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As negotiations on the EU’s next long-term budget
continue, EU countries are jockeying for funding
opportunities to assist them in the transition to clean
energy. A number of schemes are being envisaged
to ensure that the transition leaves no one behind as
industrial sectors such as coal and automotive face
closures or deep restructuring.
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Climate cash cow: Where EU
countries can get their funding
B y S a m M o r g a n | E U R A C T I V. c o m

Decarbonising the economy will cost a lot. But financial
instruments are available. [Photo: Shutterstock]

E

urope’s green ambitions will
largely hinge on being able to
finance a transition away from
polluting energy sources. But where
will the money actually come from?
The impact of the transition to netzero emissions will be positive for the
European economy as a whole, despite
the significant additional investments
it will require, the European
Commission said in its 2050 climate

strategy, unveiled in November last
year. However, it has not provided
country-specific data in terms of
transition costs.
This includes a positive impact
on the economy “equivalent to 2% of
GDP by 2050,” the EU executive said.
Overall, savings from a reduced fossil
fuel import bill “will amount to €2-3
trillion over the period 2031-2050,
freeing resources for further potential
investments into the modernisation

of the EU economy,” the Commission
argued.
The transition to clean energy will
also bring an estimated €200 billion a
year in health cost savings, and a net
increase of one million jobs, both by
2050, according to EU estimates.
So where is the money going to
come from?
According to the Commission,
Continued on Page 5
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“private business and households will
be responsible for the vast majority of
these investments,” which are being
promoted as part of an EU sustainable
finance initiative.
But public money will also be a
major catalyst. The Commission has
proposed earmarking a minimum of
25% of the EU’s next long-term budget
for climate-related funding, up from
20% currently.
The increase from €206 billion to
€320 billion for the 2021-2027 period
will be welcome additional cash for
poorer EU countries like Bulgaria,
Romania and Poland, which are
currently heavily reliant on polluting
coal for electricity production.
“It should not be exaggerated, but
I think It makes a big political impact
to increase funding by more than
€100 billion. It shows… that you’re
actually getting serious about climate
action,” said Christian Egenhofer, a
senior research fellow at the Centre
for European Policy Studies (CEPS), a
Brussels-based think tank.
According to Egenhofer, even
more important are the spending
rules, which govern how EU money
is disbursed. “If the Structural Funds
actually have more rules and guidance
on climate, then the national projects
will be much more aligned,” he said.
“It’s a carrot and it’s a catalyst,” he
told EURACTIV in an interview. “At
the national level, this is what makes
things happen”.

LONG-TERM BUDGET
TALKS
Those
financial
instruments,
including regional funds and a socalled ‘just transition’ fund, are both
currently being discussed as part of
the EU’s next long-term budget, the
multi-annual financial framework
(MFF) for 2021-2027.
But budget talks are unlikely to
wrap up in 2019, although much of

the financing from other sources for
the next decade will rely on how those
negotiations conclude.
The European Parliament agreed in
March its negotiating position when it
comes to regional funds. Stipulations
include the need to spend at least
30% of the €270bn pot on fighting
climate change and excluding fossil
fuel infrastructure like natural gas
pipelines or generation capacity from
eligible projects.
Some EU countries like Poland
want to wean their energy systems off
of coal power by switching to gas and
are keen to follow the example of the
UK, which recently set a record for the
longest period without burning coal
since the industrial revolution.
And EU member states are more
receptive to this argument than
Parliament.
As part of ongoing talks on the
EU’s long-term budget, the Council
is willing to allow money to be
spent on fossil fuels, under some
circumstances. The Council is due
to agree its negotiating position this
month, ahead of decisive “trilogue”
talks with the European Parliament,
due to begin in September or October.
Initially set to conclude in
December,
those
talks
might
extend into 2020, according to
draft conclusions for this week’s EU
summit. In order to give the MFF talks
a boost, the Commission wants an
extra summit in September to try and
usher an agreement.
But funding a transition that
ambitious
also
requires
large
investment to begin with: Overall,
investments in energy and related
infrastructure would have to increase
to 2.8% of GDP annually (up from 2%
today), in order to achieve a net-zero
carbon economy, the Commission said
– or around €520-575 billion annually.

JUST A TRANSITION?
MEPs also agreed separately in
November that nearly €5bn from the
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next long-term budget should be
funnelled into an Energy Transition
Fund (ETF), to be used to help coaldependent regions and countries that
rely on fossil fuels.
Modelled after the Commission’s
coal regions platform, ETF funding
is earmarked for retraining workers,
unemployment schemes, helping
local businesses and other measures.
On 12 June, the Committee of
the Regions also supported the
call for a €4.8bn-strong war chest.
Polish politician Witold Stępień said
that “better access to finance, new
technologies
and
capacity-build
programmes” are essential for local
areas.
However, the size of the proposed
fund has been called into question.
Environmental and industry groups
alike have called it a “drop in the
ocean”, while Council sources warn it
comes at a time when member states
are looking to cut costs, not add new
ones.
But committing to the fund could
be a way of convincing the likes of
Poland and Bulgaria to lend their
support to a carbon-neutrality target
currently under scrutiny.
“It’s about the money. Countries
know the Paris Agreement happened,
the IPCC happened, they just need to
know how to reach carbon neutrality
now,” one EU source told EURACTIV.

