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energy discontent?



In the UK, environmental groups are urging local councils to roll out energy efficiency measures

across poorly insulated homes that use more heat to stay warm. Invariably these homes are located

in one or other of the 9,000 “energy crisis hotspots,” across England and Wales, as revealed in an

August 2022 report by the New Economic Foundation, a prominent UK think-tank. Needless to say,

households in these energy crisis hotspots are typically ones with high energy usage caused by poor

insulation, further worsened by incomes below the national average. Yearly household energy

prices in the UK soared 21% from $1,925 to $2,326 between October 2021 and August 2022. Come

October 2022, and the energy bill will touch $4,188 a year, a nearly 118 % jump over October 2021

levels. So, a majority of British households seem bracing for a winter of discontent. To ease the

energy squeeze, environmentalists in Wales are doubling down on the government in Cardiff to

implement improved cavity wall insulation and other energy efficiency measures.

There’s an energy shortage in Europe. Let’s face it

Hanover, a little more than 1,000 kilometres from Cardiff by train, in northwestern Germany, has

imposed cold showers on users of bathrooms in the city-run buildings. In July 2022, as German

cities raced to reduce energy consumption, the Hanover city administration turned off these hot

water supplies. Meanwhile, other cities in Germany switched off spotlights illuminating public

monuments and fountains. Inflation in the country has soared in recent months and, on average,

German households will likely pay around $3,948 for gas in 2022, a nearly 200% jump over the

previous year.

The French Minister of energy chided shop owners for leaving doors open while working heaters and

air conditioners amid spiralling energy costs. It’s “absurd ” Agnes Pannier-Runacher told France’s

private radio station RMC in July 2022. Hoping to rein in energy costs by at least a fifth, shops in

many municipalities have been ordered to not only close doors when using air conditioners but also

limit the use of illuminated signages. Else, they risk a $766 fine. The government is considering

extending the ban across the nation. Spain’s Ecological Transition Minister Teresa Ribera echoed

similar sentiments: “We need to make things like turning the light off when we leave a room

completely routine. Using the thermostat properly is also important

Across the border in Italy, since May 2022, public establishments, other than hospitals, are 

expected to set air conditioners to at least 19°C in summer and above 27°C in winter. To further 

curb energy consumption, in late July 2022, the government was seriously mulling over plans to put 

out lights around monuments. Getting shops to down shutters by 7pm was another measure. 

Europeans are feeling the heat of shooting energy prices to varying degrees. From Finland and 

Estonia in the north, to Germany and Czech Republic in central Europe, to Spain and Italy down 

south, and France to the west, nobody is spared from it. 



Germany

Germany banks on Russia for 40% of its coal and crude oil supplies. In 2021, Germany sourced 55%

of its gas from Russia, making it the principal purchaser of Moscow’s gas in Europe. Germany plans

to be mostly independent of Russian gas by mid-2024. The Nord Stream 1 natural gas pipeline,

majority owned by Russian state energy business Gazprom, stetches between St. Petersburg

(Russia) and northeastern Germany through the Baltic Sea. With the pipeline running way below

installed capacity for weeks together, by June 23, 2022, Germany sensed high risk of long-term

supply shortages and triggered the alarm stage, i.e., step 2 of the three-point emergency gas plan.

The country didn’t rule out gas rationing but stopped short of passing on rising energy costs to

industries and households, though, in theory, it is entitled to do that.

The EU leans heavily on Russian natural gas, oil, and coal, and the bloc is unlikely to become fully

independent of these until 2030. Not surprisingly, the EU is less than enthusiastic about any drastic

cuts in Russian energy imports. Take Germany for instance. Natural gas and coal comprised 25% and

24% respectively of the country’s total energy consumption in 2020. Solar, biomass, and hydropower

together contributed around 24% to the German public grid.

EU is a single market. Yet states’ energy mix 

is so diverse 
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By end of June 2022, Russia’s share of Germany's gas imports had shrunk to 26%. Energy firm

Uniper, the largest importer of Russian gas, was staring at huge losses totalling $12.5 billion in

July 2022 due to mounting energy prices and had to be bailed out by the government. The

German state plans to acquire nearly a third of the ownership stake in the ailing energy giant.

Uniper, majority-owned (56%) by Finnish energy company Fortum, sells electricity and gas on

wholesale basis to many of Germany’s regional energy utilities. For context, Uniper - along with

Wintershall, Royal Dutch Shell, France’s Engie, and Austrian energy firm OMV - had financed up

to 50% of the now-blocked Nord Stream 2 project. Gazprom footed the remaining 50% of the bill.

