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Assessing the state of Energy Union
SUMMARY
The European Commission’s second report on the state of the Energy Union,
delivered in February 2017, paints a picture of considerable progress just two years
into the Energy Union strategy. The bulk of new legislative proposals have now been
adopted by the Commission. Most are still under consideration in Parliament and
Council, although in some cases an interinstitutional agreement has already been
secured. The focus of 2017 is therefore negotiations towards the adoption of
numerous legislative proposals already on the table, together with a more limited
number of new initiatives.
The EU and its Member States are well on track to meet the targets of the 2020
climate and energy package in terms of promoting renewables, improving energy
efficiency and reducing greenhouse gas emissions. Continued effort is needed to meet
the higher targets of the 2030 climate and energy framework. The Energy Union
includes a series of concrete actions to implement the 2030 framework, yet the main
EU Institutions have shown different levels of ambition in these fields.
A new legislative package on low emission mobility is expected in 2017, as well as
ongoing actions across a wide range of energy-related areas. This includes measures
to improve gas and electricity infrastructure, foster climate and energy diplomacy,
and to advance research and innovation on energy technologies.
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Progress on Energy Union
On 1 February 2017, the European Commission released its second report on the state of
the Energy Union, together with an updated roadmap of key actions and their indicative
timeframe. Several accompanying reports were released, assessing the progress of EU
Member States in meeting their commitments under the 2020 climate and energy
package, particularly in terms of promoting renewables, improving energy efficiency and
reducing greenhouse gas (GHG) emissions by 2020. The Commission adopted most
legislative proposals and non-legislative actions relating to Energy Union in 2015 and
2016. 2017 will therefore be focused on the implementation of Energy Union, as these
legislative proposals are discussed and negotiated between the main EU institutions.
The Energy Union strategy was adopted by the Commission in February 2015, as a way to
integrate EU priority actions in the fields of energy, climate change, and transport. The
first update on the state of the Energy Union was in November 2015, at a point where
most legislative proposals were still being prepared. The second update was quite
different, taking place after several packages of legislative proposals and non-legislative
initiatives had already been adopted. The latest package on Clean Energy, delivered on
30 November 2016, includes eight legislative proposals covering different measures on
electricity markets, promotion of renewables, energy efficiency and governance.
The Energy Union strategy touches on most EU policies with a significant energy
dimension, including external relations as well as research and innovation. It does not
replace other strategic frameworks, but rather seeks to fulfil them. The Energy Union
seeks to ensure that EU obligations under the 2020 climate and energy package are met,
while developing a set of concrete measures that would allow the EU and its Member
States to deliver their commitments under the 2030 climate and energy policy
framework. This framework sets the main EU targets on renewables, energy efficiency
and GHG emissions in the 2021-2030 period, and was endorsed by the European Council
in October 2014.

Renewables and climate change
Renewables
The EU promotes and incentivises the deployment of low-carbon renewable energy
sources (RES) across its Member States (see EPRS in-depth analysis published in
June 2016). The 2020 climate and energy package obliges Member States to attain a
minimum 20 % share of RES in their final energy consumption by 2020. This objective is
to be achieved by means of binding national contributions, which vary in magnitude (from
10 % in Malta to 49 % in Sweden) but together add up to the 20 % target. The promotion
of renewables in the EU, including the weight of national contributions, is governed by
the Renewable Energy Directive (RED).
The 2017 renewable energy progress report by the Commission notes that the average
RES share in 2013/2014 amounted to 15.5 % and has continued to rise (estimated 16.4 %
in 2015), putting the EU well on track to meet its 20 % goal by 2020, with all but one
Member State (the Netherlands) above their indicative mid-term trajectories (as outlined
in the RED). The deployment of wind power has quadrupled in the period 2004-2015, the
growth of solar power has been considerable and now accounts for 12 % of all renewable
electricity. Transport is the only sector where the EU is under-performing: RES account
for only 6 % of transport consumption, well below the mandatory 10 % target set by the
RED.
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Figure 1 – Share (%) of renewables in gross final energy consumption

Source: Eurostat.

