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***

Three months from now, an EU-wide embargo on Russian crude oil imports will kick in,
shutting  off almost  all  shipments  of  the  commodity  from Russia  to  Europe.  But  right  now,
Europe is importing over 1 million barrels of Russian crude daily and has been doing so for
the last month. Someone is stocking up before the taps turn dry.

While they publicly condemn Russia for its actions in Ukraine and equally publicly assure
their constituents that sanctions are working, European (and other) politicians make no
mention of the continuing Russian oil purchases.

Yet,  Russia  is  exporting  some  3.32  million  barrels  of  crude  daily  by  sea,  Bloomberg
calculations have shown, which means Europe is buying a third of that, while it still can. And
this means that nothing has changed since June when the embargo was approved, and
Europe will have to find alternative oil suppliers at a time of likely higher prices.

Right now, prices are slumping because of new lockdowns in China and expectations of rate
hikes by central banks, but once the embargo door shuts, chances are that prices will
rebound just when Europe finds it most painful. And that is exactly why it’s stocking up now
on the oil it’s about to ban.

It’s not only oil that Europe is stocking up on, either. All fossil fuels are in greater and more
urgent demand on the continent than they have been for years. The FT called it  “the
unavoidable evil of wartime fossil fuels” in a recent report and the European Union has kept
repeating that the emission reduction plans are still  in place although it is increasingly
looking like they’ve taken the back seat to energy security.

Exports of oil from Russia to northern Europe rose particularly markedly in the first week of
this  month,  the  Bloomberg  calculations  showed,  suggesting  India’s  Petroleum Minister
Hardeep Singh Puri, who told CNBC this week that “I said the Europeans buy more in one
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afternoon than I do in a quarter. I’d be surprised if that is not the condition still.”

Puri’s  comments  came in  response  to  a  question  about  criticism leveled  at  India  for
continuing to buy crude from Russia despite Western sanctions and condemnation for the
invasion of Ukraine.

The Indian top oil  official  took things  a  step further,  as  well.  Asked about  whether  he had
any moral qualms about importing oil from Russia, he said “No, there’s no conflict. I have a
moral duty to my consumer. Do I as a democratically elected government want a situation
where the petrol pump runs dry?”

It would be difficult to argue this point for any politician, even a European one.

One might reasonably argue that the European Union is not an authoritarian state in which
the government tells commodity traders where to buy their oil from. However, one could
equally argue that the bloc is trying to turn into precisely that sort of an authoritarian state.

Earlier this month, the FT reported that the European Commission had drafted a document
seeking sweeping powers over European businesses. The sweeping powers, if approved,
would include the “powers to require businesses to stockpile supplies and break delivery
contracts in order to shore up supply chains in the event of a crisis such as the coronavirus
pandemic.”

Deciding  what  constitutes  a  crisis  would  also  be  the  prerogative  of  the  European
Commission  under  this  draft  document.  Businesses  have  not  exactly  welcomed  the
suggestion that they could be told what to produce, stockpile, and who they trade with by
the EC, so the sweeping powers are far from a certain thing. Yet, there is more than one
signal the EU is moving into a more centralized-intervention style of government amid the
energy crisis.

Right now, Brussels is mulling over direct intervention into energy markets because of the
tidal wave of margin calls looming over an already struggling energy industry. Bloomberg
reported earlier this month that the suspension of power derivatives was among the options,
along with a cap on the price of gas used for power generation.

The power market has a lot more to do with the price of gas than oil, but it’s worth recalling
that some European utilities switched from gas to oil for power generation when gas prices
skyrocketed  earlier  this  year.  Prices  have  not  exactly  returned  to  normal  yet,  so  oil
continues to be a viable alternative for power generation. And in three months, imports are
going to take a 1-million-bpd dive. Unless, of course, buyers find an alternative.

In all fairness, alternative sources of crude oil are abundant. Middle Eastern producers, for
example, would be only too happy to sell their oil to Europe. So would Nigeria and Angola.
Yet they would be setting the price. One cannot help but wonder if the European Union will
start threatening OPEC with a price cap, too.
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Irina is a writer for Oilprice.com with over a decade of experience writing on the oil and gas
industry.
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