Natural gas storage facilities in Germany, Europe’s No.1 economy, were about 56% full when

Gazprom began to cut supplies through Nord Stream 1 in mid-June 2022. Thereafter, the country

set about tightening gas storage requirements. By August 23, 2022, German storage facilities

were 80% full, against a target of 75% by September 1, 2022. As storage units fill up faster, the

country is stepping up to meet revised storage targets of 85% and 95% respectively for October

and November 2022.

.



France

More than 56 nuclear reactors distributed across 18 different sites provide France up to 70% of its

electricity. French nuclear company, EDF, in which the government retains an 84% equity, produces

all of that electric power. Renewables represent around 24% of the country’s energy mix. In

February 2022, EDF discovered stress corrosion of cooling circuit pipes in four of six reactor units it

inspected. The four reactors have since been taken offline and are unlikely to resume operations

until November 2022 or even January 2023. Left unattended corrosion and degradation of materials

pose grave risks to nuclear systems, so EDF has shuttered 32 of its reactors to evaluate such risks as

well as for lengthy maintenance checks, repairs, and refuelling. Despite plummeting energy output,

EDF claims it needs to sell at below-market prices to support households with squeezed budgets,

and, as on August 10, 2022, the utility had suffered losses to the tune of $8 billion. And, in early

August 2022, in a surprise move, the heavily indebted energy firm dragged its own government to

court to make good the loss.
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Poland

With the partial shutdown of nuclear power plants in France, demand for gas and coal increased

significantly throughout Europe. If they had only returned to work, Poland could have sourced more

electricity from abroad and reduced coal consumption by domestic power plants. Poland generates

up to 72% (2021) of its electricity from coal. Though coal-rich, the country was sourcing up to 40%

of the fossil fuel from Russia since Polish coal is buried deep inside and excavations tend to very

expensive. Anyways, Poland was doing fine until the EU announced a ban on Russian coal in April

2022 as part of the sanctions clamped on Moscow in response to its ongoing war in Ukraine.

Poland’s Baltic seaports (e.g., Gdansk, Gdynia) and cross-border rail routes to Ukraine are choked

with military and food supplies bound for the war-torn country, and this is making coal imports

difficult. The government is planning to offer households a one-off payment of $628, provided their

primary source of heating is coal. Along with other relief measures the package is estimated to cost

the country of more than 38 million a total of $5 billion.
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Italy

In 2021, Italy consumed some 72.5 billion cubic meters (bcm) of natural gas, and this constituted

44% of the country’s energy mix. Renewables met up to 38% of the energy needs. Russia was a key

supplier of natural gas (40%), followed by Algeria (28%). In fact, Algeria’s gas exports to Italy

through the TransMed pipeline system, linking Algeria with southern Italy, jumped 76% in 2021 to 21

bcm. This is next only to Russia’s 29 bcm. The 2,400-km TransMed makes its way through Tunisia

and Sicily before entering mainland Italy, from where another branch heads to Slovenia. Energy

imports cost Italy $43 billion in 2021, and, by the look of things, this will more than double in 2022.

Anticipating further Russian gas shut-offs, Italy was seeking to shore up gas storage by 90% or more

by the end of 2022. This, it is hoped, will help see the country through until February 2022, past

the bitterly cold January. As on July 25, 2022, storage facilities in the country were reportedly 71%

full.

Spain

Spain is a frontrunner in wind and solar power generation. Even so, it is very much reliant on

natural gas supplies. The Iberian Peninsula, occupied by Spain and Portugal, have scant connections

with the energy distribution networks in the EU, and electricity prices have been soaring since June

2022. Since its links to France’s gas network (which hooks to the European grid) are low-capacity

ones, Spain imports a third of its natural gas stocks from Algeria.
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Portugal

Portugal has been betting big on renewables, which account for 60% of its power generation. The

country is now chasing an ambitious vision of 80% electricity from clean energy sources. Lisbon

counts on natural gas during its transition to renewables. Since it has no natural gas production,

Portugal sources most of the commodity from Algeria and Nigeria.

Ireland

Ireland’s import dependency with respect to natural gas is 80% and sources more than half of this

gas from the UK. The island owes 50% of its electricity and almost a third of its energy supplies to

natural gas.

Cyprus, Malta

The island country of Cyprus in the Eastern Mediterranean will remain isolated from the European

power grid until 2026 first half. That is when the EuroAsia subsea electricity connection, linking the

power grids of Cyprus, Greece, and Israel is expected to come online. Malta, another island,

derives 67% of its electricity from domestic natural-gas-fired power plants. 71% of the energy that

enters Malta through the interconnector power cable from Sicily (which is part of the European grid)

is also of natural gas origin.

