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Dear All, 

2022 has passed so quickly, and it is Christmas again. It has been a turbulent year and a very busy one for ECECP.

I would like to share a review of our work this year.

In March, ECECP completed three Joint Statement reports and presented them at the EU China Energy Dialogue. These are: ENTSO-e Grid Modelling Showcase in China; a comparative study of energy efficiency policies for products; and a report on the acceleration of the development and commercialisation of innovative energy solutions in the EU and China.

ECECP has organized several workshops to explore the status of energy innovation in China, its role in the clean energy transition in the EU and China, the future of gas in the EU, and China’s decarbonisation pathway. A series of power market workshops have taken place so that EU and Chinese experts could explore specific design issues. 

One of the highlights of the year was our Virtual Expo for EU innovative energy solutions in November, showcasing EU innovations in energy efficiency, energy storage, power grids and buildings. 

Another landmark achievement this year is the publication of the Digest of the Handbook on Electricity Markets, in both Chinese and English. The Handbook on Electricity Markets of which the Digest offers a synopsis for busy decision makers, first published in 2021. It brought together some of the most brilliant thinkers and experts in the field of electricity markets. You will be able to find more information about our activities on our website. Visitors may view and download the Digest, reports, workshop videos and summaries. 

A year ago, we made the decision to make the EU-China Energy Magazine a monthly publication, rather than quarterly. It was an ambitious undertaking, given our small team. I am very proud to say we have succeeded in publishing 12 issues in 2022, despite various members of the team coming down with COVID through the year.

2023 will be ECECP’s final year of implementation. We plan to deliver three final Joint Statement reports: market financing of energy efficiency; commercialisation of innovative energy solutions in a level playing field in EU and China; and global market development of LNG. We will also publish a follow-up to our flagship project, the ENTSO-e grid planning showcase in China, modelling and planning of net-zero carbon infrastructure. We are confident that it will be as high-quality as the original report. Last but not least, ECECP will publish a full Chinese translation of the Handbook on Electricity Markets.

In this issue we look at the EU’s development of renewables in the context of the current high wholesale market price; Germany’s energy policy in these turbulent times, and we consider what lies ahead given the EU’s ban on Russian oil imports. We also carry an article on China’s relations with the Middle East, alongside another piece examining potential electricity cooperation opportunities in ASEAN countries. Heat pumps feature again in this issue, with an interesting discussion of how consumers in the picturesque Austrian village of Hallstatt have become persuaded of the benefits of this clean heating technology.

Chinese New Year arrives earlier than usual, in January 2023. The ECECP project team would like to wish all our readers a Merry Christmas and an early Happy New Year of the Rabbit! May peace and health prevail in 2023!

Flora Kan

ECECP Team Leader
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1.  Is renewable energy capacity in the European Union making windfall profits from high wholesale prices?
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Russia’s invasion of Ukraine triggered a global energy crisis, leading to sharp increases in oil, natural gas and coal prices. As a result, electricity prices in Europe have risen drastically because natural gas-fuelled plants remain the price-setter in the wholesale market. Furthermore, high fossil fuel prices have resulted in windfall profits for some energy companies. In fact, the profits of major oil, gas, coal and refinery companies in the first half of 2022 more than doubled from the same period last year, and discussion on windfall profits in the European Union has extended to electricity generators (including renewables-based ones) that can produce electricity at lower marginal costs than natural gas-fuelled power plants.

In October 2022, the European Council passed a regulation on an emergency intervention to address high energy prices. The regulation proposes windfall-profit levies on fossil fuel producers through a temporary solidarity contribution, and on electricity generators (or inframarginal electricity producers) that have lower marginal costs than the price-setting gas units.

The Council also introduced plans to cap the wholesale electricity price at EUR 180/MWh or lower, and expects that member countries would raise EUR 117 billion annually. This market intervention aims to reduce electricity prices to protect and support vulnerable energy consumers. As the proposal’s interpretation and implementation by each member state remains an uncertainty, its implications at the country and EU level are difficult to estimate. In addition, several European countries have already introduced national-level windfall taxes for electricity generation and trading companies.

