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Overview

In this paper we examine regulatory changes on the demand side of the Russian gas market. We examine the impacts on the Russian energy market, and how the derived reduction in domestic consumption may affect Russia’s gas export to Europe. We use detailed numerical model for the energy markets in Europe and Russia.
Methods

We employ a detailed numerical model of the European and Russian energy markets – LIBEMOD. This model provides a detailed description of a number of energy goods, including natural gas. LIBEMOD endogenizes all main activities in the energy market; investment, extraction, production, trade and consumption of energy, along with a consistent set of equilibrium prices. Demand for energy is modeled separately for five user groups in more than 30 countries. Pipeline and transmission capacities between pair of European countries are endogenously determined. The model is run for a specific future year, here 2020, and the solution of the model can be interpreted as the long-run static market equilibrium of this year.
Results

Our main result is that removing implicit subsidies to Russian gas consumers will have substantial impacts on total consumption of gas in Russia. This is especially the case in the Russian electricity generation, where gas power becomes much less profitable than before. Gas exports to Europe will be significantly affected, as more gas is avaialable for exports when higher gas prices in Russia reduce domestic consumption. Furthermore, we find that removal of other market imperfections in the Russian energy markets have much lesser impacts on the Russian energy market than removing gas subsidies. 
Conclusions

Removing the implicit subsidies to Russian gas consumers will have substantial impacts both in the Russian and the European energy markets. 