Estonia, Lithuania, Latvia

The total gas consumption of the Baltic states is around 4.5 bcm per year. Lithuania consumes the

most: 2.6 bcm a year. Latvia and Estonia follow with 1.5 bcm and 0.6 bcm, respectively. Previously,

most of the volumes for Latvia and Estonia were supplied via the Russian pipeline. Lithuania,

however, imported only a quarter of its gas requirements from Russia in 2021. As on April 2, 2022, all

three Baltic states announced they were no longer importing either Russian gas or oil.

Europe/European Union – Fact Sheet 

No of countries in the European continent 44 

No of countries that are members of the European Union (EU) – e.g., France, Germany, Estonia, Finland 27

No of countries that are not members of the EU (e.g., Belarus, Norway, Russia, UK) 17

Total population of countries in the EU 447 m

Total population of European continent  743 m



Top Countries in Europe by Population,2022
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Hungary

Hungary’s import dependence on oil from Russia is around 58%. This is pumped in from southeast

Russia via the Druzhba oil pipeline, the world’s longest, leading to the Czech Republic, Slovakia,

Ukraine, Belarus, Poland, Austria, and Germany, besides Hungary. One branch of Druzhba, run by

Russia’s state-controlled pipeline monopoly Transneft, passes through Ukraine to feed Hungary,

Czech Republic, and Slovakia. Hungarian energy company MOL says it would take two to four years

to replace Russian oil imports and estimates the cost of this switching at $500 to $700 million.

Currently a Soviet-era nuclear plant, comprising four reactors, produce nearly two-fifths of the

country’s electricity. In view of the energy crisis, its operating time has been extended.

Furthermore, in August 2022, Hungarian authorities greenlighted the construction of two nuclear

reactors in the country with Russian assistance. Russia’s state-owned nuclear giant Rosatom will

start construction of the reactors at an estimated cost of $12.5 billion. Russia will chip in $10

billion as loan to Hungary.
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UK

In March 2022, the US Congress passed a bill to ban all oil and gas imports from Russia. Shortly

before that the UK announced it planned to wean down its import of Russian oil to zero by end of

2022. The country plans to achieve this without breaking much sweat, given that the UK and the

US are reliant on Russia for not more than 6% and 8% respectively of their oil imports. Moreover,

Russia supplies only 4% of the UK’s gas; 90% of the country’s appetite for the commodity is met by

Norwegian gas fields, the pipeline running between Northwest Netherlands and the UK’s North Sea

coast, as well as the submarine link between Kent and Belgium’s coastal village of Zeebrugge.

Crude oil and natural gas accounted for 43% of total power generation and coal a trifling 1% as in

2020. Together, nuclear, wind, solar, hydropower, bioenergy, and waste comprised nearly 25% of the

UK’s energy mix.

Since July 2018, the Office of Gas and Electricity Markets (Ofgem), the country’s natural gas and

electricity regulator, has capped the level of profit energy firms can make from household supplies

of gas to 1.9%. The intent is to cushion millions of homes from profiteering and frequent price

hikes. Ofgem’s price cap applies to all of the UK’s constituents other than Northern Ireland and is

revised every six months in line with wholesale gas prices and other costs.

As many as 31 of the total 70 suppliers of gas and electricity in the UK went belly up in 2021. The

industry claims the price cap hasn’t kept pace with wholesale energy prices that have soared by

over 300% since January 2021. In late August 2022, the regulator raised the consumer price cap by

80% starting October 2022, and this is 178% above the October 2021 levels. In one stroke, the

regulator’s action will take the average household’s gas and electricity bill to $4,188 a year from

the current $2,326. The new cap covers 85% of all households in the UK, including 14% with low

disposable income using prepayment meters. Ofgem has warned that prices could get “significantly

worse” through 2023.



Europe has an estimated 30,000+ energy intensive industries that generate a total of 1.5 million

direct employment opportunities, and these are most vulnerable to rising costs and shortages of

energy. The chemicals sector, which uses gas as an input material and cornered a third of the

energy share (in 2020), topped the list of most-hit industries.

The downstream processes of German chemical and pharma giants, like BASF, Bayer, Henkel,

Boehringer Ingelheim, Merck, and Evonik, involve thousands of SMEs, and it is unlikely that smaller

market participants will be spared the knock-on effects of the energy crisis. In July 2022, BASF

sounded an ominous warning, saying the drop in manufacturing output would soon have its impact.

Certain porcelain businesses were working overtime to make the best use of gas as long as it lasted

while others have chosen to cut back production. Shuttering production units is a luxury that glass

businesses can ill afford since liquids tend to harden and harm the machinery.

After Germany activated its second phase of its three-stage emergency plan for natural gas

supplies in June 2022, industries that consumed up to a quarter of the country’s gas supplies were

asked to justify the relevance of their gas usage to the German economy or simply shut down.