EMISSIONS TRADING
SCHEME
The bloc’s emissions trading
system (ETS) will also make about
€26bn available over the next decade
for 10 countries: Bulgaria, the Czech
Republic, Croatia, Estonia, Hungary,
Latvia, Lithuania, Poland, Romania
and Slovakia.
That select group of EU members
will be allowed to channel money from
the ETS Modernisation Fund and a
part of their auctioning pool into lowContinued on Page 6
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carbon investments between 2021 and
2030.
An estimated €10bn will also be on
offer through the EU-wide Innovation
Fund, which pools money by selling
unsold carbon permits under the ETS.
It aims to give European companies
“first-mover advantage” in using
innovative technology and business
models.
But EU money always comes
with strings attached. Under the
Parliament’s proposal, structural
funding would only be available to
countries that have met their 2020
clean energy and carbon reduction
targets.
The Commission also wants its
say on how the money is invested. On
Tuesday (18 June), it is set to issue a
number of recommendations on draft
energy and climate plans for the next
decade that were submitted by the
member states earlier this year.

EU officials have admitted that
the measures currently on the table
will not be enough to meet bloc-wide
targets for 2030 and have made policy
suggestions that should bridge the
gap. Member states have to finalise
their strategies by the end of the year.

GLOBAL CAPITAL
There are also sources of funding
beyond the EU’s borders. One of the
main instruments is the UN’s Green
Climate Fund, which has distributed
more than $5bn over the last four
years.
Projects in developing countries
like Mongolia, Vietnam and Rwanda
have benefited from the fund and even
places closer to home like BosniaHerzegovina and Armenia have
tapped into it.
However, the fund is more geared
towards developing countries and the
EU member states are generally too
affluent to be eligible.

In draft conclusions for this week’s
summit, EU leaders commit to “a
timely, well-managed and successful
replenishment process” for the fund.
It is currently running on fumes,
as only half of the $10bn has actually
been transferred into the joint pot.
The Bonn climate summit and another
meeting in New York in September
will address the issue.
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IN TERVIEW

Researcher: Lowering electricity

taxes is cheapest way of
meeting EU climate goals
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

In its first annual report, the independent advisory council on climate highlighted France’s
insufficient efforts in reducing greenhouse gas emissions in relation to international commitments
and called on France to radically change its climate policy. [Ian Langsdon/EPA/EFE]

T

he energy transition will
hit the poor hardest unless
it’s balanced by a shift in
taxation, says Christian Egenhofer.
The EU needs to acknowledge this
and get started by lowering taxes on
electricity to achieve the EU’s carbon
reduction goals at least cost, he
argues.
Christian

Egenhofer

is

Senior

Research Fellow and Head of the Energy
and Climate programme at the Centre
for European Policy Studies, a thinktank based in Brussels. He spoke to
EURACTIV’s energy and environment
editor, Frédéric Simon.

INTERVIEW HIGHLIGHTS:
• The energy transition will imply
cost increases, which may be

covered with new taxes
•
But any tax increase on
polluting energy has to be
offset by decreases elsewhere to
cushion the social impact
•
The European Commission
has so far shied away from this
debate about the distributional
effects of the energy transition
Continued on Page 8
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• The Juncker Commission made
a first step by acknowledging
that energy poverty must be
dealt with at EU level
•
But member states now face
tough choices and will need EU
support, including financial, as
well as “special policies”
• The proposed €5bn Just Energy
Transition Fund is “peanuts”
but it sends a very strong
political signal

///
All the main political parties at the
last European elections voiced their
support for a “just transition” to
clean, affordable, carbon-free energy
by 2050. How can they now put these
good words into practice?
The European elections sent a
clear statement that climate change
and the energy transition is an
important issue that EU citizens care
about.
Although the Greens did not get
many more seats in Parliament, they
did extremely well in terms of the
popular vote, with 20 million votes.
And that, of course makes an impact,
even if the Liberals got many more
seats, with only 12 million votes.
In addition, it’s become quite clear
that there is a big political willingness
to move ahead among the member
states and the European Parliament.
And you cannot postpone the energy
transition any longer, I think people
have understood that.
So now the question is how to
do it. And one of the big issues
which has completely been ignored,
because it’s politically very sensitive,
is the distributional impact of
climate change policies.

