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EXECUTIVE SUMMARY

More than four years after the start of Russia’s continuing full-scale invasion
of Ukraine, Europe has achieved no clean break despite its substantial
progress in reducing its dependence on Russian fossil fuels. Hungary remains
the continent’s most significant remaining stronghold of Russian energy
dependence. This analysis confirms that Hungary’s reliance on Russian oil,
gas, and nuclear fuel is a structurally reinforced system sustained by legal
exemptions, long-term contracts, commercial incentives, and politically
embedded business networks.

Hungary has used the exemption from the EU ban on Russian oil imports as a
mechanism to increase its reliance on discounted Russian crude. From the start
of the full-scale invasion until the suspension of Druzhba flows on 27 January
2026, the Hungarian oil monopoly, MOL, imported EUR 17.4 billion of
Russian crude in Hungary and Slovakia. Hungary’s reliance on Russian
crude rose to 93% of imports in 2025, up from 61% in 2021.

MOL benefited from an estimated EUR 47.3 million per month in savings
from purchasing discounted Russian oil. At the same time, the Kremlin
received around EUR 85.8 million per month in extraction tax revenues in
2025 alone. The savings from the Russian discounted crude did not trickle
down to consumers: pre-tax fuel prices in Hungary remained above those in
Czechia, which phased out Russian oil in April 2025. In addition, MOL could
further widen the loophole in the EU oil ban when it completes the new
Hungary — Serbia crude oil pipeline and acquires Serbia’s Pancevo refinery
from Gazpromneft.

Hungary remains one of the most dependent EU member states on Russian
natural gas, which accounts for roughly three-quarters of annual imports.
Since the start of the full-scale invasion, Hungary imported an estimated EUR
15.6 billion worth of Russian gas. Long-term contracts with Gazprom, the
continued reliance on TurkStream, which has transported around 19 bcm
of Russian gas in 2025, and the weak use of alternative interconnectors has
locked the country into Russia’s reconfigured gas export system.

Loopholes in the EU’s legal gas phaseout framework risk allowing Russian
gas to continue entering European markets through Turkey, Azerbaijan and
the Western Balkans. This is despite the assessment that the economic impact
of the EU’s Russian gas phaseout would be limited, with projected EU price
increases of just EUR 0.1 - 0.6/MWh (1.5% for Hungary). The EU could further
dampen such limited economic fallouts through the faster and more assertive
implementation of the REPowerEU package.

Under the current phaseout timelines, the EU would still import an
estimated EUR 13.4 billion of Russian gas before the September 2027
phaseout deadline at 2025 price levels. Russia’s gas revenues are likely to
rise even further as prices surge in the wake of the Iran crisis. Politically
connected Russian oil and gas intermediaries continue profiting from
Hungary’s imports of discounted Russian oil and gas.


https://www.consilium.europa.eu/en/policies/repowereu-plan/
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Hungary’s dependence on Russia in the nuclear energy sector is even more
structurally embedded and is unlikely to change for at least another decade
despite the recently signed pact with the US. Hungary’s imports of Russian
nuclear fuel have quadrupled since the invasion to EUR 172 million by the
end of 2025. The Hungarian government has also doubled down on the
Rosatom-led Paks II nuclear power plant expansion project, which costs
have increased from EUR 12.5 to EUR 15 billion since 2022.

To complete Europe’s energy decoupling from Russia, the European
Commission must move beyond partial restrictions and close the remaining
structural loopholes in its sanctions framework. The exemption allowing
Russian pipeline oil deliveries to Hungary and Slovakia should be phased out
by 1 July 2026, accompanied by stronger oversight of refined product imports
originating from non-EU refining hubs processing Russian crude. At the same
time, the EU should ensure that new infrastructure projects, including the
proposed Hungary — Serbia oil pipeline, create no new backdoor routes for
Russian oil to re-enter European markets. The transit of Russian oil to non-EU
countries should be explicitly prohibited.

European policymakers should accelerate the implementation of the
REPowerEU phaseout timeline and significantly tighten enforcement
mechanisms to prevent Russian gas from entering the continent through
intermediaries such as Turkey, Azerbaijan, and Western Balkan transit routes.
This should be combined with improved origin tracking, stricter customs
verification by an independent body such as the European Public Prosecutor’s
Office or OLAF as well as coordinated regulatory oversight across regional
transmission systems.

At the same time, the EU must prioritise the development of alternative
supply corridors, particularly the Vertical Gas Corridor linking LNG
terminals in Greece to markets in Southeastern and Central Europe, as well
as the effective integration of the Turkish and EU gas markets, by addressing
excessive transmission tariffs, regulatory fragmentation and market barriers
that currently undermine the commercial viability of alternative imports.

Finally, reducing long-term nuclear dependence on Russia should become a
strategic priority through the diversification of nuclear fuel supply chains and
the gradual reduction of Rosatom’s role in new nuclear infrastructure projects
within the EU. Similar to the REPowerEU legislation on banning Russian oil
and gas, the EU should also introduce binding timelines for stopping the
import of Russian nuclear fuel and the signing of long-term contracts with
alternative suppliers.

The European Commission through Euratom should build upon and
coordinate with US’s pioneering efforts in reviving and upgrading Central
and Eastern Europe’s nuclear sectors and the rolling out of new capacities,
including small modular reactors and related R&D, industrial and AI offtake
opportunities.



INTRODUCTION

More than four years after Russia’s full-scale invasion of Ukraine, Europe
has significantly reduced its dependence on Russian fossil fuels. Through
successive sanctions packages, the REPowerEU strategy, and accelerated
diversification of supply, most countries have moved to phase out Russian
oil, gas, and coal imports. Yet this process of decoupling remains incomplete.
Hungary has emerged as the last major structural stronghold of Russian
energy on the continent, maintaining deep and multifaceted dependence
across oil, gas, and nuclear sectors.

The EU’s energy sanctions regime was designed to balance two strategic
objectives: cutting the Kremlin's energy revenues while preserving political
unity among member states. Temporary exemptions were therefore
introduced for landlocked countries that historically relied on pipeline
imports from Russia. The most consequential of these was the derogation
allowing continued deliveries of Russian crude oil through the southern
branch of the Druzhba pipeline. The exemption was conceived as a transitional
mechanism that would give affected countries time to diversify supply routes
and upgrade refining infrastructure.

In Hungary’s case, however, the exemption has not functioned as a bridge
to diversification. Instead, Russian oil imports have remained structurally
entrenched, reinforced by favourable pricing arrangements and refinery
configurations optimized for Russian crude. Rather than gradually reducing
exposure, Hungary has maintained — and in some respects deepened - its
reliance on Russian energy supplies. This dynamic not only contradicts the
strategic intent of the sanctions regime but also undermines the broader
objectives of REPowerEU to eliminate Europe’s energy vulnerability to
geopolitical coercion.

Hungary’s energy model today rests on three mutually reinforcing pillars
of dependence. First, discounted Russian crude oil continues to flow through
the Druzhba pipeline, providing significant commercial advantages for the
Hungarian oil company MOL and sustaining substantial revenue streams for
the Kremlin. Second, long-term gas supply contracts with Russia continue to
anchor Hungary’s gas system to Gazprom, limiting the impact of regional
diversification efforts. Third, the expansion of Hungary’s nuclear capacity
through the Russian-financed Paks II project locks the country into decades-
long technological and financial dependence on Russia’s state nuclear
corporation Rosatom.

These overlapping forms of dependence create a structural lock-in that goes
beyond short-term supply considerations. Legal exemptions within the EU
sanctions regime, long-term contractual arrangements and infrastructure
constraints together reinforce Hungary’s position as a central node for Russian
energy in Central Europe. In doing so, they risk perpetuating revenue streams
that help sustain Russia’s war economy while weakening the credibility and
effectiveness of the EU’s economic security strategy.
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This report examines how Hungary’s continued reliance on Russian energy
has evolved since the introduction of EU sanctions in 2022. It analyses the
economic incentives, infrastructure constraints and policy choices that have
sustained Russian oil and gas imports, as well as the long-term strategic
implications of the Paks II nuclear project. By assessing both the technical
feasibility of diversification and the structural barriers to change, the report
highlights the remaining vulnerabilities in Europe’s energy decoupling from
Russia and outlines the pathways through which Hungary, and the EU, could
complete the transition away from Russian energy dependence.



RUSSIAN OIL AT ANY COST

Filling Up Kremlin’s
Coffers and MOL'’s
pockets

Hungary’s oil company, MOL, the sole owner and operator of the oil refineries
in both Hungary and Slovakia, have imported EUR 17.4 billion of Russian
crude oil through the Druzhba pipeline since the start of the Kremlin’s full-

scale invasion of Ukraine until the cessation of flows starting on the 27 January
2026.

Eurostat data shows that Hungary has been purchasing Russian crude at
roughly a 20% discount relative to non-Russian alternatives. As a result,
MOL saved an estimated EUR 47.3 million each month by buying discounted
Russian oil in 2025. At the same time, Hungary’s imports of Russian crude in
2025 alone generated about EUR 85.8 million per month in Mineral Extraction
Tax received by the Kremlin — nearly 1.8 times the amount MOL saved.

