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Key thoughts contained in
the report
•

The primary cause of the surge in fuel and energy prices in the global economy
over 2021-2022 was the COVID-19 pandemic and the fiscal response of OECD governments
to it. The increase in energy prices in 2021 was compounded by about a third by Russia’s
aggression against Ukraine in February 2022.

•

The increase in fossil fuel prices is the main reason for the corresponding increase in wholesale
electricity prices in almost all of Europe. The only exceptions are countries such as Sweden,
Switzerland and Norway which already have fully decarbonised energetic systems. In most EU
Member States - including Poland - the amount of zero¬ emi¬ssion capacity is still too small to
determine the price of electricity.

•

Registered consumer inflation in Poland will be exacerbated by the need to change the
regulated prices of electricity and heat. The costs of heating and lighting homes and flats may
increase even several times over the coming months. Together with the cost of coal and liquid
fuels, this will significantly worsen the material situation of Polish families, causing an economic
slowdown.

•

Polish households were already spending one of the largest shares of their income in Europe
on energy and fuels before 2020. One of the main reasons for this is a macroeconomic
(fiscal and monetary) policy that accepts, and sometimes even actively promotes, the persistently
weak exchange rate between the zloty and the euro and the US dollar.

•

For industrial companies, energy costs in Poland are relatively low and - contrary to the
argument often made - it is not industry, but consumers and small service companies that bear
the burden of high fuel import costs as a result of the weak zloty and shortages of coal, oil and
gas on world markets.

•

A side effect of the macroeconomic policy is that it also makes it more difficult (through lower
margins for energy companies and higher investment costs) to mobilise the capital needed to
modernise Poland’s power and heating plants.

•

Modernisation is also slowed down by the state’s tax and spending policy, which allocates the
high taxes and levies imposed on fuels and energy too little support for measures to decarbonise
the economy: the development of renewable energy sources, thermo-modernisation
of buildings or modernisation of heat sources in the heating and district heating sector.

•

The increase in energy prices has a negative impact on the economy, not through an increase
in the cost of operating companies, but through a decrease in demand from households, who
have to spend a larger proportion of their income on heating, electricity and petrol than before.
This shifts demand from goods and services to energy, creating recessionary pressures in the
economy.
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•

The economic downturn could turn into a deep recession if real fuel deficits are superimposed
on energy market price shocks, as a result of the interruption of fuel supplies from Russia.
To counteract this eventuality, many European countries have taken a number of measures to
increase supply and reduce fuel demand in the economy. Such plans are so far lacking in Poland.

•

The common response of most European governments to the war in Ukraine, also supported
by the European Commission and the International Energy Agency, is to prepare plans
to significantly accelerate the decarbonisation of the energy and heating sector (accelerated
development of RES or nuclear energy), supplemented by massive thermal modernisation
measures to reduce energy demand from the municipal sector. In Poland, such plans are so far
lacking or lack an implementation layer.

•

In view of the proposals presented, we recommend:
»

A paradigm shift in fiscal and monetary policy, including the acceptance that low inflation
and a gradual appreciation of the zloty against the USD and the euro should be its
objectives.

»

Update the PEP 2040 and NECP (National Energy and Climate Plan) 2030 assumptions
so that they provide for the construction of a zero-carbon energy system by 2040 and
Poland’s fulfilment of the Fit for 55 package in 2030.

»

Allocate all funds raised from the EU ETS and other environmental taxes and charges to
support zero-carbon retrofitting in the energy, heating, building and transport sectors.

»

Prepare and implement - following the example of Germany, among others - emergency
plans for supplying the economy with energy and fuels in the event of energy and fuel
shortages in the second half of 2022 and early 2023, including the inclusion of economic
priorities in these plans.

»

The withdrawal of the announcement of additional levies on the energy and fuel sector,
taxing so-called windfall profits arising from the surge in wholesale energy prices.