Hospitals, emergency services, medical equipment manufacturers, and private households were

freed from this obligation. Proving the relevance or otherwise of, say, a manufacturing unit to the

larger economic system might work on paper but not in the real world. Predictably, many

businesses are busy querying law firms about the legal standing of the government directive.

Energy guzzling industries might take a hit

European industries worst-hit by the energy crisis

Chemicals

Cement

Paper

Ceramic

Lime

Metals (e.g., ferro alloys, silicon, iron, steel, non-ferrous)

Fertilizers

Fuels, petroleum refining

Coking and mineral oils

Glass

Tight energy supplies are a primary 

cause of the crisis 

Barring coal, Europe minus Russia doesn’t 

have enough energy raw materials to fire up 

production facilities. Coal accounts for nearly 

a fifth of total power generation in the 27-

state EU bloc. As in 2020, the EU’s leading 

coal suppliers were Russia (46%), the US 

(16%), and Australia (14%). The EU imports up 

to 57% of its hard coal (anthracite), used in 

steel making and burnt by power plants to 

generate electricity, as well as in lighting 

home fires. 20-30% of this hard coal 

originated in Russia.  Europe’s dependence on 

Russia extends to natural gas and crude oil 

supplies as well. 

Domestic gas production meets no more than a tenth of Europe’s energy requirement. Up to 40%

of the natural gas consumed in Europe originated in Russia as in 2020, and is pumped in via nearly

13 pipelines, including Nord Stream 1, the world’s longest active underwater gas pipeline. It has

been operational since 2011. Algeria (11%), Norway (24%) and Qatar (5%) were other suppliers of

natural gas to Europe in 2020. Beyond these supplies, specially designed tank ships deliver

liquefied natural gas (LNG) to import terminals in Europe. Most of these shipments come from the

US (26%), followed by Qatar (24%), Russia (20%), Nigeria (14%) and Algeria (11%). LNG comprised

10% of the continent’s energy mix in 2021.



The other reasons for the energy crunch are 

sanctions and counter sanctions 

Since the start of the war in Ukraine in February 2022, the EU and the US have clamped sanctions 

on Russian banks and state-owned enterprises as well as wealthy individuals, government 

officials, and their families. Russia earned $244.2 billion from energy exports in 2021 and is 

expected to pocket $337.5bn in 2022, a 38% increase.  Revenue from oil and gas alone comprised 

45% of Russia’s federal budget. The slew of punitive measures announced by the West is 

reportedly designed to contain Russia’s ability to finance its war effort in Ukraine. The restrictive 

measures passed against Russia include a ban by the EU, since June 2022, on all seaborne imports 

of Russian oil by end of 2022. Similarly, the EU will be a no-go zone for Russia’s petroleum 

products after February 2023. 

Amid geopolitical tensions arising out of the Ukraine conflict, in February 2022, Germany decided 

to idle Nord Stream 2, a pipeline worth $12 billion completed in September 2021. Germany and 

the EU have suspended the regulatory certification required to commence pipeline operations 

that would have doubled the flow of Russian gas straight to Germany. 

Since mid-June 2022, the Nord Stream 1 pipeline has been operating at 40% of its capacity. 

Russia’s Gazprom fully halted gas supplies to Poland and Bulgaria (April 2022) and Netherlands 

(May 2022) for refusing to settle payments in rubles. In late July 2022, the energy giant 

announced it had halted natural gas supplies to Latvia because of contract violations though the 

company’s statement did not elaborate on the same. However, it’s likely that gas shipments were 

suspended because Latvia wouldn’t pay in rubles. 

Russia’s military operation against Ukraine began on February 21, 2022, and two days later G7

countries and the EU sanctioned Russia’s central bank, thus cutting off Moscow from accessing

nearly half of its nearly $640 billion foreign currency reserves, mostly in euros, followed by dollars.

In early March 2022, the Russian currency crashed to lows of 150 to the dollar.

To dull the impact of Western financial sanctions and return the ruble to its pre-war levels, Russian

President Vladimir Putin demanded, on March 31, 2022, that payments for Russian gas by foreign

buyers from “unfriendly” countries be made in rubles instead of other currencies. “Unfriendly” is a

euphemism for countries that have slapped sanctions on Russia. This meant Western buyers must

open ruble accounts in Russian banks for gas purchased from April 1, 2022, and onwards. Else,

foreign buyers would have their existing euro-denominated gas contracts halted and supplies cut.

Amid the subsequent surge of ruble payments, the Russian currency recovered much of the lost

ground and stands at 60.15 to the dollar (August 2022).

Russia Demands Gas Payment in Rubles



On July 25, 2022, Russia’s Gazprom announced it planned to cut the supply further to about 20%

of capacity, sending energy prices soaring in Germany. Russia, for its part, blames the drop-off in

gas flows on restricted pumping capacities of one of two turbines of a compressor station.

