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POLICY DEBATE OF THE HOUR

Andreas Goldthau and Nick Sitter

Whither the Liberal European Union Energy Model?
The Public Policy Consequences of Russia’s

Weaponization of Energy

KEY MESSAGES

B Energy is primarily a private good but also has public

goods characteristics. The EU’s traditional strategy to
cater to the strategic goods element - energy security —
was the liberal market model

The Ukraine crisis has fundamentally put the liberal
model in question. The present EU measures are
deeply interventionist

Renewables are elevated to matters of national interest.
Combined with massive public funds, this accelerates the
clean transition and is likely to put structural breaks
into the incumbent energy system

Going forward, the EU has three options: a return to the
status quo ante (the liberal model); a more robust “public
interest” model accounting for the risk of high political
costs; and a Colbertist model putting the state in charge
of managing markets and the clean transition

The Ukraine crisis highlights each model’s political and
economic trade-offs. Policy priorities and strategies need
to be revisited in light of these trade-offs. This is a
watershed moment in European energy policy

Russia’s invasion of Ukraine on February 24, 2022
brought energy security to the top of the European
Union energy policy agenda. Since the liberalization
of gas and electricity markets in the 1990s, EU energy
policy has been built on three pillars: a competitive
Single European Market, environmental sustainabil-
ity, and energy security. Security took a backseat;
competition came first. In the first half of 2022 the
EU reversed this, with considerable effect. National
and EU-level measures focused on enhancing gas
storage, adding more pipeline gas from Norway and
North Africa and more import of Liquefied Natural
Gas, facilitating new import infrastructure, swapping
gas for other fuels, including coal and renewables,
reducing consumption, and supporting firms and con-
sumers hit by high prices. By September Russian gas
was down to less than 10 percent of EU imports, from
more than 40 percent at the beginning of the year
(Gasworld 2022). Yet, since most of these initiatives
involve significant state intervention, the EU’s ad hoc
measures for surviving an upcoming winter raise im-
portant and more fundamental questions about the

future of EU energy markets.

4 EconPol Forum 6/2022 November Volume23

We argue that the Ukraine crisis is a watershed
moment in European energy policy because two major
shifts are unfolding in the shadow of short-term crisis
management. The first is a paradigm change, from a
liberal to a more interventionist approach to the EU
energy market and international energy trade.! Be-
cause of the national security implication of energy
trade, EU governments are unlikely to relinquish their
newfound role in energy markets in the way that they
wound down state intervention after the financial cri-
sis. The second shift involves the securitization of the
transition to a low-carbon economy. Because renew-
able energy has acquired a role in national security, it
is now subject to a much broader range of policy tools
than merely those of climate policy. This throws up
questions about the EU’s strategic options for dealing
with energy security.

THE LIBERAL EU MODEL: ENSURING ENERGY
SECURITY THROUGH FREE TRADE

The policy measures that the EU and its member
states are working on signal a potential break with
the EU’s established energy strategy. In public policy
terms, energy is primarily a private good. Oil, gas,
coal, or electrons are rival and excludable in consump-
tion. In Europe, the production, trade, and pricing
of such goods is therefore largely left to the market.
Yet, energy also has public goods characteristics, in
the sense that it includes elements that are non-ri-
val and non-excludable. Inelastic supply, wide price
swings, bottlenecks in shipping, and other cases of
market failure may put in question the reliable supply
of energy at affordable prices. Because the latter is
important both for industry and society, it warrants
careful policy design, notably in regions that rely on
imports for most of their energy needs, such as the
EU. The fact that energy security also has national
security consequences makes energy a strategic good.
Disputes over energy cause conflict and energy rev-
enues sustain conflict, but more importantly, a re-
duction in energy supply can be used as a tool for
political influence or as a means of inflicting harm
on an opponent’s economy.

