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“Two roads diverged in a yellow wood, 
And sorry I could not travel both” 
 —Robert Frost (“The Road Not Taken”) 
 

Precis 
 
Spiking energy prices and the impact of the Russia-Ukraine war on global energy markets 
highlight the centrality of energy to our modern economy. Any political leader who is seen 
as failing to deliver affordable, reliable energy to their constituents will not survive in office 
long enough to successfully tackle climate change. But the evidence shows that society and 
policymakers don’t need to approach this as an “either-or” proposition. Instead, it is 
essential to acknowledge the reality of the energy system today, even as we rapidly work to 
change it. The current crisis gives us an opportunity to have a more realistic conversation 
about the role of energy in our lives and the need for change. The European Union’s (EU) 
failure to integrate climate policy and energy security/affordability in the past is now 
forcing leaders to consider ways to address both simultaneously. The US so far emphasizes 
these objectives separately (and often in ways that make them appear in conflict with each 
other), although there are early indications that this approach may be changing. In order to 
set the stage for a successful energy transition, it is crucial that our leaders acknowledge the 
need for a framework that drives a rapid transition while also providing the secure, 
affordable energy society needs today. 
 

Introduction 
 
The dramatic increase in global energy prices seems to present policymakers with a  
stark choice: 

1) Double down on aggressive climate policies to reduce dependence on fossil 
fuels; or  

2) Put climate policy on the back-burner and admit that we need greater fossil 
energy investment. 

 
Which road should the world take? Recent events prove that neither will lead to a 
satisfactory outcome. The world needs affordable, reliable and secure fossil fuels today and 
to dramatically reduce emissions (or more precisely, stop the growth of atmospheric 
concentrations of greenhouse gases).  
 
How do we thread the needle? While both roads have vocal constituencies, policymakers 
should consider blazing their own trail to foster increased fossil fuel investment and 
accelerated energy transition policies. These two objectives are not mutually exclusive. 
Indeed, economic and political realities—as demonstrated by recent developments—
indicate that climate policy cannot succeed without simultaneously ensuring adequate 
energy availability.  
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The Challenge of Higher Energy Prices 
  
In most countries, and for most energy forms, prices have risen sharply since 2020. 
Recovery of energy demand—as activity rebounded from COVID-related lockdowns—and 
a sharp decline in investment in energy supply have been the key drivers. For oil (and fuels 
priced off it, like much of the world’s contracted natural gas), the price recovery was 
assisted by unprecedented production cuts from the so-called OPEC+ group of countries.1 
This year, the disruption of supplies (both real and feared) resulting from the Russian 
invasion of Ukraine has pushed energy prices still higher.2 While spending on energy as a 
share of gross domestic product (GDP) remains below previous peaks in most 
industrialized countries, it could reach a record share this year globally.3 Moreover, even in 
wealthier countries, the absolute increase in spending on energy has been substantial, with 
implications for households and businesses—and therefore political leaders. In the EU 
especially, both extremely high prices and likely shortages have already led to the 
shutdown of some industrial uses. Consumers trying to heat their homes this winter may 
also struggle.  
 
Global prices for oil—the world’s leading energy form—in 2021 saw one of the largest 
increases on record. The global benchmark of Brent crude increased by $29 per barrel 
($/bbl), the second largest nominal increase ever and the fourth largest real increase 
(behind 2011, 1974, and 1979). In the US, retail gasoline prices increased by nearly 85 cents 
per gallon, the largest (real and nominal) increase ever, and the nearly 75 cent increase in 
diesel prices was the third largest real increase on record.4    
 
Prices of other energy forms also increased significantly in 2021. Natural gas and coal 
prices rose in every major market. For natural gas, record increases were seen in Europe (a 
fourfold rise in TTF prices) and for Asian LNG (JKM tripling in price); the US benchmark 
did not see a record increase, but nonetheless nearly doubled (+93%). Coal prices saw record 
increases in Europe and much of Asia and a 60% increase in the US. Retail electricity prices 
also increased—in the US, nominal residential prices increased by nearly four times the 10-

 
1 See, for example, Jim Krane and Mark Finley, “When Saudi Arabia Says ‘Jump!’ OPEC Responds 
‘How High?’” Forbes (blog), July 13, 2022, 
https://www.forbes.com/sites/thebakersinstitute/2020/07/13/when-saudi-arabia-says-jump-opec-
responds-how-high/?sh=d65ae5130c73.     

2 For additional resources on the energy dimensions of Russia’s invasion of Ukraine, see “Russia: The 
Energy Context in Review,” Baker Institute Center for Energy Studies, 
https://www.bakerinstitute.org/energy-perspectives-in-review-how-did-russia-get-here/. 

3 Todd Gillespie, “Energy Costs Set to Reach Record 13% of Global GDP This Year,” Bloomberg, March 
16, 2022, https://www.bloomberg.com/news/articles/2022-03-16/energy-costs-set-to-reach-record-
13-of-global-gdp-this-year?sref=QwrQX1nz.   

