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Did the  
European Union  
Dodge the  
Energy Bullet?

Twenty-two expert analysts offer their views.

Will the European Union avoid recession despite 
higher energy prices? If so, how will they 
have done it? Top oil and energy trader Pierre 

Andurand argues that the European Union has weaned 
itself off Russian natural gas. Is this a permanent 
situation? Is Russian President Vladimir Putin, therefore, 
in the process of losing the energy war?

A  S Y M P O S I U M  O F  V I E W S
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Germany seems to 

be on the losing side 

of the energy war.

EWALD NOWOTNY
Former Governor, Oesterreichische Nationalbank, and former 
Member of the Governing Council, European Central Bank

Recently, European gas prices fell below the €50 per 
megawatt-hour level, but prices remain elevated 
compared with historical levels. In addition, there 

remains a high degree of uncertainty concerning gas de-
liveries from Russia, which still account for about 25 per-
cent of gas imports in the European Union, with substan-
tial differences across the member countries. Contrary to 
pessimistic predictions, no gas shortages have occurred in 
Europe, due to strong growth in the supply of non-Russian 
natural gas, lower energy consumption in Europe, and 
lower energy demand in China as a result of the Covid-19 
pandemic. Ironically, global warming—the reason behind 
the unusually mild winter—has also been helpful. While 
the euro area economy is not expected to enter a recession, 
growth will be very weak at 0.9 percent in 2023 and 1.5 
percent in 2024.

Inflation has been going down, but is still expected 
to be at 5.6 percent in 2023 and—optimistically—2.5 
percent in 2024 according to EU Commission forecasts. 
Cost inflation, especially via energy prices, plays a stron-
ger role in the euro area than in the United States. So for 
the European Central Bank, a restrictive monetary policy 
stance is warranted, with a higher intensity and over a lon-
ger period of time than for the Fed.

All in all, Russia’s President Vladimir Putin will be on 
the losing side of the energy war, while U.S., Norwegian, 
Arab, and North African suppliers may be expected to 
be on the winning side. Europe will remain an energy 
importer for the foreseeable future and will therefore be 
negatively affected. Some countries are expected to be hit 
especially hard, among them Germany, Europe’s largest 
economy. Beginning in 2020, Germany—probably pre-
maturely—opted for a fast exit from nuclear power and 
coal for electricity production. In fact, a key aspect of the 
now-defunct Nord Stream 2 pipeline would have been 
to transport gas needed to substitute these “problematic” 
sources of energy. While green energy and energy savings 
are growing in importance, they cannot by far provide 

enough reliable energy for a highly industrialized country 
like Germany.

So now the traditional and highly success-
ful export-driven German business model, based on 
high-quality engineering but also on cheap energy from 
Russia, will need to undergo substantial changes. Export 
dynamics are threatened by the slowing down of glo-
balization and rising uncertainty about China. With no 
reliable long-term energy supply available for strategic 
energy-intensive industries and with rising (relative) en-
ergy prices, substantial parts of Germany’s industry may 
dramatically increase investment abroad. The potential ef-
fects of the U.S. Inflation Reduction Act may add to this 
development. The danger of deindustrialization is a con-
cern for many European countries, but most pronounced 
for Germany. So Germany seems to be on the losing side 
of the energy war.

Europe needs  

to prepare to 

withstand an energy 

market “bomb” 

explosion in its 

natural gas market.

JOHN M. DEUTCH
Emeritus Institute Professor, Massachusetts Institute of 
Technology, and former Director, Central Intelligence 
Agency, former Deputy Secretary of Defense, and former 
Undersecretary of the U.S. Department of Energy

A mild winter, aggressive efforts to stockpile natural 
gas, and a 60 percent increase in LNG imports com-
pared to 2021 have allowed Europe to dodge an “en-

ergy bullet.” But the Russia-Ukraine war, the destruction 
of the Nord Stream 1 pipeline, and Europe’s—especially 
Germany’s—determination not to import Russian natural 
gas in the future leave Europe extremely vulnerable in the 
international natural gas marketplace, which will be un-
dergoing massive restructuring during the next five years. 

There are many uncertainties, but some trends are 
clear. Russia will pivot its natural gas exports to the Asia-
Pacific region which is expected to be the dominant driver 
of global demand. Russian natural gas exports to China 
by the Siberian natural gas pipeline, already on the rise, 
will likely be accompanied by an even greater unwelcome 
strengthening of their political relationship. 
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Europe will be short of natural gas for the foreseeable 
future, and inevitably Europe will be in competition with 
Asia for global natural gas supply. The increase in global 
demand will be accompanied by higher natural gas prices, 
presenting Europe with unpleasant possibilities: A shift 
back to coal and nuclear to provide electricity and heat? 
The relocation of large international industrial firms that 
settled in Europe to take advantage of low-cost Russian 
gas to other parts of the world where natural gas is more 
plentiful and supply more reliable? A concern that the 
United States will not be a reliable supplier of liquefied 
natural gas to Europe at favorable prices going forward? 
This disquiet is heightened by the highly protectionist 
$369 billion 2022 U.S. Inflation Reduction Act, which 
infuriated Europe. It demonstrates that the United States, 
with strong bipartisan domestic encouragement, is pre-
pared to put American jobs and welfare first at the expense 
of its trading partners. 

Europe needs to prepare not for dodging an energy 
market “bullet” but to withstand an energy market “bomb” 
explosion in its natural gas market that will require much 
adjustment and a significant increase in the cost of home 
heating, electricity, and industry operations, and an un-
favorable trade balance. Absent an unlikely return of 
Russian gas to Europe, the situation will not improve until 
Europe formulates and implements a new long-term ener-
gy plan bringing in some new natural gas supply by tanker 
or transmission pipe.

Repeating this 

European 

accomplishment  

will be much  

more difficult.

MOHAMED A. EL-ERIAN 
President, Queens’ College, Cambridge University, and 
Professor, Wharton School, University of Pennsylvania

Through a combination of skill and good luck, Europe 
has managed its energy crisis in a manner that re-
duced the probability and severity of a recession in 

2023. That is very good news indeed. But it is not the 
whole story.

Less good is the need to repeat the accomplish-
ment this year. Even more consequential for longer-term 

economic and social well-being, the region needs to 
evolve its economic management both to re-anchor finan-
cial stability and to generate higher, more inclusive, and 
more sustainable growth.

Smart inventory management and favorable weather 
were key to Europe’s ability to reduce the immediate dam-
age from disruptions to energy supplies. Delivering again 
this achievement in the context of prospects for even low-
er energy supply from Russia requires continued efforts to 
diversify sources and reduce energy intensity.

This needs to be part of a comprehensive revamp of 
the region’s growth model centered on the green transi-
tion, as well as continued efforts to reduce inflation and 
limit financial volatility. There is also more room to use 
behavioral-based measures, including several nudge tech-
niques, to have more efficient demand management do 
some of the heavy policy lifting.

This is an important and urgent policy challenge. 
Failing to meet it in a timely and decisive manner risks 
undermining growth potential, fueling persistent inflation, 
increasing financial fragmentation pressures, and accentu-
ating socio-economic pressures.