The direct answer to whether renewable power plant owners are making windfall profits is highly complex. While renewable energy policies can provide insights on whether developers are allowed to receive higher revenues from the market, they can only partially answer the question on windfall profits because data are limited concerning non-policy factors, including long-term bilateral power purchase contracts, developers’ hedging strategies and exposure in the wholesale electricity market. To understand these non-policy factors, we examined the balance sheets of the European utilities with large operational renewable and fossil fuel capacities. 

Policy schemes

In the European Union, policy schemes make more than half of utility- and commercial-scale renewable power capacity (including large-scale hydropower) eligible to receive wholesale energy prices. Excluding hydropower, wholesale market exposure is under 40% for wind, solar PV and bioenergy technologies.

Hydropower plants, which account for one-quarter of EU installed capacity (built mostly during the 1960s and 70s), are usually not covered under any policy scheme unless they are small-scale projects. Thus, a significant majority of these largely amortised hydropower plants could receive high wholesale electricity prices in the absence of long-term fixed-price bilateral contracts. For instance, a recent financial report of the Norwegian utility Statkraft, which has one of the largest operating hydropower plants in Europe, indicates that only one-third of its generation is hedged in the medium and long term.

Over the last decade, European renewable power incentive schemes have evolved from FITs to competitive auction schemes with FIPs, exposing renewable technologies (especially utility-scale wind and solar PV plants) to market prices. The classical feed-in-tariff policy commonly implemented in most EU member countries until 2015-2017 for utility-scale and commercial projects is based on 20-year fixed-price contracts, and thus does not expose renewable power plants to market prices. We estimate that the significant majority of onshore wind, solar PV and bioenergy projects (totalling around 200 GW commissioned between 2003 and 2013/14) are under classical feed-in-tariff schemes, with the remainder contracted mostly under former green-certificate arrangements exposed to wholesale price revenues. 
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Since 2012/13, EU countries (led by Germany) have been introducing sliding FIPs with a floor price defined through competitive auctions. The purpose of these schemes is to facilitate market integration of renewables by enabling developers to sell electricity in the spot market while receiving subsidies to top up their revenues. However, contract prices awarded in feed-in-premium schemes were lower than average wholesale prices over the past decade, enabling projects to receive subsidies. Today, these projects (onshore wind, offshore wind and utility-scale solar PV), located mostly in Germany, the Netherlands and Denmark, could benefit from high spot-market prices. In Spain, the RECORE regime, which caps the returns of most wind and PV plants commissioned before 2019, also enables developers to receive market revenues if projects have already achieved regulated profits.

Recently, more EU countries have introduced CfD auctions. CfDs require developers to pay back additional revenues if wholesale prices exceed the strike price. They provide revenue certainty and enable developers to share risks with off-takers, minimising the impact of wholesale electricity prices on project economics. In the European Union, the majority of onshore and offshore wind capacity operational today could receive market prices through FIPs, while utility-scale solar PV projects are mostly exposed to either classic FITs or CfDs. For commercial solar PV projects, FITs or fixed tariffs for remuneration of excess generation remain the common incentive schemes. Thus, almost 70% of these projects cannot receive wholesale electricity prices.

Financial situation of selected large European utilities

The financial statements of large European utilities indicate higher revenues resulting from steep fossil fuel and electricity prices in the first half of 2022 compared with the same period in 2021. However, unlike for oil and gas majors, higher revenues for European utilities have not always translated into profits in recent months because utility companies have diverse business profiles, allowing them to compensate losses in one business segment with profits from another. Plus, technological and geographical portfolios as well as business strategies have been important determinants for how companies are navigating the global energy crisis.

Our analysis cannot be generalised to cover the entire EU market, as it assesses just ten large utilities, or around one-quarter of total installed EU electricity generation capacity. The majority of installed renewable capacity is owned and operated by private companies that are not obligated to disclose their financial standing.

All the major utilities reported significantly higher revenues but also higher costs in H1 2022 than in H1 2021, with hikes ranging from 30% to 170%. Higher average electricity and gas prices since November 2021 have clearly boosted revenues. However, even though all large utilities reported higher revenues in H1 2022, their financial performance and profitability
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