»

Prepare a broader modernisation of the tax system and regulations (including under the
so-called Clean Air Framework) in such a way that energy-saving and emission-reducing
behaviour is promoted to a significant extent. The taxonomy of sustainable financing
recently adopted into the EU regulatory system can be a guide here.
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1. Why is energy getting more
expensive?
Energy and fuel prices for EU consumers, after a decade of relative stability, began to rise in the first
quarter of 2021, i.e. as the global economy emerged from the recession caused by the COVID-19
pandemic. Rapid economic growth translated - both in Europe and Asia - into a surge in demand
for the energy needed to meet resurgent industrial and transport needs. However, the production
of fuels and their transport, handling and processing could not keep up with the rapidly growing
demand. Indeed, during and even before the pandemic, the global fossil fuel industry entered a
period of low investment, driven by uncertainty generated by macroeconomic (the crises of 2008,
2012, 2020), technological (technical advances in RES, nuclear energy, energy storage or electric cars),
and regulatory (implementation of a regulatory framework in line with the Paris Agreement) factors.
The increase in energy prices in 2021 was compounded by around 30% by Russia’s aggression against
Ukraine in February 2022, through which most European countries - including Poland - were forced
to rapidly redirect their imports of coal, oil or natural gas to more reliable suppliers, multiplying
demand for the raw materials they extracted and pushing developing countries out of part of their
markets. From January 2021 to May 2022, Brent crude oil increased by more than 100% to $110-$120
per barrel, natural gas contracts tripled in price from $2.61 to $8.13 per million Btu, and ARA coal prices
increased by up to 3.5 times due to the replacement of part of Europe’s gas-fired power generation
with coal-fired units. In June and July 2022, commodity prices began to stabilise, and in the case of
oil, there were even small declines due to growing concerns about a global recession. At the same
time, the uncertainty about possible shortfalls in coal and gas supplies to Europe (inter alia as a result
of further escalation by Russia) over the winter period means that, for the time being, it cannot be said
with any certainty that the fuel market shock is coming to an end.
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Figure 1: Energy and fuel inflation in the European
Union countries - May 2022
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Rising fossil fuel prices were the primary reason for higher wholesale electricity prices in the
European Union. Depending on the country, they have increased by 200-400% since the beginning of
2021. Higher prices were not even avoided by those countries where a large part (or even the majority
of production) comes from sources that do not use fossil fuels (renewables or nuclear). The reason was
primarily that the units that close the electricity system, i.e. balance electricity demand with supply, are
usually gas or coal-fired power plants. Indeed, the amount of zero-carbon generation capacity is still
too small in the power systems of EU countries to determine the price of electricity on the wholesale
market, apart from days with exceptionally good weather conditions or exceptionally low demand
(e.g. the Christmas period). Even in countries like Slovakia, France or Denmark, where nuclear and
renewable power plants produce between 50%-80% of the electricity in a cross-section of the year,
they are not currently able to cover the entire demand, making the price of electricity there similar to
that in other EU countries. In the case of France, where the majority of the energy system is based
on nuclear power plants that are independent of the vagaries of the weather and fluctuations in fuel
market prices, the reason for the increase in energy prices between 2021 and 2022 was the significant
deterioration of the power balance in the energy system, triggered by the temporary shutdown of
a large proportion of nuclear units due to the discovery of a defect in the cooling systems of some
reactor types, which, combined with planned overhauls and water shortages, resulted in a power deficit
of 30 GW. In a short period of time, France went from being an exporter to a net importer of electricity,
with the result that wholesale prices also began to be determined in France by foreign coal and gasfired power stations, where the cost of generation multiplied as a result of the exponential rise in fuel
prices. Against the background of the whole of Europe, only Sweden and Norway stood out positively,
i.e. countries with large surpluses of zero-carbon capacity (nuclear and hydro) at the disposal of others
- even under conditions of rapidly rising fuel prices and increasing exports to other EU countries, their
electricity systems can produce energy relatively cheaply.
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Figure 3: Electricity production in 2021
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A significant increase in the wholesale price of electricity between January 2021 and June
2022 was also not avoided in Poland, where, as in other EU countries, the avalanche increase in gas
and coal prices on world markets revealed the problem of the scarcity of zero-emission capacity in the
electricity system. The significantly lower share of zero-emission sources in the energy mix than in
other EU countries means that the price of energy in Poland is determined by the cost of production
in coal- and gas-fired units practically throughout the year. For this reason, the price increase was
particularly strong in forward contracts for the following year, which - with relatively low turnover
- became 300 per cent more expensive, fully reflecting the price shock in the fuel market. In the dayahead market, the price increase was smaller (125 per cent) due to contracts concluded in the past at
lower prices for the supply of hard coal from domestic suppliers. However, this factor will gradually
fade and wholesale energy prices will have to approach the levels already seen today in other EU
countries (apart from Sweden) unless global coal and gas prices fall in the second half of 2022 as a
result of the economic slowdown or positive settlements on the Russian-Ukrainian front. Regardless
of the exact developments, it must be assumed that retail prices, subject to approval by the Energy
Regulatory Office, must also increase. This applies to both electricity and heat, the cost of which for
households may increase up to threefold. The reason for this is the low efficiency, and thus high raw
material intensity, of most heating plants in Poland, the considerable transmission losses and the low
uptake of technical solutions enabling energy savings for end consumers.
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Figure 5: Monthly average wholesale electricity
prices in selected EU countries (January 2020 May 2022)
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From a consumer perspective, energy and fuel spending in Europe increased by around 40%
between January 2021 and May 2022, which contributed a fair amount to recorded CPI inflation while
also having a recessionary impact on community economies by reducing the purchasing power of
households forced to spend a much larger share of their budgets on energy than in the past. The impact
of more expensive fuels on CPI inflation varied across member countries due to the different exposure
of individual countries to fuel shocks in the short term, differences in the response of governments
(e.g. indirect taxes imposed on energy) and the different intensity of core inflation across countries.
The largest contributors to the total increase in energy expenditure in Europe were gas prices
(contribution of around 39%), electricity (33%), liquid fuels such as oil (17%) and to a lesser extent
coal (7%) and heat (4%). The increase in energy costs was felt particularly strongly in the Baltic States:
Estonia (where they increased by 114%), Lithuania (72%) and Latvia (58%), the Benelux countries:
Netherlands (105%) and Belgium (80%), and southern Europe: Greece (77%) and Italy (65%).
In the Baltic States, the main reason for such high energy price dynamics was the high dependence
on imports from Russia, which - after the outbreak of war in Ukraine - had to be quickly replaced by
much more expensive imports from other directions. In the Benelux and southern Europe, the factor
determining the high energy inflation was the very large share of gas (for heating purposes) in the
consumer basket, a commodity whose prices have risen particularly high since the beginning of 2021.