Figure 1. Unabating: Hungary's Monthly Imports of Russian Crude Oil
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Source: CSD based on Eurostat data.

The increase in Russian oil imports in Hungary and Slovakia is the result
of the exemption from the EU ban on Russian oil supply that landlocked
Central European countries received in June 2022. Although the carve-out
was intended as a transitional measure to provide time for diversification, in
fact, it does not have an expiry date.

Hence, close to four years later, instead of gradually reducing its Russian
oil dependence, Hungary has deepened its ties with Russia. By the end of
2025, Hungary had become the EU’s largest importer of Russian fossil
fuels, purchasing EUR 4.8 billion of oil and gas. Its reliance on Russian crude
increased from 61% in 2021 to 93% in 2025. Hungarian and Slovak governments


https://www.reuters.com/business/energy/druzhba-pipeline-carried-ukrainian-russian-oil-before-attack-sources-say-2026-02-27/
https://www.reuters.com/business/energy/druzhba-pipeline-carried-ukrainian-russian-oil-before-attack-sources-say-2026-02-27/
https://www.reuters.com/world/europe/best-we-could-get-eu-bows-hungarian-demands-agree-russian-oil-ban-2022-05-31/
https://csd.eu/publications/publication/the-last-mile/
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have repeatedly argued that technical constraints, refinery configurations,
and excessive transit fees for alternative supply routes prevent the phaseout
of Russian supply.

Other EU members, which received a derogation from the Russian oil ban,
including Czechia and Bulgaria, have since ended imports from Russia
without facing security of supply disruptions, and now experience lower
pre-tax fuel prices than the remaining countries still dependent on vulnerable
Russian oil supplies.

The continued exemption from the EU oil sanctions regime has also created
political leverage for Hungary to influence the EU’s strategic decisions on
Ukraine and future sanctions packages. As sanctions require unanimity among
Member States, Hungary has rejected the approval of new packages or has
delayed the implementation of common EU measures to support Ukraine,
using exaggerated energy security risks as a justification for opposition. An
apt example is Hungary’s veto to block the EU’s 20th sanctions package
against Russia, stating it would not support the sanctions unless oil deliveries
through a pipeline to Hungary resume, which Kyiv says was previously
damaged by a Russian strike.

Discounted Russian crude has boosted MOL’s profitability, with the
company’s operating income in 2024 rising about 30% above pre-invasion
levels, reflecting the financial gains from purchasing cheaper Russian crude
and selling refined fuels prices above the pre-tax EU average. Furthermore,
MOL’s downstream earnings (Clean CCS EBITDA - Current Cost of
Supplies — a performance metric measuring core operational profitability by
excluding inventory valuation effects and special items, and adjusting for the
replacement cost of crude) rose 15% in 2025 year-on-year to around EUR 1.2
billion, driven by wide refining margins that benefited from strong fuel crack
spreads and a widening of the price discount between Brent-Urals.

Figure 2. Hungary's Russian Crude Oil Imports by Year
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https://www.politico.eu/article/hungary-orban-blocking-russia-sanctions-package-over-e16b-eu-defense-loans/
https://energyandcleanair.org/wp/wp-content/uploads/2025/05/CSD_CREA_HU_SK_05_25.pdf
https://energyandcleanair.org/wp/wp-content/uploads/2025/05/CSD_CREA_HU_SK_05_25.pdf
https://ng.investing.com/news/company-news/mol-group-q4-2025-slides-ebitda-surges-29-despite-refinery-fire-93CH-2350871
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Despite MOL’s growing reliance on discounted Russian crude, pre-tax
fuel prices in Hungary and Slovakia remain higher than in neighbouring
landlocked Czechia. This suggests that MOL’s dominant refining position
allows it to capture much of the benefit from cheaper crude rather than passing
those savings on to consumers. In 2025, Hungary’s average weekly pre-tax fuel
prices were 18% higher for gasoline and 10% higher for diesel than in Czechia.
Slovakia also recorded higher prices, with gasoline and diesel 6% and 7%
more expensive, respectively. Notably, Czechia’s pre-tax fuel prices remained
lower even after the country ended Russian oil imports on 17 April 2025.

MOL’s access to discounted Russian crude have also provided significant
fiscal support to the Hungarian government. In 2022, Budapest introduced a
windfall tax targeting the margin between Brent crude and cheaper Russian
Urals oil, eventually raising the rate to 95% of this extra profit, effectively
capturing most of the gains from discounted imports. The measure formed
part of a broader package of sectoral taxes designed to help close Hungary’s
budget deficit and finance government programs. Hungary’s government
could have received an estimated EUR 575 million in additional tax revenue
each year. By channelling these windfall revenues into fiscal buffers such as
energy price protections and deficit reduction, MOL'’s profits have indirectly
supported the economic policies that underpin the government’s political
stability.

Hungary’s continued reliance on Russian oil has been sustained by a network
of intermediaries and offshore trading structures, closely linked to the MOL
Group and political players. Central to this system is Normeston Trading
SA, an opaque intermediary with registrations in offshore jurisdictions and
longstanding ties to the U.S.-sanctioned Russian oil company, Lukoil, which
is the main supplier of crude oil to Hungary and Slovakia. Normeston’s
leadership and ownership have been connected to figures such as Imre
Fazekas and Laszl6 Csoke, who have extensive ties to both Lukoil and MOL.

Trade data indicates that Russian crude typically arrived in Hungary at prices
around 5% higher than at the point of export, suggesting that intermediaries
captured hundreds of millions of euros in hidden mark-ups. Between 2012
and 2021 alone, the price gap between Russian export prices and Hungarian
import prices amounted to roughly HUF 336 billion (around EUR 900 million).
Normeston’s ownership structure connects ex-Lukoil vice president Valery
Subbotin and other Russian energy figures with former MOL executives and
businessmen close to Orban’s political circle.

The profits from the reliance on discounted Russian oil taint and could
compromise Hungary’s national public diplomacy networks. The Hungarian
academic think tank MCC, which holds around 10% of the MOL’s shares,
is largely funded through dividend payments, effectively channelling
revenues from Russian oil into an institution that helps promote and shape
the Hungarian government’s policies and international image. In 2022, John
Laughland, then an MCC visiting fellow, was briefly detained and questioned
in the UK on suspicion of spying for Russia. More recently, MCC’s Brussels-
based magazine employed a journalist secretly working for Voice of Europe,
a Kremlin-funded disinformation outlet tied to Russian intelligence that was
dismantled in 2024 by a joint European counterintelligence operation.


https://www.theguardian.com/world/2022/jun/14/hungary-to-make-600m-annual-profit-through-russian-oil-tax-research-agency
https://telex.hu/g7/kozelet/2025/03/27/rejtelyes-kozvetitonek-is-csurran-cseppen-az-ezermilliardos-orosz-magyar-olajbizniszbol
https://telex.hu/g7/kozelet/2025/03/27/rejtelyes-kozvetitonek-is-csurran-cseppen-az-ezermilliardos-orosz-magyar-olajbizniszbol
https://telex.hu/g7/kozelet/2025/03/27/rejtelyes-kozvetitonek-is-csurran-cseppen-az-ezermilliardos-orosz-magyar-olajbizniszbol
https://telex.hu/g7/kozelet/2025/03/27/rejtelyes-kozvetitonek-is-csurran-cseppen-az-ezermilliardos-orosz-magyar-olajbizniszbol
https://www.occrp.org/en/news/shadowy-oil-trader-with-kremlin-orban-ties-supplied-billions-in-russian-crude-to-europe
https://www.occrp.org/en/news/shadowy-oil-trader-with-kremlin-orban-ties-supplied-billions-in-russian-crude-to-europe
https://csd.eu/publications/publication/cutting-the-cord/
https://csd.eu/publications/publication/cutting-the-cord/
https://telex.hu/english/2022/10/18/visiting-lecturer-at-fidesz-elite-training-center-detained-in-london-on-espionage-charges
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Debunking the Russian
Oil Myths

MOL as made multiple claims that diversification is technically unfeasible
or prohibitively expensive for a plethora of reasons that are often not backed
up by evidence. MOL’s Managing Director for Downstream Production, Zsolt
Huff, publicly acknowledged that the company’s refineries are technically
capable of operating without Russian crude. The Bratislava refinery has a
Nelson complexity index (NCI) of 11.5 and the Danube refinery 10.6; both
above the threshold of 10 that indicates high complexity and the capacity to
process a wide range of crude types.

Regional precedent further weakens MOL'’s technical argument that they
cannot process large proportions of non-Russian crude. Serbia’s NIS refinery
transitioned immediately from Russian to Iraqi and Kazakh crude after the
EU’s seaborne ban without major disruption. The Lukoil-owned Burgas
refinery in Bulgaria has also demonstrated the ability to process up to 24
different crude blends, including Norwegian, Saudi, and Guyanese grades.
These examples confirm that refinery configuration is not a structural
obstacle to diversification.

