, not least because the 

Asian and MENA markets that Russia  
is trying to pivot to are developing their own  
climate regulations. Likewise, Russia’s export- 
oriented industries are likely to continue 
their ESG activities, albeit to a lesser extent 
due to economic constraints. On the other 
hand, Russia’s economic situation is expected 
to worsen significantly, which would inevi-
tably result in climate and decarbonization 
issues moving down on the priority ladder, 
especially as the governments shifts resour-
ces to the defence sector in the increasingly 
protracted and costly war. The share of 
export-oriented industries in the GDP is 
forecast to decline too, and companies 
catering to the domestic market are unlikely 
to be as concerned with environmental 
requirements. Russia, which is already  
a latecomer to the global energy transfor-
mation, will fall even further behind, and  
this gap will continue growing as long as  
the war in Ukraine rages on. 
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Russia’s shocking invasion of Ukraine in February 
2022 has changed the geopolitical realities in 
Europe, spelling the end to Russia’s position as 
Europe’s most important energy supplier. Western 
countries have imposed an unprecedented number 
of sanctions on Russia, with its energy sector being 
one of the prime targets. As the war continues, 
Russia’s energy sector and its entire economy 
will be increasingly affected by the lack of access 
to technology, international capital, and the 
progressive loss of the lucrative European markets.
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