By and large, you can say
all climate change policies are
regressive – they will hit the poorest
people hardest, because the poor
spend a disproportionate part of
their budget on energy, mobility, and
so on.
That was typically what the “Yellow
Vest” protests in France were about.
The protests started because of an
increase in fuel prices caused by a rise
in the French carbon tax on petroleum
products…
Let’s not overdo the Yellow Vest
protests. They were also caused
by how the Macron government
mishandled the carbon tax, in a way
that was not enough revenue neutral.
In Belgium, the increase of
diesel taxes was compensated
by a reduction in social security
contributions, which made it visibly
revenue neutral. And I think the
Belgian way here is the way forward.
Just increasing taxes and then
assuming people will accept it
because it’s good for the climate –
that doesn’t work.
Can the energy transition ever be
tax neutral or budget neutral? Will
it necessarily imply tax increases in
your view?
The energy transition will
imply cost increases, and those
may be covered with taxes or other
revenues. But it has to be offset by
decreases somewhere else because
the transition has big distributional
impacts, which have been largely
ignored until now.
For example, electric vehicles
and rooftop solar panels will first
be bought by the more well-off, not
by the poor people. And this applies
to other low-carbon products and
services – they will first be picked up
at massive scale by well-off people
or by industries that can pass on the
costs to their customers.

In short, you’re saying the energy
transition can be boiled down to a tax
shift?
The tax shift will definitely form
a major part of the energy transition.
And it should start with the
electricity sector. All studies suggest
that electrification – up to 60-70%
of the economy – is the cheapest
solution to achieve Europe’s carbon
reduction objectives. Yet at the same
time, we put very high taxes and
levies on the electricity sector, which
brings up power prices.
Taxation is not an EU competence, so
unanimity will be required.
That’s another very interesting
point which the new Commission
and the new Parliament will have
to address. We should probably
abandon the idea that all this should
be done at the European level. The
energy transition ultimately, is very
much a national, local thing. And
you see the transition happening
at very different speeds across the
member states.
So this taxation issue will have to
be solved at the national level, and
I believe more and more member
states now accept this. Now, it’s also
clear that these transitions need
a national consensus. And those
will be very, very different from one
country to the other. In Poland for
instance, it’s inconceivable that coal
will not continue to play a role. In
France, it’s nuclear and in Germany,
renewables will play the biggest part.
So there are clearly different
national policies. But they all face the
same challenges and distributional
issues, which have to be addressed.
Now the question is what the EU can
you do in all this.
So, what do you think the EU can or
should do?
Continued on Page 9
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The last European Commission
– and Parliament – have shied
away from this debate about the
distributional effects of the energy
transition.
I think what the new Commission
will need to do is to have a serious
discussion with all the members
states – separately or in regions –
on how they intend to address this
issue, perhaps based on the national
energy and climate action plans
(NECPs).
A number of them will need help
by the EU – financial or otherwise.
That also means some member
states will probably need special
policies. Now, as soon as you speak
about special frameworks in the
EU context, you don’t make many
friends, especially at the European
Commission, which wants to avoid
distortions of competition in the
single market.
But the energy transition is so
fundamental that there has to be
what the British call ‘horses for
courses’ – or special approaches for
some countries.
How does that translate in practice?
Does that mean relaxing state aid
rules? Or tweaking competition rules?
Or maybe allowing special treatment
for so-called “capacity mechanisms”
in support of coal or gas generation
capacity in some countries?
That may be part of it. But first of
all, I think it takes good faith from
the member states in coming up with
strategies that actually work. Not
first ask for relaxation of EU rules
and then have a strategy. It needs to
be the opposite. First, I would say we
need National Energy and Climate
plans that are credible.
Are you suggesting the National
Energy and Climate Plans are not
credible?

