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SUMMARY 
On 30 September 2022, the Council of the European Union agreed an urgent regulation to address 
the problem of very high energy prices in the EU. The Council regulation would raise revenues for 
Member States to compensate energy consumers for rising prices.  

Firstly, Member States would receive the excess revenues of electricity generators that rely on 
cheaper 'inframarginal' energy technologies. These companies are obtaining windfall revenues 
from high electricity prices caused by the exceptional rise in gas prices, rather than from any 
increases in their own cost of production. Under the marginal pricing model, high gas prices are 
largely setting electricity prices across the EU.  

Secondly, fossil fuel producers in the EU would be subject to a solidarity contribution on their excess 
profits, at a rate of at least 33 % across the EU. These revenue-raising measures are accompanied by 
a voluntary target to reduce electricity consumption by -10 % and a mandatory target to reduce 
peak electricity demand by -5 %. These efforts would lower the share of gas in the energy mix and 
diminish its effect in terms of price setting, especially at peak times. Other measures would 
temporarily allow price regulation for small and medium-sized enterprises (SMEs) and below-cost 
electricity supply.  

The briefing goes on to look at Member State actions in addressing high energy prices and what this 
implies for a rapidly changing EU framework, with the European Commission expected to adopt 
further new proposals in the coming months. The briefing then considers some expert views on the 
reform of EU electricity markets and the European Parliament's position on high energy prices. 
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Introduction 
The Russian invasion of Ukraine has had a very negative impact on European energy markets, 
threatening security of supply and raising energy prices for consumers sharply. Until recently, Russia 
was the EU's leading supplier for the main fossil fuels (natural gas, crude oil and coal). However, this 
close and interdependent energy relationship effectively broke down over the course of 2022, as 
the EU and its Member States sought to respond firmly to Russia's unprovoked aggression against 
Ukraine by providing Ukraine with diplomatic, military, and economic support. Coal imports from 
Russia were banned from August 2022, while the vast majority (90 %) of oil imports will be banned 
from December 2022, as part of the EU's sanctions policy. Russia has either halted or drastically 
curbed supplies of natural gas via the main pipelines to Europe, prompting the EU and its Member 
States to scramble for alternatives, mostly in the form of liquefied natural gas (LNG) from a range of 
supply countries. A high level of gas imports is necessary for Member States to fill their storage 
capacities before the winter heating season, so they can cope with a possible complete interruption 
in Russian supplies for the foreseeable future. Deteriorating relations with Russia have contributed 
heavily to a major rise in the price of the main fossil fuels (gas, oil, coal), especially in European 
markets (see EPRS infographic), leading to a sharp increase in the energy bills paid by European 
consumers. This affects households that depend upon energy for their electricity and heating needs, 
commercial and industrial users that need energy to run their businesses and to manufacture their 
products, and public services that now face much higher energy costs for their operations. High 
energy prices exacerbate the existing problem of energy poverty in the EU, and are contributing to 
a downturn in the European economy, by both raising general price inflation and reducing 
consumer spending power.  

Figure 1 – Natural gas market prices in the EU (Dutch title transfer facility (TTF), since 2012) 

Data source: tradingeconomics.com. 

The EU and its Member States have been trying to address this myriad of problems, in a way that is 
compatible with the functioning of the internal market. Nevertheless, the cost of living crisis is so 
widespread that Member States are under strong pressure from their citizens to use the (varied) 
financial resources at their disposal to interfere significantly with the normal functioning of energy 
markets. Since the energy crisis constitutes a negative shock, affecting the whole of Europe, and 
given that national energy markets have become increasingly interdependent over time, the need 
for solutions at EU level is pressing. The European Commission's REPowerEU plan (May 2022) aims 
at ending Europe's dependence on fossil fuels from Russia, accelerating the clean energy transition 