The EU dealt with this strategic goods element
with a liberal approach to energy markets. This was
a deliberate choice. The principal idea was to create

! Paradigms are understood as the dominant economic, social, or
technological model. For a discussion of policy paradigms in energy,
see Goldthau (2012).



a vast and integrated market that was attractive for
international suppliers to ensure competitive pric-
ing. Beginning in the 1990s, the EU adopted a series
of “energy packages” that liberalized the gas and
power sectors, broke up national monopolies, and
integrated formerly balkanized European markets. A
determined pro-market push in EU energy regulation
- the software, as former EU Energy Commissioner
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creased energy trade with Russia
fit a long-term strategy of draw-
ing Moscow towards the liberal
West through globalization and
interdependence.
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THE SHIFT IN ENERGY REGULA-
TION: FROM MARKET TO PLAN
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Maro$ Sefcovi¢ put it - ensured price competition be-
tween different sources of gas supply, including from
Russia, Norway, Algeria, and global LNG. Inside the

The Ukraine war caused a fun-
damental change in European

EU, third-party access to pipelines and unbundling
of operation and ownership in infrastructure funda-
mentally changed the energy industry. The European
Commission even forced amendments to existing gas
contracts that included territorial restrictions in re-
sale to further promote intra-European gas-on-gas
competition.

The hardware component included infrastructure

perspectives on energy security.
Against the backdrop of supply
shortages, the specter of gas ra-
tioning and skyrocketing whole-
sale prices -with TTF futures
hovering around EUR 200 per
MWh for a good part of 2023 -
the crucial question is whether

the Institute for Advanced Sus-
tainability Studies.

ick Sitter

measures to ensure the free flow of gas (and elec-
tricity) across borders. The Commission supported
interconnectors and other strategic pipeline projects
to a limited extent by funding, but more importantly
by facilitating the planning process and through stra-

the liberal gas market model is a
fair-weather phenomenon. Does
it deliver only under the condition
of a buyers’ market, unfit to cope
with structural shortage?

is Professor of Public Policy at
the CEU, Professor of Political
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tegic signaling by labeling them 'Projects of Common
Interests'. The hardware component of the Single Eu-
ropean Energy Market became even more important
after the 2009 gas crisis and the 2014 annexation of
Crimea, with a focus on improving reverse-flow gas
pipeline capacity so that Eastern member states could
be supplied from the West.

The liberal approach did not always adhere to
textbook principles of pro-market regulation. As some
observers argued, the Commission sometimes used
the regulatory toolbox in a strategic way, notably by
stopping the Russia-sponsored South Stream pipeline
and when it extended the Security of Supply Directive
to import pipelines (Goldthau and Sitter 2020 and
2015). Moreover, some EU countries showed little ap-
petite to let go of their prerogatives in the domestic
energy industry. This delayed or prevented strategi-
cally important cross-border infrastructure projects,
such as the Bulgaria-Greece-Hungary interconnector
or the MidCap pipeline linking Spain and France. In
addition, gas storage remained a weak spot.

Overall, however, the liberal model delivered
what was intended: gas prices came down. Even long-
term contract prices converged across the bloc. This in
turn shifted the economic rent from producers to con-
sumers (Stern and Rogers 2017). What is more, Russia
lost the ability to charge different prices to various
European consumers. In terms of the public goods
element of energy, the model catered to the aim of
having choice in terms of sources, and affordability in
terms of prices. In security terms, it was based on the
idea that Russia could not afford to put its oil and gas
sales to Europe at risk by interrupting supplies, since
fossil fuel pre-crisis sales made up some 45 percent
of the Russian state budget (IEA 2022). Moreover, in-

Addressing pressing pricing
and supply challenges, European
governments opted for bold in-
terventions in gas and electricity markets. The most
important examples include Germany nationalizing
UNIPER, France EDF, and the Netherlands and the
UK pondering similar measures. EU leaders started
facilitating gas deals around the world, including in
Norway, Algeria, Qatar, and the US. In the German
case, the government ended up paying some EUR 3
billion out of tax money for LNG cargos. The Commis-
sion suggested joint gas purchases, which, after the
Council agreed, yielded the EU Gas Platform, which is
now suggested to become the legally required vehicle
to procure at least 15 percent of the 2023 storage
needs. In addition, discussions on price caps on gas
are gaining speed. Most member states have taken
measures to shield households and industry from the
impact of unprecedented price levels.