4 For crude oil, natural gas, and coal, see the BP Statistical Review of World Energy 2022. For US 
refined products and electricity, see the US Energy Information Agency Real Prices Viewer, accessed 
July 8, 2022, https://www.eia.gov/outlooks/steo/realprices/. 
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year average. In the EU, wholesale gas prices were four times higher in October than they 
were in April of 2021, contributing to the doubling of wholesale electricity prices in that 
period.5 Retail prices of electricity, generally stable over the last decade, experienced a 
sharp increase in the second half of 2021, rising to the highest value recorded since 2008. 
Compared to the second half of 2020, countries like Estonia and Sweden experienced an 
approximately 50% rise in prices for household customers, while non-household customers 
in Bulgaria and Greece had to deal with doubling electricity prices over that period.6 
Similarly, natural gas prices for household and non-household customers have reached 
record highs, with prices for households doubling in some EU countries while even tripling 
or almost tripling for non-household customers (Lithuania, Estonia, Denmark) in the 
second half of 2021 compared to the second half of 2020.7 
 
And so far this year, energy price increases have accelerated. Brent crude oil prices this 
year (with data through July 5) have averaged just over $107/bbl, compared with the 2021 
average of $71. Refined product prices have risen even more rapidly, as refinery constraints 
have exacerbated price pressures; US gasoline prices briefly exceeded $5/gal and have 
averaged $4.20/gal (compared with the 2021 average of $3.10), and diesel prices have 
averaged a whopping $4.90 (vs. $3.30 last year).8 US natural gas prices have risen even 
more rapidly than oil in percentage terms, averaging $6.07 per million British thermal 
units, up from $3.90 last year. Coal prices (for the Central Appalachian benchmark) have 
averaged about $110 per short ton, up from the 2021 average of roughly $70.   
 
European regional prices have increased even more rapidly in 2022, pushed by the 
disruption of energy flows from Russia, the continent’s largest supplier. Natural gas prices 
at TTF, the EU’s most liquid hub, are now five times higher than they were exactly a year 
ago and 2.5 times higher than they were on January 3, 2022. API2 Rotterdam coal futures 
almost quadrupled between January 3 and July 11,9 contributing to the rise in electricity 
wholesale prices. The latter have skyrocketed with the largest year-over-year (YOY) 
increases in the first quarter of 2022 in Spain and Portugal (+411%), and the European 

 
5 ACER (European Union Agency for the Cooperation of Energy Regulators), “High Energy Prices,” 
October 2021, accessed July 12, 2022, 
https://acer.europa.eu/en/The_agency/Organisation/Documents/Energy%20Prices_Final.pdf.  

6 For details and statistics see Eurostat, “Electricity Price Statistics,” accessed July 12, 2022, 
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Electricity_price_statistics.  

7 For details and statistics see Eurostat, “Natural Gas Price Statistics,” accessed July 12, 2022, 
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Natural_gas_price_statistics.   

8 For 2022 US prices, see US EIA (Energy Information Administration), accessed July 8, 2022. 
Gasoline/diesel: https://www.eia.gov/petroleum/gasdiesel/; crude oil: 
https://www.eia.gov/dnav/pet/pet_pri_spt_s1_d.htm; natural gas: 
https://www.eia.gov/dnav/ng/ng_pri_fut_s1_d.htm. For coal, see Nasdaq, “US coal prices by region,” 
https://data.nasdaq.com/data/EIA/COAL-us-coal-prices-by-region. 

9 Statista, “API2 Rotterdam coal futures at the beginning of each week from January 4, 2021 to August 
1, 2022, https://www.statista.com/statistics/1308104/weekly-api2-rotterdam-coal-futures/.  
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benchmark rising 281% higher than in the first quarter of 2021. Gasoline and diesel prices 
increased significantly in all EU countries as well. The EU average in January of 2021 for 
gasoline (E-95) was at €1.32 and for diesel at almost €1.2 per liter (or $5 and $4.54 per 
gallon, respectively). In July of 2022 these prices rose to an average of €1.88 and €1.9 per 
liter (or $7.12 and $7.19 per gallon), respectively. And in many EU countries prices for both 
gasoline and diesel have risen above €2 per liter ($7.57 per gallon), and diesel reached a 
record price in Sweden of €2.37 per liter in July (nearly $9 per gallon).10  
  
Soaring energy prices have had a significant impact on macroeconomic indicators 
including inflation. In the US, gasoline alone has accounted for roughly 20% of the increase 
in the Consumer Price Index over the past 12 months, even though it is less than 5% of the 
consumer basket used for inflation calculation.11 Rising energy prices (and in particular 
gasoline) have also caused a sharp drop in consumer confidence, with the University of 
Michigan consumer sentiment index in June hitting the lowest reading on record. High 
prices at the pump have also correlated adversely with President Biden’s approval ratings 
(Figure 1).12 Similarly, energy is behind much of the inflation in the Eurozone, with nearly 
half the countries registering double-digit inflation.13 The loss of President Emmanuel 
Macron’s party in the June parliamentary elections in France, attributed to the nation’s 
difficult economic situation and high energy prices amid the Russia- Ukraine war,14 is also a 
sign that European political leaders need to be prepared for an electoral backlash and lower 
approval ratings. Economic forecasters, including the International Monetary Fund, are 
revising their GDP outlooks to be lower, in part because of sharp energy price increases,  
as well as rising concerns over how such increases could impact lower-income countries 
and households.15 

 
10 For details on current and historical prices of gasoline in diesel go to European Commission, Weekly 
Oil Bulletin, accessed July 28, 2022, https://energy.ec.europa.eu/data-and-analysis/weekly-oil-
bulletin_en#maps-with-fuel-prices-in-euro. 

