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Overview
Just a few years ago, everybody was forecasting the expansion of natural gas consumption in EU and the necessity to increase gas imports due to decline in EU gas production. This strategy was justified by the necessity to fulfill EU objective 20-20-20 due to the fact that coal-gas substitution was a cheaper option to reduce CO2 emissions comparing to fast transition to solar and wind energy with not yet mature technologies. The actual evolution, especially for Europe, went in a different way. Germany spends a lot in subsidies for solar and wind power plants that are yet competitive due to high fixed costs. They also bring a lot of problems to electricity balance due to randomness in supply. At the same time, gas power plants loose competition to coal plants due to inefficiency of carbon markets in Europe (Yegorov & Wirl, 2014). Indeed, under current market structure for electricity in EU, investment in gas powered plants is not welcome not only in nuclear-rich France but also in Germany which stays with substantial fraction of coal. 

Geopolitics plays a high role for natural gas markets today. Theoretical justification comes from high role of transport costs (Yegorov & Wirl, 2010). This leads to monopolism of major pipelines and gas transit games if they cross a third country. While it has been thought that LNG will raise competition and lead to a unique world price for gas, this did not happen. Too high costs (when not only variable costs play role) lead to paradox (from the view point of economic theory) scenario where arbitrage is not utilized for many years (Yegorov & Dehnavi, 2012).
Methods

Methodology of the paper is based on the comparison of different scenarios for future gas demand by EU – purely economical and geopolitical. Future long term natural gas demand in Europe is based on the forecasts by IEA and other authors. Geopolitical analysis is based on political events (like joining embargo over certain countries, in particular Iran and Russia, support for different pipeline projects). We use a hypothetical baseline scenario with  benevolent Central Planner to see what externalites and asymmetries take place in gas markt. Then we compare current gas market in EU with it few years ago and baseline scenario.
Results

European natural gas security of supply is highly dependant to Russia (the most important player in Europe gas market) and its strategy in natural gas market. On one hand, Russia is a reliable gas supplier. In the environment of growing LNG trade it is no longer a monopolist who can dictate price and is willing to supply gas to EU at reasonable prices (currently lower than Asian). 

There exists two strategic possibilities for future gas development in EU: a) to diversify its supply and to attract new suppliers from Caspian region; b) to cut future gas consumption by making less incentives for coal-gas substitution, energy saving and fast introduction of renewable enegies.
It is argued that competition among producers for gas consumers and energy security can be reached only at additional cost.

If EU wants energy security at minimal costs, it should not play geopolitical games if they bring additional economic costs. Any embargo is economically inefficient for both sides and contradicts the theory of free trade.
Conclusions

European natural gas security of supply is highly dependant to Russia (the most important player in Europe gas market) and its strategy in natural gas market. On one hand, Russia is a reliable gas supplier. In the environment of growing LNG trade it is no longer a monopolist who can dictate price and is willing to supply gas to EU at reasonable prices (currently lower than Asian). 

An attempt to reduce the share of Russian gas in EU consumption basket has a difficulty in finding a reliable large supplier. LNG costs are growing and they will be supplied primarily to Asia. US shale gas after conversion to LNG will not come at cheaper price and will not arrive in huge volumes to EU. Future gas prodiction in Nethrlands and Norway will eventually decline. 

IEA predicts that EU long term share of natural gas will grow although the volumes of gas demand will grow at modest level. This strategy of EU assumes fast transition to renewables, already taking place in Germany with high speed that require huge subsidies. This is an inferior solution from economic perspectives.
Iran can be the only robust alternative and competitor to Russia in gas supply to EU. However, it is not seriously considered today as an inmpotant player in natural gas market despite its second largest resrves of conventional gas. Geopolitical principles followed by EU today will lead to cost rise tomorrow and will not necessarily bring higher gas supply security.
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