Non-Russian Crude Transit Fees are Lower than for Russian Oil via Druzhba

Croatia’s JANAF pipeline operator has been accused by MOL of charging
“extortionate” tariffs for non-Russian crude transiting the Adria pipeline.
These claims have been used to justify continued reliance on Russian crude.
However, data on transit fees shows that Hungary paid an average monthly
transit fee of EUR 12.22 per tonne for non-Russian crude transported via the
Adria pipeline, representing a 1.6% markup over the CIF price at the Croatian
port of Omisalj. By contrast, Ukraine charged EUR 21 per tonne for Russian
crude transiting through the Druzhba pipeline—equivalent to a 4.5% markup
on the 2024 average price.

In addition, Belarus received an estimated EUR 10.4 million in transit fees in
2024. Russian exporters paid EUR 2.16 per tonne to the Belarusian operator
OAO Gomeltransneft Druzhba, adding a further 0.46% markup. Combined,
these transit costs for Russian crude significantly exceeded those for non-
Russian crude via Adria. Moreover, Russian crude flows via the Druzhba
pipeline are geopolitically vulnerable, with frequent and increasing attacks on
Ukrainian energy infrastructure, underscoring the security of supply risks of
relying on this transit through a war zone.

Another point of debate concerns the JANAF pipeline’s capacity, which
MOL claims, is insufficient to meet the demand of its refineries, which does
not standup to scrutiny. JANAF’s Adria pipeline has a capacity of 14.4 million
tonnes per year, sufficient to cover the total Hungarian and Slovak refinery
demand. Capacity tests conducted in September 2025 confirmed substantial
available throughput. Lower observed flow rates reflected reduced MOL
demand rather than physical constraints.

In addition, Hungary could also revive the Odessa-Brody pipeline, which
has a reported capacity of 14.5 million tons per year. If rehabilitated, it could
transport seaborne crude via the Black Sea and connect to Druzhba, benefiting
Ukraine financially while diversifying Hungarian supply. Hungary has
previously shown interest in revitalizing this pipeline, conditional on financial
and political support from the EU.


https://www.portfolio.hu/en/business/20220412/what-would-happen-to-hungarys-mol-if-russian-oil-stopped-flowing-539063
https://www.osw.waw.pl/en/publikacje/analyses/2026-01-23/mol-moves-towards-acquiring-russian-stakes-serbias-nis
https://www.osw.waw.pl/en/publikacje/analyses/2026-01-23/mol-moves-towards-acquiring-russian-stakes-serbias-nis
https://www.politico.eu/article/hungary-foot-dragging-russian-oil-crashes-reality-croatia-sanction/
https://ukranews.com/en/news/947687-ukraine-increases-tariff-for-transit-of-russian-oil-by-23-5-to-eur-21-per-ton
https://pravo.by/document/?guid=12551&p0=W22441060
https://www.reuters.com/business/energy/mol-croatias-janaf-dispute-over-adriatic-pipelines-capacity-supply-oil-2025-09-24/
https://janaf.hr/news/1954
https://telex.hu/g7/kozelet/2024/07/28/miert-van-egyaltalan-lukoil-ugy-es-ki-lesz-a-haszonelvezoje
https://telex.hu/g7/kozelet/2024/07/28/miert-van-egyaltalan-lukoil-ugy-es-ki-lesz-a-haszonelvezoje
https://www.linkedin.com/pulse/janaf-rejects-mol-allegations-over-oil-pipeline-capacity-ckjye/
https://odessatime.com/en/news/post-1500
https://odessatime.com/en/news/post-1500
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The Serbia Gamble:
New Risk of
Oil Sanctions Evasion

Figure 3. Toxic “Friendship": Crude Oil Pipelines and
Refineries across Central and Eastern Europe
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Since the suspension of Russian crude flows to Hungary via the Ukrainian
pipeline on 27 January, Hungary has asked Croatia to supply seaborne Russian
crude through the Adria pipeline, underscoring that Budapest’s priority is
maintaining access to discounted Russian oil rather than security of supply.
In fact, before the Russian invasion of Ukraine, Hungary used to purchase
much more non-Russian oil than it does now through the Adria pipeline.

Russia’s attacks on the pumping station located within the Ukrainian section
of the Druzhba pipeline near the Brody oil hub in late January 2026 caused
a fire in a storage tank that burnt for 10 days damaging equipment, power
cables, transformers and the leak detection system. Paradoxically, Ukraine
may be forced to foot the bill of repairs to enable Russian crude oil to flow
through its territory.

As the EU tightens restrictions on Russian oil imports, the Western Balkans can
emerge as a potential gateway through which Russian crude and petroleum
products could continue to reach European markets indirectly. Serbia plays
a central role in this dynamic. Although the country is not bound by EU
sanctions, its refining sector and fuel trade are deeply interconnected with
neighbouring EU member states, creating potential channels through which
crude oil with Russian origin could re-enter the European market.


https://www.spglobal.com/commodity-insights/en/news-research/latest-news/refined-products/101124-interview-hungarian-refiner-mol-eyes-non-russian-crude-contingencies?utm_campaign=Oktopost-Global-Oil-News&utm_medium=social&utm_source=linkedin
https://www.reuters.com/business/energy/croatia-assessing-legality-importing-russian-oil-eu-says-2026-02-25/
https://www.reuters.com/business/energy/croatia-assessing-legality-importing-russian-oil-eu-says-2026-02-25/
https://www.reuters.com/business/energy/druzhba-oil-pipeline-damaged-by-fire-after-russian-strike-minister-says-2026-03-03/
https://www.reuters.com/business/energy/druzhba-oil-pipeline-damaged-by-fire-after-russian-strike-minister-says-2026-03-03/
https://www.reuters.com/business/energy/druzhba-oil-pipeline-damaged-by-fire-after-russian-strike-minister-says-2026-03-03/
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Serbia’s oil sector remains closely linked to Russian energy interests through
the ownership structure of Naftna Industrija Srbije (NIS), the country’s
dominant oil and gas company. NIS, which has Gazpromneft as the biggest
shareholder, operates Serbia’s main refining asset, the Pancevo refinery, and
controls three-quarters of the country’s wholesale fuel market.

The introduction of U.S. sanctions against Gazpromneft in January 2025, has
pressured Gazpromneft to divest from NIS. Hungary’s MOL Group is the
most likely contender to buy NIS’ business due to its strong regional presence
and long-standing strategic interest in expanding its refining footprint in
Southeast Europe.

A MOL acquisition of the Pancevo refinery would fundamentally reshape
the ownership structure of Serbia’s oil sector while potentially preserving
the underlying supply dynamics. While Russian equity participation might
formally decline, Russian crude could still remain a key feedstock for the
refinery if existing supply arrangements were maintained.

Cross-Border Crude and Product Routing

The strategic significance of Pancevo lies not only in its refining capacity
but also in its location within a highly interconnected regional fuel market.
With a refining capacity of over 4 million tons per year, the facility supplies
exports petroleum products across the Western Balkans and neighbouring EU
member states.

Refined products from Serbia can move relatively easily into EU markets
through regional transport corridors and commercial distribution networks.
This creates a potential pathway for Russian-origin crude to be processed
outside the EU and subsequently exported into the European market in the
form of refined petroleum products. Once crude oil has been processed into
gasoline, diesel or other refined products, tracing its original source becomes
significantly more difficult.

The refining systems of Central and Southeast Europe are deeply
interconnected, with MOL playing a pivotal role in linking multiple national
markets. The company also maintains extensive fuel distribution networks
across the region, including in Croatia, Slovenia and Serbia. Acquiring the
Pancevo refinery would therefore allow MOL to consolidate its position
as a dominant refining player across Central and Southeast Europe. This
regional integration also creates potential vulnerabilities in the EU sanctions
framework. If Russian crude continues to be processed within a regional
refining system spanning both EU and non-EU jurisdictions, monitoring
and enforcing restrictions on Russian oil flows becomes significantly more
complex.

A New Hungary-Serbia Oil Pipeline Outlet for Russian Crude
The risks associated with Serbia’s refining sector are further amplified by plans

to build a new oil pipeline connecting Hungary and Serbia. The proposed
pipeline would link Serbia’s refining system directly to Hungary’s section of


https://www.intellinews.com/serbia-and-hungary-advance-plans-for-joint-oil-pipeline-by-2027-392081/
https://www.intellinews.com/serbia-and-hungary-advance-plans-for-joint-oil-pipeline-by-2027-392081/
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the Druzhba pipeline network, which currently continues to deliver Russian
crude under the EU’s sanctions exemption for landlocked countries.

The new pipeline risks creating a new sanctions loophole, especially if
Russian crude is routed onward by MOL to Serbia’s Pancevo refinery. MOL’s
acquisition of NIS could create a vertically integrated regional supply chain
linking Russian crude deliveries to refining capacity outside the EU.

