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boost to the transatlantic product tanker market; MRs in particular will benefit.  
Additional supplies may be sourced from the Middle East and Asia, favoring 
LR1s and LR2s.   

In terms of crude oil, European refiners will need to turn to OPEC countries in 
the Middle East.  This creates and interesting dilemma for OPEC: are they willing 
to increase deliveries to Europe when one of their partners (Russia) is the target 
of sanctions?  If OPEC increases its exports to Europe, it is likely that more VLCCs 
will be utilized, while Aframaxes and Suezmaxes will suffer. 

Russia will have to look for alternative customers for its crude, some of whom 
will likely be in China.  This will mean more long-haul trips from the Baltic and 
the Black Sea.  Russia’s loading infrastructure does not support VLCCs, so 
Suezmaxes and to a lesser extent Aframaxes will be utilized, boosting ton-miles.   

In summary, in a scenario where sanctions are applied to Russia’s energy sector, 
we may see much higher oil prices and tanker rates.  Sanctions will disrupt trade 
flows and create significant dislocations and inefficiencies, which typically 
benefit the tanker market.  If oil prices remain high for an extended period, that 
could dampen economic activity and oil demand.   

Even though a conflict may still be averted, the geopolitical tension between 
some of the world’s superpowers is real and since a major oil producer is 
involved it will create significant uncertainty in the tanker markets. 

  

 
 

 
   

 

 

 

 

 

  

Russia’s conflict with Ukraine can have major repercussions 

Russia has accumulated troops along the border with Ukraine 
and there is widespread concern that Russia may invade its 
neighbor.  We do not have any particular insight into the 
likelihood of a conflict, but we thought it would be interesting 
to think about the potential implications for the energy and 
shipping markets if an invasion indeed happens.  Both the U.S. 
and the E.U. as well as the U.K. have threatened Russia with 
sanctions if it moves against Ukraine.  Most of the sanctions that 
are being discussed are not specifically targeting Russia’s energy 
exports, but what would happen if they did?  What if the U.S. 
and Europe imposed sanctions on Russia similar to those that 
were applied to Iran?  What if Russian banks were cut off from 
the U.S. financial system and Russian energy exports were 
targeted?  In this weekly opinion we will look at the possible 
impact of sanctions targeting Russian oil exports. 

Russia is an energy powerhouse and plays a major role in global 
oil and gas markets.  Russia is also one of the leaders of the 
OPEC+ coalition.  According to the IEA, it produced about 9.9 
Million barrels per day (Mb/d) in Q4 2021.  Production is 
scheduled to increase to 10.1 Mb/d in Q1 2022.  Domestic 
demand is estimated to be 3.57 Mb/d, so exports are at 6.5 
Mb/d.  Russian crude oil is sold worldwide.  Europe and China 
receive significant volumes of oil from Russia via two pipelines: 
the Druzhba pipeline system supplies much of Eastern Europe, 
while the East Siberia Pacific Ocean (ESPO) pipeline links 
Russia’s eastern Siberian oil fields with the Chinese markets.  
Aside from the pipeline deliveries, Russia exports most of its 
crude oil via tankers.  The Baltic, the Black Sea and the Russian 
Far East are the key export outlets (Chart 1).  Given its proximity, 
it should be no surprise that most of Russia’s crude is shipped 
to Europe (Chart 2).  Northwest Europe is the destination for 
most of the crude from Russia’s Baltic ports, while a significant 
portion of Russia’s exports from the Black Sea end up in 
Southern Europe .  Relatively few seaborne barrels are shipped 
to Asia and the Americas. 

The importance of Russian crude for European refiners is a 
double-edged sword.  European sanctions on Russian crude oil 
exports would hurt both Russia and Europe.  The U.S. would be 
less affected.  While we think that it is unlikely that European 
countries are willing to make Russian’s energy sector subject to 
sanctions, what may happen if they do?  First of all, oil prices 
will skyrocket in the short-term because Russia is such a big 
producer, and the oil markets are already quite tight.  Second, 
Europe will need to find alternative sources of crude oil and/or 
products.  Although there may be a transition period, one would 
expect that European countries will boost product purchases to 
prevent shortfalls.  This will provide a significant short-term 
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