11 See US Bureau of Labor Statistics “Table 7. Consumer Price Index for All Urban Consumers (CPI-
U): U.S. city average, by expenditure category, 12-month analysis table,” accessed 8 July 8, 2022, 
https://www.bls.gov/news.release/cpi.t07.htm.  

12 See, for example, Kyle Kondik, “Gas Prices and Presidential Approval,” Sabato’s Crystal Ball, 
University of Virginia Center for Politics, March 17, 2022, 
https://centerforpolitics.org/crystalball/articles/gas-prices-and-presidential-approval/. 

13 Melissa Eddy, “Daily Business Briefing, Eurozone Inflation raises to 8.6 percent, the highest ever, 
driven by energy prices,” The New York Times, July 1, 2022, 
https://www.nytimes.com/2022/07/01/business/eurozone-inflation-june.html. For specific numbers 
for each country, see Eurostat, “Euro area annual inflation up to 8.1%,” May 31, 2022, 
https://ec.europa.eu/eurostat/web/products-euro-indicators/-/2-31052022-ap.  

14 Stacy Meichtry, “France’s Macron Lost Grip on Parliament Amid Russian Squeeze on Energy 
Prices,” Wall Street Journal, June 20, 2022, accessed July 13, 2022, 
https://www.wsj.com/articles/frances-macron-lost-grip-on-parliament-amid-russian-squeeze-on-
energy-prices-11655755536.   

15 See, for example, International Monetary Fund, World Economic Outlook, April 2022: War Sets Back 
The Global Recovery, April 19, 2022, https://www.imf.org/en/Publications/WEO. For equity 
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Figure 1. Gasoline, Consumer Sentiment, and Presidential Approval 
 

 
 
Sources: University of Michigan Index of Consumer Sentiment 
(http://www.sca.isr.umich.edu/charts.html), US Energy Information Administration (previously 
cited), Reuters/Ipsos (mid-month reading, https://graphics.reuters.com/USA-
BIDEN/POLL/nmopagnqapa/). 
 
 

The Policy Response: Initial Context and Reactions  
 
Even as energy prices began to spike, the global focus was still on climate policy, in 
particular leveraging COVID-related stimulus funding to follow through on commitments 
such as those made at the 2021 United Nations Climate Change Conference, more 
commonly known as COP26. The following discussion is not meant to be a full 
examination of climate and energy security policies of the US and EU, but rather an 
illustration of how focus has shifted since the Russia-Ukraine crisis. 
 
  

 
consideration, see David Amaglobeli, Emine Hanedar, Gee Hee Hong, and Celine Thevenot, 
“Response to High Food, Energy Prices Should Focus on Most Vulnerable,” IMF Blog, June 7, 2022, 
https://blogs.imf.org/2022/06/07/response-to-high-food-energy-prices-should-focus-on-most-
vulnerable/.  
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The early energy transition plans for post-COVID recovery were particularly ambitious in 
the developed world. The effort was led by the EU and the US in the aftermath of the 2020 
election and the installment of the new, more environmentally conscious Biden 
administration. The idea was not only to build back the economy affected by the COVID 
slump, but to simultaneously move away from fossil fuels and toward a more sustainable 
world. There were also renewed commitments to keep global temperatures from rising 
above 1.5 C. Importantly, the actions designed to achieve these goals were not only inward 
looking, but were also designed to motivate other countries to adopt more stringent 
decarbonization goals, or at least to prevent them from adopting carbon-intensive 
technologies. Hence, the EU carbon border adjustment mechanism and several initiatives 
to end fossil fuel investments—including the European Investment Bank’s 2019 move to 
end fossil fuel funding—were implemented. A similar pledge was made at COP26 by 34 
countries and five development institutions, representing both the developed and 
developing worlds, with the notable exception of major Asian investing economies such as 
China and Japan.16 
 
In general, COP26 has experienced significant push back from the developing world on the 
scope and speed of the energy transition.17 As such, the rift between the developed and 
developing worlds has grown. The rhetoric, policies enacted, and funds dedicated toward 
development of energy markets differ drastically, with the former being more concerned 
about climate action and the latter with access to energy and energy security, which would 
allow billions of people to move out of poverty. 
 
However, in 2021, when recovery efforts were underway, and in early 2022 after the start 
of the Russia-Ukraine war, spiking energy prices significantly changed the focus for 
policymakers and voters. A much sharper focus on energy security and economic growth 
has joined—and to some observers’ minds, replaced—the attention given to the energy 
transition. Whether the change will be conducive to developing a better understanding of 
the challenges ahead and building more common ground—both within the US and EU, as 
well as between the developed and developing worlds—depends on the path taken. We 
argue that, if managed properly, a policy framework that acknowledges the centrality of 
fossil fuels and the need for secure, affordable energy in today’s world can co-exist with 
aggressive transition efforts. Indeed, these factors must be addressed if a successful 
transition is to be pursued.  
 

 

 
16 UN Climate Change Conference UK 2021, “Statement on International Public Support for Clean 
Energy Transition,” accessed July 28, 2022, https://ukcop26.org/statement-on-international-public-
support-for-the-clean-energy-transition/.  

17 “COP26: Nations Agree on Climate Deal But Weaken Stance on Coal,” Deutsche Welle, November 
13, 2021, https://www.dw.com/en/cop26-nations-agree-on-climate-deal-but-weaken-stance-on-
coal/a-59810221.  
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US Response: Short-term Focus on Prices at the Pump; Not Linking 
Climate and Crisis 
 
While the Biden administration came into office focused on climate policy and the energy 
transition, its attention shifted to the political and economic risks of rising energy prices even 
before the Russian invasion of Ukraine.18 Early indications that policymakers are beginning 
to link climate and energy security/availability policies have also recently emerged.  
 