Such an arrangement would allow Russian oil to remain embedded within
regional supply networks even as the EU seeks to eliminate its dependence
on Russian fossil fuels. Serbia’s desire to maintain Russian imports must not
justify Hungary’s continued dependence on Russian oil or undermine the
EU’s REPowerEU plan to end reliance on Russian fossil fuels by the end of
2027. In this sense, without stronger coordination between EU energy policy
and regional infrastructure development, Russian oil could continue to flow
into European energy markets through indirect channels long after formal
restrictions are introduced.



RUSSIAN GAS PHASEOUT AND
THE RECONFIGURATION OF
CENTRAL EUROPEAN MARKETS

Figure 4. EU's Monthly Imports of Russian Gas
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Europe’s effort to decouple from Russian gas has made significant progress
since the start of Russia’s full-scale invasion of Ukraine. The collapse of Russian
export flows through the northern routes such as the Nord Stream and Yamal
pipelines has fundamentally reshaped Europe’s gas supply architecture.
LNG imports primarily from the United States have filled much of the supply
gap, supported by the rapid expansion of LNG import infrastructure across
Northern and Western Europe. As a result, several EU member states have
largely eliminated their dependence on Russian pipeline gas within a
relatively short period.

Yet, the transition away from Russian dependence remains incomplete
and uneven. While the share of Russian gas in the EU’s overall imports
has declined sharply, from around 40 % before the war to roughly a tenth
of total supply today, the aggregate decline masks the persistent Russian
gas dependence in the CEE and SEE regions. Legacy infrastructure, long-
term contractual arrangements and fragmented gas markets continue to
sustain Russia’s footprint. Hungary stands out as one of the most important
bottlenecks to the continent-wide push for diversification. The share of
Russian gas has accounted for roughly three-quarters of Hungary’s annual
gas consumption. Hungary has bought an estimated EUR 15.6 billion (28
billion cubic meters) of Russian gas since the start of the full-scale invasion
until the end of February 2026.

During the energy crisis in 2022 Russian gas delivered to Hungary traded at
a discount of around 22% to the TTF benchmark, helping sustain imports as


https://csd.eu/publications/publication/the-last-mile/
https://csd.eu/publications/publication/the-last-mile/
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most of the rest of Gazprom’s clients cancelled their supply contracts. As a
result, Russia continues to retain a significant foothold in parts of the region’s
gas market despite the broader contraction of its European exports.

Hungary’s gas supply system remains anchored in long-term contractual
arrangements with Gazprom and relies heavily on deliveries through the
TurkStream pipeline via Serbia. Following the disruption of transit through
Ukraine and the shutdown of northern export routes, TurkStream has emerged
as Russia’s primary operational gas corridor into the European Union. In 2025
monthly deliveries through the European section of TurkStream exceeded the
pipeline’s nominal capacity by roughly 25-30 percent, reflecting the growing
role of Russian spot gas deliveries along the Southern corridor.

Figure 5. Pushing the Limits: Monthly Russian Gas Flows to the EU Compared with
TurkStream's Declared Maximum Monthly Capacity
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Lock-In

Hungary’s continued dependence on Russian gas reflects a structural lock-
in created by long-term contractual commitments and infrastructure choices.
Between 2021 and 2025 the share of Russian gas in Hungary’s imports rose
from about 60% to over 90% of total imported volumes.

At the centre of Hungary’s gas supply architecture is the long-term gas
purchase agreement signed in 2021 between Hungary’s state-owned energy
company MVM and Russia’s Gazprom. The 15-year contract guarantees
annual deliveries of approximately 4.5 bcm of gas, covering roughly half of
Hungary’s annual consumption. Unlike many European buyers that sought
to reduce their contractual exposure to Russian suppliers after the outbreak
of the war in Ukraine, Hungary has doubled down on Russian gas and has
negotiated additional spot deliveries.

The contractis closely tied to the reconfiguration of Russian gas transit routes
following the disruption of traditional export corridors through Ukraine.
Deliveries under the agreement are routed entirely through the TurkStream
pipeline and the Serbia-Hungary interconnector, which together form the
backbone of the Southern Russian gas corridor linking Russia to Central
Europe. This route replaced the earlier transit system through Ukraine.


https://www.reuters.com/business/energy/russia-halts-gas-exports-europe-via-ukraine-2025-01-01/
https://www.reuters.com/business/energy/russia-halts-gas-exports-europe-via-ukraine-2025-01-01/
https://www.reuters.com/business/energy/hungary-russias-gazprom-expected-sign-new-long-term-gas-supply-deal-monday-2021-09-27/
https://www.reuters.com/business/energy/hungary-russias-gazprom-expected-sign-new-long-term-gas-supply-deal-monday-2021-09-27/
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Figure 6. Blocking the Breakup: Monthly Russian Gas Flows to Hungary via
TurkStream Compared with Hungary's Average Natural Gas Imports
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This structural lock-in has also been reinforced by the broader design of the
EU’s gas phaseoutstrategy, which relies primarily on voluntary diversification
and market incentives rather than binding restrictions on Russian pipeline
gas imports. Unlike coal and seaborne oil, natural gas has remained largely
outside the EU’s sanctions regime.

Infrastructure constraints further reinforce this lock-in effect. Hungary is
physically connected to several neighbouring gas systems, including Austria,
Slovakia, Romania and Croatia, and in principle has access to alternative
sources of supply. However, the practical utilization of these connections
for diversification has remained limited. Access to LNG imports through
Croatia’s Krk terminal, for example, has not been developed at scale, while
reverse-flow capacity on some regional interconnectors remains constrained
by technical and commercial barriers. Although the Krk LNG terminal
expanded its regasification capacity from 3.9 bcm to about 6.1 bcm annually
at the end of 2025, much of this capacity has been secured by regional trading
companies rather than Hungarian buyers.

The structure of regional gas markets also contributes to sustaining Russian
supply. In many cases, Russian pipeline gas continues to benefit from
pricing formulas linked to long-term oil-indexed contracts, which can remain
competitive compared with spot LNG imports during periods of market
stability.


https://serbia-energy.eu/region-hungarys-mvm-secures-major-lng-capacity-at-croatias-krk-terminal-to-mitigate-russian-gas-risks/
https://csd.eu/publications/publication/phasing-out-russian-gas-in-europe/
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More Loopholes in
the EU Strategy

Figure 7. Right Below Your Floor: Average Annual Import Price of Russian
Pipeline Gas Compared with the TTF Benchmark
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The current design of the legal Russian gas phaseout regime contains several
structural loopholes that risk prolonging Europe’s dependence on Russian
gas and undermining the effectiveness of the broader sanctions architecture.
Under the approved REPowerEU timelines, the EU could import an estimated
EUR 5.5 billion worth of Russian LNG and EUR 7.9 billion worth of pipeline
gas before the phaseout deadlines, assuming prices remain at 2025 levels.
The amount Russia receives from its gas exports to the EU will likely rise
significantly above this estimate considering the 70% average gas price
increase in Europe following the closure of the Strait of Hormuz in March
2026 amid the escalation of the U.S. and Israel war with Iran.

Despite the political commitment to eliminate Russian gas imports, the
EU’s current approach relies heavily on gradual implementation timelines,
national discretion and complex origin verification mechanisms. These
design features create multiple avenues through which Russian gas
could continue entering the European market under different commercial
arrangements even after the formal phaseout deadline.

Delayed Implementation

One of the most significant weaknesses of the current framework lies in the
delayed implementation timeline. The REPowerEU regulation foresees a ban
of Russian pipeline gas by September 2027, with additional provisions that
allow member states to postpone implementation if they cite risks to the
security of supply and low gas storage volumes. While these safeguards were
introduced to address energy security concerns, they also create a potential
political escape hatch that could allow countries to prolong Russian gas
imports beyond the nominal deadline.


https://euobserver.com/200584/legal-battles-loopholes-and-delays-cloud-eu-plan-to-end-russian-gas-imports/
https://euobserver.com/200584/legal-battles-loopholes-and-delays-cloud-eu-plan-to-end-russian-gas-imports/
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Box 1. A Legal Challenge or a Delay Tactic

Hungary has launched a legal challenge to the REPowerEU Regulation
on banning Russian gas by September 2027 before the Court of Justice
seeks the annulment of Regulation (EU) 2026/261, arguing in essence that
the EU chose the wrong legal basis, infringed member states” sovereignty
over their energy mix, breached subsidiarity, proportionality and legal
certainty, and violated the principle of energy solidarity. Budapest also
argues that the measure functions as a de facto sanction and therefore
should have been adopted under the EU’s foreign policy sanctions
framework rather than through ordinary internal-market and trade
legislation. Those arguments are politically resonant, but legally they
appear weak. The regulation rests on Articles 194(2) and 207 TFEU,
which are specifically designed for Union action on energy market
functioning, security of supply and common commercial policy. The
Commission’s original proposal relied on exactly that dual legal basis,
and the combination of Articles 194 and 207 provides a constitutionally
defensible foundation for a phased import ban on Russian gas.