Rather than just continue in a crisis manage-
ment mindset, Europe should also use the 2022 energy 
shock as a catalyst to come closer together to deepen 
pro-productivity measures, improve green infrastructure, 
expand public-private partnerships, strengthen safety nets, 
and better align fiscal policy. This would only be possible 
in the context of greater policy integration. 

The reality is that, 

even if Putin loses 

the current energy 

war, there’s another 

one coming.

DEBORAH GORDON
Senior Fellow, Watson Institute for International and 
Public Affairs, Brown University, Senior Principal, Climate 
Intelligence Program, RMI, and author, No Standard Oil: 
Managing Abundant Petroleum in a Warming World (Oxford 
University Press, 2022)

The North Sea cannot supply the European conti-
nent with clean, ample energy. This has been a fact 
for generations. But instead of leading the world in 
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a wholesale energy transition, the European Union has 
remained largely dependent on imported crude oil, natu-
ral gas, and petroleum products. This move has enriched 
Russia’s war machine and positioned the European Union 
to take the energy bullet. Now the European Union is fac-
ing high energy prices and staring down the barrel of a 
recession.

However, the real price of fossil fuel energy is a lot 
higher than what Europeans are shelling out to heat their 
homes and fuel their cars. The indirect energy costs for na-
tional security, migration influx, public health, and climate 
disasters are taking a big toll. Tipping the EU economy 
into a recession just adds one more hazard. Whether the 
damage is permanent—or not—should be less concern-
ing than if the European Union’s energy situation remains 
volatile. Constantly changing fortunes can be even more 
politically and socially disruptive.

Weaning itself off Russian oil and gas may be a nec-
essary EU play, but it’s not nearly enough. The European 
Union can dodge repeated energy bullets if its citizens are 
willing to pay more upfront for clean, secure supplies. The 
real question is whether EU politicians can convince the 
public that, while a durable energy transition will be chal-
lenging, it is worth the cost.

The recently passed U.S. Inflation Reduction Act is 
a good place to start. It is stocked with financial incen-
tives that can transform America into a renewable elec-
tricity supplier at home despite its abundance of oil and 
gas riches. Add to that a fee on methane leakage, which 
is aimed at preventing wasted gas throughout the energy 
supply chain. 

Weaning a highly integrated fossil fuel economy 
off historic fossil fuel energy sources will not be easy 
or cheap. It must be tackled with painstaking precision 
that no country has yet mastered. There will always be 
a regional or global supplier willing to lower the price to 
keep oil and gas flowing to bolster demand. The European 
Union needs the smartest economists, entrepreneurial 
engineers, and honest politicians to permanently resolve 
its energy problem. Because the reality is that, even if 
Russian President Vladimir Putin loses the current energy 
war, there’s another one coming if the European Union 
doesn’t durably back down from its dependence on im-
ported oil and gas.

There might be long-

term pain to come.

SEBASTIAN DULLIEN
Research Director, Macroeconomic Policy Institute

The European economies have weathered the end of 
Russian energy deliveries much better than feared. 
According to latest data, the European Union as a 

whole is likely to avert a recession in early 2023, and 
growth is set to accelerate somewhat later this year. This 
contrasts with forecasts from last fall which had seen a 
pinching, even if not severe recession, over the winter.

Unfortunately, this does not yet mean Russian 
President Vladimir Putin has “lost the energy war,” as 
some have claimed. First, we have not yet seen the end 
of the energy crisis. Europe has weathered the stop of 
Russian energy deliveries relatively well because of a 
combination of good policies and good luck. Europeans 
benefited from the fact that Putin allowed natural gas to 
flow over the summer so that storages could be filled to 
the brim by fall. They also got lucky that the winter was 
extremely mild by historical comparison, helping to save 
energy. Their governments managed to procure liquefied 
natural gas quickly, and passed huge relief packages.

While this has helped to cushion the short-term blow 
and to prevent outright natural gas rationing, there still 
might be long-term pain to come. Energy, which has al-
ready been more expensive on the European continent 
than in the United States over the past decade or so, is set 
to become yet more costly. Energy-intensive manufactur-
ing will increasingly be induced to relocate to the United 
States. As part of this sector is crucial for supply chains 
and well-paid jobs, this will be painful for Europe.

Second, for determining a “winner” in a war, you need 
to compare gains and losses on both sides. And Russia has 
also been hurt much less by the energy war than some had 
hoped. Different from forecasts around the middle of last 
year, Russia’s economy only contracted slightly, and it is 
unclear how much of the contraction is actually due to the 
fall in energy exports and how much is due to other sanc-
tions such as being cut off from the international payment 
system SWIFT or not being able to procure key industrial 
components anymore. The continuing surplus in Russia’s 
current account balance hints that revenue might not be 
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the binding constraint for Russia’s economy despite the 
halt of energy deliveries to Europe.

So even if the battle on the energy front so far has gone 
better for Europe than feared, it is not clear how much it will 
contribute to finally winning the conflict with Russia. 

The European 

Union was fortunate 

and brave.

THOMAS MAYER 
Founding Director, Flossbach von Storch Research Institute, 
and former Chief Economist, Deutsche Bank Group

“Fortune favors the brave“ is an old Latin saying. In 
avoiding a recession caused by an energy crunch, 
the European Union has been both fortunate and 

brave. Fortune brought a mild winter that helped to reduce 
the costs of heating. But fortune was complemented by 
the prowess of consumers, enterprises, and politicians. In 
response to skyrocketing energy prices last fall, consum-
ers reduced energy consumption. Home thermostats were 
lowered and driving on the famous German “Autobahnen” 
suddenly felt as if everyone had switched to U.S.-style 
slow motion. Entrepreneurs kicked into action, making 
the construction of LNG terminals on Germany’s coast 
possible at lightning speed compared to normal circum-
stances. And politicians of the Green Party swallowed 
(some of) their ideology, securing LNG deliveries from 
the United States and the Middle East as well as firing up 
coal-fueled energy production. As a result, their pigheaded 
rejection of nuclear power, which leads to the shutdown of 
Germany’s last remaining nuclear power plants at the end 
of March, almost faded into the background. 

Does this mean that Europe’s energy problems are 
solved? By no means. Cheap and plentiful gas from Russia 
was a cornerstone of Germany’s “Green Transformation” 
policy. Without it, either green transformation Germany-
style has to end, or Germany will face massive deindustri-
alization, making the entire European Union poorer. 

To foreign observers, the solution may seem obvious: 
Back-up the transformation to renewable energy with the 
expansion of nuclear power to secure reliable, affordable, 
and environment-friendly electricity production. 

But to the Green ideologues in Germany, nuclear pow-
er is anathema. They would rather risk energy rationing 
and deindustrialization than a return to nuclear power 
generation. Their willingness to increase coal-fueled en-
ergy production while shutting down nuclear power plants 
proves that the German green movement has its roots not 
in the environmental movement but in the anti-nuclear 
campaign of the late 1960s. 

Consequently, for the European Union to dodge the 
energy bullet, German voters would have to see off Green 
ideology. Since this ideology has penetrated also the larg-
er political parties, a further reality shock is probably 
needed to engineer another bitterly needed Zeitenwende 
in this area.

We still see no serious 
effort to align the eurozone 
with a better coordinated, 
if not fully integrated, 
member-state fiscal policy. 
That’s the real political 
problem overlaying and 
defining the economic one.