Maintenance of imported devices used in the turbine infrastructure was holding up gas pumping,

according to a Kremlin spokesperson. Also, a Siemens turbine sent to Canada for repairs wasn’t

yet back in place possibly due to Western sanctions and was still stranded somewhere in

Germany. However, a German government’s spokesperson dismissed the explanation saying the

reduction of supplies by Gazprom was not linked to any technical reason. Speculation was rife

that Moscow might completely cut off gas supplies to gain political leverage over Europe as the

continent heads into winter.

In view of curtailed gas flows through the key pipeline from Russia on July 26, 2022, energy

ministers of the EU states agreed to cut their natural gas usage by 15% from August 2022 through

March 2023. The gameplan is to save gas and store it in order to stave off a crisis in winter. That

said, if there aren’t enough savings, mandatory cuts would be triggered across the EU. The gas

reduction target is a voluntary one (“legally non-binding recommendation” ), and many

exemptions have been baked into it for Ireland, Cyprus, Malta, Spain, Portugal, and Baltic

states, namely, Estonia, Lithuania, and Latvia.

The island nations of Ireland, Cyprus, and Malta are not interconnected to the EU's gas network

and hence exempted from the gas cut provision. The Baltic states too will be exempted if Russia

were to snap the electricity connections from the Russian grid to the Baltics. Hungary gets 80%

of its gas from Russia, besides more than half of its oil. Not surprisingly, the landlocked central

European state turned out to be the only EU member to oppose the proposal to trim gas

consumption. Czech Republic also depend on Russian oil to the extent of 50%, so pipeline

imports of Moscow’s crude oil and petroleum products to the Czech Republic, Slovakia, and

Hungary fall outside the purview of the EU sanctions. That said, EU member states are

prohibited from transporting, transferring, or selling Russian crude received via pipelines to

other EU states or third countries.

A ban on shipment of Russia’s coal to the EU came into force from August 10, 2022, and it is

reportedly proving effective because some of Russia’s largest thermal coal miners, like Suek JSC,

were struggling to find ships with insurance/reinsurance coverage to lift Russian cargoes. Ports

might bar ships without such cover. The EU/UK sanctions put in place on June 4, 2022 bars EU

companies from providing “technical assistance, brokering services, financing or financial

assistance or any other services” related to crude oil or petroleum products either originating in

Russia or exported from there. This leaves little to no wiggle room for marine insurance

markets, like the 300+ years old Lloyd’s of London synonymous with marine insurance, to write

new insurance cover for any vessel with Russian oil on board! Existing contracts will remain valid

until December 5, 2022. Lloyd’s apart, for years, the insurance and reinsurance markets have

been the preserve of insurers from the EU, the UK, and Switzerland. To skirt around the sanction

and ship its oil around, Moscow is eyeing alternative insurance providers in Russia, China, India,

Kazakhstan, and other less developed markets.



The mind game between the West and Russia continues with no end in sight. On September 2, 

2022, finance ministers of the G7 group of industrialized nations (UK, US, France, Germany, Italy, 

Japan, and Canada) agreed to urgently put a price cap on Russian crude sales. If the proposal goes 

through, Russian oil will sell at a discount from prevailing market prices, but the price ceiling 

would be kept above Russia’s cost of production ($35 per barrel on average). There will be separate 

discounted rates for crude oil and refined petroleum products. Once the price cap comes into 

force, importers of Russian oil in G7 and EU states must stick to it. The champions of this punitive 

measure believe that, with this approach, Russia feels sufficiently incentivized to continue 

exporting oil, rather than suspend supplies altogether. In order to be effective, the proposal would 

require unanimous support from all 27 EU states; officials in France have already sounded caution. 

Amid Western sanctions, Russia’s oil imports to Asia have surged since February 2022, with half of 

all seaborne oil exports now heading toward China and India. While the exact price at which these 

Asian giants are lifting Russian crude is not clear, industry watchers say the commodity is going at a 

discount of $20 a barrel in case of India (September 2022), down from $35 a barrel previously (April 

2022). Since they are already benefiting from discounted Russian crude, it is unlikely that China or 

India will join any US-led effort to cap Russian oil prices unless there is a world-wide consensus 

involving all buyers . Experts opine that the unprecedented price cap proposal, which attempts to 

clamp a differentiated price on an entire country, might even backfire by contracting already 

strained global supplies of the commodity and destabilize the oil market further. In an obvious tit-

for-tat gesture, Moscow said it would simply not supply oil and petroleum products to companies or 

states that impose restrictions. Close on the heels of the price cap proposal, Gazprom announced 

indefinite shut down of the Nord Stream 1 pipeline on September 2, 2022, citing the need to fix 

malfunctions on a key turbine.  Earlier the pipeline was closed for three days starting August 31, 

2022, and gas flows were due to resume just after midnight on September 3, 2022. 