The core Hungarian claim, which is that the measure should have
been adopted as a sanctions instrument under Article 215 TFEU, also
seems unlikely to prevail. Regulation 2026/261 is framed as a general,
prospective market measure governing imports into the Union and
strengthening energy security, not as a classic CFSP sanctions measure
targeted through foreign-policy decision-making. That distinction
matters because the Court traditionally looks first at the regulation’s
center of gravity: here, the text regulates the placing of Russian gas
on the EU market, requires diversification planning, and amends
the EU gas-security framework. In other words, it operates primarily
through trade and energy law, even if its geopolitical effect is to reduce
Russia’s revenues. The fact that a measure has strong external-policy
consequences does not by itself deprive the Union of its internal-
market or commercial-policy competences where those competences
are the measure’s predominant legal character.

Hungary’s sovereignty argument under Article 194(2) TFEU is likewise
narrower than Budapest suggests. EU law does protect each member
state’s right to determine the conditions for exploiting its energy
resources, its choice between energy sources, and the general structure
of its energy supply. But the REPowerEU regulation does not tell
Hungary how much gas it may consume, whether it must shut nuclear
capacity, or what domestic generation mix it must adopt. Instead, it
restricts one external source of supply, namely the Russian imports,
while leaving Hungary free to diversify through LNG, interconnectors,
storage, pipeline imports from non-Russian origins, renewables,
demand reduction, or any combination of these. That is a significant
legal distinction: the regulation constrains trade with a specific third-
country source, not the member state’s sovereign right to choose its
overall energy mix.


https://www.politico.eu/article/hungary-files-legal-challenge-to-eus-russian-gas-ban/
https://regula.law/blog/regulation-eu-2026-261-a-constitutional-assessment-of-its-legal-basis-and-treaty-compatibility-under-eu-law
https://regula.law/blog/regulation-eu-2026-261-a-constitutional-assessment-of-its-legal-basis-and-treaty-compatibility-under-eu-law
https://regula.law/blog/regulation-eu-2026-261-a-constitutional-assessment-of-its-legal-basis-and-treaty-compatibility-under-eu-law
https://data.consilium.europa.eu/doc/document/ST-5787-2026-INIT/en/pdf?utm_source=chatgpt.com
https://razomwestand.com/no-hungary-banning-russian-gas-isnt-a-violation-of-eu-law/
https://eur-lex.europa.eu/eli/reg/2026/261/oj/eng?utm_source=chatgpt.com
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The proportionality and subsidiarity objections also appear difficult
to sustain. The regulation was deliberately designed as a gradual
phaseout rather than an immediate cut-off: legacy short-term and long-
term contracts receive transition periods, member states must prepare
national diversification plans, and the final framework includes storage-
related flexibility and a suspension mechanism for severe supply crises.
The Council itself described the measure as a stepwise ban, while the
Commission has framed it as a gradual but permanent instrument
intended to strengthen security and independence. Those design
features are legally important because they show the EU legislator
considered less restrictive alternatives and built in safeguards for
vulnerable member states. That makes it harder for Hungary to argue
that the regulation is manifestly disproportionate or that the objective
could have been sufficiently achieved by member states acting alone.
On a cross-border commodity such as gas, where infrastructure, price
effects and security-of-supply risks spill across borders, the case for EU-
level action is especially strong.

The appeal to “energy solidarity” may in fact cut against Hungary rather
than in its favour. Article 194 TFEU requires Union energy policy to be
pursued in a spirit of solidarity, and CJEU case law has treated energy
solidarity as a legally relevant principle rather than a merely political
slogan. Hungary argues that the regulation imposes disproportionate
burdens on landlocked member states and fails to balance their
security-of-supply interests. But solidarity in EU law is not a one-way
entitlement allowing a member state to preserve privileged access to
cheaper Russian energy indefinitely. It also requires taking account of
the security, resilience and strategic interests of other member states
and of the Union as a whole. A regulation aimed at reducing the bloc’s
collective exposure to Russian coercion, while giving transition time and
safeguard clauses, is therefore more likely to be seen as an expression of
energy solidarity than a breach of it.

All in all, Hungary’s complaints about interference with existing long-
term contracts and the absence of compensation are unlikely, on their
own, to invalidate the regulation. EU legislation can lawfully prohibit
future performance of private contracts where overriding public-
interest objectives justify the restriction, especially in sectors such as
trade and energy security. The regulation itself treats the import ban as a
sovereign act of the Union rendering prohibited imports unlawful, which
is precisely why it provides transition periods and reporting obligations
rather than guaranteeing compensation for every affected operator.
That does not eliminate the possibility of commercial disputes, but it
does weaken the claim that the regulation is legally defective merely
because it changes the economic value of existing contracts. Taken
together, Hungary’s lawsuit looks less like a strong constitutional
challenge than a familiar attempt to delay implementation, raise
political pressure for further derogations, and preserve the commercial
advantages of continued Russian energy imports.
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Under the Regulation, member states may invoke energy security risks tojustify
temporary derogations from the ban. Experience from previous sanctions
regimes suggests that such temporary exemptions can easily become semi-
permanent features of EU energy policy. The exemption granted to Hungary
and Slovakia for pipeline oil imports illustrates how derogations introduced
as transitional mechanisms can persist for years when supported by strong
domestic political interests.

The long implementation horizon further reduces the urgency for market
adjustment. In practice, Russian gas imports could have been phased out
much earlier, as demonstrated by the rapid diversification achieved by several
EU member states since 2022 without impacts on the security of supply or
prices. When Ukraine stopped the transit of Russian gas at the end of 2024,
average natural gas prices in Europe fell in early 2025.

Gas Laundering

A second major vulnerability stems from the growing risk of Russian gas
entering the European market through intermediary countries. Turkey and
Azerbaijan are increasingly positioned as potential transit hubs through
which Russian gas could be blended, re-labelled and re-exported to European
buyers.

Russia already maintains swap arrangements with Azerbaijan that allow
gas volumes to be exchanged within the regional transmission system.
Azerbaijan produces roughly 51 bcm of gas annually, but a large share is
already committed under long-term export contracts, including around
25 bem per year to Georgia, Turkey and the EU through the Southern Gas
Corridor. In addition, Azeri domestic gas consumption has expanded by
around 18% in the past decade to 13.4 bcm in 2025, squeezing the capacity
for additional foreign sales. This discrepancy creates a structural gap
between production capacity and export commitments including the
planned doubling of sales to Europe to more than 20 bem/yr. This increases
the likelihood that additional volumes, marketed as Azerbaijani gas could
originate from Russian supply entering the regional network through swap
arrangements.

Turkey’s gas network further complicates the situation. The Turkish
transmission system, operated by the state company BOTAS, is becoming
a key junction for multiple supply sources, including Russian pipeline gas
delivered through TurkStream. Russia continues to supply substantial
volumes to Turkey, with around 22 bem delivered annually under Gazprom
contracts in recent years, representing close to 40% of the country’s gas supply
mix. Once gas enters this network and is blended with other supply streams,
tracing its precise origin becomes extremely difficult. The lack of robust
monitoring and verification mechanisms increases the likelihood that Russian
gas could be reintroduced into EU markets through the so-called “Turkish
gas blend”.

Recent infrastructure expansions reinforce this risk. The increase in capacity
at the Strandzha-Malkoclar entry point between Turkey and Bulgaria, for
example, creates additional opportunities for gas of uncertain origin to enter the


https://www.politico.eu/article/turkstream-putin-erdogan-gas-pipeline-gazprom-eu-sanctions/
https://www.politico.eu/article/turkstream-putin-erdogan-gas-pipeline-gazprom-eu-sanctions/
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European transmission system. Without stronger traceability requirements
and enhanced customs verification capabilities, distinguishing between
Russian and non-Russian gas in such blended flows will remain extremely
challenging.

The Western Balkans Transit Grey Zone

Another potential channel for circumvention emerges through the
Western Balkans. Countries such as Serbia , Norht Macedonia and Bosnia
and Herzegovina continue to import substantial volumes of Russian gas
for domestic consumption under contracts with Gazprom. However, the
regulatory framework governing gas trade between the Western Balkans and
the EU leaves open the possibility that part of these volumes could be re-
exported into EU markets.

Gas imported into Serbia for “domestic use” could in principle be redirected
toward neighbouring EU member states through existing interconnections.
Hungary and Slovakia, both connected to the Serbian transmission system,
could therefore potentially receive gas that originally entered the region
as Russian supply. Such transactions would be difficult to trace under
current monitoring mechanisms, particularly if the gas is traded through
intermediaries or mixed with other supply streams before crossing EU
borders.

Box 2. Russian Gas Intermediaries: Trading Profits and Political Networks

Hungary’s continued reliance on Russian gas is also a function of a
politically embedded trading model that enables the monetization of
Russian gas flows across Central and Eastern Europe. At the centre of
this model are intermediary companies such as the Swiss-based MET
Group, whose development is closely linked to the political economy of
the ruling economic elites of Hungary.