https://ec.europa.eu/eurostat/cache/infographs/energy/bloc-2c.html
https://www.consilium.europa.eu/en/policies/sanctions/restrictive-measures-against-russia-over-ukraine/sanctions-against-russia-explained/
https://www.europarl.europa.eu/RegData/etudes/ATAG/2022/729446/EPRS_ATA(2022)729446_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2022/733583/EPRS_BRI(2022)733583_EN.pdf
https://www.imf.org/en/Publications/WP/Issues/2022/07/28/Surging-Energy-Prices-in-Europe-in-the-Aftermath-of-the-War-How-to-Support-the-Vulnerable-521457
https://tradingeconomics.com/commodity/eu-natural-gas
https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal/repowereu-affordable-secure-and-sustainable-energy-europe_en#:%7E:text=REPowerEU%20is%20the%20European%20Commission%27s,as%20possible%20to%20support%20Ukraine.
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favouring renewable and low-carbon energy sources, and reducing unnecessary energy 
consumption. Regulation (EU) 2022/1032 of 29 June 2022 on gas storage imposes new 
requirements on Member States to fill their storage capacities before winter and to take control of 
vital storage infrastructure where necessary to guarantee security of supply.1 Council Regulation 
(EU) 2022/1369 of 5 August 2022 introduces a voluntary commitment from all Member States to 
reduce their gas consumption by at least 15 % this winter. On 30 September 2022, EU Member 
States reached a political agreement on a new Council regulation to tackle high energy prices. While 
the legal text is still being finalised, Member States have broadly endorsed the Commission's 
proposal. This Council regulation would cap the excess revenues of certain electricity generators, as 
well as the excess profits of fossil fuel companies, and use these funds to counter the effects of high 
energy prices. It would also impose an obligation on Member States to reduce their peak electricity 
demand by at least 5 % this winter, thereby lowering energy prices and guaranteeing security of 
supply. 

Main features of the Council regulation 
Capping inframarginal electricity generators' excess revenues  
EU electricity markets work according to the marginal pricing model (or 'merit order principle'), 
which means that the most expensive energy source sets the overall price paid for electricity in 
wholesale markets at day-ahead auctions. Marginal pricing has the advantage of being relatively 
transparent and applicable across national energy markets. It encourages the production of lower 
cost energy from renewable and low-carbon sources, which are remunerated for their electricity 
production at price levels set by costlier fossil fuels. In the longer run, marginal pricing encourages 
Member States to work towards phasing out the most costly fossil fuels and to address problems of 
peak demand. It also has the advantage of encouraging electricity imports from neighbouring 
countries when these are available at a lower price than domestic production. However, in the 
current energy crisis, marginal pricing means that wholesale electricity prices are largely set by 
the price of gas (although in some countries the marginal fuel source is coal). Gas prices have 
reached record levels in Europe, in large part due to the breakdown of energy relations between the 
EU and Russia. This means consumers are paying far more for their electricity than is justified by the 
cost of production, especially in Member States where most electricity is generated by nuclear 
energy and/or renewable energy sources.  

The Council regulation obliges Member States to cap the excess revenues of electricity generators 
that produce energy at a cost below the marginal price ('inframarginal generators'), between 
1 December 2022 and 30 June 2023. This applies to most renewable energy producers, including 
solar and wind, nuclear energy, and some solid fossil fuels (notably lignite), which have been reaping 
excess revenues from very high electricity prices that are unrelated to their cost of production. Once 
upfront costs of installation have been covered, many renewable technologies have a minimal cost 
for producing energy, and a similar consideration applies to electricity produced by nuclear power. 
Because of the marginal pricing model, these electricity generators are now being paid windfall 
revenues well in excess of their 'levelised cost of energy' (LCOE) production. The Council regulation 
sets an upper limit of €180 per megawatt hour (MWh) on the permissible revenues of 
electricity generators. Any revenues above that level would pass to Member States, which will 
have considerable discretion in how to use these funds to support energy consumers, e.g. income 
transfers, rebates on bills, compensating suppliers for below-cost supply, and investment to reduce 
energy consumption structurally, in particular from fossil fuels. The European Commission considers 
that a limit of €180/MWh is well above the LCOE for inframarginal electricity generators, and would 
continue to incentivise the production of renewable energy. Member States would have discretion 
to calculate the excess revenues, given the differences in the way that wholesale markets work. They 
would also be able to set the cap at a lower level than €180/MWh. Member States could additionally 
exclude certain types of renewable production from the cap (e.g. small-scale or demonstration 
projects), and can also choose to set a cap on coal power plant revenues. Given the differences 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R1032
https://www.europarl.europa.eu/thinktank/en/document/EPRS_BRI(2022)729393
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R1369
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R1369
https://www.europarl.europa.eu/thinktank/en/document/EPRS_BRI(2022)733666
https://www.consilium.europa.eu/en/press/press-releases/2022/09/30/council-agrees-on-emergency-measures-to-reduce-energy-prices/
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM%3A2022%3A473%3AFIN&pk_campaign=preparatory&pk_source=EURLEX&pk_medium=TW&pk_keyword=Energy&pk_content=Proposal
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM%3A2022%3A473%3AFIN&pk_campaign=preparatory&pk_source=EURLEX&pk_medium=TW&pk_keyword=Energy&pk_content=Proposal
https://www.consilium.europa.eu/en/press/press-releases/2022/10/06/council-formally-adopts-emergency-measures-to-reduce-energy-prices/
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between energy mixes, costs and prices in the EU-27 national electricity markets, this cap will allow 
some Member States to obtain far more revenues than others. The Council regulation therefore 
encourages solidarity agreements between Member States, to share the proceeds of the revenue 
cap. The primary aim of these solidarity agreements is to help countries that are highly dependent 
on electricity imports from their neighbours. However, the Council regulation neither sets clear 
financial incentives, nor strong obligations for Member States to share these excess revenues, 
creating room for doubt as to whether these solidarity agreements will work in practice. Another 
controversial issue is that the cap applies to revenues (rather than profits), which could cause 
financial difficulties for some energy companies. However, the revenue cap would not apply to 
marginal electricity generators, since they have to bear much higher fuel input costs and a cap could 
threaten their financial viability. The Council regulation generally considers coal, gas and 
biomethane power plants as marginal electricity generators, to whom the cap on excess 
revenues would not apply.  