On 30 November 2016, the Commission announced a legislative proposal to revise the
RED and adapt it to meet the goals of the 2030 climate and energy framework, which
includes a binding 27 % share of RES in EU final energy consumption by 2030, to be
achieved without imposing new binding national targets on Member States. One of the
main mechanisms allowing the Commission to monitor and enforce implementation of
the 27 % target will be standardised national energy and climate plans, as provided for in
the related proposal for a regulation on Governance of the Energy Union. Both the revised
RES directive and the new governance regulation are currently under discussion in
Council and Parliament. The Parliament has previously expressed its support for a binding
30 % share of RES in final energy consumption by 2030, to be achieved by means of
binding national targets, most notably in its resolution of 15 December 2015, 'Towards a
European Energy Union'.
Climate change
Actions to combat climate change are core to the Energy Union strategy. The 2020
climate and energy package commits the EU and its Member States to a 20 % reduction
in greenhouse gas (GHG) emissions by 2020, compared to 1990 levels. The 2030 EU
climate and energy framework commits to a more ambitious 40 % reduction in GHG
emissions by 2030, a goal given additional impetus by the 2015 UNFCCC Paris Climate
Change Agreement. The Commission’s Report on Implementing the Paris Agreement
notes that GHG emissions in the EU in 2015 were 22 % below their 1990 levels. Yet based
on existing policy measures, GHG emissions in 2030 will only be 26 % below 1990 levels.
This means new policy measures and greater collective effort are needed for the EU to
meet its agreed 40 % goal.
Most legislative proposals in the Energy Union strategy contain a significant climate
action dimension. For example, the revised RED seeks to stimulate further deployment of
low-carbon renewables, and contains measures to strengthen EU biofuel sustainability
criteria so that GHG emissions savings from biofuels are higher. By reducing energy
consumption, the EU’s energy efficiency measures should also contribute significantly to
its climate change goals (see below). Many of the external actions of the Energy Union
strategy involve measures with a strong climate action dimension. In 2016 this included
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the successful negotiation of intergovernmental agreements in the International Civil
Aviation Organization (ICAO) to reduce emissions in the global aviation sector, and
helping to secure the Kigali Amendment to the Montreal Protocol on Substances that
Deplete the Ozone Layer.
Three legislative proposals in the Energy Union are targeted to meet the EU’s global
commitments to reducing GHG emissions by 2030. In July 2015, the Commission adopted
a legislative proposal to revise the EU emissions trading system (ETS) for 2021-2030,
including a linear reduction in allowances to stimulate a higher carbon price. The
Parliament adopted its position on this proposal during the February 2017 plenary
session, allowing the start of interinstitutional negotiations in April 2017. In July 2016, the
Commission adopted a proposal to revise the Effort-Sharing Regulation for 2021-2030,
which would commit the EU and its Member States to binding reductions in those
economic sectors where GHG emissions are not covered by ETS (primarily transport,
buildings, infrastructure, waste), together with a new proposed regulation that would
allow land use, land use change and forestry (LULUCF) to be included in calculations of
GHG emissions and reduction/mitigation measures. Both proposals are currently under
discussion in Council and Parliament.