ADAM GARFINKLE
Member of the editorial boards of American Purpose and 
Cosmopolitan Globalist

I’d like to make two brief observations.
First, whether or to what extent the European 

Union can avoid an energy-price-driven recession or 
not, the effort we’ve seen during the past year is indica-
tive of a changed geopolitical calculus and sense of verve 
in Europe. This is perhaps the best evidence that, howev-
er slow and wobbly it sometimes seems in the moment, 
the Zeitenwende is real. Can anyone imagine EU leaders, 
German ones in particular, doing anything like this in the 
absence of massive Russian strategic stupidity and despite 
continuing U.S. strategic leadership activism?

Second, whatever we see occur in narrow econom-
ic terms in the European Union over the next six to nine 
months, we still see no serious effort to align the euro-
zone with a better coordinated, if not fully integrated, 
member-state fiscal policy. That’s the real political prob-
lem overlaying and defining the economic one, and the 
one that will once again cause a splaying out of what 
economic trouble there may be between member-states 
like Germany and the Netherlands on the one hand, and 
member-states like Greece and Italy on the other.
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European energy 
dependency on Russia 
is bound to remain 
very low or close to nil 
even in case of a 
peaceful resolution  
of the conflict.

LORENZO BINI SMAGHI
Chairman of the Board, Société Générale, and former 
Member of the Executive Board, European Central Bank

The European Union has substantially reduced its de-
pendency on Russian energy, but has not yet become 
completely independent, especially concerning gas. 
This has been achieved in 2022–2023 through a com-

bination of reduced consumption thanks to a relatively mild 
winter, a diversification of supply from other gas exporters 
(such as Algeria) and the construction of GNL terminals to 
import liquified gas, and the continued development of re-
newables. It is still unclear whether this trend can be contin-
ued in 2023–2024 at the same pace. This will depend on the 
weather conditions, the availability of other supply sources, 
and the continuation of substitution with other energies. 
The economic conditions in other parts of the world econo-
my, such as China, could play an important role, by putting 
additional pressure on its energy demand and making the 
transition more costly for the European economy. 

Over the medium term, however, European energy 
dependency on Russia is bound to fall drastically and to 
remain very low or close to nil even in case of a peaceful 
resolution of the conflict. The lesson from the war and the 
sanctions is that energy security and diversification of sup-
ply is an important component of a sustainable European 
energy policy.

The EU economy was able to absorb the energy shock, 
possibly avoiding a sharp recession, due to several fac-
tors. The first is the resort to the savings accumulated by 
households during the pandemic, which have been used to 
compensate for the lower purchasing power. Wages have 
not increased in line with inflation, maintaining the com-
petitiveness of European exports, in particular in the man-
ufacturing sector. The depreciation of the euro also favored 
the exports of services, in particular tourism. Finally, most 
European countries adopted fiscal measures to compensate 
households and companies for the higher energy prices, 
which translated into higher budget deficits. Finally, the 
hoarding of labor during the pandemic maintained a tight 
labor market with improving employment that contributed 
toward supporting aggregate demand.

It appears as  

if Russian President 

Vladimir Putin  

is losing the  

energy war.

ANDERS ÅSLUND
Senior Fellow, Stockholm Free World Forum, and author, 
Russia’s Crony Capitalism: The Path from Market Economy to 
Kleptocracy (2019)

The European Union appears to have won the energy 
war with Russia. Paradoxically, the worst situation 
occurred in August 2022, when natural gas prices 

were several times higher than they had ever been. The 
main cause was an extreme hoarding of natural gas to fill 
all storages before the winter, while Russia minimized 
its piped gas supplies. Because of high oil and gas pric-
es, Russia’s exports of goods and services reached a new 
height of $620 billion in 2022 to compare with a low of 
$382 billion in 2020 (Bank of Finland data). 

By the end of 2022, the European market price of nat-
ural gas had plummeted by more than 80 percent, which 
was still high but tolerable. The causes of the decline were 
many. Various European countries, notably Germany, had 
concluded new supply orders of LNG from the United 
States and Qatar. Norway has increased its deliveries of 
piped gas, especially through a new pipeline to Poland 
through the Baltic Sea. Italy has secured more gas from 
Algeria and Azerbaijan. Energy savings have been im-
pressive, since Europe has high energy prices because of 
high taxes. In particular, energy-intensive industries, such 
as aluminum and fertilizer production, reduced their pro-
duction. Furthermore, global warming provided Europe 
with another uncommonly warm winter.

Nor should we worry about the next winter. Europe’s 
LNG supplies will be ever greater, and interconnections 
in Europe will further improve as the Iberian Peninsula 
gets larger pipelines to France. In recent years, the de-
velopment of solar and wind energy has slowed down in 
Europe because of popular resistance against new instal-
lations, which is now likely to wane. The proliferation of 
carbon taxes will further stimulate energy saving. Ukraine 
possesses vast undeveloped gas fields that can be devel-
oped under a new European energy policy. Ukraine can 
also provide green hydrogen. 

At the end of 2022, almost all Western countries 
stopped buying oil and gas from Russia, and Russia has no 
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alternative customer for most of the gas. The Western front 
is almost united. The single exception is Hungary, whose 
Prime Minister Viktor Orbán has insisted on being exclud-
ed. In December, the collective West imposed a price cap 
for Russian oil. So far, it seems to work as planned. Russia 
can only charge about $50 per barrel, while the Brent oil 
price is more than $80 per barrel, and Russia continues its 
sales of oil to China, India, and Turkey at these reduced 
prices, so there is no shortage of oil. As a result, Russia’s 
export revenues may fall by as much as one-quarter in 
comparison with last year’s record revenues.

The Western sanctions regime is not watertight, but 
it appears as if Russian President Vladimir Putin is losing 
the energy war.

The European Union 
has turned out to be 
significantly tougher 
than many had 
feared—or hoped, 
depending on their 
point of view.

NICOLAS VÉRON
Senior Fellow, Bruegel, and Senior Fellow, Peterson 
Institute for International Economics

The European Union appears to have severed its ad-
diction to Russian oil and gas for good, even though 
that took about a year during which Russia still made 

a lot of money from it. As estimated by Ben McWilliams 
at Bruegel, in a baseline scenario the European Union 
will import only €30 billion of hydrocarbons from Russia 
in the twelve months following the first anniversary of 
Russia’s invasion, as opposed to about €140 billion during 
the war’s twelve first months. This is a remarkable EU suc-
cess, and a striking failure for Russian President Vladimir 
Putin who thought he had critical leverage on it from his 
weaponization of energy dependency. Furthermore, it is 
only one of several instances in which the European Union 
has turned out to be significantly tougher than many had 
feared—or hoped, depending on their point of view. 

The European Union has been widely viewed as a 
peacetime construct. Indeed, its very purpose, in the vision 
of its founders, has been to make war in Europe impossi-
ble—on which it has been entirely successful, namely none 
of its member states have ever fought each other after join-
ing the bloc, but for non-violent negotiations in nondescript 

conference rooms. It should not be forgotten, however, that 
the European Union was created by war veterans, starting 
with Jean Monnet who made much of his career from ra-
tionalizing war logistics in both World War I and World 
War II. The European Union is not, of course, at war with 
Russia. But it is actively helping Ukraine to defend itself. 
The European Peace Facility, established in 2021 ahead of 
the invasion, has contributed significantly to the provision 
of weapons to Ukraine’s fighters. Frictions between the 
European Union and NATO, sometimes portrayed in the 
past as rival projects, have all but evaporated in the new war-
time context. Even though one EU member state, Hungary, 
has embraced Russia’s propaganda on a number of issues, it 
has not prevented the European Union from reaching unan-
imous positions when that mattered, not least on sanctions. 

