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Dear All, 

It has been a turbulent time since publication of our summer issue. First and foremost, we were saddened by news of the deaths of the UK’s Queen Elizabeth II and former President of the Soviet Union, Mikhail Gorbachev, both important figures in the cause of peace and European unification. One of our colleagues put it well: ‘Queen Elizabeth II presided over the end of the Cold War she inherited, and it ended peacefully with a crucial contribution from UK political elites whose ultimate boss she was ... Gorbachev was a man from the East who came with an olive branch, and House of Britain was the first to open the door for him in the West.’ It remains to be seen how the world will develop without these two giant figures. 

At the time of going to press, news reached us that Guido D. Giacconi, National Vice President at EU Chamber of Commerce in China, had passed away. Guido was a close friend of ECECP and supported us right from the beginning. Our thoughts are with his family at this difficult time.

In the past few weeks, ECECP has held a number of workshops to discuss some of the crucial energy issues of our time. You will find on our website a summary and video recording of the workshop held with the IEA on Clean energy innovation in China: the road ahead. Documentation relating to a second workshop, The Future of Gas, will be posted up shortly. The planned EU Energy Innovation Expo 2022 will now take place at the end of October 2022, and will form part of the EU Climate Diplomacy Week’s China activities.

We thank our dedicated editors for their hard work and for soldiering on while I am recovering from COVID. 

Flora Kan

ECECP Team Leader
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1.  Can Europe escape the energy crisis? 
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Insights from Euroelectric’s Power Barometer 2022 

Eurelectric’s annual Power Barometer outlines the crisis currently facing Europe’s energy sector, and the uphill struggle to address it. Helena Uhde of ECECP reports from the report’s launch in September 2022.​[1] 

Rising prices put Europe under pressure

In August 2022, the EU-27’s annual inflation reached 10.1%​[2]. Suddenly, the economic indicators are having a tangible impact on millions of Europeans. Eurelectric, the European association of the electricity industry, attributes about one third of the price increases to high energy prices. In its annual Power Barometer, Eurelectric summarises the prevailing energy situation and provides recommendations to decision-makers. The data shows that between January 2021 and August 2022, day-ahead electricity prices increased by 532%, reaching an average of EUR 405 / MWh in August 2022. For households, fixed-term contracts limited the price increase to 8.2% in 2021, however, new contracts in capital cities rose by 84% between January 2021 and June 2022. Rising energy prices are putting pressure on the pandemic-hit economy, vulnerable consumers, and policymakers - raising questions about whether the European electricity market is still functioning, and whether market intervention is needed.

Volatile energy market prices have a negative impact on consumers, electricity generators and the EU economy as a whole, acknowledges Frans Timmermans, Executive Vice President of the European Commission, who is leading the Commission’s work on the European Green Deal and its first European Climate Law. However, in his keynote speech opening the Power Barometer 2022 presentation he stressed that there is a limit to what policy makers can do: ‘No intervention in the electricity market can make up for the fact that billions of cubic meters of gas are being kept out of global energy markets because of Russia’s energy blackmail. And no intervention in the electricity market can compensate for the fact that this year’s drought has severely affected power generation in the EU.’ In his opinion, what is really needed is 'homegrown, affordable renewable energy' and a reform of the electricity market to better accommodate an increasing share of renewable energy.

Eurelectric Secretary General Kristian Ruby also warns against ill-considered market interventions that do not address the root causes of the high prices: ‘The price signal, even though it’s high prices right now, is critical when it comes to providing a message to people, to families, to industries that you need to save energy.’ In other words, the market is functioning and sending a signal of scarcity of supply. The question of how to deal with the social impact of high prices is a central issue: ‘How do you strike that balance between protecting the vulnerable and continuing to have a signal to save energy? That is a critical piece of this new political discussion that is coming at us at racket pace.’

Getting to the root cause

Ruby identifies Europe's dependency on fossil fuels as the key issue: ‘The root cause of the problem is a shortage of gas supply and our addiction to imported fossil fuels. Governments should seek to tackle this, rather than resorting to distortive, ad-hoc interventions in the electricity market. In parallel, we also encourage sobriety measures to save energy this coming winter.’ This is supported by data showing that the electricity price increase is due to high gas prices rather than CO2 costs (see Figure 1). Fossil fuels, including natural gas, oil and petroleum, provide 57% of the EU’s final energy consumption, with Russia as the leading supplier.