MET originated from gas trading activities connected to Hungary’s
state-controlled energy system and expanded rapidly in the early
2010s, benefiting from preferential access to cross-border pipeline
capacity and regulatory decisions by the Hungarian government. The
arrangement allowed MET to import cheaper gas and sell it at higher
prices on the regional market. The allocation of such infrastructure
capacity to a politically connected private trader marked a shift toward
a hybrid model in which state-controlled import channels and private
intermediaries jointly capture rents from Russian gas flows.

During this growth period, the company was partially owned by
Hungarian businessmen close to Prime Minister Orban, including Istvan
Garancsi and Gyorgy Nagy. At one stage a stake in the company was
held through an offshore entity registered in Belize called Normeston,
the same company that is the intermediary in the sale of Russian oil
from Lukoil to MOL.


https://met.com/en/media/media-coverage-en/the-true-story-of-the-big-gas-deal/#:~:text=I%20was%20the%20CEO%20of,fully%20international%20team%20working%20there
https://met.com/en/media/media-coverage-en/the-true-story-of-the-big-gas-deal/#:~:text=I%20was%20the%20CEO%20of,fully%20international%20team%20working%20there
https://energiaklub-hu.translate.goog/hirek/kik-es-hogyan-ejtettek-foglyul-a-magyar-allamot-az-energetika-teren-4035?_x_tr_sl=hu&_x_tr_tl=en&_x_tr_hl=hu&_x_tr_pto=wapp
https://energiaklub-hu.translate.goog/hirek/kik-es-hogyan-ejtettek-foglyul-a-magyar-allamot-az-energetika-teren-4035?_x_tr_sl=hu&_x_tr_tl=en&_x_tr_hl=hu&_x_tr_pto=wapp
https://energiaklub-hu.translate.goog/hirek/kik-es-hogyan-ejtettek-foglyul-a-magyar-allamot-az-energetika-teren-4035?_x_tr_sl=hu&_x_tr_tl=en&_x_tr_hl=hu&_x_tr_pto=wapp
https://energiaklub-hu.translate.goog/hirek/kik-es-hogyan-ejtettek-foglyul-a-magyar-allamot-az-energetika-teren-4035?_x_tr_sl=hu&_x_tr_tl=en&_x_tr_hl=hu&_x_tr_pto=wapp
https://energiaklub-hu.translate.goog/hirek/kik-es-hogyan-ejtettek-foglyul-a-magyar-allamot-az-energetika-teren-4035?_x_tr_sl=hu&_x_tr_tl=en&_x_tr_hl=hu&_x_tr_pto=wapp
https://www.occrp.org/en/news/shadowy-oil-trader-with-kremlin-orban-ties-supplied-billions-in-russian-crude-to-europe
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This model is underpinned by Hungary’s gas import structure. The
state-owned MVM Group remains the dominant importer of Russian
gas through its long-term contract with Gazprom, bringing volumes
into the country that often exceed domestic consumption needs. While
part of this gas is supplied to households and to domestic industry, a
significant share is either directly re-exported or channelled through
intermediary traders for resale in neighbouring markets. In practice,
Hungary functions not only as a consumer but also as a redistribution
hub for Russian gas in Central Europe.

Within this system, MET Hungary plays a key role in exporting gas
purchased within the Hungarian market. The sharp increase in the
value of these exports during the energy crisis reflects the profitability
of this model, as traders capitalized on price volatility and regional
supply imbalances. However, the financial structure of these operations
suggests that much of the valueis captured outside Hungary, with profits
realized at the level of international trading entities, including Swiss-
based parent companies. This structure allows for the externalization
of trading margins while maintaining strong links to domestic political
and regulatory networks.

Personal connections link the company to the Hungarian political
establishment. Csaba Lantos served for more than a decade as chairman
of the board of MET before later becoming Hungary’s energy minister.
The current chief executive of the state owned MVM Group, Karoly
Matrai, previously worked within the MET network as chief financial
officer of MET Romania Energy and later held a senior managerial
position within another company in the group.

MET has also been involved in gas supply arrangements connected to
the Transnistrian region of Moldova, de-facto replacing Gazprom as
one of the main suppliers to Moldova.

Such arrangements highlight how Russian gas can continue to circulate
through indirect channels, even as formal EU policy aims to phase out
imports. By operating through intermediaries and re-exportmechanisms,
Russian gas can be re-labelled, blended or redistributed in ways that
complicate origin tracking and weaken sanctions enforcement.

The effectiveness of the phaseout regime will also depend heavily on the
national implementation plans. The regulation requires member states to
develop detailed strategies for eliminating Russian gas imports, but the pace
and ambition of these plans will vary widely across countries.

In practice, the success of the EU strategy will depend on the strength of its
enforcement mechanisms. Weak oversight, delays in implementation and
limited verification capacity at the national level could allow Russian gas to
continue entering the European market through contractual loopholes and
opaque trading arrangements.


https://telex.hu/g7/vallalat/2026/02/18/orosz-gazimport-mvm-met-rezsicsokkentes-gazkereskedelem-export
https://telex.hu/g7/vallalat/2026/02/18/orosz-gazimport-mvm-met-rezsicsokkentes-gazkereskedelem-export
https://telex.hu/g7/vallalat/2026/02/18/orosz-gazimport-mvm-met-rezsicsokkentes-gazkereskedelem-export
https://telex.hu/g7/vallalat/2026/02/18/orosz-gazimport-mvm-met-rezsicsokkentes-gazkereskedelem-export
https://hvg.hu/360/2022114_lantos_csaba_portre_energetikai_miniszter_orban_palkovics_nagy
https://mccfeszt.hu/en/performer/matrai-karoly-1
https://mccfeszt.hu/en/performer/matrai-karoly-1
https://hungarytoday.hu/hungarian-company-to-supply-gas-to-moldovan-region/
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Limited Impact on One of the strongest disinformation narratives against the early phaseout of
the EU from the Russian  Russian gas has been that this would lead to a surge in natural gas prices in the
EU. These claims are not supported by data-driven modelling assessments.
The overall impact of the Russian gas ban on regional gas balances will be
modest. The reason is that the current Russian volumes can be easily replaced
through the Vertical Gas Corridor by alternative pipeline gas or LNG supply
to the region.

Gas Phaseout

The full phaseout of Russian gas would increase wholesale gas prices by
roughly EUR 0.1-0.6/MWh, or up to around 1.5% in the most exposed regional
markets including in Hungary. At the EU level, the price effect is even smaller,
reflecting the increasing integration and flexibility of the European gas system.

Figure 8. Limited Impact of Russian Gas Phaseout on EU Wholesale Gas Prices (EUR/MWh)

Estimated impact of an immediate (“overnight”) phaseout Estimated impact of a gradual phaseout completed by 2028
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Source: Regional Centre for Energy Policy Research.

The limited price impact is primarily explained by structural changes that
have already taken place in the European gas market since 2022. First, the EU
has significantly expanded its access to global LNG supply, particularly from
the United States, while increasing regasification capacity across Northern
and Western Europe. These developments have fundamentally reduced the
system’s dependence on Russian pipeline gas and created a more flexible
supply structure capable of responding to shocks.

Second, European gas markets have become more interconnected, allowing
supply toberedistributed across regions through cross-border interconnectors.
In this context, the removal of Russian gas does not create a simple supply gap


https://rekk.hu/downloads/academic_publications/rekk_policybrief_en_2025_07.pdf
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but rather triggers a rebalancing of flows within an increasingly integrated
market. Alternative supplies, whether LNG or pipeline gas from non-Russian
sources, can be redirected to replace Russian volumes, limiting the overall
price impact.

Third, the remaining Russian gas volumes in Europe are relatively small
compared to total demand and can be substituted without major disruption.
Even in Central and Southeast Europe, where dependence remains higher,
alternative supply options exist but are underutilized. Infrastructure such
as LNG terminals in Greece and Croatia, combined with existing pipeline
interconnections, provides sufficient capacity to replace Russian gas—
provided that regulatory and tariff barriers are addressed.

Importantly, the modelling distinguishes between different phaseout
scenarios, including an “overnight” ban and a gradual phaseout by 2028. In
both cases, the impact on wholesale prices remains limited on the EU level,
although an immediate Russian gas ban is estimated to increase gas prices in
the CEE region by between 10 and 15% before alternative supply flows are
reallocated efficiently in the regional gas market. This suggests that the timing
of the phaseout is less critical for price formation than the availability of
alternative supply and the functioning of regional markets. In other words,
price risks are driven less by the removal of Russian gas itself and more by
market fragmentation and infrastructure bottlenecks. However, the relatively
small variation between scenarios indicates that European gas markets have
already adjusted to the loss of Russian supply to a large extent.

These findings challenge the narrative that delaying the phaseout of Russian
gas is necessary to protect consumers from price shocks. On the contrary,
prolonging the dependence on Russian gas may increase long-term price
volatility by exposing European markets to geopolitical risks and supply
disruptions. The 2022 experience demonstrated that reliance on Russian gas
was itself a key driver of extreme price spikes.