These steps may turn out to be temporary pub-
lic policy responses to a severe crisis. However, they
could also signal a fundamental shift in the energy
policy paradigm, from market (back) to plan. The
specter of a EU monopsony in gas purchase, a lim-
ited role of trading hubs in delivering price signals,
and a flurry of gas diplomacy challenge fundamental
building blocks of the liberal model. On September
21, in her State of the European Union Speech, Eu-
ropean Commission President Ursula von der Leyen
emphasized the need to “keep working to lower gas
prices,” called for “a more representative benchmark”
than TTF, and declared that “The current electricity
market design - based on merit order- is not doing
justice to consumers anymore” (Von der Leyen 2022).
With this, the President of the European Commission
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effectively questioned the very principles that had
driven three decades of energy liberalization.

THE SHIFT IN ENERGY TRANSITION:
FROM MARKET TO SECURITY

The second fundamental shift brought about by the
Ukraine war relates to decarbonization. EU climate
policy is primarily driven by regulation (such as the
Renewable Energy Directive), by mandated targets
(e.g. related to CO, emissions or renewable energy),
and by subsidies (such as feed-in tariffs). These are
here to stay, but targets have become much more
ambitious since the Russian invasion.

For example, Germany now set the goal of 80 per-
cent renewables in power generation by 2030 (Clean-
ergywire 2022), whereas the UK aims for “home-grown
power” to achieve net zero by 2035 (HM Department
for Business 2022). The Netherlands is to double off-
shore wind capacity by 2030 (Reuters 2022c), while
Italy is eying “several tens of gigawatts of offshore
wind power” (RFI 2022). Belgium, Denmark, Sweden,
and Germany have unveiled plans to effectively turn
the North Sea into a green power plant, aiming for 150
gigawatts in wind capacity by 2050 (Reuters 2022a).
In addition to supply-side measures, structural de-
mand destruction is hitting both oil and gas markets,
as the EU agreed to phase out internal combustion
engine vehicles by 2035, as governments aim to ret-
rofit residential housing and heating systems to move
them away from gas and energy-intensive industry
is relocating.

Moreover, the EU and its member states have mo-
bilized massive public funds in support. The EU’s RE-
PowerEU plan is set to unlock EUR 210 billion in funds
towards clean energy investment (S&P Global 2022).
Germany alone pledged more than EUR 200 billion
for industrial decarbonization (Reuters 2022b), with
similar measures being taken in other EU countries,
including France (Euractiv 2022a). To be sure, supply
chain bottlenecks, shortages in skilled personnel, and
notoriously protracted planning processes still pose
challenges, and not all of the pledged funds are in
fact “new” money.

The new dynamics of the green transition is that
decarbonization has been securitized. In German fi-
nance minister Christian Lindner’s words, in the con-
text of Russia’s war against Ukraine renewables rep-
resent “freedom energy” (Euractiv 2022b). This has
been widely echoed in European political circles and
lies at the heart of the REPowerEU plan. This changes
the way in which renewables are perceived, and how
they are treated. It elevates them from the climate
domain to the security domain. Renewable energy
is no longer merely a long-term matter of saving the
planet or achieving cost competitiveness with fossil
fuels. Now, it is imperative for the national interest.
In international relations terms, European energy has
become - or more correctly, it is once again - a matter
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of “high politics” (Hoffmann 1966). Securitizing re-
newables enables extraordinary measures: additional
public funding, flexibility on state-aid rules, as well
as clear decisions on trade-offs between, for exam-
ple, environmental protection and a fast ramp-up of
offshore wind farms.

The effects of elevating the clean energy transi-
tion to a matter of national security will unfold in the
longer term. Short-term measures could become the
structural breaks in the energy industry that are nec-
essary to decarbonize on a large scale. This is likely
to shift European energy trade, both in terms of share
of imports in the energy balance and in terms of the
type of energy resources imported. Natural gas will be
sourced in the shape of LNG, rather than from pipe-
lines. This might require long-term contracts. Clean
liquids from newly emerging energy partners such as
Canada and North Africa could replace some of fossil
imports. In short, the Ukraine war may well put the
EU green energy transition on steroids.