In the first half of 2022, rising energy prices and higher demand have propelled the US to the top

spot among global LNG exporters, whizzing past Qatar and Australia.

US - The US provided 47% of Europe’s LNG exports, followed by Qatar (15%), Russia (14%), Algeria,

Nigeria, and other African states (17%) in the first six months of 2022.

Funnelling LNG supplies to European customers from across the Atlantic won’t be without hiccups

though. A significant amount of US LNG is tied up with non-European nations and breaking free

from such long-term deals is not so easy. Certainly, LNG producers in the US are considering

capacity expansion to bolster exports, but this will have to wait at least until 2024.

There are alternatives to Russian gas. Still there are lots of ifs and buts

Between January and May 2022, 71% of the US LNG exports went to Europe, which translates to

8.2 billion cubic feet (bcf) per day, and, at 12 bcf a day, America’s LNG facilities are maxed out.

The LNG terminal on Quintana Island, near Freeport, Texas, responsible for 2.5 bcf of this

throughput, was shut down after an explosion and associated fire on the morning of June 8, 2022.

The cause of the incident was identified as overpressure and rupture of a part of the LNG transfer

line. Reports say safety issues have spooked the plant since mid-2019. After carrying out all repairs

and securing regulatory clearances, the plant is not expected to return to, at least, 85% capacity

until November 2022 and to full operations until March 2023.



For LNG shipments from Australia’s northwest

continental shelf to reach the UK and Europe,

they must make a rather complex journey that

includes a ship-to-ship cargo transfer in

Malaysia. Notably, Australia hasn’t made a

single LNG shipment to Europe since 2016,

according to Bloomberg. In the past, Europe

has sourced LNG even from Peru on South

America’s Pacific side farther from Europe. But

no such imports have been reported from

Australia in more than half a decade. But as

the energy crisis deepens, Europe and UK are

going to extreme lengths to secure gas

supplies. This is most evident by the fact that,

on August 22, 2022, an LNG tanker was

expected to pull into the LNG terminal on the

Isle of Grain, 30 kms from London, laden with

supplies from Australia.

The Attalos gas tanker reportedly left Malaysia

on July 20, 2022. The UK has limited domestic

storage, so excess gas might be piped to

Europe. In January 2021, Germany's Uniper

expanded an LNG deal with Australia’s

Woodside Petroleum for supply of 1 million

tonnes of the commodity in 2021. Supplies are

expected to double from 2026.

Australia

As in August 2022, Uniper was planning to swap 

Woodside’s LNG for US gas, a move that will reduce 

the transit time by at least 10 days. 

Understandably, shipments from Australia must 

cover long distances, the economics of which is not 

going to be feasible in the longer term. Plus, there 

is huge demand from countries in Asia. Moreover, 

the country’s Competition and Consumer 

Commission has called on gas firms to curb exports 

and increase gas supplies in the domestic market. 

Qatar

Since February 2022, several European states, including Germany, have been actively courting

Qatar as an alternative to Russia for LNG. Qatar has agreed to start shipping gas to Germany, but

not until 2024. Again, the gas shipments to Germany, for instance, will be from the Golden Pass

Liquefaction plant, majority owned by state-run Qatar Energy in Texas’ Gulf Coast.

Qatar has inked long-term contracts for up to fourth fifths of its installed gas capacity. This means,

at best, 10-15% of supplies can be channeled to Europe. Moreover, Germany has pledged to reduce

greenhouse emissions by 80-85% by 2050 from 1990 levels. By 2050, it envisions its electricity

supply system to be 100% renewable energy based. It may not make any eminent economic sense

for Qatar to invest in LNG regasification facilities in Germany if all that Germany needs is a 10-year

LNG deal in view of its renewable goals. Left with no option, Germany plans to charter four

floating storage and regasification units (the so-called FSRUs) – essentially an LNG storage ship

capable of vaporizing liquid LNG and feeding the gas directly into onshore pipeline systems. The

first of these FSRUs is expected to be operational as early as December 2022.



Azerbaijan

In July 2022, as Gazprom tightened the squeeze on gas flows, the EU pivoted to Azerbaijan with a

view to secure supplies in the event of a complete cut-off from Russian gas. Azerbaijan delivered

8.2 bcm to the EU via the Trans-Adriatic Pipeline (TAP) and is reportedly on track to increase

annual deliveries to the EU to at least 20 bcm by 2027. However, this falls way short of the 155

bcm a year that Russia was supplying.

