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The purpose of this research paper is to analyze different options available to the EU Member States
regarding the refusal to extend contracts related to energy trade with Russian Federation. In 2022,
Russia's unprovoked and unjustified war against Ukraine changed global perspectives. Most impor-
tantly, this war has a devastating human toll and also threatens global economy. The energy sector
turned out to be the most vulnerable due to sanctions imposed against Russia as a leading exporter of
energy resources. These sanctions have created uncertainty about the future of energy trade between
Russia and the EU, as well as the reliability of Russian energy supplies. This has highlighted the need
for EU to diversify their energy sources and phase out their energy imports from Russia, which has
been a longstanding issue. Therefore, it is important to consider the potential economic and political
consequences of such a decision.
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s cmammsi Mae Ha Memi rpoaHasisysamu MOX/IUBI BapiaHmu BIOMOBU BI0 MPOOOBKEHHS
KOHMpakmig, Mos’a3aHux 3 mMopais/el0 eHepeoHocisMU M Pocieto ma kpaiHamu-uneHamu €C.
Y 2022 poui HecriposokosaHa ma HesurpasdaHa siliHa Pocii npomu YkpaiHu 3miHusia csimosi nep-
criekmusu. BiliHa mae pyUHIBHI /IF0OCHKI XepMBU, & MakoX 3a2poXye 2/106a/1bHOMy eKOHOMIYHOMY Bi0-
POOXEHHH. EHepeemuyHuli cekmop susIBUBCS Hallbi/IbW BPA3IUBUM Yepe3 CaHKUil, BBeOeHi npomu
Pocii sik MPpoBIOHO20 eKcriopmepa eHepaopecypcis. Lii caHKyil cmsopusiu HegusHa4eHicmb ujodo mad-
6yYMHbL020 EHepaemuYHOI mopeiani Mix Pocieto ma EC, a makox cmocosHO HadiliHocmi pocilicbko2o
eHepeoriocmayaHHs. Lie niokpecsusio HeobxioHicms 05151 €C dusepcugbikysamu csoi dxepesia eHep-
2li ma nocmymnoso sioMosumucs 8io iMropmy eHepaopecypcis 3 Pocil. [/1s 0ocsi2HeHHs yjiel memu
€C npaytoe Had pPO3BUMKOM a/lbmepHamuBHUX OXepes1 eHepaii, makux siK 8imposa, COHSYHa ma
2iopoeHepaemuka. Ha daHuli MoMeHm 6y/10 3aro4amkoBaHo rpoekmu 3 6yodisHuymsa simpoesiek-
mpocmaHyiti ma COHSYHUX ¢hepM, @ MakoX PO3BUMOK 2i0pOeHep2emUKU, 30Kpema, 3a A0roMO20H
6ydiBHUYMBA 2i0poakyMy IrrYUX elekmpocmaHyiti. Kpiv mozo, €C akmusHO niompumye eHepeo-
eghekmusHicmb ma eHep2036epexeHHsl. Baausum KPOKOM 8 UbOMy HarpsiMKy € nepexio Ha 6iibu
€eKo/102i4Hi mexHos10aii ma 8idMoBa 8i0 BUKOPUCMAaHHSt mpaduyiliHux 8UdiB naausa, makux siK 8y2inss
ma Haghma. O0Hak, BioMOBa 8id eHepaemuyHoi mopeiesi 3 Pocieto Mamume ceplio3Hi eKOHOMIYHI ma
Mo/IMUYHI Hac/lioKu, 0co6/1uB0o 07151 KpaiH, siKi CU/IbHO 3a/1exams Bi0 makux PocilickKUX eHepaope-
cypcis ik Haghma ma 2as. [o-nepwe, ye Moxe npu3secmu 00 3p0CMaHHs UYiH Ha eHepaopecypcu
BHAC/IOOK 3MeHWEeHHs1 docmyrnHOCMI dewesux Pocilickkux rnocmadaHs. [1o-dpyee, peopieHmauyisi
eHep2emUYHUX Momokig 30amHa CrpuyuHUMU eHep2emuyHy Hecmady 8 OKpeMux kpaiHax, wo 3a
J1aHUt0208010 peakyjiero Mamume He2amusHUU B1/IUB Ha PO3BUMOK pe2ioHy. [To-mpeme, ye crpuyu-
HUMb CK/1adHiWy peastisayiio KnacmepHoi cmpameeii, mobmo cmpameeii criisnpayi 8 0bnacmi eHep-
2emuku MiX kpaiHamu €C, sika nepedbayae Crii/iHe BUKOPUCMAaHHSI eHepaemu4HUX pecypcis ma ix
mpaH3um Yepe3 mepumopii kpaiH-dieHig €C. Ta y 6y0b-sKoMy suradky, 8BioMosa 8i0 eHep2emuyHoi
mopeigi 3 Pocieto € ghyHOaMeHmMOoM 07151 2apaHmyBaHHs1 6e3neKku eHepaornocmayaHHs y €8porii.
KnrouoBi cnoBa: eHepaemuyHi pecypcu, YiHU Ha eHEPE0HOCI, 2a3, Haghma, BIOHOR/TOBaHI OXepena,
CKOPOYEHHS], BUKOIHE Ma/1uso.