In Brussels, we are always quite
negative about member states or the
EU – that’s our job.
But to produce a National Energy
and Climate plan, if you have never
done so in the past, is not very easy.
First, a lot of national administrations
are not equipped to do this kind of
work from a technical point of view.
In some EU countries, it’s the first
time that energy people speak with
the environmental administration,
with industrial policy people or
those dealing with local issues.
That will be a long process. I
think nobody expects that we will get
perfect National Energy and Climate
plans from day one, except perhaps
for a few member states. This might
take five years or even more, after
the 2019-2024 Commission mandate
expires.
The UK, Sweden, Finland and
others now have an ambitious
plan and have already prepared
the ground. But for others, it won’t
come overnight. And I think the
first step is to acknowledge that the
distributional impacts will be very
large in some countries.
And then you have to find
solutions. Bulgaria, for example
has the cheapest electricity retail
prices in the EU. Yet the government
of Boyko Borissov fell in 2013
because of rising electricity prices.
In Bulgaria, you would need to
quadruple electricity prices in order
to encourage the industry to invest
again and make a profit.
The Juncker Commission has
already made a first step. After
years of hesitation, they finally
acknowledged that energy poverty
may be something that should be
dealt with at European level.
But if you’re talking about
quadrupling the price of electricity, I
cannot see any government touching
that. How do you want to win an
election saying you’ll implement
climate policies that will quadruple
the cost of electricity? No political
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system is able to do that – this is a
hard fact which cannot be ignored.
So let’s sit down and try to find
solutions.
If they cannot raise electricity
prices, how then can member states
fund the transition? The European
Commission has proposed dedicating
a minimum of 25% of the EU’s next
long-term budget to climate-related
funding, up from 20% in the previous
period. This means an increase from
€206 billion to €320 billion for the
2021-2027 period. How significant is
this in your view?
It should not be exaggerated,
but I think it makes a big political
impact to increase funding by more
than €100 billion. It shows to the
population that you’re actually
getting serious about climate action.
But the more important part
in my view is the spending rules
set by Brussels – the Financial
Regulation, which governs how
EU Structural Funds are disbursed.
These rules can change the course
of action at national level because if
governments receive more money by
doing something on climate change,
a lot more projects will see the light.
Take the Modernisation Fund,
which is attached to the EU Emissions
Trading System. We’re talking
about €6-9 billion over the period
2021-2030. And a lot of companies
are already making proposals.
Suddenly, you have a frenzy of
activity on climate-friendly projects
in the energy sector in countries like
Romania and Bulgaria, which you
did not have before.
So EU funding makes a big
difference. And if the Structural
Funds actually have more rules
and guidance on climate, then the
national projects will be much more
aligned with climate objectives. And
that really has a major impact, it’s
Continued on Page 10
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not so much the money, which is of
course is very important politically.
But in terms of actual impact
on the ground, it’s the Financial
Regulation that sets the direction and
catalyses change in the region. And
that applies to the Modernisation
Fund as well.
In short, you’re saying EU funds are
an effective carrot to bring about
change in the EU countries?
It’s a carrot and it’s a catalyst.
It’s the steering wheel with which
the EU can relatively elegantly and
uncontroversially steer change. And
this goes under the radar screen.
But at the national level, this is what
makes things happen.
But are the amounts enough? We’re
talking about €320 billion until 2027
but the European Commission said
about €1 trillion will be necessary
for the energy transition by 2030. So,
there is a gap there, obviously.
With EU funding, it’s always an
administrative struggle: everybody
wants more money, and the finance
ministers don’t want to give more.
And that’s part of the EU folklore.
And if there is another €100
billion, it is clear that the majority of
this funding will have to come from
the member states. But I cannot see
that Sweden or Germany will need a
lot of money from the EU. Whereas
countries coming out austerity, or
lower-GDP countries – they will need
a lot of money.
Now, when it comes to EU regional
funds, shortcomings are often not
related to lack of money but to lack
of administrative capacity to absorb
it. So for different reasons, I would
not focus too much on the actual
amount.
An increase in EU funds for the
energy transition in itself sends

a very big political signal. Which
is why I think the Just Energy
Transition fund is a very important
tool. We’re talking about just €4-5
billion, which is peanuts. But
politically, this is a very big signal
that money will be available, even
though some of it might be wasted
because of transaction costs.
The Commission is not very keen,
because you have to create new rules,
which creates administrative work.
But politically, it is very important
and the Parliament has made this
very clear.
At the end of the day, it’s peanuts.
But politically it’s important and
all the Prime Ministers can go back
home and claim they got another
€5 billion. And whether it’s lost
in administration doesn’t really
matter, it’s the political message
that’s important. It’s a signal that
something is happening.
The Juncker Commission has
understood that, for example when
they launched the European Battery
Alliance for electric vehicle value
chains. Juncker also said we cannot
talk about the energy transition if
we don’t have an interconnector
between Spain and France. Now,
that interconnector as such is not
so important, but it is important
politically and the Commission has
put a lot of money into it. Same goes
with the Baltic interconnection plan.
This is why the Just Energy
Transition fund is important – you
need some high-level political
initiatives. Whether they always
make economic sense can be debated
of course.
You say Structural Funds matter.
But in the EU budget, this money is
reserved for countries whose GDP
is below 60% of the EU average,
meaning a country like Poland could
be left out. And others like Germany
won’t benefit for sure, even though
they’re going through an important
energy transition as well. So do you

