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Non-paper on energy prices


For electricity, current wholesale electricity prices neither incentivize new generation investments nor provide adequate sustainable and long term signals to existing capacity while at the same time the end-consumer prices[footnoteRef:1] have increased to levels that put competitiveness at stake. This paradox is a real issue for Europe that absolutely needs solutions to tackle it. [1:  The final electricity price in Europe has become a real puzzle for consumers as it includes today three components:
The "energy and supply" component, which is determined by supply (production) and demand (consumption) in the energy and CO2 markets. 
The "network" component, which in theory should only reflect the cost of transmission and distribution infrastructure connected with network construction, maintenance, modernisation and expansion. 
The "taxes and contributions" component, which varies by country and can contain, for example, a VAT factor or renewable energy subsidies.] 


For gas, wholesale prices have not significantly risen in recent years. However, and to a lesser extent than for electricity, the transport and national taxes components have grown in most countries. Despite the relative “stability” of gas prices in Europe, gas prices in the United States remain more competitive thanks to the exploitation of shale gas, which gives US industry an advantage. 

This note gives an overview of the current challenges and evolution of electricity and gas prices in Europe and some expectations and action plans to improve the current situation at EU and national level.

1. Key facts and paradox on electricity prices

Average wholesale electricity price is declining in Europe: In Europe wholesale prices fell during the last few years to a  level averaging €40 per MWh for Central Western Europe[footnoteRef:2]. This is due mainly to a decline in demand and a higher proportion of low marginal cost generation (RES). [2:  Eurelectric : Power statistics & trends] 


[image: ]Retail electricity prices are much higher: Even though they vary from one country to another, on average they have increased considerably during recent years, contrary to the development of wholesale electricity prices. So European consumers (households and industrials) do not benefit from competitive wholesale prices. Data from EURELECTRIC show from 2008 to 2012[footnoteRef:3].: [3:  Eurelectric :  Analysis of European Power Price Increase Drivers, May 2014] 



Evolution of industrial price components in 2012







· Energy costs decrease from 69 to 62 Eur/Mwh (approx.) and this represents a 10% reduction
· Network costs increase from 20,2 to 23,6 Eur/MWh (approx) and this represents a 17% increase
· Taxes and levies increase from 12,8 to 26,7 Eur/MWh and this represents a 109% increase


Compared with the US, final electricity prices in Europe are sometimes several times higher. Given that the wholesale prices of electricity in US and EU are about to be at parity, European industries are losing competitiveness vis a vis the US due to the other components of the energy prices.
[image: ]

Taxes and levies (including RES subsidies) is a considerable component of the end-user price 

High retail prices in Europe are the result of additional taxes and levies, and not of the high cost of power generation or networks components. Indeed, the current high level of taxes and charges, which in average represents more than 30% of end customer prices, are reversing the recent and positive achievements of market integration and of price convergence between Member States. 

According to the EURELECTRIC study[footnoteRef:4], the split of components in 2012 is 40% (energy and supply), 34% (taxes) and 26% (networks) [4:  Eurelectric :  Analysis of European Power Price Increase Drivers, May 2014] 
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Share of industrial price components in 2012








	
· Fair energy prices – European consumers (citizens and industries) must be able to pay fair prices for their energy. However, today, the large share of non-energy related price components conceals the competitive element of the energy price. These non-energy costs in the electricity tariffs can act as an unfair incentive for self consumption or even to leave totally the system, making the customers that still remain in the system to pay a higher quota of non-energy related costs, creating additional incentives for the remaining customers to leave the system resulting in a unsustainable future.