While this measure constitutes a cap on excess revenues, what it does not do is cap the prices 
actually paid for energy in wholesale and consumer energy markets. These will continue to respond 
to market signals and the marginal pricing model, which has the advantage of incentivising demand 
reduction measures, but also means that consumers may not immediately see a fall in their 
energy costs. The intention is instead that Member States should compensate consumers, 
especially vulnerable ones, by using these excess revenues in a way that helps them to deal with 
high energy prices, without weakening internal market signals or discouraging demand reduction. 
The European Commission has previously criticised the idea of a comprehensive cap on gas prices. 
Such action could make it difficult for the EU to obtain LNG supplies from third-country suppliers, 
such as the US or Qatar and could potentially distort the internal market and worsen energy security 
by introducing subsidies that favour gas consumption at a time of scarce supplies. While the gas 
price cap does not feature in the Council regulation, it has been a topic of discussion among Member 
States that are dissatisfied with the higher prices paid for gas in EU markets compared to Asia and 
the Americas, and believe a gas price cap could drive down both gas and electricity prices. This 
growing momentum for change explains why European Commission President 
Ursula von der Leyen announced, in a speech during the European Parliament plenary session 
(5 October 2022), that the Commission was working on a proposal to cap gas prices, both to reduce 
heating and industrial costs and as a first step towards a structural reform of EU electricity markets. 
The Commission is also working on a new EU price index for gas that takes account of the high 
volumes of LNG supplies coming to Europe. This new EU price index would eventually replace the 
Dutch title transfer facility (TTF), which is the EU's main market hub, but is now generating very high 
prices because of Europe's traditional reliance on Russian gas supplies. In any case, the European 
Commission has not yet committed to a complete decoupling of electricity and gas markets, despite 
proposals in this direction from Member States, such as Greece. An electricity market reform 
package is due in early 2023, and is expected to address many of the key problems raised by the 
current energy crisis (including very high gas prices and the related problems of gas-electricity price 
coupling). However, energy experts continue to support the merit order principle, which is therefore 
likely to remain a feature of the future design of EU electricity markets. 

Solidarity contribution from fossil fuel producers 
Fossil fuel producers have benefited considerably from the sharp rise in wholesale prices over the 
course of 2022, leading to windfall profits that are not justified by any exceptional levels of 
investment. The Council regulation therefore obliges Member States to impose a solidarity 
contribution on these excess profits in 2022 and/or 2023. This solidarity contribution can be 
retroactive and must be set at a rate of at least 33 % on any profits over 20 % higher than the 
average of the previous four years (2018, 2019, 2020, 2021). Member States that have already 
introduced an equivalent to this solidarity contribution, with a comparable or higher level of 
revenues, would remain free to maintain their national scheme. Member States should use these 