think these rules still make sense?
Politically, maybe these countries
deserve something too, no?
Like you said, we’re talking about
huge amounts, trillions of euros.
And that cannot be covered by the
European Union. If you have limited
funds, like the EU does, then they
should be concentrated on those that
are really in need.
Now, there may be special cases
like Poland. But again, the Polish
have a new energy strategy. And they
certainly look at what the EU can do
for them.
But I cannot conceive that
relatively rich countries, like
Germany, need this political signal
that the European Union is doing
something for them in the energy
transition, when the German
government has been claiming for
10-15 years that they are the leaders.
The same goes for Sweden or
Finland. These countries may have
vulnerable regions in the north
which may be eligible for EU funding.
But if the EU engages funding in
these countries, then there will be
less for those who are really in need.
For them, it’s the sustainable finance
agenda which matters most, probably.
Yes, most of the funding will have
to come from private investment
in capital markets. And for this,
you need the necessary regulatory
framework.
And that brings in the politics
again, and the distributional
impacts. And all the member states
will have to address this, including
the better-off regions in Germany.
A lot of industrial regions will
suffer from the distributional
impacts of climate change. And
many other regions will suffer from
climate-related impacts such as
floods, heatwaves and droughts.
Continued on Page 11
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Just look to the Mediterranean, they
will need assistance on that front,
so money will have to be sent over
there.
By the way, EU countries and the
European Commission will also need
to look into the financial liabilities of
climate change adaptation that will
accumulate in the coming decades.
We did a study in 2010 looking at
the fiscal implications of climate
change adaptation. And what we
found is that EU member states don’t
accumulate reserves for the climate
adaptation that will be coming in
2030 or 2040.
That’s another area where I think
the next Commission could do
something and nudge member states
to set some money aside. Everybody
is focused on pension liabilities but
all of a sudden, EU countries will be
facing another huge bill, for which
they are currently unprepared.
When the climate bill suddenly
hits, they will call on the EU to
address it. And those member states
which have accumulated reserves
will ask why they should pay for those
who haven’t done their homework.
Especially in the Mediterranean and
in some Northern parts of Europe,
they will be facing significant
climate impacts.
New rules for structural funds are
currently being debated at EU level.
Under the current state of play, both
the EU Council and the Parliament
want to prohibit structural funds
going to gas or nuclear projects,
meaning only electrification and
renewable energy projects will be
eligible. Can renewables alone deliver
in a country like Poland, which is 80%
dependent on coal for its electricity?
Of course, they cannot switch
everything to renewables. But let me
start with the gas question. Unless
there is a serious carbon price in

Europe, the energy transition will be
very difficult because you give all the
wrong signals.
Poland and the other EU countries
understand that if you want to move
out of coal, a price signal will have to
be given, otherwise you are constantly
fighting against windmills. And
again, the Emissions Trading Scheme
(ETS) has distributional impacts, it’s
very clear. And you have to face it:
industrial sectors that emit carbon
will have to pay while others won’t.
That will have different impacts
on the member states depending
on their energy mix – this is just
unavoidable.
Now, when you look at Poland,
they accept the necessity for the
transition. They have been boosting,
their renewable energy sector. And in
their new energy strategy, which was
designed at the end of last year, they
look at the full suite of measures.
Because if you want to have this
transition, you need everything,
including natural gas. They started
off with optimal use of their own
energy resources, including biomass,
wind and solar. They are investing a
lot also in offshore wind from the
Baltic Sea, which is meant to deliver
a lot of their electricity, but they have
also have big potential in onshore
wind.
The second biggest part for
Poland is the development of the
electricity grid. And that tells you
where they’re heading, it’s very
much consistent with their planned
development of offshore wind. It’s
also consistent with their industrial
strategy of electrification to deal
with the high level of air pollution in
cities like Warsaw.
Now, there is also a role for
traditional fossil fuels during the
transition, mainly to diversify oil
and gas supply networks. That’s the
third priority. Nuclear energy is also
one of these ideas that Poland are
trying to promote. And then, heating
and cooling, co-generation as well as
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energy efficiency, which cuts across
the board.
In a way, the Polish strategy
is no different from the German,
Swedish, or UK strategy, although
the priorities are different.
But everywhere there is a
strengthening of the electricity grid.
And nobody contests that we are
moving to an electrification rate of
60, perhaps 70% in 2050. So that’s a
win-win, or a no-regret option. And
building as much offshore wind is
probably also a no-regret option.
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Baltic power games
in the ascendancy
B y S a m M o r g a n | E U R A C T I V. c o m

Wind turbines off the coast of Denmark.
[Photo: Shutterstock]

E

urope’s power and pipeline
politics are playing out more
and more in the Baltic Sea, as
the energy potential of the sea basin
shifts more into the limelight.
Nine countries border the Baltic
and each of them has big energy
plans that are in various stages of
development.