Algeria

In late August 2022, French President Emmanuel Macron was in Algeria ostensibly to ease frayed

ties with its former colony in North Africa. All the same, the energy agenda underlying the visit

was hardly anything subtle. Algeria is the world’s sixth-largest gas exporter and third biggest

supplier of the fuel to Europe, behind Russia and Norway. Algeria’s gas output hit a record 100 bcm

a year in 2021 after about two decades of sluggish output. Half of this gas consumed goes toward

domestic consumption.

The flipside is that Algeria’s hydrocarbon sector has been dogged by underinvestment and pipeline

capacity issues. At long last, in 2019, the country struck a $4 billion deal with France’s

TotalEnergies, Italy’s ENI, and US’s Occidental to rev up the industry. ENI, in which the Italian

government holds more than 30% stake, is particularly keen on increasing the supply of Algerian

gas through the TransMed pipeline by 2023-2024 by up to 9 bcm. However, that goal may not be

easily attainable given that Algeria’s domestic demand is on the rise, not to speak of capacity

shortages and wastages. Interestingly, in a single year, gas wastage in Algeria is reportedly in the

range of 13.5 bcm, which is more than what Italy is planning to buy.

Algeria was sending natural gas to Spain through the Maghreb-Europe pipeline that traverses

Morocco, and this was meeting a little more than 10% of Spain’s natural gas demand. From Spain,

the pipe would connect to the Portuguese grid as well. Alongside, Algeria was meeting another 16%

of Spain’s gas imports via a second pipeline – Medgaz connecting Algeria with Almeria in Southeast

Spain. However, in October 2021, Algeria halted shipment of gas through the first pipeline in the

wake of a diplomatic row with Morocco over the territory of Western Sahara claimed by both

Morocco and the Algeria-backed Polisario Front rebels. Such uncertainties put a question mark on

the reliability of Algerian gas supplies.

Angola, Congo

As per agreements reached in April 2022 with Angola and Congo, Italy will receive an additional 6.5

bcm of gas in 2022, apart from 3 bcm of LNG from Egypt.

Canada

Germany, for instance, has also been toying with the idea of shipping Canadian natural gas to

Europe. Shipping natural gas by pipeline from an export terminal in Western Canada’s gas fields to

a liquefaction terminal on Europe’s Atlantic coast is certainly going to be cost-intensive. Both

terminals in question are yet to be built!



Returning to “dirty coal” in the short-term may not be a bad idea

Western sanctions have sealed off Germany’s access to Russian coal from August 2022, forcing

Berlin to consider bringing its coal-fired power stations back online, at least temporarily. Rebooting

these plants is no walk in the park either. Some of the coal plants were shuttered in mid-2021. In

the interim, some plants were dismantled and sold in parts while others were operated only

intermittently. Shortage of hands is a major hurdle in restarting these plants. Besides, hard coal

needs to be ferried to these sites and volume transportation of the commodity is going to test

already strained rail freight capacity to the limit. Poland plans to increase thermal coal production

in 2022 while prospecting alternative import sources like Colombia, Australia, South Africa, and

Indonesia at higher price points. Australian and Indonesian coal mines outputs are stretched to

capacity and are unlikely to be able to meet extra demands from Europe. Wholesale prices of coal,

including transportation and distribution costs, in Poland hover at $430 per ton (August 2022), a

three-fold jump over 2021.

It’s important to have renewables in place 

before Europe terminates fossil fuels

The EU needs to massively invest in solar, wind power, and other renewables (e.g., hydropower, 

biomass, geothermal) in order to wean itself away from Russian gas in the not-too-long run. Portugal 

has made significant headway in this regard, and it’s certainly doable. The EU commission in May 

2022 proposed a target of 45% renewable electricity by 2030 and switching gears in the direction of 

renewables will cost the bloc an extra $210 billion over the next five years! 

The EU has also set itself the ambitious climate change goal of reducing CO2 emissions by at least 

55% by 2030. EU states hold visions of themselves as a climate-neutral block, the world’s first, by 

2050. Obviously, this uplifting vision for Europe doesn’t sit well with coal, considered the dirtiest of 

all fossil fuels and single biggest threat to global climate. By 2021, 10 EU states had declared 

themselves “coal free.” Germany, Europe’s biggest user of coal, ahead of Poland and France, had 

advanced its deadline for phasing out coal-fired power generation to 2030 from 2038 previously. As 

many as 13 EU states have announced plans to exit coal between 2025 and 2035. Poland stays 

committed to phasing out coal, albeit reluctantly, by 2049, which is way beyond the EU-wide coal 

phase-out announced for 2030! The paradox is that the EU will be unable to get off Russian gas and 

hook on to renewables, all at the same time, without burning coal and some nuclear energy in the 

short term. Therefore, the EU must first confidently settle into renewable energy orbit before 

retiring fossil fuels. 