Energy efficiency
The 2020 climate and energy package commits the EU to making energy efficiency
improvements of at least 20 % by 2020, compared to a business-as-usual scenario.
Achieving this target is the main objective of the Energy Efficiency Directive (EED), which
sets an upper annual limit for EU energy consumption in 2020, equal to 1 086 million
tonnes of oil equivalent (Mtoe) for final energy consumption and 1 483 Mtoe for primary
energy consumption. Every three years, Member States must develop national energy
efficiency action plans that outline how they will achieve their indicative 20 % target, as
well as annual reports on progress on meeting this target. These national plans and
annual reports are closely scrutinised by the Commission.
The 2017 energy efficiency progress report by the Commission notes that final EU energy
consumption in 2015 was already 2.2 % below the 2020 target. This is part of an
established trend: final energy consumption has declined in all but three Member States
(Lithuania, Malta, and Poland) since 2005. At the same time, 19 Member States have
already achieved a level of primary energy consumption below their indicative 2020
target. The report finds that energy consumption has fallen across all economic sectors
but most strongly in the residential and industrial sectors. The consumption decline in the
services and transport sectors has been more modest. The 2030 climate and energy
framework introduced an indicative target of minimum 27 % energy efficiency
improvements across the EU by 2030. In its own-initiative resolution on Energy Union,
the Parliament called for a more ambitious 40 % improvement in energy efficiency by
2030, to be made binding and implemented by means of individual national targets.
In November 2016 the Commission adopted a legislative proposal to improve functioning
of the EED and adapt it to meet climate and energy objectives for 2030. The Commission
proposes a binding EU target of at least 30 % efficiency improvements by 2030, a level of
ambition between that of the Parliament and that of the European Council.
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Figure 2 – Primary energy consumption in the EU (Mtoe), 1990-2015

Source: Eurostat.

Other EU legislation seeks to reduce energy consumption in specific areas, particularly
the Energy Performance of Buildings Directive (EPBD), the Ecodesign Directive and the
Energy Labelling Directive. In November 2016, the Commission proposed some modest
revisions to the EPBD, including obligatory charging points for electric vehicles and the
introduction of a smartness indicator. In July 2015, the Commission proposed a new
regulation on energy labelling (to replace the existing directive) that would restore the
previous A-G scale, rescale existing products to increase energy savings, and introduce
measures to improve market monitoring and enforcement. Interinstitutional
negotiations on this proposal were concluded in March 2017, and the content of this
agreement will soon be the subject of a vote in a plenary session of the Parliament.

Security of gas supply
Security of gas supply is a longstanding concern of the EU, made more pressing by two
supply crises in 2006 and 2009, in both cases due to tensions between Russia and Ukraine.
The main EU legislation is the Security of Gas Supply Regulation, which is designed to
ensure that Member States cooperate more effectively when faced with an interruption
of supplies. In February 2016 the Commission adopted a proposal to revise the regulation.
This would introduce a solidarity mechanism that obliges Member States to support each
other in the event of a serious supply crisis, by prioritising gas supply to all household
consumers. It would also enhance regional cooperation on emergency planning and
security of supply actions. An interinstitutional agreement on this proposal was reached
in April 2017, with formal adoption expected in the coming months. A complementary
action with particular relevance for gas supply is the 2017 decision by Parliament and
Council on intergovernmental agreements in the energy field. This provides for greater
EU scrutiny and control over Member States' agreements with third party countries that
affect security of supply. Interinstitutional agreement on this decision was reached in
December 2016. It was formally approved by the Parliament in March 2017 and entered
into force in April 2017.
In February 2016, the Commission adopted an EU Strategy for liquefied natural gas (LNG)
and gas storage. The Parliament responded with its own-initiative resolution of
25 October 2016 on the same subject. The Commission argues that access to LNG supplies
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is often necessary to diversify supply routes, encourage more competitive market-based
pricing, and can prove indispensable in an emergency scenario where pipeline supplies
are suspended. Yet access to LNG and suitable gas storage varies widely across the EU,
and is often most patchy in those countries which rely on a single pipeline supplier.
The need for more effective gas infrastructure and improved interconnection with
neighbouring countries is being addressed through EU projects of common interest
(PCIs). PCIs receive priority EU funding and aim to improve gas interconnection between
Member States and/or guarantee security of gas supply. The awarding of PCIs can help
long-term planning and the leveraging of further public and private funds for selected
projects.

