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Clear Harbor Flash – Ukraine and the Landscape of Global Energy  

As freedom-loving people watched Russian troops and tanks roll into Crimea this past weekend, world 

markets shuddered at the prospect that a conflict between two independent nations could erupt into a 

broader global skirmish. Equities fell while safe-haven currencies, sovereign debt and commodities all 

rallied. While Tuesday’s bizarre press conference suggested Mr. Putin may see the need to modulate his 

very offensive posture, concern remains extraordinarily high that he may fail to come to his senses.  

Although the situation in Ukraine is very fluid, the last several days remind us that not only freedom 

from tyranny, but true “energy independence” from commodity-exporting nations remain unfulfilled 

quests. The crisis brings to the fore several long-term aspects of the global energy production landscape 

that investors would do well to recognize even in the absence of a particular geopolitical flashpoint. 

1. European reliance on Russian energy. While just over 50% of total energy consumed in the EU is 

produced within Europe, the region relies on Russia for approximately 25% of all imported oil and 

natural gas. The vast majority of this energy flows through the Ukraine. Unlike crude oil, natural gas is 

not a global market: before natural gas produced in the U.S. can be exported overseas, it requires a 

process called liquefaction (aka “Liquefied Natural Gas” or “LNG”), billions of dollars, and often years of 

regulatory red tape. Without massive development of the LNG export market in North America, we do 

not believe that any apparent glut of natural gas in America will have any positive impact on European 

gas prices—particularly in the coming weeks and months as the story in Ukraine unfolds.   

2. Existing European stores of natural gas. Gas supplies in Europe provide a buffer of several months, 

probably postponing any energy crisis until at least next fall. With winter winding down, Russia’s 

leverage over Europe’s immediate need for gas is also constrained by the demand cycle for natural gas. 

In fact, the most recent estimate suggests that Europe currently has enough in storage to forego Russian 

gas altogether for 45 days. This provides breathing room for the region—and for diplomatic progress. 

3. Market pressures on Russian policy. It appears unlikely that the U.S. will project itself 

militarily, but instead work the levers of capitalism against Mr. Putin. Indeed, some of the 

market euphoria on Tuesday may be attributable to optimism that Mr. Putin may already be 
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responding to a multi-day collapse in Russian equity and currency markets. A declining ruble and 

domestic equity market would continue to pressure Mr. Putin through the oligarchs he relies on 

to manage key national assets.  

4. The related role of sanctions. Meanwhile, sanctions against Russian officials and their 

families now being contemplated would isolate Mr. Putin, and urge him to consider that he may 

have overplayed his hand. With that said, we doubt that Mr. Putin will buckle solely under 

political and economic pressure. There is a reasonable case that volatility in financial markets 

could persist for some period of time—and the possibility that too heavy a touch from Western 

actors could in fact escalate the situation further for a time. 

4. Intrinsic risk premium. The current standoff highlights the natural risk premium 

characteristic of oil markets, as they are the most global of hydrocarbon markets. As 

geopolitical events spark concern in the stability of political and economic systems, this 

premium tends to rise. In this sense, events in Ukraine merely echo those that have 

become familiar in Egypt, Libya, Syria, and—lest we forget—the Middle East.    

5. Supply/demand dynamics. Despite apparent evidence of an elevated risk premium driving 

prices, crude oil supplies around the world remain relatively tight, with demand trending at a 

cyclical high and OPEC spare capacity most likely far below what official figures indicate. This 

fundamental imbalance will persist even in the absence of political headline risk. 

6. The Keystone Pipeline. Regulatory approval of the Keystone XL Pipeline could become likelier 

in the wake of the Russian incursion, particularly should it intensify. But despite its prominence 

in policy discussions, Keystone is less critical in meeting U.S. demand than for helping Canada 

secure an outlet for “trapped” oil produced far from its coastal export facilities. 

7. Building LNG export capacity. Approval of export facilities for natural gas, long sought by U.S. 

supporters of this cleaner-burning and abundant domestic resource, could see an increase in 

their number and speed if Canada and the U.S. face a prolonged crisis in Ukraine. Such a shift in 

policy would provide genuine leverage against Russian adventurism. However, the reality is that 

any incremental supply of LNG to Europe will take years before coming to fruition. 

8. Chasing the rabbit of energy independence. While the drive toward energy independence in 

the U.S. is constructive and important, the reality is that significant components of the global 

energy market are still priced based on the marginal cost to produce the last tanker load 

required to meet current global demand. To be sure, crude pumped in West Texas currently 

trades at a measurable discount ($6.40) to the more international Brent standard price, and 

could continue to do so. But the general dynamics supporting oil prices will remain global in 

nature: what we pay in Scottsdale will always be influenced by what they pay in Shanghai. 
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The near opposite currently holds true for natural gas. Each region remains a very localized 

market, with significant price disparities the norm. Natural gas in the U.S. trades at less than half 

the price of gas in Europe, and close to one-quarter the price of imported LNG in Japan. Costs 

elsewhere in Asia often exceed five times the spot price in the U.S., with liquefaction and 

shipping costs adding substantially to the final tab. Estimates from the Gulf Coast average 

$6/MMBtu to Asia, and $4.25 to Europe. A future in which natural gas prices become more 

globalized is many years away. Until then, Russia will remain critical to European supply—and 

free to show contempt for European policy makers.  

Ultimately, whether the commodity is oil or gas, the pricing is local or global, or the ultimate 

consumer is American, Asian or European…energy dependency, in one form or other, will be 

with us for some time. And as they have since Russia and the West first clashed in Crimea 160 

years ago, headlines from Kiev—and from Caracas, and Baghdad, and the capital of every other 

major global hydrocarbon exporter—will continue to earn our attention. 
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