Formulation of the problem. The Russian war
in Ukraine has exacerbated tensions between Russia
and the West, leading to a more confrontational
stance on both sides. It has increased concerns about
the reliability and security of Russian gas supplies.
The disruption of energy supplies from Russia
has highlighted the need for Europe to diversify its
energy sources and reduce its dependence on any
one supplier. This has led to a push for greater
investment in renewable energy, energy efficiency
measures, and the development of alternative gas
supplies from sources such as LNG and shale gas.
The cost of energy flows reorientation is an important
consideration for European countries; therefore,
there is a need to research ways to optimize
this strategy.

Analysis of recent research and publications.
Kamel Si Mohammed et al investigated in their article
how the renewable energy market responds to the
Ukraine war in 2022 using event studies and network

connectedness analyses and compares this effect to
traditional energy sources. The results confirm that
renewable energy markets have been sustainable
during the war, while traditional energy markets are
heavily affected [1, p. 7]. Moreover, clean energy has
become more appealing to investors, and increased
investment in clean energy subsectors leads to
improved climate change mitigation.

In a study of European energy policy response
to Russia’s war on Ukraine, Caroline Kuzemko et
al noted that to phase out fossil fuel Europe should
diversify imports through new gas infrastructures,
such as LNG terminals, pipelines and storage
[2, p. 4]. To achieve this, a huge amount of money
should be invested what could also become an
obstacle for European Union.

There is also a plurality of studies focused on
analyzing the impact of Russia’s war on Ukraine on
European energy system. Among them it is possible
to distinguish studies by Bjarne Steffen and Anthony

1 Supported by the grant from Central European University Foundation of Budapest
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Patt [3, p. 4], Tim G. Benton et al [4, pp. 15-17],
Mohammad Fazle Rabbi et al [5, p. 6-10].

Problem statement. This aim of this paper is to
analyze EU's dependence on Russian fossil fuels,
replacement of Russian gas supplies with alternative
sources, acceleration of renewables deployment.
It will make it possible to understand how the
economy of EU countries will develop after changes
in the energy export flows, as well as what are the
prospects for the development of energy trade
in the future.

Presentation of the main material of the
study. Energy resources prices hit record levels
in 2022 since Russia's invasion of Ukraine. Prices
began to rise promptly last summer as the global
economy recovery was following the easing of
COVID-19 related restrictions [6, p. 7]. Afterwards,
Russia's invasion of Ukraine has severely worsened
this situation.

Energy prices are increasing elsewhere, as
Russia has cut down fossil fuel exports with the aim
of forcing the European Union to reduce its support
of Ukraine. As a matter of fact, it is crucial to indicate
that Russia is the world's third largest oil producer
after the United States and Saudi Arabia, as well as
the world's largest exporter of oil to global markets
and the second largest exporter of crude oil after
Saudi Arabia [7].

Figure 1 points out how important Russia was for
the EU as an exporter of energy resources in 2021
EU imported about 20% of crude oil, 40% of gas and
30% of coal from Russia [8].

Astrong tendency of considering high dependence
on gas from Russia as a threat has existed for years
in EU. The Russian invasion of Ukraine and the
importance of energy resources exports in funding
the Russian political elite and its aggressions, have
transformed this into an immediate stimulus to cut
dependence on Russian gas.

Figure 2 shows the percentage of total crude oil
and gas imports from Russia by EU’s countries in
2020. Higher level of gas supply in comparison with
oil supply indicates that while the moderate increase
in the cost of importing oil and petroleum products will
be relatively for all EU states, the increase in the cost
of exporting gas can lead to significant losses for EU
countries.

This graph suggests that solutions and levels of
diversifying energy supply sources and resolving
the gas supply gap will greatly differ among the EU.
Therefore, ways to decrease import dependency on
Russian natural gas can't follow a perfect scenario.

