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Non-paper on the situation of the energy markets


Over the past years, the energy markets in Europe have gone through unprecedented changes. In 2013, The Economist was publishing an article saying : “European utilities: How to lose half a trillion euros”. Indeed, the European energy industry is experiencing massive challenges that will require greater European energy policy leadership. Indeed, considerable room is currently being left for short term national approaches which tends to widen differences between national markets. Indeed companies are now more and more European and even global, looking beyond boundaries and searching for clear and fair rules across Member States.

This note gives an overview of this current turmoil that is affecting both final consumers and also energy companies all around Europe.

1. A loss of competitiveness and affordability for final European customers

High final electricity prices not reflecting the true cost of energy: It is entirely right that recent increases in electricity bills for industrial and domestic consumers[footnoteRef:1] are attracting the concern and attention of policy-makers. Yet, wholesale electricity prices have significantly decreased reaching levels hardly allowing investments in any available generation technologies. So it should be made clear that increases in final electricity prices are being driven by growth in the imposed taxes and levies (representing sometimes more than 50% of the bills). A specific non-paper on energy prices provides more detailed data.  [1:  +17% for domestic consumers, + 21% for industrial consumers in average for the last 4 years : Eurostat (domestic : http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nrg_pc_204&lang=en and  Industrial http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nrg_pc_205&lang=en)] 


[image: ]A handicap in the global marketplace: The final electricity price rise has, indeed, constituted a veritable competitiveness handicap for industrial consumers in Europe. 
 Figure : Retail electricity prices for industrial consumers – 2012

Over the period 2008-2012, final electricity prices for industrial consumers increased by 21% across the EU due, in large part, to a 98% increase in taxes and levies (not including VAT). The specific example of a key Member State, Germany, shows the concerning nature of the trend as a 200% increase in taxes has been the principal cause of a 22% increase in final electricity prices for industrial consumers over this period. 
The incomplete internal energy market: The further coordination and full integration of the national energy markets in the EU should also remain a high priority as it would bring significant advantages:
• The cost of the evolution towards a sustainable low carbon economy would go down when the energy production, transmission, storage and network capacity in all EU Member States is optimised.
• The EU security of supply would be reinforced as EU Member States altogether would get access to more diversified sources and routes, new LNG terminals and adequate underground storages..
• Integration leads to a more efficient and competitive energy cost.
Regrettably, in spite of furthering energy market integration, a patchwork of energy markets is taking root across EU Member States due also to the still low implementation of the corresponding Target model. In parallel, diverging energy policy measures , including different taxes and levies, implemented in an uncoordinated manner by Member States have instead led to an ongoing re-nationalisation of energy policy hampering  the completion of a truly internal energy market.

The innovation imperative: It is important to underline that final energy prices are only one of the factors in the competitiveness of European industry. Innovation is another critical factor. Therefore, research and development should be more focused on the technologies of the future, such as energy storage, power to gas, distribution grid modernization, smart meters, microCHPs, shale gas and new renewables. The EU should encourage and support R&D in promising non-mature technologies in a technologically neutral way.   


2. Security of supply being put at risk

Energy companies facing financial meltdown: the energy sector is being prevented, in the current regulatory context, from fulfilling its potential as a much-needed source of growth, innovation and jobs. Indeed, the past years have seen the efforts of energy companies to attract the necessary private sector investors being hampered by a complete lack of a clear, certain and objective energy policy framework based on stable and predictable regulation at national level. Neither the nature of the energy sector as long-term and very capital intensive, nor the intense competition for capital amongst market participants, are being sufficiently factored into policy decisions. Should investors continue to be deterred by systemic uncertainty and unpredictability, then the infrastructure crucial to ensure the EU’s future security of supply will not be in place.