The Vertical Gas Corridor

To secure the timely diversification of natural gas supply in the region before
the implementation of the REPowerEU Regulation, there is an urgent need
speed up the development of alternative supply routes in the CEE region.
One of the most promising route is the Vertical Gas Corridor, which would
link LNG terminals and pipeline supplies in Greece and Turkey with markets
further north in Bulgaria, Romania, Moldova and Ukraine. The corridor would
allow gas from global LNG markets and the Caspian region to move north
through the Trans-Balkan pipeline system, reversing the historical direction
of Russian gas flows that once moved south through the same infrastructure.

If fully utilised, the route could carry around 10 billion cubic metres of non-
Russian gas annually toward Central Europe, helping to offset volumes
currently supplied TurkStream. The U.S. and the EU have been working in
locked step with regional transmission system operators (TSOs) to develop
the route as the last big missing piece of the overall European gas market
integration strategy that has been undermined by the dominance of Russian
gas supply in this part of the continent.


https://rekk.hu/downloads/academic_publications/rekk_policybrief_en_2025_07.pdf
https://www.reuters.com/markets/commodities/mideast-conflict-may-hasten-europes-gas-divorce-russia-vladimirov-2026-03-11/
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Coordination between traders, TSOs and governments has intensified since the
start of the war in Ukraine, and recent developments suggest that the Vertical
Gas Corridor is beginning to gain commercial traction. New LNG supply
include long-term agreements and memoranda of understanding covering up
to several billion cubic metres per year with buyers in Bulgaria, Ukraine and
the wider region, alongside the first physical deliveries of US LNG routed
via Greece to Ukraine through Bulgaria, Romania and Moldova. TSOs have
also launched the work on the “Route 1” bundled capacity product aimed at
facilitating gas exports from Greece to Ukraine via Bulgaria and Romania.
These developments demonstrate growing market interest in northbound gas
flows and confirm the technical viability of the corridor as a diversification
route.

However, despite this momentum, utilisation of the corridor remains limited.
Initiatives such as the “Route 1” bundled capacity product have attracted
only modest commercial uptake, highlighting the persistent gap between
political ambition and market reality. While long-term LNG contracting
is advancing, regulatory fragmentation, high transmission tariffs and
insufficiently developed capacity products continue to prevent these volumes
from scaling. As a result, the corridor is evolving from a conceptual project
into a functioning supply route, but still lacks the commercial conditions
required to compete effectively with established Russian supply chains.

The accelerate the full development of the Vertical Gas Corridor, so that it
emerges as a viable alternative to Russian gas, there is a need to address the
key barriers through the following targeted policy interventions:

Reform Transmission Tariffs Along the Trans-Balkan Route

Transmission tariffs remain the single most significant barrier to commercial
utilisation of the corridor. EU institutions, in coordination with national
regulators, should:

e mandate arevision of tariff methodologies, particularly in Romania, where
current tariffs account for a disproportionate share of total transport costs
despite largely amortised infrastructure

e align tariffs with actual system costs and remove unjustified mark-ups
that distort cross-border trade

e ensure full compliance with EU network codes on cost-reflectivity and
non-discrimination.

Reducing transport costs from the current EUR 9-10/MWh range toward
EUR 5/MWh would fundamentally improve the corridor’'s competitiveness
relative to Russian pipeline gas.

A coordinated regional approach is required to ensure that the corridor
operates as a single integrated system rather than fragmented national
segments. This means harmonising regulatory frameworks, nomination
procedures and capacity booking systems across all countries along the route;
improving transparency in cross-border flows and trading arrangements; and


https://subscriber.icis.com/news/energy/news-article-00111105000
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strengthening oversight to ensure that intermediary trading practices do
not undermine diversification objectives.

Introduce Long-Term, EU-Compliant Capacity Products
Current short-term, monthly capacity products such as “Route 1” are
insufficient to support large-scale gas flows. Transmission system operators

should:

e introduce long-term bundled capacity products (quarterly, annual, and
multi-year) aligned with the duration of LNG supply contracts;

e ensure that capacity allocation mechanisms comply with EU network
codes to avoid legal uncertainty;

e provide stable and predictable tariff conditions to enable long-term
commercial commitments.

Without long-term capacity certainty, LNG suppliers and regional buyers will
find it hard to commit volumes to the corridor.

Provide Targeted EU Financial and Regulatory Support

The European Commission should treat the Vertical Gas Corridor as a
strategic diversification project and support it accordingly by:

e mobilising EU funding (e.g. the Connecting Europe Facility and the
Modernisation Fund) to support grid upgrades and reduce the cost burden
on transmission system operators;

e conditioning financial support on tariff reforms and regulatory alignment;

o facilitating coordinated action among national regulators to remove cross-
border bottlenecks.

Without EU-level intervention, Russian gas delivered through existing
infrastructure will continue to enjoy a structural price advantage.

Figure 9. EU Countries’ Imports of U.S. LNG by Country
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Integrate Turkey in the South-North Routes

Finally, for the Vertical Gas Corridor to function at scale, LNG must flow
north from Turkey. The country hosts substantial underutilised regasification
capacity, totalling 58 bcm annually, enough to increase U.S. LNG supply to
Europe by an estimated 70%. Around half of that capacity could potentially
be used to ship volumes along the Corridor to Ukraine and Central Europe.


https://www.argusmedia.com/en/news-and-insights/latest-market-news/2753675-turkey-could-be-lng-gateway-for-east-europe

NUCLEAR LOCK-IN: PAKS, ROSATOM AND
MULTI-DECADE STRATEGIC EXPOSURE

Fuel Dependence

Nuclear energy remains one of the least visible yet most structurally
persistent channels of Russian economic influence in Central Europe. While
the European debate on energy security since 2022 has focused primarily on
oil and natural gas, the nuclear sector continues to rely heavily on Russia-
controlled supply chains. For countries operating Soviet-designed VVER
reactors, nuclear fuel supply is closely tied to the technological architecture
of the reactors themselves, creating long-term relationships between
reactor operators and fuel manufacturers. In Hungary, this dependency
is particularly significant. The Paks nuclear power plant, consisting of
four VVER-440 reactors, provides roughly half of the country’s electricity
generation and remains integrated into the nuclear fuel supply ecosystem,
historically dominated by Russia’s state nuclear corporation Rosatom and its
fuel manufacturing subsidiary TVEL.

Russia’s full-scale invasion of Ukraine marked a turning point in Hungary’s
nuclear fuel import patterns. Faced with geopolitical uncertainty and the
possibility of supply disruptions or sanctions targeting the Russian nuclear
sector, operators of the VVER reactors across Central Europe began increasing
their nuclear fuel inventories. Hungary’s imports of Russian nuclear fuel have
quadruppled to EUR 172 million between 2022 and the end of 2025.

Figure 10. Long Half-Life: Hungary's Imports of
Russian Nuclear Fuel by Volume and Value
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Unlike oil or gas, nuclear fuel assemblies cannot be easily substituted
through market transactions. Fuel designs must be engineered specifically
for each reactor type and undergo extensive safety testing before they can
be introduced into an operating reactor. Nuclear regulators must certify that
new fuel assemblies meet strict safety requirements and are fully compatible
with reactor operating conditions. This licensing process involves complex
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Paks II Financing
Architecture

technical assessments and staged implementation across several refuelling
cycles, creating significant barriers to rapid diversification.

Several European countries operating VVER reactors have already begun
replacing Russian fuel with alternative suppliers. Bulgaria has introduced
Westinghouse fuel assemblies at the Kozloduy nuclear power plant under
a long-term supply agreement. The Czech Republic has begun receiving
Westinghouse fuel deliveries for the Temelin and Dukovany reactors, while
Slovakia has signed long-term contracts for VVER-440 Westinghouse fuel
supplies for the Bohunice and Mochovce nuclear power plants.

Hungary, on the other hand, has been dragging its feet on nuclear fuel
diversification. The operator of the Paks nuclear power plant has signed a
fuel supply agreement with the French company Framatome to produce
fuel assemblies compatible with the VVER-440 reactors. However, this
arrangement does not constitute a fully independent diversification of the
supply chain. Framatome cooperates with Rosatom’s fuel subsidiary TVEL in
the production of VVER fuel through joint industrial arrangements, meaning
that the technological and manufacturing link to the Russian nuclear
fuel ecosystem remains partially embedded in the production process.
Framatome has signed agreements with Rosatom for the joint production of
nuclear fuel for VVER reactors, including for those in Hungary and Slovakia.
Paris has also approved Framatome’s participation in the construction of two
new reactors at the Paks power plant, arguing that its partnership with Russia
does not violate international sanctions.

The structure of nuclear reactor operations means that introducing new
fuel suppliers requires extensive testing, regulatory licensing, and staged
deployment across several reactor refueling cycles. Even where alternative
fuel designs are available, the transition away from Russian fuel can
therefore take many years. As a result, Russian nuclear fuel continues to play
a central role in Hungary’s nuclear energy system despite the broader efforts
across Europe to diversify away from Russian energy resources.

