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INTRODUCTION 

Europe’s problem with Russian gas is twofold. First, under the leadership of Vladimir 

Putin, Moscow has merged its gas export policy with its resurgent and largely ‘revisionist’ 

foreign policy towards Europe. This politicisation has made gas a highly divisive issue in 

European politics. The second issue is the risk of supply disruption – the gas supply 

security problem narrowly defined. 

If our problem is Russian gas, the solution is not to be found in political ‘dialogue’ or 

increased ‘energy co-operation’ with the Kremlin. As a matter of fact, the government in 

Moscow would oppose some of the most important policies and measures the EU needs 

to take because these frustrate their strategic vision for European gas – but fortunately we 

do not have to work with the Kremlin to achieve gas security in Europe. 

I will argue in this short paper that the solution lies in: (a) the way the EU internal gas 

market works, (b) the energy security policies implemented by EU member states, and (c) 

the effectiveness of the European engagement towards Ukraine. 

EUROPE NEEDS A SINGLE GAS MARKET 

The European gas supply is highly diversified, has been diversifying for decades and trend 

is accelerating. However, dependence on Russian gas is much higher in central and 

eastern Europe than the EU average, and is above 80% of gas consumption for 8 member 

states. 

The way to diversify gas supply in Russia-dependent Europe is not by subsidising highly 

speculative pipeline projects that could bring non-Russian gas to the EU in 15 years time. 

The EU needs a single gas market that would allow non-Russian gas reaching the EU in 

Western Europe to be commercialised in Russia-dependent countries, using both long-

term contracts and short-term transactions. 
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In normal circumstances, with huge flows of gas from east to west, there are numerous 

opportunities for swaps, virtually moving gas eastwards. Gas can be moved from Italy, 

France, the UK, Belgium or Germany to the Czech Republic, Austria, Hungary, Poland or 

Slovakia. What is urgently needed is a well-functioning market for capacity rights on all 

transmission pipelines in EU territory, supported by an equally well functioning market 

for storage capacity. The European third gas directive will help overcome some obstacles 

and move in this direction; so will, hopefully, the initiative of the European energy 

regulators to promote market integration. 

But the last gas crisis demonstrated that gas could flow from west to east physically by 

reversing the pipes that usually move Russian gas from east to west. For two weeks in 

January Norwegian gas, British gas and LNG imported in Western Europe flowed across 

France, Germany, the Czech Republic, Austria, Hungary, Slovakia and even the Balkans. 

Gas companies and regulators are now drawing lessons from the experience and there is 

substantial interest in increasing the capacity to reverse pipeline flows. The cost for this 

appears to be modest (around €1M per compressor station). 

Over the next few years there will be a very significant increase in LNG re-gasification 

capacity in Western Europe and the international LNG market will be well supplied. If 

Europe gets its gas market in order there is a good window of opportunity for Russia-

dependent countries to contract for non-Russian gas – in most cases without having to 

invest in new, expensive import infrastructure. 

HIGHLY DEPENDENT MEMBER STATES NEED SERIOUS GAS SECURITY 

POLICIES 

The other major lesson from the January crisis is how little consideration gas security had 

attracted so far in some EU member states. Despite the EU directive on the security of gas 

supply of 2004 and a recent, if short-lived, crisis in January 2006 some member states 

found themselves highly unprepared and simply could not cope with the disruption. 

Bulgaria was by far the most heavily impacted country and certainly the least well 

prepared. There are at least three relatively cheap measures that should be contemplated 

to significantly improve Bulgaria’s gas security: (1) mandating effective dual-fuel 

capability and alternative fuel storage obligations for district heating plants; (2) merging 

the national transmission system with the ‘transit pipelines’ into a single transmission 

system to allow for commercial gas swaps with Greece and Turkey; (3) financing the 

investment necessary to reverse the flow on the interconnection with Greece and booking 

capacity in the Greek LNG terminal. 

There is an important role for the European Commission in triggering a review of gas 

security policies across Europe and encouraging the necessary measures and reforms. 
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The new directive on the security of natural gas supply should help achieve that. To be an 

effective policy tool, it should define a meaningful standard of security of supply that all 

member states have to comply with. This is especially important as some countries who 

were not impacted strongly (or at all) by this crisis (for instance member states in north-

eastern Europe) may not feel the same urgency to act as those who suffered the most. 

For many EU countries the cost-effective way to increase gas security will involve 

investment in other member states and cross-border physical or financial transactions 

(booking of storage capacity, booking of import terminal capacity, investing in pipeline 

reinforcement or reverse-flow capability). It is crucial, both as a matter of principle and 

efficiency, that governments and market players can have full confidence that national 

governments will not prevent contracts from being honoured in times of crisis. Some 

member states’ behaviour during the January crisis and some legislative proposals 

currently being contemplated (for example in Slovakia) are real source of concern. Legal 

measures to defend the internal market against government intervention in times of crisis 

are should be included in the forthcoming EU gas security directive. 

The crisis also highlighted the key role played by market mechanisms in ‘measuring’ the 

severity of the supply disruption, helping authorities and market players to manage 

scarcity and bring alternative supply. In that respect, countries with a well-functioning 

balancing market, like Austria, were in a much better position to manage the crisis and 

attract alternative gas than those without such mechanisms in place, as is the case with 

most central and eastern European countries. 

THE EU SHOULD STAY THE COURSE ON UKRAINE 

On 23rd March the EU and the international financial institutions signed a joint 

declaration with the government of Ukraine defining the main principles of an EU-

Ukraine plan to fix the transit security issue, in order to prepare the integration of 

Ukraine into the European gas system and eventually the European gas market.  

The Russian authorities reacted quite negatively to the agreement, arguing that Russia’s 

interests were being neglected. In reality, Russia’s legitimate interest in restoring gas 

transit security across Ukraine have not been neglected – quite the opposite. At the same 

time the declaration reflects the Ukrainian government’s long-term choice of a closer 

political and economic integration with the EU, which is of course fully welcome. While 

Moscow may have other views on the political and economic future of Ukraine, which the 

recent agreement may not be consistent with, the EU should hold its nerve and stay the 

course. The EU should now concentrate on devising mechanisms to strengthen the 

credibility of Ukraine’s commitment under the newly signed agreement: we Europeans 

must keep negotiating with Ukraine, not with Russia on Ukraine. 