Many developments since February 24, 2022, have 
run counter to predictions that Russia would be able to 
divide and rule. The German “traffic light” coalition has 
survived the differences generated by massively divergent 
legacies in terms of its constituent parties’ relationship to 
Russia. In Italy, a newly elected far-right–led government 
has been, if anything, more steadfast in its rejection of 
Russian influence than its predecessors. After more than 
a year, there is no clear indication of “war fatigue” in 
European public opinion’s support to the Ukrainian cause, 
even after the hardships of the energy crisis in 2022. 

The European Union should certainly not be compla-
cent. On energy, it was helped by the last season’s mild 
weather. More broadly, its resilience will be further tested, 
including by the likely challenges of its own enlargement 
to include Ukraine and Moldova. Even so, it has revealed 
itself to be remarkably strong. 

Europe’s decoupling 

from Russian energy is 

unlikely to reverse,  

but Russia maintains 

leverage over Europe’s 

gas and food supply and 

poses a persistent risk.

FILIPA JORGE
Principal, The Scowcroft Group

The European Union’s energy and economic out-
look is deeply connected to the conflict in Ukraine 
and global geopolitical dynamics. Despite Russia’s 

weaponization of energy and the added pressure the 
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energy crisis is placing on EU post-covid recovery, the 
bloc has defied expectations in its support for Kyiv and 
its ability to withstand economic pain. It has imposed 
harsh sanctions against Russia and supplied Ukraine 
with vital humanitarian, financial, and military assis-
tance. Importantly, it has linked its energy security to 
weaning itself off Russian oil and gas, a trajectory that 
is most likely irreversible even if Russian President 
Vladimir Putin steps down.

Counter to fears of a severe recession and energy 
rationing, the European Commission recently increased 
the bloc’s 2023 projected growth rate from 0.3 percent in 
November to 0.8 percent, and inflation is set to decline 
to 6.4 percent from 9.2 percent last year. In the euro-
zone, growth is forecast to be 0.9 percent (up from 0.3 
percent) and inflation to drop from a record 10.6 percent 
last October to 5.6 percent in 2023 and 2.5 percent the 
following year, closer to the European Central Bank’s 2 
percent annual target. Key factors contributing to the more 
positive forecast include a mild winter, diversification of 
oil and gas suppliers (the European Union managed to fill 
its gas storage capacity to 95 percent last year), continu-
ation of some Russian gas exports (roughly 15 percent of 
Europe’s natural gas still comes from Russia, down from 
40–50 percent prior to the war), faster than anticipated ex-
pansion of renewable energy, coordinated power savings, 
and lower gas prices. If a contraction occurs, analysts ex-
pect it to be less severe than anticipated. 

The economic outlook is, however, fragile and masks 
conditions in individual member states that may yet ex-
perience a downturn and/or persistently high inflation. 
Growth could, for instance, be shattered by Moscow’s pol-
icies, notably if it completely cuts off Europe from energy 
exports (there is no easy replacement for the critical share 
of gas it still delivers to Europe) and walks away from the 
grain deal with Ukraine. These two actions would exac-
erbate food and energy price inflation, with far-reaching 
effects on how societies, businesses, and governments 
respond to the cost-of-living crisis. Other factors such as 
central bank interest rate hikes, higher borrowing costs, 
and slow growth also cloud the horizon. 

On the energy front, colder weather this spring may 
deplete gas storage stocks for the 2023–2024 winter that 
will be more challenging to replace as China’s reopening 
drives global growth and increases demand for energy 
worldwide. Investments in renewables will take time to 
materialize, while the continued use of coal and nuclear 
energy as a stop-gap to oil and gas is unsustainable due 
to environmental and technical constraints. And while the 
latest version of the European Union’s Green New Deal 
reinforces the desire to accelerate the energy transition, 
the European Union seems to have traded dependence on 
Russia with vulnerability to China’s supply chains, name-
ly electric vehicle battery materials and solar. Though 

Beijing wants a “full reset” of ties with the European 
Union, its close relationship with Russia and deepening 
tension with the United States places the European Union 
in a risky position. 

Consequently, one should view the European Union’s 
economic outlook with cautious optimism. Europe’s de-
coupling from Russian energy is unlikely to reverse, but 
Russia maintains leverage over Europe’s gas and food 
supply and poses a persistent risk to the bloc. 

Gas is now even cheaper 

than before the Russian 

aggression one year 

ago. Its use across the 

European Union has 

been reduced by almost 

20 percent.

KLAUS F. ZIMMERMANN
Professor Emeritus, Bonn University, President, Global Labor 
Organization, and former President, German Institute for 
Economic Research

After one year of the Russian war of aggression on 
Ukraine, Europe was expected to face a significant 
recession caused by the massive economic sanctions 

the Western world, in particular the European Union, has 
undertaken. Recession fears were fueled by a perceived 
energy shortage, sticky high prices, and rising interest 
rates. Dependence of the European countries on Russian 
energy has been a major instrument in Putin’s aggressive 
strategy against the West.

However, the damage both in Europe and in Russia 
seems to be much smaller than expected, and even more 
moderate than predicted for the latter. Sanctions work only 
partially due to a lack of global cooperation and market 
adjustments. Policy measures to support consumers and 
companies are moderating impacts. And Europe substan-
tially reduced energy dependency from Russia (if not fully 
as in Germany since January 2023) and hence dodged the 
energy bullet. 

Energy transformation had been already before the 
war a major objective of European, in particular German, 
politics. The immense pressure is therefore welcome to 
entertain the requested substantial societal and econom-
ic changes with much more force than would have been 
possible otherwise. Studies suggest that the potential for 
renewable energies in Europe is high enough to achieve 
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electricity self-sufficiency on the continental level in the 
mid-term future. 

Therefore, it is a critical transition period that has 
to be managed. The conditions are not so bad: Rationing 
energy was not necessary and remains very unlikely. 
After a mild winter, gas is now even cheaper than before 
the Russian aggression one year ago. Its use across the 
European Union has been reduced by almost 20 percent 
since last August. Europe’s largest gas supplier is now 
Norway. LNG terminals are increasingly in place.

Consequently, business cycle expectations of firms 
and consumers are optimistic, the latter encouraged by 
a robust labor market and very low unemployment rates. 
Internationally supplied preliminary products are again 
sufficiently available to companies. Households are still 
sitting on high pandemic savings, although mostly held in 
illiquid assets. 

The challenge, in particular in Germany, is labor 
shortages across all skill levels, despite the highest em-
ployment Europe has ever seen. Climate measures, en-
ergy transition, direct support of Ukraine with military 
weapons and equipment, and the support for and the 
economic integration of large numbers of Ukrainian ref-
ugees create demand for European goods and services 
and provide innovation incentives. The planned higher 
military public budgets across countries will contribute 
to this. 