https://ec.europa.eu/info/sites/default/files/energy_climate_change_environment/quarterly_report_on_european_electricity_markets_q1_2022.pdf
https://www.politico.eu/article/countries-ramp-up-pressure-on-brussels-to-propose-a-gas-price-cap/
https://www.reuters.com/business/energy/absence-eu-gas-price-cap-some-countries-plan-propose-their-own-2022-09-30/
https://ec.europa.eu/commission/presscorner/detail/en/speech_22_5964
https://www.euractiv.com/section/energy/news/greeks-pitch-new-electricity-market-model-as-fight-over-market-reform-intensifies/
https://acer.europa.eu/Official_documents/Acts_of_the_Agency/Publication/ACER's%2520Final%2520Assessment%2520of%2520the%2520EU%2520Wholesale%2520Electricity%2520Market%2520Design.pdf
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revenues to provide financial support for final energy customers (especially vulnerable households), 
to help reduce energy consumption, to support energy-intensive industries, and to develop the 
Union's energy autonomy. A potential problem with the solidarity contribution is that some EU 
Member States could obtain far more revenues than others, simply because they may have more 
profitable fossil fuel companies resident in their territory. The Council regulation does not directly 
address this difference in revenue-raising capacity, which reflects the different historical 
development of EU energy markets and companies.  

Reducing electricity demand and subsidising energy prices 
The Council regulation includes an electricity emergency tool with two electricity demand 
reduction targets for the coming winter (1 December 2022 – 31 March 2023). The first is a voluntary 
target to reduce electricity consumption by 10 %, as compared to the average over the past five 
years ('reference period'). The second is a mandatory target to reduce peak electricity demand 
by 5 % during selected peak price hours. This mandatory target would cover around three-four 
hours per weekday over the course of the reference period, albeit with discretion for Member States 
to determine the most appropriate timeframes according to national or local conditions. The key 
aim of the mandatory target is to reduce gas consumption in the energy mix by around 1.2 billion 
cubic metres (bcm), equivalent to under 4 % of total gas consumption over these four months. These 
efforts should also lower the marginal price for electricity, which is usually set by gas-powered 
generation at peak times. This electricity demand reduction is complementary to Council 
Regulation (EU) 2022/1369, which seeks to lower gas consumption over the winter period 
voluntarily, by at least 15 % per Member State.  

In light of the energy crisis, the Council regulation allows for the temporary possibility of public 
intervention ('price regulation') in setting the electricity prices for SMEs, as long as these 
interventions retain an incentive for demand reduction and are based on annual consumption over 
the past five years. The Council regulation also allows Member States the temporary possibility to 
set electricity prices below cost for all consumers, provided this is confined to a limited amount 
of consumption, retains an incentive for demand reduction, does not discriminate between 
suppliers, and ensures suppliers are compensated and equally eligible to provide offers at the 
regulated price. This suspends many of the usual EU rules on public intervention in electricity price 
setting for the duration of the energy crisis. 

In some ways, these new measures to reduce electricity demand and subsidise energy prices are an 
attempt to compensate for the problems of setting electricity prices under the marginal pricing 
model, in a context of very high gas prices. They aim to lower electricity prices, subsidise a high gas 
price, and allow limited price regulation, but without undermining the merit order principle and 
other market-based mechanisms. It remains to be seen whether these measures will prove adequate 
in the face of very high gas prices and continued uncertainty about the provenance of future gas 
supplies, given the extent of the rupture of energy relations between the EU and Russia. 

Member State approaches to addressing high energy prices 
EU energy prices started rising steadily from summer 2021, due in large part to economic recovery 
after the COVID-19 pandemic, but also because of Russia's efforts to manipulate the gas market by 
restricting volumes of supply to Europe. The rise in energy prices accelerated after the Russian 
invasion of Ukraine in February 2022, and the rest of the year has been characterised by huge 
volatility in energy prices.2 Whereas gas and coal prices in the EU are now at record levels, crude oil 
is at a high level (US$93 per barrel of Brent crude, 5 October 2022), but well below its peak and lower 
in nominal terms than a decade ago. EU consumers are struggling with the effects of very high fossil 
fuel prices, which have a distorting effect on electricity prices in the EU, since gas (or coal) is the 
marginal fuel source in the national energy mix. Well before any agreement was reached at EU level, 
Member States had undertaken various actions to help their citizens cope with the effects of high 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R1369
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R1369
https://tradingeconomics.com/commodity/brent-crude-oil
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energy prices, which vary considerably in both scope and size, and have not been closely 
coordinated.  

The Bruegel think-tank has compiled an extensive dataset (updated on a monthly basis) of EU 
Member State actions to shield consumers from rising energy prices. The estimated total cost of 
these interventions is around US$276 billion (around €280 billion), and this total is rising rapidly as 
new national support schemes are created to help citizens manage sustained high energy prices 
(e.g. Germany, see below). While many of these initiatives take the form of direct transfers to all 
consumers, others are more targeted, seeking to help vulnerable groups (e.g. social tariffs or extra 
cost of living payments). A few Member States have sought to alter energy market mechanisms, to 
directly lower energy prices on wholesale or consumer retail markets. 