10

Energy and economy. Is polish prosperity threatened by growing energy prices?

Figure 7: Energy price dynamics and structure
- European Union, May 2022
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In Poland, the increase in energy and fuel costs for households between January 2021
and May 2022 reached about 33 per cent, accounting for about 20 per cent of total consumer inflation
over the period. This was one of the lowest results in the European Union, the main reason for which
was the much higher than average core inflation in the EU (around 60 per cent), the significant
reduction in indirect taxes imposed on petrol and diesel in response to the outbreak of war in Ukraine,
and the regulation of electricity and heat prices for retail consumers delaying the passing on of higher
fuel costs to consumers. As a result, the transmission of global commodity prices to retail energy
prices in Poland was slower than in other EU countries, although still high. However, this means
that the risk of a prolonged period of high energy prices, and thus a strong supply shock, is higher
in Poland than in other EU countries in the coming months, especially if there were no sustained fall
in global fossil fuel prices. The reason for this will be the postponed increase in regulated heat and
electricity prices, which will have to absorb higher generation costs. Individual generators are already
applying for such increases. At the same time, the small share of emission sources in the Polish energy
balance means that the sensitivity of the Polish economy to the risk of fuel price increases is very high
in the medium term.
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Table 1: Factors driving up fuel and energy system costs in Europe