It was forecasted that energy prices would rise due
to the high level of uncertainty caused by gas supply
disruptions [9, p. 6]. As we know, it is the only weapon
that Russia can use to blackmail European countries.
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Figure 1. Supply of fossil fuels in Europe by origin in 2021, data in %

Source: “Energy balances”, Eurostat metadata [8]
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Figure 2. Percentage of total crude oil and gas imports
from Russia be EU’s countries in 2020 (by country)

Source: “Energy balances”, Eurostat metadata [8]
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The instabilities of gas supplies, as a result, can
cause other economic imbalances as higher inflation
rates that lead to negative consequences regarding
citizens, because rising domestic energy bills will
disproportionately impact low-income households.

In Figure 3 we can see how gas imports flows
have changed since the beginning of the Russian
invasion of Ukraine.

Despite European gas supply system being
compound, the market keeps on functioning even with
extremely low volumes of Russian gas, substituting a
significant percentage of the deficit with alternative
suppliers, but, mostly, with LNG suppliers.

Europe has also diversified its oil imports flows.
Since January 2022, volumes of Russian crude
oil have greatly been reduced, although Russia
continues to be one of the main suppliers of crude to
Europe.

Figure 4 shows increasing import flows from Africa,
with Libya leading, also from the Middle East and
North America, as in the sixth package of sanctions
on Russia has been agreed that the European Union
should end Russian seaborne crude imports by the
end of year [12]. So, the aim to cut off Russian oil
import is partly achieved now.

But, as it was mentioned before, to diversify gas
import flows is more difficult for Europe than to do the

same processes with oil. One of the main solutions of
this problem could be a huge permuting of oil flows
with Russian energy products satisfying demand in
Latin America, Africa and the Middle East, while the
released supplies will transfer to Europe.

Despite of diversifying energy supply flows and
other steps made by the EU to mitigate the impending
consequences of Russian energy dependency
reduction, as it was forecasted, gas prices began to
rise after Russian invasion in Ukraine. In August they
reached all-time peak since 2005, without substantial
modification in volumes of trade [13]. It obviously
affected European economy in a negative way,
because increasing of gas prices are accordingly
resulted in growth of electricity prices even in a short-
term, threatening households and businesses with
higher level of inflation.

In October, however, the price of gas in Europe
collapsed due to abnormally warm autumn [14].
Warm weather, along with full gas storages in Europe,
eased fears of gas shortages this winter after Russia
cut off gas supplies to the EU, demanding the lifting
of sanctions on Gazprom and the unblocking of Nord
Stream 2.

In November 22, European Commission
has proposed a safety cap on gas prices that
should prevent such volatility by implementing
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Figure 3. Change in the European Union and United Kingdom natural gas imports by source,
last updated 26 Oct 2022

Source: International Energy Agency [10]
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Figure 4. Crude and condensate arrivals in Europe -
excluding Turkey, last updated October 12, 2022

Source: Vortexa Ltd [11]

33




IHOPACTPYKTYPA PUHKY

well-targeted instrument to automatically intervene
on the gas markets in case of extreme gas price hikes
[15, pp. 6-8]. Still, although full gas reserves will serve
as a security pillow for Europe when temperatures
undoubtedly decrease, the filling of storages will
proceed with great difficulties next year’s winter in the
absence of the regular Russian supplies.

Obviously, the volatility of energy prices and
uncertainty concerning providing stable conditions
for energy supply diversification have a bunch of
reasons with solid background even if do not take into
consideration the consequences of Russian invasion
of Ukraine.

Firstly, high level of spread between TTF, which is
a benchmark for Europe's energy sector, and other
regional hubs, that was observed in August, (which
normally should be narrow), has shown that this
mechanism of price establishment is not so efficient
as it was before, especially outside North-Western
Europe.

Therefore, there is huge necessity for investing in
gas supply inter-connections with the aim of solving
regional hubs contradiction of gas prices. New
pricing reference benchmark for LNG was one of
the additional measures to address high gas prices
in European Commission Proposal, published in
October, 18 [16].

Secondly, Russia was manipulating European
natural gas markets even before the war. Still, the
aim to reduce gas usage has become so important
and urgent only after the beginning of the war and
all consequences that it has led to. Hence, when the
increase of gas price happens, economic policies of
EU Member states are being implemented not in a
harmonized way [17; 5-6].

For instance, some countries begin to subsidize
scarce energy for consumers with the aim of mitigating
negative impact of high gas prices. Despite these
tools being effective in a national view, they threaten
to decrease impetus to reduce energy demand and
can deteriorate the concordance of cross-border
energy trade. So, it is important to coordinate all
necessary policy instruments at the EU level.