In April 2022, Spain and Portugal obtained agreement from the European Commission to 
implement a €50/MWh cap on the gas price paid by consumers, thereby de facto decoupling gas 
and electricity markets for a period of up to 12 months. This significant departure from EU internal 
market rules was permitted on the grounds that Spain and Portugal have access to a wide range of 
LNG supplies, as well as pipeline supplies from North Africa, and are therefore not directly affected 
by a reduction or interruption of gas supplies from Russia. At the same time, the Iberian Peninsula 
has a low level of gas interconnection with the rest of Europe (via pipelines with France), meaning 
any gas price cap should have limited distorting effects on the energy single market. While this gas 
price cap has significantly lowered gas and electricity prices in Spain, it has also functioned as a fossil 
fuel subsidy, leading to more than double the normal use of gas for electricity generation, 
accompanied by an unwelcome decline in electricity production from renewable energy sources. It 
has also had some distorting effects on the EU single market, with France importing electricity from 
Spain, generated by fossil fuels at artificially lowered prices. This illustrates some of the limitations 
of a crude 'price cap' as a potential solution for Europe's energy price problems.  

France has also undertaken the price regulation path in response to the energy crisis, imposing a 
cap on gas prices for final consumers (although not for wholesale prices), and sharply curbing the 
rise in regulated electricity prices (+4 %), the latter accounting for 70 % of the retail market for 
French households. Thanks to these energy subsidies, France has had the lowest rate of inflation in 
the EU (+6.6 % in August 2022), helping citizens with their cost of living. France has provided 
additional support for vulnerable and poorer consumers. However, these measures come at a 
considerable cost to the French budget and affect some of its energy companies' financial viability. 
Partly because of these regulated electricity prices, France's nuclear industry has been operating at 
a loss, despite very high wholesale prices for electricity. This large consumer subsidy has contributed 
to EDF's financial difficulties, which the French government now intends to nationalise, to manage 
its vast debts. 

Like many other EU Member States, Italy has delivered a patchwork of different measures to support 
energy consumers over time, with only limited interference in energy market price-setting 
dynamics. Italy's measures include reductions in value-added tax (VAT) and other charges on 
electricity and gas bills, subsidised tariffs and direct payments to vulnerable and poorer consumers, 
as well as tax credits for businesses. In 2022, Italy took the further step of imposing a cap of €60/MWh 
on electricity produced by renewable generators, in a scheme that bears some similarity to the 
proposed Council regulation. Italy has also imposed a one-off levy of 25 % on excess energy 
company profits, although this is currently subject to legal proceedings and is expected to raise only 
about €2 billion in revenue.  

Poland has sought to shield consumers from high energy prices through tax breaks, reductions in 
VAT and energy charges, targeted allowances for poorer households, subsidies for the purchase of 
environmentally friendly heat pumps, as well as subsidies for the purchase of coal for domestic 
heating. Like many poorer EU Member States, Poland has less financial capacity to subsidise energy 
prices for consumers, and has to contend with higher rates of energy poverty. High gas prices are 
less of a direct problem for Poland, since coal is preferred for electricity generation and usually acts 

