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Dear all,

Welcome to the November 2022 issue of the EU-China Energy Magazine!

During EU-China Climate Diplomacy Week earlier this month, ECECP organised a three-day virtual Expo: 15 European companies showcased their innovative clean energy solutions in renewable energy, energy efficiency, buildings, electricity grids and storage. At the time of writing, there were 1 300 visits and nearly 20 000 page views from China, the EU, the US, the UK, Japan and Russia. It is still possible to visit the virtual booths, while interested parties can contact the companies directly.

The Digest of the Handbook on Electricity Markets, in both Chinese and English, was launched at the Expo’s opening ceremony. The original Handbook on Electricity Markets - a 650-page encyclopaedia of the global electricity market, -was written by some of the most brilliant thinkers in the field. ECECP commissioned the Digest so that the Handbook’s key points are accessible to busy decision-makers. The Digest, in English and Chinese, is available for free download on the ECECP website.

A Chinese translation of the original Handbook on Electricity Markets is now under way and will be available in the spring of 2023. 

Interviews with exhibitors, political representatives and other energy experts are available on our website. 

The ECECP magazine includes an article that offers a brief overview of the key points raised in the Handbook and in discussions held at the Expo.

Other articles in the issue include a focus on the energy supply challenges looming in the winter of 2023-24; Leonardo Mees of the Florence School of Regulation looks forward to a time when power consumption can be managed without recourse to emergency measures; a summer drought in China has highlighted the need for power market reform in the country; and the World Economic Forum looks into ways to accelerate investment into hydrogen power.

This month, our designer has been laid low by Covid and we were not able to publish as scheduled. We wish her a speedy recovery. As always, I would like to thank our hard-working editors, Daisy Chi and Helen Farrell.

I hope you enjoy reading this issue.

Flora Kan

ECECP Team Leader
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1.  Never too early to prepare for next winter

[image: ]


As winter approaches, a combination of favourable LNG market dynamics, robust pipeline deliveries from non-Russian suppliers, lower demand, and policy actions has given Europe a chance to sidestep some of the worst immediate impacts of Russia’s steep cuts to natural gas deliveries.

Russia’s pipeline gas deliveries to the European Union halved in the first ten months of 2022 compared with last year’s levels. The decline in absolute terms was 60 bcm, the equivalent of over 10% of the global LNG trade. The steep decline in Russian gas supplies coincided with multi-year lows in European hydro and nuclear power output (down by 20% and 16% year-on-year, respectively), putting huge pressure on European gas markets.

Gas prices on the Dutch Title Transfer Facility (TTF) – a leading European gas hub – averaged over EUR 130/MWh (USD 40/MMBtu) year-to-date, almost eight times the 5-year average between 2016 and 2020. The all-time high prices attracted record LNG inflows to the European Union and the United Kingdom, rising by 65% or over 50 bcm year-on-year in the first ten months of 2022.

Gas demand in the European Union and the United Kingdom in the first 10 months of 2022 was down by an estimated 10%, or over 40 bcm, compared with the same period a year earlier. This was mainly the result of lower consumption across the residential, commercial and industrial sectors, but it also includes some efficiency gains and behavioural responses to higher prices. It also reflects demand destruction, particularly in gas-intensive industries.

Non-Russian pipeline supplies to Europe increased substantially. Pipeline deliveries from Norway rose by 5% (5 bcm) and flows from Azerbaijan via the Trans Adriatic Pipeline surged by close to 50% (3 bcm) year-on-year in the first ten months of 2022. In both cases, export infrastructure is running close to nameplate capacity. Algeria increased its pipeline supplies to Europe by over 10% (or 3 bcm) on available export routes in the first ten months of the year, and has some limited upside.

[image: 1668569781576]

Strong European demand for LNG led to a reconfiguration of global LNG flows as increases in LNG supply (23 bcm) were not sufficient to meet Europe’s rapidly rising LNG imports. Higher LNG flows towards Europe were enabled in part by China’s LNG imports falling by 20% (or 19 bcm) year-to-date as it drastically reduced spot procurements. Europe’s thirst for LNG also disrupted gas and electricity supply in more price-sensitive markets, including in South Asia.

Mild weather, healthy storage levels and strong LNG supply have led to a significant fall in some natural gas price markers

The combination of higher non-Russian gas imports and lower demand was instrumental for Europe to offset Russia’s gas supply cuts and enable a near-record build-up of storage levels. Storage injections were 22%, or 13 bcm, above their 5-year average in 2022. At the beginning of November, EU storage sites were close to 95% full – well above the European Union’s 80% target and well-aligned with the IEA’s 10-Point Plan to Reduce the European Union’s Reliance on Russian Natural Gas.

Unseasonably mild weather in October reduced gas demand from distribution networks (concentrated in the commercial and residential sectors) by over 30% year-on-year and effectively delayed the start of the heating season in most European markets. This steep decline in demand coincided with a persistently strong influx of LNG cargoes, which have limited immediate flexibility to change destination, as deliveries are typically scheduled several weeks in advance.