POLICY CONCLUSIONS: FUTURE PERSPECTIVES
AND STRATEGIC OPTIONS

The measures that the EU and its member states are
putting into place to meet the challenges raised by
Russia’s invasion of Ukraine and weaponization of en-
ergy have been developed at break-neck speed. The
core short-term challenges are to ensure sufficient
supply of energy for the coming winter, manage the
social and economic consequences of high prices, and
maintain political unity in the face of Moscow’s ag-
gression. But whatever the outcome of Russia’s war
in Ukraine - be it victory, loss, a frozen conflict, or
even escalation - these policy choices will have sig-
nificant long-term consequences. How this plays out
will depend on which goals are prioritized: price, resil-
ience, or security. The EU faces three scenarios, each
of which is also a strategic option for EU energy policy.

The first scenario is a return to the pre-crisis lib-
eral EU energy regime. This means prioritizing price
and accepting the risks of high-cost energy crises in
the future. A change of regime in Russia is arguably
a precondition for such a strategy. This could reverse
the structural changes in demand away from gas to
other fuels and restore the idea of gas as bridge fuel
for the green transition. The main advantage of this
scenario is tough gas-on-gas competition benefiting
the EU again, if low-cost pipeline gas from Russia
comes back. However, as the present crisis drives
home, it has important drawbacks both in terms of
security and political economy. It does not price in the
political risk and leaves the EU vulnerable to Russian
weaponization of energy in the future. Moreover, it
leaves many EU firms stuck with the long-term, high
priced energy deals they are striking with LNG suppli-
ers this year, raising doubts over the economic validity
of such a scenario for a key sector in the European
economy. Finally, the return to the status quo ante



becomes more unlikely the longer the crisis continues,
as governments, firms, and households are taking
measures with lasting effect.

The second scenario centers on building a more
robust regime, which prices in the negative external-
ities (political and environmental) associated with a
liberal market model. This scenario puts the public
interest first, defined as prioritizing resilience. The
economic costs are significantly higher than in the
liberal scenario, but they are known and involve less
exposure to risk. Costs stem from improving storage,
enhancing LNG import facilities, and interconnecting
national markets in the short term, and accelerating
the structural demand-shift away from gas to renew-
ables in the medium term. It features long-term con-
tracts with non-Russian external gas suppliers, which
in turn may require protecting high-cost importers
from competition from cheap Russian gas. The advan-
tage of this scenario lies in combining market compe-
tition with risk management, both in terms of security
and the energy transition. But it involves social and
economic costs, as energy prices affect industry, the
labor market, and the cost of living.

The third scenario, and strategic option, assigns
the state a bigger role in the energy economy. Here,
energy security is the priority. It goes hand in hand
with a fast green transition that is not just managed,
but actively steered, by governments. It requires the
EU to abandon its somewhat unique liberal approach
to energy and makes it join much of the other import-
ing blocs in treating oil and gas first and foremost as
strategic goods. Competition is no longer the principal
instrument for ensuring supply security. In this sce-
nario, EU member states promote national champions
or European champions: firms that are big enough
to play a dominant role on world markets, and ro-
bust enough to make long-term deals and hedge risks
though their sheer size and ability to trade in volumes
that shape international prices. At home this means
a more Colbertist approach to trade, distribution, in-
frastructure, and storage: state ownership and more
comprehensive EU regulation across the board. As a
corollary, market competition may play a reduced role
in setting prices and promoting renewable energy. The
costs and benefits associated with this scenario go in
the same direction as in the second scenario but are
bigger in magnitude: both the short-term costs and
long-term benefits are higher.

The EU is at a crossroads. The policy choices that
are made in the coming months to meet urgent chal-
lenges have long-term implications. Both short-term
policy options and long-term strategies are contested
at the time of writing (October 2022). Yet one thing is
almost certain: The EU’s era of low gas prices is over.
A model that has served the EUs economy for some 20
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Figure 1
The EU’s Strategic Options in Energy Policy
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Source: Authors’ compilation. © ifo Institute

years has most likely come to an end. And so has the
liberal paradigm that served as its blueprint.
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