https://www.bruegel.org/dataset/national-policies-shield-consumers-rising-energy-prices
https://www.weforum.org/agenda/2022/09/what-is-the-cost-of-europe-s-energy-crisis
https://www.weforum.org/agenda/2022/09/what-is-the-cost-of-europe-s-energy-crisis
https://www.politico.eu/wp-content/uploads/2022/06/08/Press-release-State-aid-Commission-approves-Spanish-and-Portuguese-measure-to-lower-electricity-prices-amid-energy-crisis24.pdf
https://www.euronews.com/my-europe/2022/04/26/brussels-agrees-to-iberian-exception-allowing-spain-and-portugal-to-cap-electricity-prices
https://www.bloomberg.com/news/articles/2022-08-17/spain-burns-more-gas-in-costly-setback-to-drive-for-clean-power
https://www.euronews.com/next/2022/09/12/ukraine-crisis-spain-gas
https://www.euronews.com/next/2022/09/12/ukraine-crisis-spain-gas
https://ec.europa.eu/eurostat/documents/2995521/14698140/2-30092022-AP-EN.pdf/727d4958-dd57-de9f-9965-99562e1286bf
https://ec.europa.eu/eurostat/documents/2995521/14698140/2-30092022-AP-EN.pdf/727d4958-dd57-de9f-9965-99562e1286bf
https://www.ft.com/content/993bbbda-e74a-4f32-9479-019d6c3f5f6a
https://www.ft.com/content/993bbbda-e74a-4f32-9479-019d6c3f5f6a
https://www.economist.com/the-economist-explains/2022/09/15/how-the-eu-intends-to-collect-windfall-profits-from-energy-firms
https://www.economist.com/the-economist-explains/2022/09/15/how-the-eu-intends-to-collect-windfall-profits-from-energy-firms
https://www.xm.com/research/markets/allNews/reuters/energy-companies-to-pay-italian-windfall-tax-in-two-parts-by-november-draft-48141037
https://www.xm.com/research/markets/allNews/reuters/energy-companies-to-pay-italian-windfall-tax-in-two-parts-by-november-draft-48141037
https://www.reuters.com/markets/europe/italy-collects-around-2-billion-energy-windfall-tax-sources-say-2022-09-09/
https://www.euractiv.com/section/energy-environment/news/poland-wants-to-subsidise-coal-to-prevent-price-speculation/
https://www.forbes.com/sites/lidiakurasinska/2022/09/07/polish-households-face-energy-poverty-as-fuel-prices-and-inflation-bite/?sh=28cf27182ab6
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as the marginal fuel price in the energy market. Nevertheless, coal prices are at very high levels and 
the difficulties of securing adequate supplies have contributed to a rise in energy costs and prices. 
The scope for raising public funds by means of levies on excess energy company profits/revenues, 
as envisaged in the Council regulation, is also rather limited. Many energy companies are state-
owned and in financial difficulty, while the retail market is already characterised by price regulation. 
The focus of the Polish government has instead been to push for a lowering of the price for 
Emissions Trading Scheme (ETS) allowances. Because of the very high levels of greenhouse gas 
emissions that coal emits, ETS allowances are particularly costly for coal-based power plants, leading 
to financial difficulties for Polish energy companies. As new and more stringent EU rules start to take 
effect, ETS prices may continue to rise.  

Germany recently announced what could become the largest public intervention in the EU to 
support consumers and businesses facing high energy prices. Germany's government says it will 
spend up to €200 billion, potentially in excess of any other EU Member State action to date, although 
the measure is expected to take place over a couple of years. While a higher level of public spending 
might be expected in Germany because of its size and wealth, as well as its previous dependence 
on now discontinued Russian gas imports, EU Member States have criticised the German 
government proposals, due to their potentially distorting effects in terms of economic 
competitiveness, on the internal market and on solidarity within Europe. This reinforces the need 
for an agreed EU framework to manage the rise in energy prices and offer comprehensive solutions 
that do not undermine the internal market. 

Figure 2 – German electricity prices since the onset of the liberalised energy market 

Source: Centre for Economic Policy Research (CEPR). 

Expert views on electricity market reforms 
Georg Riekeles and Philipp Lausberg at the European Policy Centre (EPC) are opposed to a full 
decoupling of electricity prices from fossil fuels, because this would disincentivise production from 
renewable energy sources. They maintain that windfall taxes should be on profits, not revenues 
and should act as a permanent and carefully designed instrument, rather than a temporary measure. 

Daniel Gros of the Centre for European Policy Studies (CEPS) is critical of applying a gas cap to gas 
and electricity markets, since this constitutes a subsidy on imported fossil fuels that will discourage 
reduction in energy use, while making it more difficult for EU countries to secure LNG supplies. The 

https://www.euractiv.com/section/energy-environment/news/poland-wont-tax-state-owned-energy-company-windfall-profits/
https://www.politico.eu/article/poland-emission-trading-eu/
https://www.euractiv.com/section/emissions-trading-scheme/news/lawmakers-close-in-on-eu-carbon-market-frontloading-to-lower-energy-prices/
https://www.euronews.com/my-europe/2022/09/29/germany-to-spend-200-billion-to-tackle-high-energy-prices
https://www.euractiv.com/section/energy/news/germany-to-mobilise-e200bn-economic-shield-to-get-through-energy-crisis/
https://www.euronews.com/my-europe/2022/10/04/germany-faces-scrutiny-from-eu-peers-over-massive-200-billion-aid-scheme-to-cushion-high-g
https://www.politico.eu/article/tensions-flare-over-the-eus-new-irresponsible-big-spender-germany/
https://cepr.org/voxeu/columns/iberian-electricity-market-intervention-does-not-work-europe
https://www.epc.eu/en/Publications/Tackling-the-energy-crisis-8-considerations-on-how-Europe-can-get-thr%7E4a95c0
https://www.ceps.eu/unpacking-the-sense-and-nonsense-behind-energy-price-caps/
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recent experience of Spain and Portugal's 2022 gas price cap demonstrates increased gas 
consumption and single energy market distortion. 