The controversial Nord Stream 2
pipeline project, aimed at bringing
Russian gas directly to Germany, has
dominated the region’s energy agenda
since its inception. But the Baltic has
more to offer than pipelines.
The area has huge potential to
provide clean wind power to those
countries, as the sea is relatively
shallow, wind speeds are optimal and

turbines can be built close to shore,
aiding construction and maintenance
efforts.
Compared to the larger and
more turbulent North Sea, weather
conditions in the Baltic are also
more stable. According to industry
association WindEurope, anything
Continued on Page 13
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between 9GW and 14GW could be
installed by 2030, which would push
the Baltic up into the same league as
the North Sea.
Not every country surrounding
the sea is convinced though. While
Denmark, Finland, Germany, Poland
and Sweden are all investing in
offshore wind, the three Baltic States
are more cautious.
Germany opened the largest
wind park in the sea in April, when
Chancellor Angela Merkel cut the
ribbon on the 60 turbines that are
already producing 385MW. Latvia
and Lithuania, by contrast, have no
installed capacity and political will is
in short supply.
Finland opened its first wind farm
in September 2017 ahead of schedule,
while Estonia should have 1,700MW
up and running next year.
Tapping into the Baltic’s wind
potential will hinge on regional
cooperation, according to WindEurope
CEO Giles Dickson and the European
Commission hopes its Baltic Energy
Market Interconnection Plan will help
countries band together.

POLISH PLANNING
Poland also wants to exploit its part
of the Baltic and first started issuing
offshore permits in 2012, although no
projects have yet been finished.
According to Monika Morawiecka,
the head of PGE Baltica, a division of
Poland’s largest power company, the
delay was actually part of a “sound
strategy”.
“This was a reasonable decision not
to rush with these investments and
wait for the technological progress
to lower the cost of offshore wind
development to the level acceptable
by Polish ratepayers,” Morawiecka told
EURACTIV.
She added that PGE holds three
offshore wind permits and that
turbines at two locations are due to be

connected to the grid in 2025 or 2026.
Environmental impact assessments
are among the major milestones in the
development of the projects.
Morawiecka acknowledged that
“this type of investment does interfere
with the marine environment both at
the construction as well as operational
stage. We do not contest that, and we
do want to present the best possible
solution to minimise the impact.”
In May, ministry of energy official
Maciej Kapalski said the government
may “streamline the process” for
offshore wind.

MEETING THE 2020
TARGET
Hooking up more clean energy
to the grid is crucial to Poland for
a number of reasons, chief among
which is hitting its 2020 renewable
target of 15%.
Current data show that Poland
is at risk of missing the benchmark,
although Kapalski insisted that new
auctions for onshore wind and solar
power will help contribute to the 2020
goal.
In order to avoid heavy fines,
the government will have to broker
statistical transfers from other
member states that have already
exceeded their targets, although that
does come at a price too.
Luxembourg was the first to
take advantage of this mechanism
in October 2017, when it paid an
estimated €10 million to Lithuania,
which has already hit its 2020 target.
Estonia is hoping to do the same to
help fund more investments in wind
energy.
Poland’s wind farm aspirations will
almost certainly not be realised before
the 2020 targets expire but building
renewable capacity will still help the
Eastern European country tap into its
e-mobility potential.
Electric vehicles have been
identified as an area of growth in
Poland, with plans afoot to even
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build a home-grown car. But the high
carbon-intensity of electricity, due to
reliance on coal power, is holding back
the e-revolution for now.

IN SYNC
The electricity grids of the Baltic
States are still synchronised with
those of Russia and Belarus, a remnant
of the shared history of the eastern
countries.
But the EU has been working
hard to unhook Estonia, Latvia and
Lithuania from the east and fully
integrate them with the west. It was
identified early on as a crucial part of
the Energy Union.
After linking the countries to
Finland, Poland and Sweden via EUfunded electricity lines, the European
Commission is now pressing on with
the next stage of the process.
Last week (20 June), President
Jean-Claude Juncker, along with the
leaders of the Baltic States and Poland,
signed up to a roadmap that will aim
to complete the process and end the
three countries’ status as an ‘energy
island’.
“Today we can proudly acknowledge
that we have accomplished all key
milestones, and we are now setting
the tone of the work for the future up
to the end of 2025,” Juncker said in a
statement.
In March, the green light was
given for EU funding worth over €300
million that should cover 75% of the
investment costs needed to complete
the first phase of the synchronisation
process. Work is supposed to be
completed in 2025.