Indonesia meets up to 67% of coal imports by China, the world’s foremost coal importer, while

Russia supplies another 17%. Both Indonesia and Australia figure among the top five suppliers (along

with South Africa, the US, and Russia) of coal to India, the world’s second largest consumer of coal.

Rising coal prices is acutely felt in India, a nation that derives 70% of energy from coal. Indonesia

banned coal exports fearing domestic shortages and associated power blackouts and there is

speculation that the country might slap more such export bans on mining businesses.

Since July 2021, China had been seeing a sharp decline in electricity generation and, by mid-

September 2021, severe power cuts hit both homes and factories. The power crunch was caused by

tight coal supplies and tough emission standards clamped on coal-fired power plants. In January

2022, China re-evaluated its decision to shut down coal-powered plants and its new work plan on

energy conservation and emission underscores the role of coal in ensuring the country’s energy

stability.

India’s neighbor Pakistan faces an acute LNG shortage, as also Bangladesh, Kazakhstan, Tajikistan,

and Uzbekistan. Since the start of 2022, 71% of the US LNG has been heading to the UK and the EU,

away from Latin America and Asia, previously its top destination. Europe is writing bigger cheques

for the commodity that developing nations, like Brazil and Bangladesh are unable to match. In

many cases, LNG exporters are booking profits by rerouting the commodity to European states after

breaking contracts with poorer countries. The associated penalties are a pittance compared to the

big money LNG producers can make out of crisis-hit Europe.

Energy crisis threatens to spread outside Europe

In view of soaring coal prices and shortages, as on June 29, 2022, the government was reportedly

seeking to lift a 2020 ban on burning the worst types of coal for 60 days.

It's probably time to reopen the issue of nuclear power

German chancellor Olaf Scholz has scotched speculations that Germany might consider prolonging

the life of its three remaining nuclear plants, responsible for 6% of the country’s electric power,

beyond 2022. By contrast, France wants to build 14 new reactors to steer the nation away from

fossil fuels. The country has its sights set on the so-called small modular reactors (SMRs) with a

power capacity of generally 300-megawatt electrical (Mwe) equivalent or less per unit. With only a

third of the generating capacity of traditional reactors, SMRs are touted as compact, capable of

being factory assembled, and easily transportable. Even so, the technology is still very conceptual

and there are competing models in the market. It will take another decade before these get

deployed in real terms. Normally, reactors must slow down or interrupt operations to avoid

overheating rivers with their hot water discharge. The energy crisis in France is so bad that the

French Nuclear Safety Authority (ASN) have waived this provision until September 11, 2022, for five

nuclear plants across the country.



Energy security is too important to be left solely to “market forces”

Clearly, government in Europe will have to augment cash handouts to soften the blow on

households and nationalize or bailout tottering utilities. The bailout check will easily top $200

billion if Russia were to completely cuts off gas supplies. In August 2022, the French parliament

passed a $20.3 billion package to support pension increases, welfare payments, and fuel rebates.

Similarly, the support for households this winter in the UK will take the form of a $470 discount for

all households on energy bills administered by energy suppliers over 6 months until March 2023; a

$760 one-off sum paid in two instalments to the lowest income households numbering 8 million;

$350 one-time payment to more than 8 million pensioner households on top of the annual heating

allowance (“winter fuel allowance”) of $115-340 paid to older people. Earlier in July 2022, the

French state decided to offer $9.85 billions to buy out EDF, Europe’s biggest nuclear power

operator, so the government has enough headroom to tackle the looming energy crisis. The moral

of the story is also that government intervention is essential to restore public confidence in the

functioning of energy utilities in these unusually volatile times and preserve social cohesion amid a

cost-of-living crisis.

Regasification terminals, FSRUs can make 

some difference

Lithuania is banking on Independence, an FSRU that went into service in 2014, which has been

receiving supplies from the US, Norway, Trinidad and Tobago, Equatorial Guinea, Egypt, and

Nigeria. FSRUs can be built in 1-3 years and require fewer permits than land-based LNG terminals.

Work on Estonia's LNG terminal is in progress round the clock at the Paldiski seaport and is

expected to be complete by 2022-end. Meanwhile the Exemplar, an FSRU, with more than 5 bcm

per year of regasification capacity, was heading from Argentina to Europe on August 25, 2022, to

provide LNG regasification services to Finland and Estonia. Since January 2020, a gas

interconnection project has hooked up Estonia with Finland. By mid-2022, another interconnector

will wire Lithuania with Poland. The Iberian Peninsula, which receives LNG from Algeria and

Nigeria boasts around 30% of the EU’s LNG storage and refining capacity and linking this supply

with Central Europe, via France through the Pyrenees, might be a way for many Europeans to stay

warm this winter without being overly dependent on Russian energy.
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