Ben McWilliams, Giovanni Sgaravatti, Simone Tagliapietra and Georg Zachmann at Bruegel argue in 
a recent policy brief that 'governments run the risk that energy consumption subsidies become 
unsustainable, eroding trust in energy markets, slowing action in sanctioning Russia and increasing 
the cost of the net-zero transition'. EU Member States should act to boost their domestic energy 
production, as well as take strong measures to curb energy consumption, rather than simply 
providing subsidies. A reduced reliance on imported fossil fuels should lead to lower energy prices, 
while consumers at risk of energy poverty should be supported by fiscal transfers and not price caps. 

Professor Michael G. Pollitt, writing for the Centre on Regulation in Europe (CERRE), calls for a more 
systemic approach that subsidises consumers against very high energy prices, while not eliminating 
incentives to reduce consumption, arguing that 'we need fair pricing schemes for energy, which also 
encourage energy saving. One obvious way to do this at the national level is via the implementation 
of a rising block tariff, with a rebate, for all household energy consumers. This is a way of effectively 
rationing energy while maintaining affordability. Under the rising block, each household could be 
given a lower price energy allocation, which could be determined by the measurable household 
characteristics at a low price and then face sharply rising prices for using more than their allocation. 
This could be combined with a reward for reducing energy consumption relative to last year's 
measured consumption. The low-price allocation would incorporate a significant assumed 
reduction, except for certain protected vulnerable customers, in demand relative to last year.' 
Professor Pollitt also supports windfall taxes on energy companies' exceptional and unjustified 
gains during the current crisis.  

The International Energy Agency (IEA) published a 10-point plan on how to reduce the EU's reliance 
on Russian gas, in which they maintain that 'temporary tax measures to raise rates on electricity 
companies' windfall profits could be considered. These tax receipts should then be redistributed 
to electricity consumers to partially offset higher energy bills.' 

The EU Agency for the Cooperation of Energy Regulators (ACER) published an extensive report in 
April 2022 that suggests the wholesale market is working broadly as intended and should not be 
subject to radical change. In this report, 'ACER finds that the current market design ensures efficient 
and secure electricity supply under relatively "normal" market conditions. As such, ACER's 
assessment is that the current market design is worth keeping. In addition, some longer-term 
improvements are likely to prove key in order for the framework to deliver on the EU's ambitious 
decarbonisation trajectory over the next 10-15 years, and to do so at lower cost whilst ensuring 
security of supply.' ACER maintains that the 'current electricity market design is not to blame for 
the current crisis. On the contrary, the market rules in place have to some extent helped mitigate 
the current crisis, thus avoiding electricity curtailment or even blackouts in certain quarters.' 
Nevertheless, ACER does recognise that the energy market was not designed for the 'emergency' 
situation in which the EU currently finds itself and therefore recommends 'possible structural 
measures to hedge electricity customers against possible future periods of sustained high energy 
prices'. However, ACER remains very critical of overly interventionist Member State approaches.  

Position of the European Parliament 
The European Parliament has frequently expressed concern about the rise in energy prices and the 
cost of living crisis for European citizens, including well before Russia's invasion of Ukraine 
aggravated the situation. On 6 October 2021, the Parliament held a debate on European solutions 
to the rise in energy prices for businesses and consumers – including the role of energy efficiency 
and renewable energy and the need to tackle energy poverty. On 8 March 2022, the Parliament held 
a debate on rising energy prices and market manipulation on the gas market, with a focus on the 
behaviour of the Russian Federation since the invasion of Ukraine. More recently, on 

https://www.bruegel.org/policy-brief/grand-bargain-steer-through-european-unions-energy-crisis
https://cerre.eu/news/cerre-on-the-energy-transition-the-energy-market-in-time-of-war/
https://www.iea.org/reports/a-10-point-plan-to-reduce-the-european-unions-reliance-on-russian-natural-gas
https://acer.europa.eu/Official_documents/Acts_of_the_Agency/Publication/ACER's%2520Final%2520Assessment%2520of%2520the%2520EU%2520Wholesale%2520Electricity%2520Market%2520Design.pdf
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2021/2904(RSP)&l=en
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2022/2552(RSP)&l=en
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13 September 2022, the Parliament held a debate on the EU response to rising energy prices in 
Europe  