The potential exchange of political favours between Hungary and Russia in
commercial oil and gas contracts, is dwarfed by the other major energy deal
in recent years — the Paks II project. The Rosatom-led project for expanding
the Paks nuclear power plant aims to add two new VVER-1200 reactors on the
existing power plant site, which will effectively double the country’s nuclear
generation capacity. With an estimated cost of EUR 12.5 bn — equivalent to
approximately 12% of Hungary’s GDP — Paks-2 is primarily financed by a
Russian state loan covering 80% of the costs. There are no published economic
analyses of potential alternative options, and the government failed to deliver
evidence that the project would be profitable. The cost of the project has since
increased by 20% to EUR 15 bn on the back of the worsening HUF/ EUR
exchange rate and the change in the repayment terms for the Russian loan.

The Paks II project has been managed by the Prime Minister’s Office, taking
it out of the control of the state-owned MVM electricity company. The project
was awarded to Rosatom in 2014 in a non-competitive and non-transparent
procedure, and the key elements of the contract have been classified for
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up to 30 years. Regulatory issues have been ignored, especially regarding
conformity to EU standards. The European Commission had launched
several investigations regarding public procurement (the lack of tendering),
potential state aid aspects, and transparency considerations (the past and
future decisions related to the project were classified).

The financial architecture of the Paks II nuclear project illustrates how long-
term infrastructure investments can evolve into instruments of geopolitical
leverage and domestic political consolidation. Unlike conventional project
finance structures, the debt obligation is not carried by a commercially
independent operating company but by the Hungarian government itself.
Repayment of the loan begins after commissioning and continues over a period
of more than two decades, with interest rates gradually increasing during the
repayment period. In practice this converts what is formally presented as an
infrastructure investment into a long-term sovereign liability that will remain
embedded in Hungary’s public finances for a generation.

This financing model fundamentally alters the distribution of risk within
the project. The technological and construction risks remain concentrated in
the hands of the Russian contractor, while the long-term financial exposure is
transferred to the Hungarian state. The viability of the investment therefore
depends not only on the performance of the nuclear plant itself but also on
future electricity prices, fiscal conditions and macroeconomic developments
over several decades. Economic analyses of the project have repeatedly
demonstrated that under realistic market conditions the revenues of
the plant may struggle to cover the full cost of capital associated with the
investment. Unless wholesale electricity prices increase substantially in real
terms, the project risks generating negative economic returns during the early
decades of operation, potentially requiring additional financial support from
the state’s budget.

The political implications of this structure are significant. Because the
project company itself does not carry the debt burden, the financial risks are
effectively socialized while the strategic benefits remain concentrated within
the governing political framework that negotiated the agreement. Large-
scale infrastructure projects financed through opaque intergovernmental
arrangements create a favorable environment for the emergence of strategic
corruption. The absence of open tender procedures, the concentration of
contractual authority within executive decision-making structures and the
scale of public financial commitments involved all reduce transparency and
weaken institutional oversight.

The procurement structure of the project further reinforces these dynamics. The
construction contract for the reactors was awarded directly to a subsidiary of
Russia’s state nuclear corporation under a turnkey engineering, procurement
and construction model. The contractor is responsible for delivering the
entire facility ready for commercial operation at a predetermined price. While
such arrangements are sometimes presented as mechanisms for controlling
construction costs, in this case the model effectively bypassed the competitive
procurement procedures that normally govern major infrastructure
investments within the European Union. By embedding the contractor
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Structural Exposure

selection within an intergovernmental agreement, the project avoided the
market competition that would normally determine both technological and
financial alternatives.

Although the project ultimately received conditional state aid approval from
the European Commission, the decision has remained controversial and
triggered a series of legal challenges that reached the Court of Justice of the
European Union. While EU competition law can examine whether individual
financial arrangements distort market conditions, it is less equipped to
address projects that function simultaneously as instruments of geopolitical
influence.

The implementation of the project has also demonstrated the operational
consequences of this governance model. Since the signing of the
intergovernmental agreement in 2014 the project has been characterized by
prolonged delays associated with licensing procedures, regulatory approvals
and shifting geopolitical conditions. Construction formally entered its active
phase only in 2026 with the pouring of the first concrete for the foundation
of the fifth reactor, marking the transition from preparatory works to full
construction.

Despite this milestone, the timeline for completion remains uncertain. Nuclear
power projects across Europe have frequently experienced substantial delays
and cost overruns even under stable political conditions. In the case of Paks
II the concentration of financial, technological and contractual dependencies
within a single geopolitical partnership increases the project’s vulnerability
to external shocks. Any disruption affecting the contractor, the financing
framework or the broader political relationship between Hungary and Russia
could translate directly into additional delays and cost pressures.

The experience of the Rosatom-built Akkuyu nuclear power plant in Turkey
demonstrates how such vulnerabilities can materialize when projects rely on
Russian state financing and contractors. Financial sanctions have already
disrupted international payment channels linked to Akkuyu, slowing
construction progress and highlighting the systemic risk that geopolitical
measures targeting Russian entities could directly affect the implementation
and financing stability of similar projects such as Paks II.

The long-term implications of the Paks II project reveal a deeper structural
exposure embedded in Hungary’s energy system. Nuclear infrastructure
differs from most other energy investments because technological choices
made at the design stage determine the operational ecosystem of the plant
for several decades. Once a reactor design is selected and integrated into
the national grid, the surrounding engineering standards, maintenance
procedures, fuel cycle arrangements and safety systems become tightly bound
to the technological architecture of that reactor. By committing to the Russian
VVER-1200 design, Hungary is embedding a core component of its energy
system within a technological ecosystem that will remain operational for sixty
years or more, effectively extending Russian technological presence into the
future structure of the Hungarian electricity sector.
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This technological lock-in is reinforced by the lifecycle characteristics of
nuclear power. Nuclear plants operate within highly specialized engineering
frameworks in which maintenance procedures, spare components, software
systems and reactor upgrades are closely tied to the original vendor. The
construction contractor therefore rarely exits the operation of the plant once
it is completed. Hence, Rosatom will remain structurally embedded through
service contracts, engineering support and component supply chains.
Maintenance services, reactor component replacement, system upgrades
and specialized engineering support all remain linked to the technological
architecture developed by the original vendor.

In theory, Hungary could reduce dependence on Russian nuclear services by
introducing alternative suppliers for reactor components, fuel assemblies
or engineering services. Western nuclear companies increasingly present
themselves as potential partners capable of supplying compatible technologies
for reactors of the VVER family. In practice, however, such diversification
remains technically complex and institutionally constrained. Reactor systems
are designed around proprietary engineering standards, and introducing
alternative suppliers often requires extensive technical validation, regulatory
approval and costly system modifications.

The institutional environment surrounding the project further deepens this
vulnerability. The scale of the investment and the concentration of decision-
making authority surrounding it reduce transparency and make external
scrutiny difficult. In practice, such arrangements allow large infrastructure
projects to operate as channels through which economic dependence and
political loyalty become mutually reinforcing.



FROM ENTRENCHMENT TO EXIT

Phase out Russian o0il exemptions by the end of 2026

e Eliminate the Druzhba pipeline exemption for Hungary and Slovakia
by end-2026, with quarterly reduction targets starting Q1 2026 and full
replacement via Adria and alternative supplies.

e Ban the transit of Russian oil through EU territory that will prevent the
Hungary-Serbia pipeline from enabling a new sanctions circumvention
route.

e To address concerns about costs and reliability, the EU should commission
an independent assessment of JANAF’s transit tariffs and create an EU-
supported arbitration mechanism.

Enforce the Russian gas phaseout with no derogations

e Implement the REPowerEU gas ban by September 2027 without
extensions and remove security-of-supply derogations by mid-2026.

¢ Introduce mandatory origin verification for all gas imports via Turkey,
Azerbaijan and the Western Balkans by mid-2026.

Make the Vertical Gas Corridor commercially viable by 2027
e Reduce Trans-Balkan transmission tariffs to cost-reflective levels by mid-
2026, introduce long-term (multi-year) bundled capacity products, and

mobilise EU funding for grid upgrades.

e Ensure the corridor can deliver at least 10 bcm/year of non-Russian gas
from 1 January 2027.

e Build stable EU and the U.S. cooperation channels with Turkey on the
more efficient integration of regional gas markets.

Mandate binding national diversification plans with penalties

¢ Require Hungary and Slovakia to submit and publish detailed plans to
eliminate Russian oil and gas imports by 2027, with annual progress
reporting and financial penalties for non-compliance.

Restrict Russian-linked intermediaries and enforce market transparency

e Introduce enhanced EU-level due diligence rules for energy traders

and intermediaries, including by demanding the disclosure of beneficial
ownership and trading flows.
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Sanction entities linked to Russian supply chains, and prevent them
from accessing EU-regulated infrastructure and public contracts.

Phase out dependence on Russian nuclear fuel and technology

Introduce an EU-wide ban on new contracts for Russian nuclear fuel and
services by end of 2026, and phase out existing supply agreements by 2030,
with interim diversification targets starting in 2027.

Require member states to secure alternative fuel supply arrangements
and prohibit new nuclear projects involving Russian financing or
technology.
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