European governments are able and willing to sup-
port change with more efficient policies. The need to in-
tegrate the emerging economies of the world into global 
energy transition and climate change solutions provides 
further perspectives. These are all good chances for recov-
ery and growth. 

The European economy 

did not tank because of 

this combination of 

income support from 

governments and the 

relatively smooth working 

of the price mechanism.

DANIEL GROS
Director, Centre for European Policy Studies

When in the summer of 2022 Gazprom essential-
ly stopped deliveries of natural gas to Europe, 
it seemed that soon the lights would go out and 

that, come winter, freezing consumers would force their 
governments to beg Russia for more gas. At the end of the 
winter, the situation is completely different. Prices have 
come down to less than a fifth from their panic levels of 
the previous summer, the European economy is resisting, 
and storage levels are at record highs for this period of 
the year.

Russia’s energy war against Europe has followed the 
pattern of Russia’s invasion of Ukraine: a rapid advance 
at the beginning, followed by retreats when the invading 
forces were over-stretched, resulting in a stalemate and a 
war of attrition.

Putin (and many European policymakers) underesti-
mated the power of market forces. As gas prices rose to 
dizzying heights (the price on the major European ex-
change peaked at thirty times the level of 2020), users 
rushed to cut back on consumption and find alternatives. 

Industry reacted first because industrial consumers 
have to face increases in wholesale prices immediately. 
Retail consumers are usually protected from rapid price 
increases through longer-term contracts. But the unlike-
ly few whose contracts ended were in for a price shock, 
with energy bills multiplying and threatening to require a 
large part of their salaries. However, governments stepped 
in to provide households with income support. This sup-
port was often not well-targeted, but it was instrumental in 
keeping social peace.

Skyrocketing prices fueled demand for price caps and 
the blanket protection of households and industry. The 
European Commission officially supported these demands 
for price “mitigation” to protect consumers. However, a 
coalition of good sense, composed mainly of the technical 
expert staff of the Commission and more market-minded 
(mainly northern) countries, mounted a successful de-
fense so that the EU “price cap” agreed in December was 
set so high that it is now meaningless. 

The result of the political bargaining was that the 
price mechanism was allowed to work in most countries. 
The EU targets of reducing gas consumption by 15 per-
cent were met not because of measures by the European 
Union or national governments, but because both re-
tail and industrial consumers found new ways of saving 
on gas as they faced much higher prices. A mild winter 
helped, but many studies show that because of behavioral 
changes, European gas demand would have fallen even 
with the average of past temperatures.

The European economy did not tank because of this 
combination of income support from governments and the 
relatively smooth working of the price mechanism.

The energy war is not yet totally won because prices 
for natural gas, while lower than shortly before the war, 
still remain high by historical levels, saddling European 
consumers with higher energy bills and European industry 
with higher costs. But the present level of prices is high 
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enough to induce further savings by households and force 
European industry to switch to more high value-added, 
less energy-intensive products. If this process is allowed 
to continue to operate, and the green transition towards 
renewables accelerates, Europe will emerge as a winner in 
the long run as well.

Putin lost  

the gas war.

MAREK DABROWSKI
Non-Resident Fellow, Bruegel, and Fellow,  
CASE - Center for Social and Economic Research

Indeed, most European economies experience stagfla-
tion. The inflation in the European Union exceeded 10 
percent in the second half of 2022, while the quarterly 

GDP growth rate went down to zero in the fourth quarter. 
Macroeconomic forecasts for the first half of 2023 do not 
look rosy either. 

European economies are paying now for past poli-
cy mistakes—slow structural and institutional reforms 
and expansionary monetary and fiscal policies. During 
the global (2007–2009) and European (2010–2013) fi-
nancial crises and the Covid-19 crisis (2020–2021), var-
ious forms of fiscal stimulus were applied, which led to 
an increase in the euro area’s gross public debt-to-GDP 
ratio of 30 percentage points of GDP between 2007 and 
2021 (from 66 percent to 96 percent of GDP). Only a few 
countries (Ireland, Germany, and Malta) managed to de-
crease their relative debt burdens in the inter-crisis period 
of 2014–2019. 

Monetary policy also was extremely lax with the 
subsequent rounds of asset purchasing programs that led 
to an almost seven-fold increase in the European Central 
Bank’s total assets, a substantial part of which consists of 
government bonds (similar to the U.S. Federal Reserve). 
In the beginning, the increase in the monetary base was 
counterbalanced by a decreasing money multiplier and 
money velocity due to tighter financial regulations. 
When the Covid-19–related restrictions were relaxed 
in 2021, economic recovery combined with substantial 
monetary and debt overhangs led to the inflationary 

explosion. Unfortunately, policymakers in Europe and 
elsewhere downplayed the inflation risk for too long. It 
was too late for a soft landing when they woke up in the 
first half of 2022. 

The energy price shock generated by the post-
covid global recovery, Gazprom’s manipulation of the 
European natural gas market in 2021, the Russian inva-
sion of Ukraine, and the Western sanctions and Russian 
counter-sanctions only added to the inflationary pres-
sures, which were present well before. Remember that the 
previous periods of high energy prices (2007–2008 and 
2014–2015) did not cause inflationary consequences in 
advanced economies due to their more robust macroeco-
nomic fundamentals. 

Fortunately, at the beginning of 2023, the energy 
shock in Europe is essentially over. Energy prices are de-
creasing, and the economy has not experienced natural 
gas shortages. Putin lost the gas war against Europe and 
the European gas market for good. However, overcoming 
stagflation remains an urgent task for policymakers in 
Europe and other advanced economies. They should avoid 
measures that only add to inflationary pressures, such as 
energy subsidies, but do not help to decrease energy inten-
sity and fossil fuel dependence. 

The European 

Union acted 

brilliantly.

PHILIP K. VERLEGER, JR. 
President, PKVerleger LLC

Multinational oil companies and oil-exporting coun-
tries have held the global economy hostage for 
fifty years. In 2022, the European Union exposed 

this economic treachery. The EU countries have avoid-
ed recession despite a record rise in natural gas prices. 
Furthermore, moving more rapidly to renewables now 
than planned a year ago will make the European Union’s 
economy stronger and greener.

Energy market disruptions are an annoyance for 
those attempting to manage the global economy, pro-
mote fiscal growth, and address income disparity. In the 
past, OPEC ministers and the CEOs of multinational oil 
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companies have won political and economic concessions 
from the world’s richest nations by threatening recession 
or worse if their demands were not met. The European 
Union’s uncharacteristic response to Russia’s cutoff 
of natural gas supplies shows that such threats can be 
nullified. 

Russian President Vladimir Putin allegedly wrote a 
Ph.D. thesis in 1997 for the St. Petersburg Mining Institute. 
In it, he explained that Russia’s return to economic power 
would be based on the nation’s oil, gas, and critical miner-
als resources. Rather than caving to the Russian leader, the 
European Union counterattacked by introducing its “Fit 
for 55” program on Bastille Day in 2021.

When Russia limited its natural gas exports to the 
European Union, leaving the region’s inventories low for 
the coming winter, prices rose to record levels, as Moscow 
no doubt expected. It did not anticipate the Europe’s re-
sponse, though.

