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A year ago at the G7 Summit in Elmau, the leaders agreed to pursue a policy to cap the price of Russian oil to prevent Russia from continuing to earn a wartime premium. The price cap policy is a novel tool of economic statecraft designed to achieve two seemingly contradictory goals: restricting Russia’s oil revenues while maintaining the supply of Russian oil. Meeting these goals would make it harder for Russia to fund its brutal war in Ukraine while keeping energy costs down for consumers and businesses around the world. Nearly six months after implementation, the price cap is achieving both goals. We will continue to monitor dynamics in the global oil market going forward and adjust as necessary in support of these goals.
Russian exports have continued to flow, contributing to global oil market stability. Even as global oil prices have remained stable, the price of Russian oil has fallen significantly—driving down the Kremlin’s revenue. Immediately after the invasion, Russia received windfall profits on an oil price spike created by its war in Ukraine. But today, the price cap policy is taking that windfall off the table, which allows for low- and middle- income countries to purchase oil while at the same time making it increasingly challenging for Russia to finance its aggression.
In this post, we review how the price cap policy works and how it is accomplishing these twin goals.
HOW THE PRICE CAP WORKS
Following Russia’s invasion of Ukraine last February, the G7 committed to phasing out its reliance on Russian energy. We each took steps over time to ban the import of Russian products, notably oil. When the EU joined the US, UK, Canada, and others in banning imports of oil and petroleum products from Russia, they took steps to also prohibit services in support of the shipment of such fuel. Many analysts predicted that this total maritime services ban could have led to skyrocketing global oil prices. Investors widely recognized that oil prices could have surged to upwards of $150 per barrel, exacerbating global inflationary pressures. To mitigate these consequences, the G7 and Australia aligned with the EU to ban services related to the movement of Russian oil and petroleum products unless they were purchased below a price cap. Given the leading role the G7 plays in such services – from insurance to shipping to finance – this restriction has worked to limit Russia’s ability to profit from its war while promoting stability in global energy markets.
The price cap policy works by allowing companies based in Coalition countries to continue providing maritime services for the transport of Russian oil only if that oil is sold at or below the price cap level. Companies based in Coalition countries have historically accounted for around 90 percent of the market for relevant maritime insurance products and reinsurance. Traders, brokers, and importers depend on these services to trade, and vessel owners rely on insurance to protect their ships. Moreover, almost all ports and major canals require ships to carry protection and indemnity (P&I) insurance. If Russian exporters or importers of Russian oil want access to the Coalition-countries’ service providers, Russia must sell the oil at or below the price cap level. At the same time, the price cap affords greater leverage to purchasers operating without these services. These purchasers can use the price cap to negotiate better prices and pay less for Russian oil.
The price cap policy incentivizes the continued sale of oil and petroleum products on to the market at a steep discount from Russia’s wartime premium. In December 2022, the Coalition set the price cap on Russian crude oil at $60 per barrel. Immediately following its illegal invasion, Russia was earning over $100 per barrel on its oil sales, with world spot prices rising higher than $140 per barrel in the spring of 2022.According to data from the International Energy Agency (IEA), since the Russian oil price cap has been put in place, the average price of Russian Urals crude oil has been below $60 per barrel on a monthly basis.
Despite the complexity of the issue and the speed at which the Coalition needed to work, every Coalition country successfully implemented new coordinated laws and regulations. In addition, in February, the Coalition built on its success with the Russian crude oil cap by imposing a $100 per barrel price cap on Russian petroleum products, such as diesel, that trade at a premium to crude and a $45 per barrel price cap on Russian petroleum products, such as fuel oils, that trade at a discount to crude. Extensive consultations with shippers, traders, insurers, financers, and other market participants ensured that the price cap policy works within the contours of the global oil trade and that industry was able to implement smoothly at the outset, avoiding disruption to global energy markets.
The price cap policy benefits low- and middle- income countries. To be clear, Coalition members have prohibited almost all seaborne oil imports from Russia and are not themselves benefiting directly from Russian sales at the capped prices.  Instead, the direct beneficiaries are mostly emerging market and lower income countries that import oil from Russia. Even for countries who are not using Coalition services, the price cap creates leverage to demand lower prices from Russia. These nations receive drastically lower prices than they did in the first few months after Russia’s invasion of Ukraine. The policy has thus lessened the negative global spillovers from Russia’s war and has been financially helpful for a number of vulnerable countries.
ECONOMIC IMPACT
Following the implementation of the price cap policy, Russia’s oil revenues have fallen substantially compared to both pre-war levels and the elevated level at the onset of the war. According to the Russian Ministry of Finance, federal government oil revenues from January–March of 2023 were over 40 percent lower than a year prior. Before the war, oil revenues constituted 30–35 percent of the total Russian budget. In 2023, oil revenues have fallen to just 23 percent of the Russian budget. This decline in revenue has occurred despite Russia’s exporting roughly 5 to 10 percent more crude oil in April 2023 compared to March 2022.
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Despite selling a consistent volume of oil, Russia makes far less revenue on each barrel because its oil now trades at a significant discount relative to Brent crude, the global benchmark oil price. Before the war, Russian crude oil traded at a discount of just a few dollars per barrel relative to Brent. In recent months, official price reporting agency data has shown that Russian Urals crude oil has traded at a discount of as much as $25-$35 per barrel less than Brent. The price cap mechanism gives importers leverage to negotiate steep discounts on their trades with Russia, evidenced in public reporting.
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