PIPELINE BLING
The Baltic is not just the proving
ground for wind turbines and
electricity cables though, as gas
pipelines also feature prominently.
A Russo-German project meant to
Continued on Page 14
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increase gas capacity, known as Nord
Stream 2, is controversial for a number
of factors, including environmental
concerns and fears of increasing
Russian influence.
The project was recently delayed
by Denmark, which rejected a permit
for the pipeline’s proposed northern
route, asking the Russian-owned
company to look into a southern route
instead. Denmark is currently the
only country that has not yet issued a
permit for the pipeline’s construction
in its territorial waters.
But there is also another project in
the works: the Baltic Pipe, which will
link Poland to Denmark and Norway.
Scheduled to be ready in 2022, it will
allow Poland to tap into 10 billion
cubic metres of Norwegian gas.
In April, Polish Prime Minister
Mateusz Morawiecki signed a grant
agreement worth €215 million thanks
to the Pipe’s inclusion on the EU’s
Projects of Common Interest (PCI) list.
“The gas connection between
Poland and Denmark has the strategic
dimension and it is needed to diversify
supplies. The investment is also
beneficial for the EU, which seeks to
increase trade and competitiveness of
the European gas market,” said Tomasz
Stępień, head of one of the companies
that will build the pipe.
The Baltic Pipe will be a two-way
affair and will allow Poland to send gas
to Denmark and, although unlikely, to
Norway. That means Warsaw will be
able to sell imported gas from its LNG
terminal to other countries if it has a
surplus or prices are higher elsewhere.
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Financing the energy transition in Poland
By PGE Polska Grupa Energetyczna

Wind farm station on a field.
[PGE]

F

inancing climate change targets
is currently a hot topic on the
EU’s agenda, especially in the
context of reaching climate neutrality
by 2050.
The EU proposes two basic ways to
finance its ambitious climate goals.
The first is through the Multiannual
Financial Framework (MFF) 20212027 which sets out the aims, rules,
structure and financial means of the
EU budget for that period. The second
is through sustainable finance, which
aims at directing financing from the

private sector towards climate change
targets.
How do these means compare to
the needs of the energy transition in
Poland?
To comply with the EU’s ambitious
decarbonisation targets, Poland needs
massive investment in low-carbon
technologies – highly efficient gasfired plants will gradually be replacing
coal-fired generation plants; RES will
play a more important role with an
expansion of wind power and PVs;
and the nuclear power programme
could replace lignite-fired capacity in

the long-term. In the case of Poland,
gas-fired plants are a natural way to
replace coal-fired generation plants
as it emits about three times less CO2
in comparison to coal, while ensuring
the stability of the system. Therefore,
gas will help to transform the Polish
energy mix in a climate-friendly
direction without endangering the
security of supply.
However the amount of CAPEX
alone which is needed to finance
the energy transition in Poland to
Continued on Page 16
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comply with EU climate policy targets
is estimated at ca. EUR 60 billion by
2030 and ca. EUR 140 billion by 2045
according to our recent analysis. This
investment challenge is huge taking
into account the size of the companies
that will be responsible for delivering
these investments. Estimates show
that the investment potential of the
four biggest polish power companies
is currently ca. EUR 28 billion which
can increase to ca. EUR 48 billion in
2030. This is way below what is needed
to finance the energy transition.
One could argue that in such a
case financial means for the energy
transition could come from the
financial markets. However, here
the upcoming sustainable finance
regulation could become a serious
obstacle. One of the issues which
will be introduced in the context of
sustainable finance is the EU-wide
taxonomy, picking which technologies
can be regarded as sustainable from an
environmental perspective and which
cannot. Currently, the position of the
European Parliament on taxonomy
(also the view of the Technical Expert
Group that is assisting the European
Commission on this issue) both regard
gas and nuclear technologies as not
sustainable for different reasons.
Therefore, the energy transition
poses a huge challenge for a country
with GDP per capita among the
lowest in the EU and a share of coal
in power generation still close to
80%. That is why as much funding
as possible from the MFF 2021-2027
and from the private sector for this
transition is needed. These funds
should especially be directed towards
financing investment into gas-fired
plants and into RES. However, the
draft legislation on the MFF does
not foresee any funds to be spent on
crucial power generation technologies
enabling Poland to transform its
energy mix without endangering its
security of supply at the same time.

This means that financing the
energy transition in Poland will be
very difficult as funds from the MFF
for transitional technologies are either
not accessible or limited, and funds
from the financial markets for such
technologies may turn out to be very
expensive.
Therefore,
the
forthcoming
EU regulations on the MFF and on
sustainable finance should take into
account the different starting points
of Member States. Applying a “one size
fits all approach” and moving directly
from coal-fired power generation
strictly to a RES-only environment
is currently not possible as such an
energy system will not be stable,
especially given the lack of commercial
deployment of storage technologies.
This in turn means that we need the
financial means for investment in
predictable and stable thermal power
generation – gas and nuclear – which
will substitute coal in the long-term.
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Poland firms up gas,
nuclear plans to fill green power gap
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

Polish President Andrzej Duda (C) visits the control room of the nuclear reactor ‘MARIA’ during his
visit to the National Centre for Nuclear Research in Otwock-Swierk, near Warsaw, Poland, 08 March
2016. ‘MARIA’ is the only active nuclear reactor in Poland. [EPA/LESZEK SZYMANSKI]