The reaction was brilliant. For decades, those of us 
who have spent our lives writing on the energy market 
have understood that fossil fuel producers wielded mas-
sive leverage with economic policymakers. Key political 
and policy decisionmakers would genuflect to oil firm 
executives and oil ministers from exporting countries be-
cause they feared the economic consequences of price in-
creases. This time, however, there was no groveling.

Instead of bowing to the energy sector, EU officials 
applied the lessons learned from the Covid-19 crisis, 
where governments appropriated large sums to offset 
the economic damage suffered by consumers and firms. 
Germany’s relief expenditures totaled more than 2 per-
cent of its GDP. Governments also implemented buf-
fers to moderate the impact of high prices on the most 
vulnerable.

Other extraordinary efforts were made to compensate 
for the loss of Russian gas. Facilities to receive and pro-
cess LNG, which normally take years to construct, were 
brought online in twelve months. As a temporary measure, 
some mothballed coal-fired power plants were restarted. 

While all this was going on, the European Union and 
member governments accelerated their energy transition 
efforts. As The Economist editors noted, “The fuel squeeze 
has turbocharged clean-energy policy in the world’s big-
gest economies.” The change may bring forward fossil 
fuel’s demise by ten years. 

The European Union’s green transformation will 
boost economic growth there over the next decade as envi-
ronmentally related investment activity intensifies. In ad-
dition, the European Union’s Carbon Border Adjustment 
Mechanism will partially insulate EU industries from hav-
ing to compete with high-polluting offshore rivals and in-
cent other nations to also speed their move off fossil fuels. 
Ultimately, the European Union won the energy war that 
Putin began.

Independence from 

Russian energy 

sources still comes  

at tangible financial 

and democratic cost.

GARY KLEIMAN
Senior Partner, Kleiman International Consultants

The European Bank for Reconstruction and 
Development in its latest forecast underscored that 
frontline Eastern Europe and Baltic states will be in 

recession this year with still-steep energy costs from par-
tial Russia replacement, and outright stagflation as 15–25 
percent inflation rates from 2022 only gradually improve. 

The influx of four million Ukrainian refugees into 
these emerging market regions has contributed to previ-
ous wage pressure from labor shortages, while their arrival 
also spikes property and household good costs. Poland has 
taken in 1.5 million refugees, and spent billions of euros 
from its budget on accommodation and social allowances 
that it will phase out over the coming months as refugees 
themselves absorb the bill, and it continues to divert mon-
ey to polluting coal as its main power source. 

The Czech Republic is second with 500,000 refu-
gees and was first to register output contraction, while 
Hungary has kept its full Russia supply in a special ar-
rangement flouting EU sanctions. Lithuania and Baltic 
neighbors have diversified into nuclear in recent years, 
but reactor integrity doubts and political clashes over its 
place on the green renewables spectrum stymie lasting 
backstop resort. 

Western Europe is on track for 1–2 percent growth 
which will keep the European Central Bank in hiking 
mode according to its meeting signals. But lead countries 
have turned to questionable, unsavory geopolitical suppli-
ers which raise the same questions as Moscow did orig-
inally. Italy and Algeria have struck deals through their 
respective energy giants to expand pipeline delivery, with 
the windfall providing the ossified state economy with a 
fat $50 billion foreign reserves cushion. 

Algerian President Abdelmadjid Tebboune has seized 
on the sudden status to promote membership in the ad-
vanced emerging markets BRICS group, and expanded 
social spending to buy off popular discontent through a 
monthly jobless benefit. France’s President Emmanuel 
Macron has turned to Algiers and away from Morocco in 
a diplomatic shift driven by natural resource prospects, 
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with the trade-off the growing militarization threat from 
rupture along the border over Western Sahara control. 

Azerbaijan under President Ilham Aliyev’s authori-
tarian rule inked a pact directly with Brussels, and at the 
same time it ramped up hostility in the Karabakh enclave 
against next-door Armenia. Infrastructure and banking 
were cut off under a blockade, with all schools and most 
hospitals closed as the European Union refrained from di-
rect intervention with its parallel agenda. 

Germany’s top officials for their part visited Senegal 
to hail a new hydrocarbon partnership coming on line this 
year, which could also set the stage for President Macky 
Sall to ram through a constitution overhaul for a third-
term bid. Opposition parties eroded the government ma-
jority in recent elections, and a prominent leader has been 
accused of sexual assault and detained, setting off protests 
of a possible spurious charge as dirty campaign tactics 
presage next year’s presidential contest. 

These complications highlight that independence 
from Russian energy sources still comes at tangible finan-
cial and democratic cost despite notable strides, essential-
ly unthinkable pre-war in such a short timeframe. 

It looks as if Russian 

President Vladimir 

Putin is losing  

the energy war.

MARINA V. N. WHITMAN 
Professor of Business Administration and Public Policy 
Emerita, University of Michigan, former member of the 
President’s Council of Economic Advisors, and former Chief 
Economist and Group Vice President, General Motors

For the moment, it looks as if the European Union 
has dodged the energy bullet. It will avoid recession 
due to higher energy prices as gas prices continue 

to fall—the European Union has considerably overshot 
its planned reduction of gas prices—and global oil pric-
es appear to be holding steady. Russian supplies of gas 
to Europe have fallen substantially, and a recent ban on 
Russian oil coming in by sea doesn’t seem to have created 
disruption. There is good reason to believe that these con-
ditions will prevail for the foreseeable future, since there 
are no signs at the moment of warming relations between 

Russia and the European Union. Also, Europe has taken a 
number of steps to reduce its total demand for gas, at least 
some of which are likely to become permanent.

It doesn’t appear that increased Russian gas exports, 
mainly to China as well as to India and Turkey, will 
fully compensate. In that sense, it looks as if Russian 
President Vladimir Putin is losing the energy war, that 
he cannot increase his global position by holding oth-
er countries hostage to his decisions about how much 
natural gas to export and to whom. Assuming that is the 
case, one more effort can be added to the strategies by 
which Putin has tried, and generally failed, to enhance 
his global standing. 

Whether this situation will continue to prevail de-
pends, of course, on a number of unknowables. Will 
global temperatures be colder next winter? Will China, 
having freed itself of covid restrictions, become more 
energy-hungry? Will Europe emulate the United States in 
providing significant incentives for investments in clean 
energy? And these are just the “known unknowns.” What 
unknown ones lie in store? 

One thing is clear: 
after the end of 
Putin’s war of 
aggression, an 
international aid 
program will be 
indispensable.

JOSEF BRAML
European Director, Trilateral Commission

Energy weapons are double-edged swords—and could 
undercut transatlantic unity and the reconstruction of 
Ukraine. 
Above all, with the sanctions against Russian oil and 

gas supplies, the West is trying to weaken the Russian 
war economy. The sanctions will hurt Russia in the me-
dium and long run, to be sure. But without really chang-
ing Vladimir Putin’s war behavior today, Europe’s econ-
omies have been harming themselves and undermining 
the economic resources needed to finance Ukraine’s 
reconstruction.

The costs of the Ukraine war are rising, while the 
Covid-19 pandemic and the energy crisis have been lim-
iting the fiscal space of many supporting countries. The 
result is likely to be a transatlantic conflict. The escalating 
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U.S. government deficit and the imminent increase in the 
debt ceiling have a high price—which the Europeans will 
have to pay in the reconstruction of Ukraine.