Initial policy efforts included executive orders raising the social cost of carbon used in 
policymaking; cancelling the permit of the Keystone XL pipeline; a (brief) pause on issuing 
oil and natural gas permits on federal lands, as well as pausing new lease sales; accelerating 
the production of electric vehicles (EVs) and renewable power; assessing climate-related risks 
to the financial system; and ordering reviews of building and vehicle efficiency standards. 
The Biden administration also rejoined the Paris climate agreement and played a more 
active role at COP26. Subsequent regulatory decisions have sought to advance the directives 
laid out by President Biden, though a number have come under legal challenge. On the 
legislative front, opposition efforts led to the exclusion of climate-related provisions from 
the American Rescue Plan Act of 2021. This resulted in a greater focus on addressing climate-
related aspirations through executive authority (and state/local initiatives) in an attempt to 
fill the climate policy breach, even after a Supreme Court ruling against the administration’s 
plans to regulate CO2 emissions from existing power plants.19   
 
Rising energy prices have shifted the focus. With an eye on the mid-term elections in 2022, 
the Biden administration, by mid-summer 2021, began asking OPEC+ countries to increase 
oil production and threatened an investigation into gasoline price-gouging by the Federal 
Trade Commission. By late November, in the face of continued increases in crude oil and 
gasoline prices, the administration announced a release of strategic oil stockpiles in 
coordination with China, India, Japan, South Korea, and the United Kingdom.  
 
There have been clear tensions between short-term pressures from rising oil prices and 
medium-to long-term climate aspirations in how the administration has engaged with oil 
producers, both domestically and globally. In the run-up to COP26, US climate envoy John 
Kerry said that, while the administration was asking OPEC countries to boost production, 
“if he were asking them to boost their production over five years, I’d quit.” By early  
  

 
18 For the purposes of this discussion, we do not include a large number of state and local government 
policies. The decentralized nature of US policymaking often means policy decisions made outside 
Washington D.C. matter greatly. 

19 See The White House, “FACT SHEET: President Biden’s Executive Actions on Climate to Address 
Extreme Heat and Boost Offshore Wind,” July 20, 2022, https://www.whitehouse.gov/briefing-
room/statements-releases/2022/07/20/fact-sheetpresident-bidens-executive-actions-on-climate-to-
address-extreme-heat-and-boost-offshore-wind/. 
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December, however, other administration officials could only say that the administration 
was “not standing in the way of increasing domestic oil production,” a position that by 
mid-December had moved into an admonition from Energy Secretary Jennifer Granholm 
for the domestic industry to get domestic “rig counts up.”  
 
Since the Russian invasion of Ukraine, and amid continued increases in domestic fuel 
prices, the Biden administration has stepped up its rhetoric on increasing domestic oil and 
gas production, as well as emphasizing the need for affordable fuel for consumers and 
domestic industry. The administration has also continued granting oil and gas leases on 
federal lands and appears to be taking steps to permit new developments in the federal 
waters of the Gulf of Mexico and in Alaska. In addition, Biden has eased regulations to 
permit a minor increase in the use of fuel ethanol and requested that Congress grant 
temporary relief from the federal gasoline tax of 18 cents/gallon. There have also been 
high-level exchanges between the administration and domestic oil and gas producers as 
well as refiners.  
 
On the foreign policy front, the Biden administration has encouraged new long-term 
supply contracts for US liquefied natural gas (LNG) shipments to Europe. It has sought 
accelerated oil supply increases from key producers, including Saudi Arabia, and attempted 
to negotiate an easing of sanctions-related supply reductions in Iran and Venezuela. 
Additionally, Biden has instituted a ban on US purchases of Russian oil and is negotiating 
with allies on a potential agreement to cap the price of Russian oil exports.  
 
At the same time, however, Biden and other administration (and congressional) officials 
have taken oil companies to task over allegations of price-gouging and windfall profits, as 
well as criticizing the industry for not drilling the large inventory of leases on federal lands 
more aggressively. 
 
But importantly, and in contrast to the experience in Europe (see discussion below), the 
Biden administration has not sought to link progress on addressing the current crisis with 
advancement of climate policy. For example, the president’s State of the Union Address, 
delivered in early March (just a week after Russia’s invasion of Ukraine), made no effort to 
link current energy needs and climate requirements. Subsequently, there have been 
occasional references that jointly address climate change, consumer costs, and energy 
security, but we have not seen a formal, fundamental shift in policy. Indeed, the 
administration appears to continue to view oil and gas security as inherently opposed to 
progress on climate policy. As recently as mid-June, the administration’s climate envoy John 
Kerry stated that “energy security worry is driving a lot of the thoughts now that ‘oh, we need 
more drilling of gas, we need more drilling of oil, we need more coal.’ No, we don’t. We 
absolutely don’t, and we have to prevent a false narrative from entering into this.”20 
 

 
20 See Kerry’s June 10 remarks at the USC Center on Public Diplomacy (time stamp 17:50): 
https://uscpublicdiplomacy.org/event/talk-john-kerry-us-special-presidential-envoy-climate-0. 
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In response to the surge in energy prices, and with mid-term elections looming, 
Republicans have taken a different tact. For example, in the House of Representatives’ 
Energy, Climate, and Conservation Task Force in June, Republicans introduced a plan 
calling for increased domestic production and exports of domestic energy.21 While the plan 
calls for reducing emissions globally through innovation, conservation, and natural 
solutions, it has been criticized for not committing to specific emission-reduction targets 
or timelines.22 That plan, however, has no chance of passing with Democrats in control of 
Congress, and if Republicans gain control of Congress in the mid-term elections, a 
presidential veto would be a certainty.  
 