R

eplacing Poland’s obsolete coal
power fleet is a top political
priority for the country,
both for environmental and energy
security reasons. But even as it steps
up renewable energy plans, Warsaw
is also pushing hard for new gas and
nuclear plants to fill in the gap.
Poland has big ambitions when it
comes to wind power in the Baltic Sea.
“We are primarily betting on offshore,”
said Henryk Baranowski, CEO of
Polska Grupa Energetyczna (PGE), a
state-owned public power company.
“We want to have around 3 GW

in offshore wind farms by 2030,”
Baranowski told EURACTIV on the
sidelines of the Polish electricity
industry association’s summer event,
organised in Brussels on Wednesday
(10 July).
But even those plans won’t be
sufficient to decarbonise Poland’s
entire power sector. 76% of the
country’s electricity still relies on coal,
which is the most carbon-intensive
form of power generation.
Hard coal and lignite power plants
were first installed in the 1960s
and 1970s and need to be replaced,
said Baranowski, who is also the

chief executive of PKEE, the Polish
electricity industry association.
“We can say they are obsolete,”
he told EURACTIV. “So we have to
find other energy sources to replace
them just to achieve our main goal of
security of supply”.

GAS PLANTS IN THE
PIPELINE
That process is likely to take
decades, however. And while offshore
wind will play an important part
Continued on Page 18

18

JUNE - JULY 2019 | SPECIAL REPORT | FUNDING A JUST ENERGY TRANSITION IN EUROPE | EURACTIV

Continued from Page 17
in displacing coal, other sources of
energy are also required to fill the gap.
“Of course, they cannot switch
everything to renewables,” said
Christian Egenhofer, a senior research
fellow at the Centre for European
Policy Studies in Brussels. “If you want
to have this [energy] transition, you
need everything, including natural
gas,” he told EURACTIV in a recent
interview.
After
energy
diversification,
Warsaw’s second priority is to develop
its electricity grid, Egenhofer said.
“And that tells you where they’re
heading – it’s very much consistent
with their planned development of
offshore wind,” he said.
In June, PGE made a decision to
build two gas-fired power units of 700
MW each. Those will be located in
Northern Poland, close to the Baltic,
where they will act as back-up to
offshore wind farms.
“That’s why we decided to have
modern, state-of-the-art gas-fired
power plants located close to our
offshore installations,” Baranowski
said.
Gas-fired electricity is starting to
play a bigger role in Poland’s coaldominated power sector as the country
seeks to lower its carbon emissions.
Gas-fired plants accounted for 8%
of the country’s total generation this
year, up from 6% a year ago, according
to S&P Global Platts, a provider of
energy and commodities information.
A new gas pipeline linking up
Poland and Norway and increased
imports of liquefied natural gas from
the US are also part of Warsaw’s push
for greater energy independence and
diversification from coal.

NUCLEAR PLANS
But Poland won’t stop there and
is also firming up plans for nuclear
power stations to fill the gap opened
by the gradual closure of it ageing coal
fleet.
Warsaw expects its first nuclear
power station to start operating in
2033, the Polish energy ministry
indicated in a draft energy strategy
published in November last year. A
total of 6-9 GW of nuclear power is
expected to be installed by 2043, the
ministry added, for an estimated cost
of €4.66 million per MW.
Under government plans, new
units would follow every two years,
gradually
replacing
coal-fired
generation as they come online, the
Polish energy ministry indicated,
forecasting the completion of the first
of six 1-1.5 GW units in 2033.
“We have to have baseload
electricity” and diversified energy
sources in order to meet carbon
reduction goals, Baranowski said.
“That’s why we are trying to find
different kinds of fuels,” he told
EURACTIV, adding: “It doesn’t matter
if it’s sun, wind or nuclear.”
“According
to
government
plans, we would have at least 2-3
GW of nuclear by the mid-2030s,”
Baranowski said. By then, nuclear
reactors would be “installed, ready to
go and producing electrical energy,”
he assured.
One option is to install “small
modular reactors,” the Polish CEO
explained, saying small units could be
“a good solution” for Poland. However,
it is still “too early” to say whether
European suppliers will be favoured
over foreign ones, he added, saying
“all options are on the table.”

There are strong signs that Poland’s
new nuclear fleet could come from the
US, however. In June, Polish Secretary
of State Piotr Naimski signed a
memorandum of understanding with
US Energy Secretary Rick Perry on
cooperation in civilian use of nuclear
energy.
The move was presented as
“a concrete step” in the ‘strategic
dialogue on energy’ between Poland
and the US, initiated in December 2018
by presidents Andrej Duda and Donald
Trump.
Finance appears as the main
outstanding issue. “I can say one thing
– the financing model should be based
on capital and not debt,” Naimski
said after meeting with Perry last
December.
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Energy is our nature, that’s why we are the leader in renewable energy production in Poland.
At present we manage 33 hydroelectric power plants and 14 onshore wind farms; we are also
developing an offshore wind farms project and an extensive photovoltaics programme.
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