Currently, the United States is once again experi-
encing a bitter dispute over raising the debt ceiling. The 
hard core of Republican fiscal conservatives will use the 
looming “fiscal abyss” to massively cut spending planned 
by Democratic President Joe Biden and the Democratic-
controlled Senate—not least for Ukraine aid. Already 
during the election campaign, the Republican leader in the 
House of Representatives, Kevin McCarthy (R-CA), had 
threatened to issue Kyiv “no more blank checks.” But this 
increases the financial pressure on Europe.

With a view to Ukraine’s support against Russia’s in-
vasion, the U.S. demand for “fair burden-sharing” is like-
ly to become louder and louder. Now that the Americans 
have provided most of the military aid to Kyiv, it is be-
coming clear that the Europeans will have to finance 
the lion’s share of economic and reconstruction aid for 
Ukraine. The rebuilding of the devastated country is likely 
to cost more than the $350 billion previously estimated by 
the European Commission—and, contrary to what parts 
of the EU bureaucracy believe, these costs cannot be paid 
for by confiscated assets of Russian oligarchs.

So what to expect? In addition to the current €750 
billion Covid-19 aid package, the European Union 
could be forced to take on joint debt on a larger scale 
for Ukraine’s economic and investment program. Such 
an approach, however, would be highly controversial 
within the European Union. The U.S. demand for “fair 
burden-sharing” is therefore likely to bring the divisive 
fungus into the European Union and put a heavy strain on 
the transatlantic relationship.

In addition, there is another aspect: statements by 
Chinese leaders indicate that the People’s Republic, one of 
Ukraine’s largest economic partners, also wants to support 
the reconstruction of the country with massive loan aid. 
This would suit the European Union, if only to conserve 
its own financial resources. Beijing’s strategy of simulta-
neously improving Sino-European relations by providing 
aid to Ukraine therefore has a chance of success.

Such a development would be a thorn in Washington’s 
side. In the rivalry with Beijing, the United States sees the 
decisive geopolitical conflict of the twenty-first century. 
Easing tensions in Sino-European relations thus amounts 
to growing tensions in transatlantic relations, another 
breaking point in the Western alliance.

The European Union would be well advised to en-
dure these tensions and take on more security and eco-
nomic responsibility for itself and its neighbors. One thing 
is clear: after the end of Putin’s war of aggression, an in-
ternational aid program will be indispensable, if only to 
give the millions of Ukrainians who have fled the prospect 
of returning to their tormented country.

The most salutary 
effect of Europe’s oil 
shock could be a new 
focus on innovation, a 
DARPA-e for the 
European Union.

LYRIC HUGHES HALE 
Editor-in-Chief, EconVue, Host, The Hale Report podcast, 
and Director of Research, Hale Strategic

A year ago, oil prices were predicted to rise and per-
haps double as Europe was cut off from Russian 
energy supplies due to the war in Ukraine. In fact, 

global oil prices were soft in 2022, most likely because 
there was a concerted effort by NATO allies to keep ener-
gy flowing while ensuring that Russia was not enriched by 
a spike in oil prices. This cushioned the effect on Europe, 
as did a mild winter, and so the price hikes and shortages 
that had been widely feared did not materialize and reces-
sion was avoided. 

How were these goldilocks sanctions engineered? 
In addition to European conservation measures, there 
were multiple channels. The United States mobilized its 
Strategic Petroleum Reserve (which helped with domes-
tic politics), and Israel became an oil exporter for the 
first time, sending crude oil material to Europe from its 
offshore Karish gas field. China offered inadvertent assis-
tance by maintaining zero-covid past its due date until the 
end of last year. Lowered Chinese demand filtered through 
to its numerous trading partners as well. 

The shift away from Russian energy by its first-world 
customers was triggered by a geopolitical event, not per-
sistent macroeconomic forces. It is just over twelve months 
since the beginning of the Ukraine war. Will Europe main-
tain a permanent aversion to Russian suppliers, or will de-
mand snap back as soon as peace is declared? 

Transition from carbon to solar, wind, or nuclear en-
ergy, if that is the goal, cannot be accomplished quickly. 
It will require decades of planning and huge long-term in-
vestments. High oil prices fuel investment in alternatives 
and energy-efficient carbon fuel; low oil prices do not. 
So ironically, the current lid on energy prices could slow 
down this process while providing temporary relief for a 
wartime economy. 

There are risks to the current strategy. If the war con-
tinues or spreads throughout the region, Europe’s luck 
could run out. Prices for gasoline, electricity, and natural 
gas are already higher there than elsewhere in the world. 
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Should they trend higher still, it will have a negative im-
pact on European competitiveness. 

Eventually, through defeat, exhaustion, or escalation, 
the conflict will end, and the energy-intensive process 
of rebuilding will begin. The question is, will Europe, 
NATO, or perhaps China in its new role as peacemak-
er lead a Marshall Plan for Ukraine? The answer could 
shift the balance of power in Europe. In an increasing-
ly debt-laden world, where will the money come from? 
Current estimates for the reconstruction of Ukraine are as 
high as $1.1 trillion.

The modern world is built on energy; we even have 
a new currency that runs on it. The most salutary effect of 
Europe’s oil shock could be a new focus on innovation, a 
DARPA-e for the European Union. Longer term, the price 
of energy is headed for permanent decline due to slipping 
demand and technological advances. Although essential, 
energy is not the only factor in Europe’s economic future. 
If growth in the region continues to slow, blame leadership 
and demographics, not the price at the pump. 

It is hard to  

imagine Europeans 

yielding to Russian 

energy blackmail.

DALIBOR ROHAC
Senior Fellow, American Enterprise Institute

Two propositions might be simultaneously true. First, 
the European Union’s macroeconomic outlook re-
mains fragile, whether or not the continent avoids a 

recession this year. Second, it is difficult to see most EU 
countries returning to any form of business as usual with 
Russia, especially in the field of energy. At least for now, 
Russian President Vladimir Putin is indeed losing his en-
ergy war.

No one should be under any illusions about Europe’s 
economic vulnerabilities. The projected growth rate of 0.8 
percent this year, and 1.6 percent in 2024, hinges on the 
expectation of no further adverse shocks. With chronically 
slow productivity growth and large debt burdens across 
much of the eurozone, it would not take much to trig-
ger a financial calamity that the European Central Bank 
might not be in a position to address adequately. As the 

ECB faces the imperative of maintaining its credibility by 
bringing inflation down, it is in a different position from 
the early 2010s when it was able to expand its balance 
sheets and provide a helping hand to struggling economies 
on the periphery.

Yet many of these structural challenges were present 
already at the time of the initial energy shock engendered 
by Russia’s aggression. Still, Europeans have managed 
extraordinarily rapid and, in some instances, irreversible 
changes (such as Nord Stream’s destruction) to their en-
ergy supply infrastructure. Since October, for example, 
Germany has stopped importing Russian natural gas 
altogether. 

Both the building of new LNG terminals on hith-
erto unseen timescales and the European Union’s com-
mitment to decarbonization are helping to move the 
continent away from Russian sources. Thanks to a mild 
winter, Europe’s available gas reserves remain at com-
fortably high levels and energy prices are slowly com-
ing back to pre-war levels. Even if the winter of 2023 
is harsher, it is hard to imagine Europeans yielding to 
Russian energy blackmail, especially after they’ve borne 
most of the adjustment costs. 