A late-breaking development may signal a significant shift in the linkage between climate 
and energy security/availability policy. A July 27 agreement between Democratic 
leadership in the Senate and Senator Joe Manchin (the tie-breaking Democrat from West 
Virginia) has lifted prospects for the most ambitious package of climate-related measures 
ever passed by the US Congress. Importantly, the draft legislation contains measures for 
the continued development of domestic fossil fuel resources, an explicit endorsement of 
the idea that successful policy must address both sustainability and energy availability. For 
example, the draft legislation conditions the issuance of leases and rights-of-way for wind 
development on the continued offer of leases for onshore and offshore oil and natural gas 
development on federal lands.23  
 

EU Response: Energy Security Concerns Escalate Both Long-term 
Climate Goals and Current Emissions  
 
The European experience provides a very different modus operandi when it comes to 
climate change and the energy transition. The organization and its members have been 
relying mostly on regulation for setting goals and targets for decarbonization. The European 
Green Deal proposed in 2019 became officially enshrined in the European Climate Law in 
2021 (EU 2021/1119). The law legally binds all EU members to become climate neutral by 
2050 with an intermediate step to limit emissions by a minimum of 55% in 2030 (vis-à-vis 
1990 levels).24 This has been consistent with the policy direction from before and during the 
COVID-19 pandemic with nearly €25 billion in the 2021-2027 budget directly intended for 

 
21 Garret Graves, “The Energy, Climate, and Conservation Task Force’s Solutions to Restore Energy 
Dominance,” House Republican Leader (blog), June 2, 2022, https://www.republicanleader.gov/the-
energy-climate-and-conservation-task-forces-solutions-to-restore-energy-dominance/.   

22 Dan Gearino, “A New GOP Climate Plan Is Long on Fossil Fuels, Short on Specifics,” Inside Climate 
News, June 3, 2022, https://insideclimatenews.org/news/03062022/gop-climate-plan-fossil-fuels-
new-mexico/.   

23 See draft of the “Inflation Reduction Act of 2022,” Section 50265, Ensuring Energy Security, 
accessed July 28, 2022, https://s3.documentcloud.org/documents/22122279/inflation-reduction-act-
of-2022.pdf.  

24 For original text see: http://data.europa.eu/eli/reg/2021/1119/oj. 
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environment and climate action25 and 30% of the budget devoted to fight climate change in 
general.26 In addition to the general rules introduced by the Climate Law, in July and 
December of 2021, the European Commission introduced two packages with more specific 
regulations, known as “Fit for 55.” Among other stipulations, the two packages focus on 
reforming the EU emission system, promoting energy efficiency, reforming the EU’s law on 
renewable energy, reducing barriers to fossil fuel phaseout, and lowering emissions from 
fossil fuels. These regulations, which will require a lengthy legislative process to be 
implemented, are yet to be enacted by the EU. Hence, the final wording of “Fit for 55” is 
likely to be influenced by the current energy crises facing Europe.  
 
The rise in energy prices at the heels of post-COVID recovery combined with Russia’s 
deliberate reductions in energy exports in the second half of 2021, have made Europeans 
increasingly uneasy about the feasibility of their post-COVID19 development plans. The 
issue was painfully exacerbated after Russia invaded Ukraine on February 24, 2022. 
Following the invasion, Russia became an unwelcome source of energy—as well as a risky 
and unreliable source. Given Russia’s dominant position as an energy supplier to Europe, it 
has also been impossible to replace Russian energy in the short term. 
 
As a result of the Russian-Ukraine war, energy security concerns have become of 
paramount importance for the EU. In direct response, the EU has reframed its goals for 
decarbonization included in the European Climate Law to achieve two aims: 1) a 
significant, longer-term trend away from carbon-intensive fuels, and 2) a short-term move 
to cut dependence on Russian energy, which Russia has used as a geoeconomic and 
geopolitical weapon and to finance its military and war efforts.  
 
The REPowerEU framework has been proposed by the European Commission to guide the 
EU and its member countries to achieve these goals by building on the Fitfor55 proposal. It 
has not only reaffirmed the decarbonization goals included in the European Climate Law, 
it has supercharged them.27 It has announced a rollout of wind and solar projects designed 
to help in both the short and long terms with secure energy sources. It has also designated  
  

 
25 European Commission, Directorate-General for Budget, The EU’s 2021-2027 long-term budget and 
NextGenerationEU: facts and figures, Publications Office of the European Union, 
2021, https://data.europa.eu/doi/10.2761/808559.   

26 European Commission, The 2021-2027 EU budget. What’s new? accessed July 13, 2022, 
https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027/whats-new_en.   