[image: image]

Figure 1 Average day-ahead electricity prices. Source: Eurelectric Power Barometer 2022.

Quite separately from the imprudent dependence on Russia, the climate crisis is posing an ever growing problem for electricity generation. Ruby summarises the challenge: ‘We are experiencing a historical pressure on our assets in the power sector. A lot of it is triggered by more extreme weather caused by climate change.’ In the first five months of 2022, due to the drought and other operational constraints, 37 TWh less hydropower and 33 TWh less nuclear power were generated compared to the same time in 2021 (see Figure 2). Wind and solar power generation increased by 24 TWh and 17 TWh respectively, but not enough to cover the shortfalls.

[image: image]

Figure 2: Change in net electricity generation. Source: Eurelectric Power Barometer 2022.

Energy savings are crucial

With temperatures dropping and a block on Russian gas supplies, the question of whether Europe’s gas storage facilities are full enough to get the region through the winter is weighing on people’s minds. Two different gas storage pathways for this winter are depicted in Figure 3. Ruby emphasises that storage will only be sufficient with energy savings: ‘If we continue to use energy as we do today, the storage facilities will be empty by March 2023. There’s no way around massive energy savings.’ 

[image: image]

Figure 3: EU-27's gas storage level. Source: Eurelectric Power Barometer 2022.

On 20 July 2022, the European Commission proposed a gas demand reduction plan to prepare the EU for supply cuts, aiming at a 15% cut in gas use until next spring.​[3] The proposal makes the mammoth task into a community endeavour. ‘All consumers, public administrations, households, owners of public buildings, power suppliers and industry can and should take measures to save gas,’ the EC stated. The voluntary gas demand reduction plan was adopted by the Council on 5 August 2022.​[4] Member States have agreed to a 15% cut in gas use between 1 August 2022 and 31 March 2023 compared to their average consumption over the last five years, and can choose independently how to achieve those cuts.

Not losing sight of the long-term vision

Despite the current pressures on the energy system, it is important not to lose sight of the long-term vision. With the presentation of the European Green Deal in December 2019 and its Fit for 55 implementation strategy, the EU has set out to reduce greenhouse gas emissions by at least 55% by 2030 and to become a climate neutral continent by 2050.

Eurelectric defined five enablers that are needed to reach these goals. First of all, all technologies are needed for capacity growth. Following Russia’s invasion of Ukraine, the EC introduced REPowerEU, a plan to end Europe's dependence on Russian fossil fuels as soon as possible, with a two thirds reduction in Russian gas consumption by the end of 2022. Key measures include an increased energy efficiency target from 9% to 13%, diversification of energy supplies, and an higher renewable target (rising from 40% to 45%) by 2030. Eurelectric estimates that an additional 753 GW of renewable energy capacity is needed within the next eight years – corresponding to roughly 80% of today’s capacity. 

Second, permitting needs to be accelerated. ‘We’ve been repeating this message for years and years and still not enough is happening,’ points out Ruby. Currently, around 90 GW of wind projects are waiting for permission - around four times more than is under construction. Improving the permitting process would compensate for some of the missing capacity: ’90 GW is six-times as much wind as we have deployed onshore as of today in the EU-27’, explains Ruby.

Third, 23% more investment in distribution grids is needed this decade. Eurelectric estimates that 70% of new electricity capacity will be added on the distribution side of the grid, in the form of local solar PV and wind farms. Electrification, e.g. in the form of electric cars and heat pumps, is set to put further stress on the distribution grid. At the same time, the power grid is aging: today, one third of the grid in Europe is more than 40 years old and needs to be modernised. Investment is vital, says Ruby: ‘We have an upward going trend in the investments, grid investments have risen in the last year by 10%. That’s great. But what we actually need is closer to 40% in order to do the necessary modernisation and digitisation of the grid.’ While EUR 31bn was
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