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RUSSIA STRUGGLES TO UNLEASH CLEAN ENERGY POTENTIAL
- 08.05.2017

FT (07 May 2017)

Already the worlds largest private hydropower company by capacity, EN+ is itching to ramp up
output further. We expect an increase in energy appetite of the region and we are prepared to
satisfy it, says Maxim Sokov, EN+ chief executive, citing new industrial projects in the area,
including gold and copper mines and power-hungry processing plants, that should increase power
demand.

But stories like En+, which Mr Sokov says is finalising a modernisation programme to increase
output and efficiency, are few and far between in Russias renewable energy industry, where the
potential is great but the headwinds greater.

Russias tiny use of renewables, at 3.6 per cent of total energy consumption, is a black spot in a
global surge in the use of green technology, which accounted for more than 18.3 per cent of the
worlds energy supply in 2014, according to the International Energy Agency. Fellow Bric nations
China and Brazil boast usage of more than 25 and 45 per cent respectively.

That gap is mainly due to Russias historical dependence on vast reserves of fossil fuels and the
political clout of its state-run oil and gas industry. It has stymied efforts to spend the billions of
dollars needed to invest in new technologies and build the infrastructure to connect renewable
power producers to consumers in a country that accounts for one-eighth of the worlds land
surface.

The problem has not gone unnoticed. The energy ministry has endorsed a report from the
International Renewable Energy Association that estimates Russia has the potential for renewables
to account for 11.3 per cent of energy consumption by 2030, more than twice the official forecast
of 5 per cent.

That followed a speech by president Vladimir Putin in October, who described renewable energy as
definitely the main development path, the proper path for mankind.

There is an awakening here . . . they are beginning to understand, said Adnan Amin, Irenas
director-general, after meetings with Arkady Dvorkovich, deputy prime minister, and Alexander
Novak, energy minister. At the political level we have a lot of support.

Andrei Teksler, deputy energy minister, said: Renewables are no longer referred to as alternative
energy, they are traditional. We are not ignorant of the future, he added, citing the countrys
enormous solar and wind power potential.

But addressing the shortfall will be harder than recognising it. The biggest challenge revolves



around Russias huge dependence on the oil and gas industry, which generate about 15 per cent of
GDP, 35 per cent of federal budget revenue and 60 per cent of exports.

Rosneft and Gazprom, the dominant oil and gas groups, are owned by the Russian state and are
often seen as extended departments of government. In many western countries, declining fossil
fuel output or increasing costs have prompted investments in renewables. In Russia, Rosneft and
Gazprom are given government assistance and preferential treatment and both recently embarked
on drilling projects in the countrys Arctic to ensure output is maintained.

Given the current structure of the energy market here, theres a very limited business case for
renewables . . . How are you supposed to compete in a place where gas is virtually free? says Mr
Amin. But what they are looking at is what it will evolve into . . . A need to remove [oil and gas]
subsidies will come to Russia.

Further, a lack of a national grid hampers investments in large-scale renewable projects such as
wind farms or new hydroelectric stations, which are cost-effective only if enough consumers are
close enough.

The countrys largest power grid companies are also owned by the government. This stifles the
potential for private investment in infrastructure technology, and often means new initiatives get
bogged down in bureaucracy.

Industrial cities built during the Soviet period in Russias vast central and eastern regions typically
still rely on coal-burning power plants, while villages and remote areas burn more than $2bn of
diesel each year in generators.

Perhaps most importantly, Russias government, its coffers drained by a two-year recession, will
struggle to find the $15bn that Irena says is required annually to build wind turbines, bioenergy
sites and other infrastructure necessary to tap the countrys renewable potential.

Irena argues that the jobs created by the investment would partly repay the spending, while the
potential of selling clean energy to Russias southern neighbours, including China and Mongolia,
would also bring in revenue.

EN+ offers an encouraging prospect. The companys hydro plants have a profit margin of 81 per
cent: only Chinas state-run monopoly produces more profitable hydroelectric power.

And in 2010, when an accident took a rival hydropower producer offline, EN+ had within a year
increased its output by the equivalent of coal-fired plants burning more than 10m extra tonnes of
coal. Mr Sokov says: We do not see our growth being constrained by a lack of demand.
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