Lower-than-expected demand, together with high LNG inflow and healthy storage levels, pushed down European gas prices. Month-ahead prices on TTF fell to just below EUR 100/MWh (USD 30/MMBtu) by the end of October. This was less than one-third of the all-time high at the end of August but still more than five times the 5-year average during the 2016-20 period. Day-ahead prices – which are more reflective of short-term supply-demand factors – fell below USD 10/MMBtu at the end of October, while next-hour prices dropped into negative territory for a short period on 24 October amid infrastructure constraints in the TTF market zone. 
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The temporary comfort provided by today’s market conditions should not lead to overly optimistic conclusions about the future: a cold spell could quickly change sentiment and Europe’s gas balance faces even tougher tests in 2023

While EU gas inventories are standing 5%, or 5 bcm, above their 5-year average, this additional storage cushion could be quickly erased: 5 bcm is just two days of EU gas demand during a cold spell.

There is a wide range of possible outcomes for EU gas storage at the end of this winter heating season. Assuming no or very low Russian gas deliveries to the European Union this winter, and average levels of LNG imports (around 13 bcm per month), then gas storage levels could be anywhere between 5% and 35% by the end of the heating season, depending on demand trajectories over the coming months.

Variable demand trajectories, which can be influenced by policies as well as prices and weather, translate into a variety of future scenarios for gas injection needs during the summer of 2023. These vary between 60 bcm and 90 bcm in order to reach 95% storage levels by the beginning of the 2023-2024 heating season.

Considering current market trends, our assessment today is that the storage injection needs of the European Union and the United Kingdom will be 68 bcm (including 1.68 bcm of injections to the Rough storage in the United Kingdom). This is based on the assumption that European gas demand during this November-March period is 11% below its 5-year average. A colder-than-average winter could deplete European storage levels faster, resulting in injection needs in the range of 80-90 bcm.
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Measures to limit short-term demand and storage depletion, alongside more structural measures to bring down gas demand, are absolutely essential to position Europe for next year. The drive to refill Europe’s gas storages for the 2023-24 winter heating season has to begin now.

Some of the factors that helped Europe in 2022 are unlikely to be as favourable in 2023: in particular, Russian deliveries are likely to be considerably lower and competition from China for available LNG cargoes considerably higher

Although Russian gas deliveries to Europe were cut sharply during 2022, they were close to ‘normal’ levels for much of the first half of the year. Total pipeline supply from Russia in 2022 is likely to amount to around 60 bcm. It is highly unlikely that Russia will deliver another 60 bcm of piped gas in 2023. If supply remains at current levels, then Russian pipeline supply would be around 25 bcm in 2023. It is also entirely possible that Russian deliveries could fall further – or cease entirely.

Non-Russian pipeline suppliers have limited upside potential, with both Azerbaijan and Norway supplying close to their nameplate capacity in 2022. In the case of Algeria, some limited upside is expected with the development of gas fields in the Berkine South basin.
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Global LNG supply is expected to increase by 20 bcm in 2023, supported mainly by the ramp-up of the Calcasieu Pass LNG facility in the United States and the Coral South LNG facility in Mozambique, as well as the return of the Freeport LNG facility in the United States. However, this increased LNG supply will not be not sufficient to offset the likely decline in Russia’s pipeline deliveries to the European Union.

Domestic gas production in the European Union is set to decline in 2023. In the Netherlands, production at the Groningen field was capped at 2.8 bcm for the 2022-23 Gas Year1, down from 4.5 bcm in the 2021-22 Gas Year. Production from small fields in the Netherlands also continues to decline. In Denmark, the restart of the Tyra field was postponed to the 2023-24 winter –meaning that it will not contribute to the refilling of gas storages during summer 2023. In the United Kingdom, gas production recovered strongly in 2022 and the potential for further short-term growth is limited.

Even more significantly, China’s LNG imports could rebound next year. China’s lower LNG imports in the first ten months of 2022 were a key enabler of higher LNG availability to Europe. A return to stronger Chinese economic growth and some easing of lockdowns could bring 2023 LNG imports back to their 2021 levels (108 bcm), which would capture over 85% of next year’s expected increase in global LNG supply and limit the amount of LNG available to the European market.

China has pursued a strong LNG contracting strategy in recent years. As a result, China’s reliance on destination-fixed LNG contracts is set to increase from 88 bcm per year in 2022 to 100 bcm per year




Europe could face a 30 bcm shortfall in the gas it needs to fuel its economy and sufficiently refill storage sites during the summer of 2023, jeopardising its preparations for the winter of 2023-2024






An even faster deployment of renewables, heat pumps and energy efficiency measures can mitigate the risks of a worsening energy and gas crisis




	Speeding up investments in energy efficiency improvements.

	Faster deployment of renewables.

	Accelerated installation of heat pumps.

	Identifying remaining fuel-switching options in industry and the power sector.

	Behavioural changes.
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