Electricity and gas demand reduction plays an
important role in dealing with the energy crisis. The
crisis, that started during the COVID-pandemic and
reached its critical level after the Russian invasion
of Ukraine, has become a convincing signal that if
Europe plans to be reliant on imported fossil fuels in
the nearest future, it will obviously be at risk of energy
price shocks and possible supplier manipulation, as
can be seen in the case of Russia.

In July, Member States agreed to decrease their
gas demand by 15% in comparison with their average
consumption in the past 5 years, between 1 August
2022 and 31 March 2023 [18, p. 18]. Another important
energy efficiency target was set in December 2018,
when the Energy Efficiency Directive established an
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EU-wide 20 % energy consumption-reduction target
for 2020 and 32.5 % target for 2030 [19, p. 1].

According to Eurostat data, the EU exceeded its
20 % reduction target for 2020 by 5.4 % for final energy
consumption [20]. However, despite decreasing of
total use of energy since 1990, especially in the terms
of coal (65%) and oil/petroleum products (17%),
natural gas usage grew up by 31% [21]. So, a lot of
steps should be implemented to reach all necessary
targets.

Basically, many short-term measures in order
to save energy were proposed in the REPowerEU
package in May 2022 [22]. Firstly, they are aimed at the
consumer habit changes, which could be represented
in, for example, more efficient using of household
appliances and public transport, and, secondly, these
measures can encourage consumers to buy high-
efficiency heating systems, making VAT lower on
them. Nevertheless, prioritizing of renewable sources
development is one of the main keys to succeed in
dealing with the energy crisis.

Fundamentally, growth of renewables was
promoting the reduction of coal power, but now they
have taken the path of gas replacement.

Despite solar PV and wind costs being expected to
increase in the nearest future, their huge significance
in terms of fossil fuels dependence reduction levels
these price rise, especially against the background of
much sharper volatility of natural gas and coal prices.

37% of European Union’s electricity in 2021 was
provided by renewables, with lower wind speeds
due to continuous allowing challenges slowing
deployment in Germany, Poland and Italy [23]. Figure
5 shows that flow resources as a percentage of EU’s
electricity have been constantly growing since 2000s,
with wind and solar energy leading.

Certainly, there are many bottlenecks concerning
increasing capacity such as EU’s high level of
dependence on imports from Asia for some crucial
components for solar power (wafers, ingots, cells and
modules) or the chip shortage, which leads to attaining
new suppliers and changing strategic investments;
limitations of affordability for low-income household
and EMEs are also obstacles for faster deployment
of renewables, that's why possibilities of granting
aid for fuel switching are being considered now
[25, pp. 13-14],

Member States should make a lot of efforts to
optimize the functioning of the electricity market to
reachthe 69% share of renewables inthe electricity mix
in 2030 as planned due to the REPowerEU, because,
generally, energy transition process lacks the same
degree of clarity throughout the EU. The volatility
of oil and gas prices have been always responsible
for the inflationary shocks of Europe, therefore, the
ambition on clean energy investment shouldn’t be
undermined as it's one of the main ways to prevent
further possible energy crisis.
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Figure 5. EU electricity generation by source, percentage share

Source: EMBERdata [24]

Conclusions. Energy market volatility threatens
European economy and pushes it to implement
market correction mechanism as soon as possible.
Decisions regarding how to deal with limited energy
supply will greatly affect the future of Europe’s
economic development. Agreement between Member
countries in terms of coordinating policy tools is at the
level of indispensable significance to the EU.

The analysis of the data revealed that diversification
of energy imports flows and increasing of renewable
energy consumption simultaneously with fossil fuels
reliance reduction are extremely important processes
that should become crucial tools in addressing
bottlenecks in cross-border electricity trading. Firstly,
substitution of Russian supplies with new sources of
LNG is connected with great number of risks, e.g.,
energy price volatility, what erodes the purchasing
power of households and puts at risk steady economic
development. Therefore, implementing of government
coordination mechanism is essential to mitigate the
impact of prices fluctuations on consumers. Secondly,
higher renewables deployment through installation
of new wind and solar power capacity is already
promoted by the EU and, although accelerating of
renewable energy projects is costly, it's still rather
the solution of the problem, but not an obstacle that
should stop countries from moving in the direction of
clean energy development. Thus, while short-term
measures should protect vulnerable households
and SMEs that can’'t successfully manage energy
prices leaps by themselves, long-term instruments
must provide deeper integration and accelerated
investments in renewable energy technologies that
have huge potential to reduce high dependence on
fossil fuels and play important role in economic and
climate grounds.
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