If Europeans have made meaningful strides to wean 
themselves off Russian energy sources, the pro-Ukrainian 
coalition has been less successful in stopping Russian en-
ergy exports to other parts of the world, albeit at steep dis-
counts. As a result, Moscow has not been fully deprived 
of one important component of its war-making machine: a 
stream of foreign exchange revenue.

For Europeans themselves, Russia’s war against 
Ukraine, the fraying of the global trading system, and 
looming concerns over China raise the question about 
the long-term sustainability of its economic model—
particularly in Germany, where manufacturing has relied 
on cheap energy and a benign global trading environment.

The European Union’s ambitious climate agenda, 
furthermore, can serve as a double-edged sword. On the 
one hand, the move away from Russian hydrocarbons 
has been oftentimes framed as being an integral part of 
European Union’s decarbonization, even though in the 
short term cutting Russian natural gas has meant increased 
coal consumption in, say, Germany. On the other hand, for 
a sustainable move away from Russian energy and toward 
clean, non-carbon sources, it is important that the latter be 
abundant, cheap, and secure. 

In contrast, forcing immature, expensive technolo-
gies on Europeans under an artificially accelerated time-
table simply to meet a specific emissions-reduction goal 
remains a risky proposition, almost begging for a populist 
backlash—perhaps the only imaginable avenue for Russia 
to return to the game as a supplier of energy for Europe. 
Europe’s climate-conscious policymakers ought to tread 
carefully.
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Europe has  

proved all the 

doomsayers wrong.

HOLGER SCHMIEDING
Chief Economist, Berenberg

Once again, Europe is proving all doomsayers 
wrong. Russian President Vladimir Putin’s attempt 
to blackmail Europe into submission has failed. 

Instead, the continent has weaned itself off its depen-
dence on Russian energy at an amazing speed. As a re-
sult, gas prices have corrected to around €50 per MWh 
and the risk of energy shortages has evaporated. With 
record employment and fiscal shortfalls miles below the 
U.S. level, the eurozone is on course for a solid econom-
ic rebound after a winter stagnation.

In the face of massive negative supply shocks, Europe 
has once again demonstrated its flexibility and resilience. 
For example, eurozone GDP continued to expand above its 
roughly 1.4 percent trend pace until mid-2022 despite the 
start of the war in February and the Shanghai harbor lock-
downs in spring 2022. Only when Putin started to close 
the Nord Stream 1 gas pipeline from June onwards did 
the economy start to wobble. Gas prices surged to around 
€340 per MWh in late August as Europe tried to replenish 
its gas reserves at any price ahead of the approaching cold 
season. Coupled with a fear of gas shortages, this set the 
stage for a sharp economic correction. 

However, the European response to Putin has 
worked. Although Russia’s share in EU gas imports has 
fallen from 45 percent to a mere 9 percent, the European 
Union looks set to end the current heating season with 
gas storage at more than 55 percent of capacity. That 
would be 30 percentage points higher than a year ago. 
From such a comfortable starting position, and with on-
going investments into energy efficiency, it would take 
a highly unlikely combination of Arctic weather, re-
duced energy savings, and much lower gas imports from 
non-Russian sources to raise a serious gas shortage risk 
for the next winter.

Heavily exposed Germany is paying the price for its 
past policy mistakes with a modest winter recession. But 
Berlin has reacted. While mild weather has helped, it has 
not played the major role. Even adjusted for temperature 
effects, Germany is using roughly 18 percent less gas than 

usual this winter. Some of the savings have been achieved 
the hard way, namely by shutting down gas-intensive lines 
of production. German chemicals output fell 29 percent 
year-over-year in December. However, other sectors man-
aged to churn out more at the same time, limiting the de-
cline in overall German output (including chemicals) to a 
mere 2.8 percent. 

We see this accelerated structural change as a harbin-
ger of the future. The eurozone will likely lose some 1–2 
percent of its industrial capacity to the United States and 
North Africa/the Middle East for good. But at the same 
time, less energy-intensive sectors are taking up the baton. 
The undervalued euro provides a near-term buffer. More 
importantly, still-elevated fossil fuel prices are triggering 
a wave of innovations and—in some cases—a removal of 
legal obstacles to investment. Helped by the ingenuity of 
its engineers, Europe looks set to become a world leader 
in energy efficiency. In the age of climate change, it will 
be able to sell its energy innovations and solutions profit-
ably around the world for decades to come. 

It’s too soon to tell—

we are only in 

rounds one and 

maybe two of a long 

boxing match.

DAN MAHAFFEE
Senior Vice President and Director of Policy, Center for the 
Study of the Presidency & Congress 

The question asking whether the European Union has 
dodged the energy bullet presumes that this is some-
thing like a Wild West gunfight, when in fact it is like 

a long boxing match—and we are only through rounds one 
or maybe two. While the European Union has done much 
to avoid the immediate energy shock, there are questions 
about the sustainability of the approach, the next-order ef-
fects in not only energy and economic matters, but also se-
curity and geopolitics, the effect on Europe’s competitive-
ness, and the future of the U.S. transatlantic relationship. 

Europe has avoided the worst through a range of mea-
sures from energy conservation to support for consumers. 
The worst-case scenarios have been avoided through rapid 
responses, identification of alternative sources, mild weath-
er (next winter, Mother Nature may not be so cooperative), 
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and a largely graduated approach to the worst of the energy 
cut-offs. How long the Europeans can continue these poli-
cies tests both political will and fiscal prudence. 

If Europe is now shifting its energy sources from 
Russia to the Middle East and North Africa, new geopo-
litical vulnerabilities are introduced. As the United States 
increasingly focuses on the Indo-Pacific, will Europe 
shoulder more of the military burden for securing energy 
production and transport from these regions? 

At the same time, the effort to support an old ener-
gy economy will increasingly conflict with economic and 
political efforts to decarbonize. Already this is bringing 
Brussels and Washington into a war of words over the 
Inflation Reduction Act’s green energy credits and subsi-
dies. Both the United States and China are moving ahead 
with a range of green energy policies, aiming for greater 
efficiency with existing industries and support for green 
technologies’ commercial adoption. 

This will have carry-on effects for competitiveness 
as well. Take, for example, the decision by the chemical 

giant BASF to reduce production in Germany in favor 
of China, citing the former’s high energy costs and the 
economic prospects of the latter. If European industry de-
camps abroad, the perceived energy savings will mask the 
loss of vital industries—and the new vulnerabilities that 
result.

For U.S. policymakers, it is important that the ener-
gy and economic aspects of the transatlantic relationship 
receive as much attention as the military and security 
ones. For U.S. policymakers, this means better coordina-
tion with Europe on a range of energy matters—starting 
with near-term efforts to get more North American energy 
to Europe, while also looking to cooperate on the green 
transition.

Therefore, this is probably an unsatisfying answer 
of “too soon to tell.” Still, starting to answer some of the 
questions identified above and planning for those chal-
lenges improves the prospect. Many are already looking 
to next winter. While the worst has been avoided in the 
early rounds, the match is far from over.  u
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