27 European Commission, “REPowerEU: affordable, secure and sustainable energy for Europe,” 
https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal/repowereu-affordable-
secure-and-sustainable-energy-europe_en.  
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medium-term measures (to be completed before 2027) to support stronger 
decarbonization efforts like increasing renewables targets from 40% to 45% in 2030 and 
accelerating the development of the hydrogen economy. Meanwhile, the European 
Commission is pouring money into investments in industrial decarbonization under the 
Innovation Fund.28  
 
However, if Russian energy imports were to be cut further in a significant manner, these 
actions would not be enough to keep all the lights on and houses warm. Accordingly, the 
EU has envisaged additional goals, such as increasing levels of energy efficiency. A proposal 
by the European Commission calls for raising the current binding energy efficiency target 
from 9% to 13%, and the four largest parties in the European parliament that have united 
behind that call have even suggested that a higher, 14.5% benchmark could be set.29 As the 
uncertainty over gas supplies escalates, on July 20, the European Commission also 
proposed a law that would put the economy on a war footing by requiring EU member 
states to ration natural gas. The move would enable EU countries to fill gas storage to 
higher levels during the summer and avoid—or at least soften—a potential gas crisis in the 
winter months. Besides energy-saving measures, to ensure energy security, the EU has 
been seeking short-term fossil fuel alternatives to coal, gas, and oil that, until now, were 
imported from Russia. This has been especially challenging in the current environment of 
high prices and strained global supply, especially in the case of natural gas where the 
infrastructure is insufficient to move available supply into and within the EU.30  
 
In addition, relatively mono-dimensional policies toward an energy supply and 
decarbonization path that were in place before the Russian invasion (such as Germany’s 
policy of Energiewende coupled with its overreliance on Russian natural gas and new supply 
routes via Nord Stream 1 and Nord Stream 2) have impeded Europe’s ability to effectively 
respond to cuts in Russian exports, perversely reinforcing continuing energy security 
vulnerability. The latter has been surely underappreciated in Western Europe where there 
is a persistent acquiescence toward Russian dominance as well as hesitancy toward 
investment in fossil fuels. Meanwhile, energy security has often been one of the major 
objectives in much of the post-Soviet EU, in particular in Lithuania and Poland, but also in  
  

 
28 European Commission, “Innovation Fund: EU invests €1.8 billion in clean tech projects,” press 
release, July 12, 2022, https://ec.europa.eu/commission/presscorner/detail/en/IP_22_4402.  

29 Frédéric Simon, “EU Parliament groups united behind 4.5% energy savings goal for 2030,” 
Euroactive, accessed July 14, 2022, https://www.euractiv.com/section/energy/news/eu-parliament-
groups-unite-behind-14-5-energy-savings-goal-for-2030/.  

30 See Gabriel Collins, Kenneth B. Medlock III, Anna Mikulska, and Steven Miles, Strategic Response 
Options if Russia Cuts Gas Supplies to Europe, Rice University’s Baker Institute for Public Policy, 
February 2022, https://doi.org/10.25613/32SK-5588. See also Anna Mikulska and Steven Miles, “U.S. 
LNG ‘GasLift’ Floods European Terminals Ahead of Russia Gas Cutoff,” Forbes (blog), May 2, 2022, 
https://www.forbes.com/sites/thebakersinstitute/2022/05/02/us-lng-gaslift-floods-european-
terminals-ahead-of-russia-gas-cutoff/?sh=39a520656df3.   
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Romania and Croatia. This has resulted in the buildup of gas infrastructure to back up 
Russian gas with imports of piped gas from Norway and LNG from the US, Africa, and the 
Middle East, in addition to the continued use of coal over the last decade. This buildup 
allowed Poland and Lithuania to completely give up Russian gas imports in 2022, a feat 
than no Western European country has been able to achieve so far. 
 
The energy security concerns have forced the EU to make both policy and status-quo 
adjustments within their energy policy and decarbonization framework. Policy-wise, the 
decarbonization taxonomy has been set to include natural gas and nuclear power as 
environmentally sustainable economic activities, and investment in both types of fuels has 
been encouraged.31 Moreover, within the framework of Projects of Common Interest 
(PCIs),32 additional spending of €10 billion has been provided for completing the existing 
PCIs that could help Europe compensate for the loss of Russian gas supplies in the future.33 
Such a provision could generate investment that goes against the TEN-E regulation, which 
was adopted by the EU Council only two months ago on May 16, 2022, and stops funding 
for natural gas projects with the exception of temporary funding (until 2029) for projects 
that would eventually result in hydrogen production.34 In the meantime, independent of 
the EU funding, countries that are experiencing infrastructure and/or contract deficiencies 
to bring in gas from non-Russian sources have been quickly trying to address these issues 
by setting up floating storage and regasification terminals to bring in liquified natural gas 
and signing new long-term contracts with LNG producers that extend well into the future, 
among other actions.  
 
That being said, neither the short-term measures designed by the EU to rapidly move away 
from Russian fuels nor the infrastructure and/or contract activity have been sufficient. This 
is especially evident as the region experiences problems with attracting an affordable 
supply of natural gas. As a result, a significant rift has been created between the long-term 
stipulations of the European Climate Law and the REPowerEU plan versus the reality of 

 
31 European Parliament, “Taxonomy: MEPs do not object to inclusion of gas and nuclear activities,” 
news release, July 6, 2022, https://www.europarl.europa.eu/news/en/press-
room/20220701IPR34365/taxonomy-meps-do-not-object-to-inclusion-of-gas-and-nuclear-activities.  