Lack of investment in the energy sector: In fact, more than 35 GW of plants have been mothballed in Western Europe since 2012 and some 35 GW of fully approved CCGT capacity remains parked, with dozens more projects having been cancelled or suspended[footnoteRef:2]. Member States also have introduced important reductions in the remuneration terms of regulated activities, discouraging utilities to invest in necessary network developments. Large investments are however needed in power generation to decarbonize and maintain security of supply[footnoteRef:3] as well as in other key areas such as transport and distribution networks.  [2:  Source : FTI-CL Energy analysis, based on Platts PIE’s new plant tracker (2014) ; Platts powervision, Utilities press releases; 
E&Y (2014)Benchmarking European power and utility asset impairments]  [3: $2.2 trillion expected in the period 2014-2035 ; 70% in generation, 30% T&D ($655 billion), of which 9% for renewable integration ; 75% of the generation capacity investment is in renewable (Source: IEA World Energy Investment Outlook 2014)] 


Lack of visibility in the target model: In order to meet peak power demand at times when there is low RES production and to cope with RES intermittency, firm power generation is indispensable for long term system adequacy. Unfortunately many plants, in the absence of fair remuneration of the assets (for instance, capacity remuneration mechanism (CRM) incentives), are currently being mothballed or closed as it is no longer sustainable for energy companies to run them. It is not the efficiency of such plants that is called into question, but rather it is their importance to the economy and security of supply that is not being recognised. So it is urgent to establish a framework based on long-term signals for energy investors enabling them to make the necessary investments to accompany the energy transition towards a sustainable and secure electricity sector.

Dependency should not be seen as a problem per se: Reducing Europe’s import dependency should not be an aim in itself; this might ignore comparative advantages of third countries in producing cost-efficient energy and in general the value of free international trade. However the strong dependency on one supplier in some EU regions has created security of supply problems. Therefore the ongoing diversification of gas supply resources and import routes should be properly accelerated to ensure competition and subsequently price competitiveness in all parts of the EU. Politics must support this task of the industry by improving the energy dialogues between the EU (as consumer countries) and existing and new suppliers and transit countries. Indeed if addressed properly, dependence does not necessarily mean less security. The creation of a unified internal energy market, with infrastructures and networks that can meet demand, is an essential element of the European Union’s energy security policy. 

The role of natural gas: Natural gas will continue to play an important role in the EU energy mix in the long term. Indeed natural gas, as well as other firm generation and DSM, will further gain importance as a fuel to be used when renewable electricity generation is interrupted. This implies a continuing need for the maintenance and expansion of natural gas infrastructure. Since important investments are considered necessary in the gas sector, more political recognition for the role of natural gas in the future energy mix is necessary, in order to keep the EU gas market attractive for external suppliers. There is an implied policy contradiction in discussing ways to boost indigenous gas resources, and incentivising new major infrastructure, while a sharp reduction in the role of gas is envisaged in some recent policy papers.

3. Risk of losing momentum in combating climate change

Increasing greenhouse gas emissions: Energy companies are committed both to combat climate change through a reduction in the emissions of greenhouse gases and to contribute to the transition to a low-carbon economy. It is, therefore, with alarm that the most recently published estimates on CO2 emissions in 2013 from Eurostat[footnoteRef:4] show increases in some countries in spite of relative European low economic growth[footnoteRef:5]. [4:  Eurostat Early estimates of CO2 emissions from energy use - 74/2014 - 7 May 2014]  [5:  Denmark (+6.8%), Estonia (+4.4%), Portugal (+3.6%), Germany (+2.0%), France (+0.6%) and Poland (+0.3%)  compared to the previous year] 


A lack of a carbon price signal: Regrettably, such emission increases are not a surprise in the context of hardly any incentive to invest in low carbon energy. The essential carbon price signal to direct investments in clean energy technologies through the EU Emissions Trading System (EU ETS) is currently not entirely fulfilling this function, due to the economic crisis and a lack of coordination of energy and climate policies. The carbon price has reached a level so low that it does not incentivize low carbon energy transition in Europe. In order to rectify this flawed situation, it is crucial first for the Market Stability Reserve (MSR) to start from 2017 and to put the back-loaded and unallocated allowances into the reserve and later on to consider structural reforms to the ETS. In addition, overlapping policies and measures should be gradually removed.

The EU’s leadership role on climate: The EU would have more credibility in the run-up to COP 21 in Paris at the end of this year if its house is in order. But the EU alone represents a mere 11% of the world’s CO2 emissions (and a downward trend is forecasted). Therefore, whilst it is essential for Europe to ensure sustainable growth, it should strive to achieve a far-reaching global agreement during the future climate summit in Paris embarking all nations. 

The EU should also highlight the role of a global carbon price and market as the most cost-efficient global tool to mitigate climate change. Linking the EU ETS with other operational and/or emerging carbon pricing schemes should be promoted.
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