· Transparency on costs – High retail prices are often the result of additional national taxes, levies as well as other social and environmental policy costs and not of supply costs which remain quite stable[footnoteRef:5]. With the retail price being dominated by the aforementioned costs, international competitiveness of the European industry is harmed significantly. It is therefore important to eliminate from electricity and gas bills all unrelated charges which do not reflect costs of production, transport and distribution. Energy bills should be fully transparent and cost reflective in all Member States and protection of vulnerable consumers should be addressed through public welfare funds. [5:  As stated in the Council conclusions on "Energy prices and costs” (transport, telecommunications and energy Council ; 13 June 2014) : Stable and  converging wholesale prices in some parts of the EU since 2008 as well as falling or stable  consumption by both households and industry, the continued rise of consumer prices in a  number of Member States has been driven notably by increases in network costs and  taxes/levies and that wide differences between Member States' policies on costs and levies  may reflect specific national circumstances and policy choices. Note : these conclusions are based on the report from the European Commission on Energy prices and costs (published in January 2014). This report, for some countries, put some taxes and levies under the category of network costs which is not correct. To address this issue, EURELECTRIC has published a more detailed and precise analysis ‘What really drives your bill up?’: “Electricity prices are made up of several components: energy and supply costs, network costs, and taxes & levies. While the energy component has decreased and the network component has increased only moderately, the taxes & levies have risen sharply and account for most of the price increase for household consumers”] 


· More market-based approach – subsidies, if any, shall be designed in a way that link them to market prices. Moreover, a fair competition and a sustainable development of renewable energy sources mean gradually reaching the same level playing field for all technologies (e.g. balancing obligations and equal opportunities to offer value on services markets for all technologies connected to the network) and thus aiming for a gradual phasing out of subsidies for new facilities of deployed technologies. Least mature low-carbon technologies (such as wave and tidal technologies) should benefit from strengthened R&D efforts rather than production subsidies. 

· Grid charges: no free riding - We need to apply an efficient and fair regulation to set tariffs for self-consumption in order to avoid promotion of inefficient  projects. 

· Developing the appropriate and cost efficient capacity of interconnection to build a real Internal Energy Market, as it ensures competition in the EU, and subsequently price competitiveness in the long run

· Modify the prices reporting methodology for EUROSTAT to become fully homogeneous, including a clear and comprehensive breakdown of costs and identifying their nature (supply and network related, fiscal terms or environmental & social policies).




2. Key facts on gas prices

Price for industrial consumer in the US enhances industry competitiveness: Thanks among other effects to shale gas cheap price in the US, we can observe a progressive reindustrialization in the US, when some energy intensive industries plan to leave the EU.
[image: ]
Retail gas price for industrial consumer-2012

In addition, gas prices include many other components than just the cost of supply (in Europe these other components of the gas costs can represent up to 50% of the final gas price, whilst in the US the equivalent figure is normally just 10%). Discretional taxes in particular, serve to increase gas prices and also distort the efficiency of the supply as technologies do not compete on the basis of the true costs of supply, but rather on costs which are artificially modified by these taxes.


3. Possible solutions to increase competitiveness of gas prices

	From the European Commission : 
· Even though the development of EU gas hubs markets is an important objective, to recognize the positive contribution of long term gas contracts in the gas security of supply,
· to push for a more harmonized and functioning internal gas market.
· To encourage the diversification of supply sources and routes in some countries, when it is feasible, to avoid the predominance of some suppliers,
· Developing the appropriate capacity of interconnection to build a real Internal Energy Market.
· Modify the prices reporting methodology for EUROSTAT to become fully homogeneous in line with the current initiative undertaken by EC on the proposal for a new regulation on price reporting for Eurostat.

From the Member States:
· to support investments in the potential of its conventional and unconventional resources. Environmentally responsible production from indigenous sources would further diversify our sources and routes, while contributing to Europe’s economy by providing public funds, investments and jobs, 
· to reduce as much as possible the various taxes that are increasing costs, both at national and cross border level,
· to recognize the positive contribution of diversification of gas supply by routes and sources, notably, e.g. through domestic energy production.





1

image4.png
EUR/MWh
120

100

20

2008 2009 2010 2011 2012

mTaxes & Levies  Network M Energy





image5.png
B oo
W oo





image2.png
EUR/MWh
70

s0

20

20

2008

2009 2010 2011

——Energy ——Network ——Taxes & Levies

2012





image3.png
Retail electricity prices for industrial consumers - 2012

Source:EU Commission

Electricity

1

. 00 efuwh
B swoom
. D75 €wn
. 2550 ¢t