32 For the most recent report on the PCIs see ACER, “Consolidated report on the progress of 
electricity and gas Projects of Common Interest,” June 2022, accessed July 14, 2022, 
https://acer.europa.eu/sites/default/files/documents/Publications/2022_ACER%20Report%20on%20p
rogress%20of%20PCIs.pdf.  

33 European Commission, “REPowerEU: A plan to rapidly reduce dependence on Russian fossil fuels 
and fast forward the green transition,” press release, May 18, 2022, 
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_3131.   

34 See Stuart Elliot, “EU Council approves final regulation on priority EU energy projects,” S&P 
Global, May 16, 2022, https://www.spglobal.com/commodityinsights/en/market-insights/latest-
news/electric-power/051622-eu-council-approves-final-regulation-on-priority-eu-energy-projects. 
See also: “TEN-E: Council gives green light to new rules for cross-border energy infrastructure,” 
Public Affairs Bruxelles, accessed July 14, 2022, https://www.pubaffairsbruxelles.eu/eu-institution-
news/ten-e-council-gives-green-light-to-new-rules-for-cross-border-energy-infrastructure/.   
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near- to medium-term energy supply and consumption. Probably the most glaring 
departure from the path of quick decarbonization has been a U-turn on coal production 
and generation in many of the EU member countries, which have domestic coal resources 
and still-functioning coal power generation capacity. This includes the Netherlands, which 
recently lifted the 35% cap on coal plants’ capacity generation. Likewise, Germany recently 
passed an emergency law that allows the reactivation of coal-fired power if the supply of 
gas become critical, and France and Austria are planning to reopen coal-fired powerplants 
as well. In addition, countries that already significantly rely on coal-fired power have 
increased that reliance even further, particularly when it comes to domestically available 
and relatively cheap but dirtier lignite. This includes Poland with a 16% YOY increase and 
the Czech Republic with a 7% increase in lignite generation YOY. All in all, lignite 
generation in the EU has grown in the first quarter of 2022 compared to the second quarter 
of 2021, resulting in about 30% of total carbon emissions coming from the electricity 
sector.35 In general, countries see and/or present those increases in coal consumption as 
short-term emergency measures, which, as some argue, would not affect long-term 
decarbonization goals.36 Whether this will be the case in all countries remains to be seen. 
Some may depend on whether nuclear power stays. For example, Germany is currently 
considering whether it should indeed shut down nuclear power generation by the end of 
2022, as per current regulations, or keep their nuclear plants going to ensure a more secure 
energy supply for the coming winter and, potentially, beyond.    
 
In the meantime, even without those official short-term policy changes, the reality of 
power generation in 2021 and especially in 2022 means the EU has been far from reaching 
its climate action goals. Two interrelated factors are to blame: 1) the pricing deferential 
between skyrocketing natural gas and expensive, but still more affordable, coal (despite 
high EU carbon prices); and 2) the need to save gas in storage for the upcoming winter, 
including the need to comply with national and EU legal requirements that set obligatory 
gas storage levels at 80% for November 1, 2022, (and 90% in subsequent years), which in 
turn drives up demand for natural gas over the summer and increases its prices.37 As a  
  

 
35 European Commission, Quarterly Report on European electricity markets, Market Observatory for Energy 
DG Energy 15, no. 1, accessed July 14, 2022, 
https://ec.europa.eu/info/sites/default/files/energy_climate_change_environment/quarterly_report
_on_european_electricity_markets_q1_2022.pdf.  

36 Sara Schonhardt, “Reopening European coal plants won’t sink climate goals,” EENews, July 14, 
2022, https://www.eenews.net/articles/reopening-european-coal-plants-wont-sink-climate-goals/.   

 37 European Parliament, “Parliament approves plans to restock gas reserves before winter,” news 
release, June 23, 2022, https://www.europarl.europa.eu/news/en/press-
room/20220616IPR33214/parliament-approves-plans-to-restock-gas-reserves-before-winter.   
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result, gas-to-coal switching intensified in the second part of 2021. For example, Germany, 
known for its extremely ambitious policy of decarbonization, already replaced some of its 
gas usage with hard coal and lignite in 2021. Other countries that already have sizable coal 
generation, including Bulgaria, the Netherlands, and Poland, also increased their reliance 
on coal in the second part of 2021.38  
 
As we inch closer toward the winter, when demand for gas often quadruples (as is the case 
in Germany), the push to fill European storage and recent issues with ensuring sufficient 
supplies (i.e., the possibility of Russia stopping or reducing flows on Nord Stream 1, the 
outage of the US LNG facility in Freeport, the stoppage of LNG production at Australia’s 
Prelude FLNG due to strikes, and the lack of sufficient infrastructure to bring in gas from 
non-Russian destinations) are likely to accelerate the prices of natural gas even further and, 
in a worst case scenario, could lead to gas rationing—with grave implications for electricity 
pricing and home heating with gas. Again, Germany is the most acute example, with the 
government already warning its citizens about possible shortages of natural gas and the 
need to ration energy in the coming winter months.39  
 

What Next? Potential Ways Forward 
 
Potential responses to spiking energy prices span a range of possible outcomes. Will major 
energy consumers adopt policies to accelerate the transition to a low-carbon energy 
system? Will they pursue development of fossil fuels with renewed vigor? 
 
We argue that the only successful way forward is to answer “yes” to both questions.  
 