Recovery from the COVID-19 pandemic
• End of administrative restrictions on trade and opening up of economies after COVID-19
vaccination campaign

• Fiscal stimulation and postponed demand are driving a particularly rapid recovery, translating
into a significant increase in orders and production

• Disturbances in logistics are prompting companies to stockpile more inventory further
strengthening the recovery process

• Rapidly rising demand for goods and services translates into a significant increase in demand
for fuel and energy

Fuel sector (oil, gas, coal)
• Depletion of hard coal and gas deposits in Europe (including Poland) is leading to a gradual

increase in the continent’s dependence on imports of these raw materials, despite the gradual
development of zero-emission sources

• Some countries (CEE, including Poland, Germany) strongly dependent on Russian fuels,
especially oil and gas

• The perception of the fuel sector as declining globally and the macroeconomic shocks of
2008-2020 result in underinvestment in the development of new fields, low flexibility of fuel
supply and limitations in the ability to transfer and transport fuels between different parts of
the world

• Reduced supply of raw materials from Russia in 2021, including failure to fill
Gazprom-controlled gas storage facilities in Germany (preparations for war)

• Military aggression against Ukraine, the imposition of sanctions on Russia by the European
Union and the US and the gradual reduction of raw material imports from that country and
their increase to Asian countries

• Logistical bottlenecks (tankers, gas tankers, oil ports, gas ports, transmission infrastructure)

make it difficult to substitute Russian raw materials with imports from other directions
in OECD countries and especially the EU

Power and heat generation
• The expansion of renewable capacity in Europe, which has been going on for several years,

has not, even in the most advanced countries (Denmark), allowed the energy systems to reach
a saturation level that would guarantee demand without resorting to gas or coal sources
(Sweden, Norway, Switzerland are exceptions)

• The direction of liberalisation of the European energy sector (basing the market on

single-commodity and remuneration based on marginal costs) has rewarded operational
efficiency, but has not generated strong investment incentives since the rise in CO2 prices
(post-2017) and fuel shocks

• Growing negative public sentiment towards nuclear power leads either to stagnant investment
in new units and an ageing existing fleet and its increased failure rate, or to planned shutdowns
of existing capacity, which are replaced by RES slowing the growth of the share of zero-carbon
sources in European electricity systems and prolonging the need to use coal and gas units

• Political scepticism towards low-carbon transition in Poland, inefficiency of administrative
structures delays the development of renewable and nuclear sources in the Polish NPS and
causes deep underinvestment in the heating sector
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2. Energy and its costs
and the economy
2.1 How much do Polish households pay for		
energy and why?
Polish households spend a noticeably higher proportion of their income on energy and fuels than
residents of other EU member states - both those in Western and Central Europe. At the same
time, the share of this category of expenditure in household budgets has increased in Poland
over the past two decades by about 3 percentage points. This was due to the direction in which
the macro- and microeconomic processes in Poland and its neighbours have followed. Firstly, the national
macroeconomic policy did not seek to strengthen the zloty exchange rate against the euro and the dollar,
which translated into a gradual widening of the gap between GDP per capita expressed in purchasing
power parity and GDP per capita calculated at the exchange rate. This promoted exports, at the same time
facilitating the balancing of the current foreign trade balance despite relatively low domestic savings,
but at the same time was at the expense of the wealth of Polish citizens, who were forced to accept
a lower valuation of their own assets (the value of domestic savings, companies and real estate) and
bear higher costs of importing those goods and services whose substitution with domestic production
was difficult or impossible. This was particularly true of fossil fuels led by oil and natural gas, and over
the years - with the depletion of readily available domestic deposits - increasingly also of hard coal.
Figure 9: Share of household expenditure on
electricity and heating in total expenditure in 2019