Electricity markets and investment
Electricity markets
The growing share of renewable energy sources (RES) in the energy mix of EU countries
implies a major change in the design of electricity markets. RES are partly replacing fossil
fuels in energy production, which can have beneficial acts in terms of the environment
and climate. Yet RES are also introducing more unpredictability in the electricity grid,
because of inherently variable supply from certain RES (e.g. wind or solar) and the fact
that greater use of RES has come about partly through a rise in decentralised production
of energy (e.g. household solar panels). Consumers are also being encouraged to engage
in more active demand response, tracking the level and costs of their energy consumption
through smart meters, and adjusting it in response to variable pricing. Many of these
issues are discussed with policy recommendations in the European Parliament resolution
of 13 September 2016, 'Towards a New Energy Market Design'.
In November 2016, the Commission adopted four legislative proposals to modernise the
functioning of electricity markets in the EU: revisions to the existing regulation and
directive on common rules for the internal market in electricity; a new regulation on risk
preparedness in the electricity sector; and a new regulation on the functioning of the
European Agency for Cooperation of Energy Regulators (ACER). All these legislative
proposals are currently under discussion in the Council and Parliament.
Investment and interconnection
Energy grids in the EU will require significant public and private investment to adapt to
these major transformations in supply and consumption. The Energy Union strategy
encourages investment in modernising energy grids, especially if this facilitates demand
response from consumers, decentralised energy production, deployment of renewables,
greater energy efficiency, and/or improved cross-border electricity interconnection.
Regional structural funds and European Investment Bank loans can be spent on energy
projects that meet EU goals. Energy projects also feature prominently among the first set
of projects financed by the European Fund for Strategic Investments (EFSI).
Cross-border electricity interconnections can help to balance national energy markets
and improve the overall functioning and competitiveness of the single energy market.
The EU has set an electricity interconnection target of 10 % by 2020 (rising to 15 % by
2030), which means each Member State must have the infrastructural capacity to import
(at least) this share of electricity from neighbouring countries. According to the
Commission, 17 Member States have already reached or are well on track to reach the
10 % target. But more investment is needed in some regions to improve the rate of
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interconnection, including much of central and eastern Europe, the Iberian peninsula and
the United Kingdom/Ireland.
The EU prioritises PCIs in the electricity sector that can deliver on these interconnection
targets. The list of PCIs in electricity and natural gas is published biennially, with the
second list published in November 2015. The next list of electricity and natural gas PCIs
in 2017 will be accompanied by a new communication on energy infrastructure.

Other actions, next steps
While the Energy Union strategy includes numerous legislative proposals and nonlegislative actions, it also aims to ensure proper implementation of the single market in
energy, in particular the third EU gas and electricity package (which entered into force in
2009). The second report on the state of the Energy Union includes an annex with policy
observations on implementation of the EU energy acquis across the Member States. This
presages a more in-depth analysis on the subject, due to be delivered by the Commission
in 2017. Trends in EU energy prices highlight the challenges of the energy transition as
well as the imperfect functioning of European energy markets. The 2016 Commission
report on energy prices and costs in Europe notes that retail prices have been rising
despite a general fall in wholesale prices, while convergence in pricing between Member
States has been somewhat limited, pointing to inadequacies in the functioning of energy
retail markets.
The external dimension of Energy Union is crucial and involves different EU institutions
operating in a complex network of bilateral and multilateral relations. Numerous regional
and global initiatives are outlined in the Energy Union roadmap, many involving more
systematic cooperation with other leading international bodies in the energy field,
including the International Energy Agency, the Energy Community, the International
Renewable Energy Agency, and the Energy Charter.
Another key aspect of Energy Union is strong support for research and innovation on
emerging technologies in the energy field, especially those that can assist the transition
to low-carbon energy sources, combat climate change and address environmental
concerns related to energy use. Horizon 2020, the EU programme for research and
innovation (2014-2020), envisages numerous funding opportunities for energy projects.
The Commission has also adopted a Strategic Energy Technology Plan (2015) and a
communication on Accelerating Clean Energy Innovation (2016), and proposes to develop
a strategic transport research and innovation agenda in 2017.
2017 is a key year for implementation of the Energy Union, with a broad set of legislative
proposals to be negotiated and approved by the Parliament and Council. In terms of new
actions, the focus is going to be a package of legislative and non-legislative actions to
develop a more environmentally sustainable transport sector. These will form part of the
broader implementation of the European Strategy for low emission mobility.
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