Today’s economy is heavily anchored in fossil fuels, which account for over 80% of energy 
use globally (with the US and EU at 81% and 70%, respectively). As we have seen, the critical 
importance of energy to modern life means that affordable, secure, and reliable energy 
today must remain a priority for political leaders—or at least, for those who seek to remain 
in office. Thus, policies cannot divert investment away from fossil fuel supply more 
quickly than demand and the underlying capital stock can be turned over. Importantly, the 
natural rate of decline in existing oil and natural gas wells means that continued global 
investment in fossil energy supply is needed, even in the International Energy Agency’s 
(IEA) successful transition scenario (the “Sustainable Development Scenario”). 
 
At the same time, the imperative to rapidly reduce emissions of greenhouse gasses (or, 
more accurately, to stabilize atmospheric concentrations) remains. It is also increasingly a 
priority for voters around the world.  
 

 
38 European Commission, Quarterly Report on European electricity markets.  

39 Bundesnetzagentur, “Current status of gas supply in Germany,” accessed July 14, 2022, 
https://www.bundesnetzagentur.de/EN/Areas/Energy/Companies/SecurityOfSupply/GasSupply/star
t.html.  
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The key question is, can the current crisis help us learn to walk and chew gum at the same 
time? That is, can society learn to simultaneously acknowledge the need for affordable 
(fossil) energy today, while also pursuing a rapid transition to a more sustainable energy 
system in the future? A “drill baby, drill” approach will fail at reducing emissions. A “no 
fossil fuels soon” approach will fail at supplying sufficient affordable energy in the short 
term and at running factories and providing electricity, mobility, and air conditioning 
and/or heating for consumers in the medium term.  
 
The policy responses seen to date in the US and EU have differed significantly. In the past 
few months, the EU has sought to adopt policies that accelerate and integrate climate and 
economic/energy security objectives. The adjustment period is likely to be a difficult one 
with high energy prices across the board. It remains to be seen whether the ambitious 
climate goals in the EU remain, become adjusted, or are coupled with new measures to 
ensure the security of supply of traditional fuels. But at least for now, the two concepts 
have become linked in the minds of policymakers and in the practice of making policy. 
 
In contrast, US efforts to address higher prices at the pump have not been integrated with 
climate policy efforts, and indeed the two frequently remain at odds with one another. This 
is not to say that the US has failed to pursue policies aimed at addressing energy 
security/availability and climate. Rather, the two have not been explicitly linked together—
at least not until the July 27 Schumer-Manchin agreement described above. 
 
On several levels, this is not surprising. EU member countries have tangible obligations to 
reduce emissions on a set timetable, whereas US targets remain largely aspirational and are 
not legally enforceable. Moreover, the EU is much more dependent on energy imports, 
including on Russian energy supplies. Low domestic fossil fuel reserves make renewable 
energy more attractive, not only in the face of energy transition and decarbonization 
efforts, but also in terms of pricing. After all, the EU has seen much larger spikes in natural 
gas and electricity prices than the US, which can rely on abundant—and more affordable—
domestic natural gas.  
 
This is not to say that the EU’s policies have or are likely to succeed. Most analysts believe that 
the EU was not on track to meet its climate commitments before the Russian invasion of 
Ukraine.40 Early indications of growing coal use throughout Europe highlight that, if forced to 
choose, future climate objectives will be a lower priority than immediate access to affordable 
energy, even in the most developed and most climate-friendly regimes around the globe.  
 
Importantly, even a good start will require constant follow-through. A successful energy 
transition is one that will continuously meet the requirements for affordable energy 
throughout the transition period. This balance must be continuously assessed and 
addressed over time. Unfortunately, successful policies are not “one and done.”  

 
40 See, for example, the Stated Policies Scenario (STEPS) of the International Energy Agency’s World 
Energy Outlook 2021, in which EU emissions fall by 50%, well short of the stated ambition of 
achieving net-zero status: https://www.iea.org/reports/world-energy-outlook-2021.  



Energy Transition, Energy Security, and Affordable Fuel 
 

 18 

For example, there are concerns about the growing dependency on countries not aligned 
with the EU and US—like China and Russia—for minerals and supply chains that are 
needed for the development of renewables, batteries, and EVs. This is an issue that will 
need more careful consideration if the energy transition is to succeed. In the meantime, it 
is important to underscore that the United States’ status as a natural gas and oil producer 
and exporter has provided significant benefits by reducing the geopolitical influence of 
energy producers like Russia. One can only imagine the extent of leverage Vladimir Putin 
would have over Europe and even the US if both were dependent on oil and gas supplies 
from abroad. In other words, energy security/availability and climate must continually 
remain linked in the policy framework, as the energy system transitions.  
 
But if the current crisis is to serve a useful purpose, it will be to remind us that society must 
pursue both policy objectives at the same time—affordable, secure energy today and a 
rapid energy transition. By forcing us to acknowledge the former, we are guardedly 
optimistic that the crisis can push political leaders—and the voters who elect them—to 
choose the middle path that will make all the difference.  
 
What would this middle path look like in practice? Fossil energy companies and their 
advocates would need to acknowledge the reality of climate change and the need for 
policies to address it. Climate policy advocates in turn need to acknowledge the need for 
continued oil and gas investment. In the US, moreover, we must admit that a robust 
domestic oil and gas industry is vital to achieving economic and strategic security for 
ourselves and our allies, and that this can be consistent with a rapid energy transition—if 
managed properly.  
 