On 24 March 2022, the European Parliament adopted a resolution on the need for an urgent EU 
action plan to ensure food security inside and outside the EU in light of the Russian invasion of 
Ukraine, which frequently raises concerns about the impact of high energy prices. The resolution 
notes that high energy prices are 'having a significant impact on the agricultural, fisheries and 
aquaculture sectors, with increased fertiliser prices and higher energy costs for farmers'. It also 
'underlines that the sanctions may have a specific impact on European households in terms of food 
prices and energy costs, and that they should not be expected to pay the price of this crisis 
unsupported' and 'calls on the Member States ... to prepare plans and support for households to 
address the cost of living crisis'. 

On 19 May 2022, the European Parliament adopted a resolution on the social and economic 
consequences for the EU of the Russian war in Ukraine – reinforcing the EU's capacity to act. The 
resolution notes that 'rapid increases in food and energy prices across the EU are affecting the most 
vulnerable populations, further increasing inequality, and aggravating poverty and energy poverty'. 
Parliament is 'convinced that an effective response in the short term is to contribute to the 
alleviation of high energy prices for households and businesses'. It also 'acknowledges that 
mitigating the impact of increases in energy prices on vulnerable households will be crucial to 
containing poverty rates; calls on Member States to be effective and targeted in their increased 
social spending, including income support, to mitigate the impact of the rise in energy prices, 
especially for low-income households, and in the financing of public policies to increase energy 
efficiency and the expansion of renewables.' Parliament also supports a windfall tax on the excess 
profits of energy companies during the current crisis.  

On 5 October 2022, the European Parliament adopted a resolution on the EU's response to increased 
energy prices in Europe. In principle, the resolution welcomes the Council's agreement on capping 
excess revenues from electricity generators and imposing a solidarity contribution on fossil fuel 
producers, as it 'considers that companies that have benefited from windfall profits must help to 
mitigate the negative impacts of the crisis'. However, Parliament regrets the decision to proceed 
using Article 122 of the Treaty on the Functioning of the EU (TFEU) as the legal basis,3 instead of a 
legislative procedure based on co-decision. The Parliament's resolution 'calls on the Member States 
to swiftly implement these measures; considers that interventions in the energy market should be 
of a temporary and targeted nature and that fundamental market principles and the integrity of the 
single market must not be endangered; notes that the established mechanism could potentially 
lead to a disparity in revenues among the Member States'. It also calls for the solidarity contribution 
to be designed to prevent tax avoidance. The Parliament welcomes the energy demand obligations 
proposed in the Council regulation, and 'calls on the Commission to analyse the need to put in place 
additional measures to address the crisis, including temporary wholesale and import price caps', 
especially for gas. The Parliament also emphasises the importance of collective purchasing of gas by 
EU Member States. 

https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2022/2830(RSP)&l=en
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2022/2593(RSP)&l=en
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2022/2653(RSP)&l=en
https://www.europarl.europa.eu/doceo/document/TA-9-2022-0347_EN.html
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ENDNOTES
 

1  Regulation (EU) 2022/1032 on gas storage was agreed by the Parliament and the Council under an expedited 
procedure, using Article 194 TFEU (energy policies) as the legal basis. The Parliament and Council had an equal role 
as co-legislators. Subsequent EU legislation on reducing gas demand and on addressing high energy prices has been 
agreed as a Council Regulation under Article 122(1) TFEU, which applies to supply emergencies in the energy field. 
The choice of Article 122(1) as the legal basis has caused some controversy, because no role is envisaged for the 
European Parliament in shaping legislation that could affect the functioning of EU energy markets considerably, and 
sets something of a precedent. On the other hand, the forthcoming Council regulation's revenue-raising measures 
may be interpreted as a form of 'taxation' of energy supplies, which in principle should be decided by the Council 
acting in unanimity, with a consultative role for the European Parliament, according to the terms of 
Article 194(3) TFEU, which covers energy policies 'primarily of a fiscal nature'. 

2  See E. Bassot, A. Cahen, Future Shocks 2022, EPRS with Directorates-General for Internal Policies and External Policies, 
European Parliament, April 2022, pp. 29-34. 

3  See endnote 1. above. 
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