Figure 10: : Share of energy and transport fuel
expenditure in total household expenditure*
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It can be said that the lack of reflection by Polish macroeconomic policy on the
reasons for the halt in the convergence of the real exchange rate has resulted in the relative
purchasing power of Polish residents vis-à-vis residents of developed countries calculated
‚at the petrol station’ declining - under the same circumstances - over the period 2015-2022
by around 20% compared to the Czech Republic, which is at a similar level of economic development
and did not experience a weakening of the koruna exchange rate over the same period.
In addition to the weak exchange rate, microeconomic factors are also responsible
for the high and increasing share of energy expenditure in household budgets. In the 1990s,
energy prices were moderate in Poland primarily because of surplus capacity in the National
Power System and sufficiently high coal production to more than meet domestic demand.
Final energy consumption per Polish inhabitant was also markedly lower than in Western Europe,
mainly due to the larger average size of households and the smaller usable area of houses and flats
requiring heating, as well as their poorer equipment with energy-consuming household appliances
(fridges and dishwashers). Poles were also inferior to the majority of residents of other Western
European countries in terms of the extent to which they satisfied their transport needs by car.
However, over the period of 1992-2022, the increase in real wages as a result of rapid increases
in labour productivity has meant that many of these microeconomic factors determining lower
energy consumption than in other European countries have significantly weakened or even
disappeared altogether. Polish households are now noticeably smaller and almost as numerous as in
Western Europe, the average size of flats and houses has increased by several percent, and their
furnishings have become almost indistinguishable from those of other EU countries. The number of
registered cars and the number of kilometres driven with them have also increased significantly, and the
demand for liquid fuels per capita for transport purposes is now the same in Poland as in the EU as a whole.
Figure 11: Price of 1 kWh of electricity
for households in EU countries in H2 2021
(EUR + PPS)
Euro

Figure 12: Share of components in the price
of 1 kWh of electricity for households in selected
EU countries
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The combination of increasing demand for energy from households and an economic policy
that accepts and sometimes even deliberately seeks to maintain a weak zloty exchange rate has several
side effects. Firstly, the lower purchasing power of the Polish population means that nominal prices of
electricity, coal or petrol have to be lower in Poland than in wealthier EU countries. At the same time,
domestic fuel and energy companies incur similar operating costs as similar companies in the West.
Thus, despite the fact that household spending on energy carriers - calculated in purchasing power
parity - is among the highest in the entire EU, energy suppliers (electricity and heat producers and,
to a lesser extent, refineries) record lower profits than their counterparts in other EU countries, which
translates into a poorer stock market valuation and limited financial capacity to carry out development
investments both because of lower operating surplus and lower valuation of existing assets that could
serve as a basis for investment credit and increased capital expenditure (the vast majority of capital goods
in the energy and fuel sector are imported). These problems are compounded by the tax and expenditure
policy of the Polish state, which, while raising more and more revenue every year from taxes and charges
on energy and fuels (both national, such as VAT or excise duties, and European, such as the EU ETS),
makes limited use of them to support investments in clean energy generation technologies or
energy efficiency by the power and heating industry or energy consumers (the exception being
charges on electricity grids). This differentiates Poland from most other EU countries, indirectly
translating into a lack of willingness of energy companies to pursue a low-carbon transition.

Chart 1: Impact of exchange rate on energy price parity
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2.2 Could high energy prices undermine the 		
competitiveness of Polish industry?
In the Polish public debate, the problem of the negative impact that high energy costs can have
on industrial competitiveness is often raised. This view is largely based on a misunderstanding.
Competitiveness could potentially be affected if Polish companies paid much more for energy than
their foreign competitors. However, this is not the case. The differences in fuel, electricity and
heat prices between Poland and other EU countries are small and in Poland’s favour. Only a small
group of countries with an almost fully decarbonised energy sector (France, Sweden, and Finland)
have nominally cheaper electricity than Poland. The same is true for liquid fuels and gas, the price
of which for years on the domestic market has been the resultant between low-cost domestic
extraction and more expensive imports from Russia. As in the case of households, the lower nominal
(i.e. expressed in euro) prices of energy and its carriers for companies are due to the lower purchasing
power of the Polish population, with which the domestic market-oriented service sector must reckon.
From their point of view, these prices are high in Poland, even though from the point of view of an
export-oriented industrial company, which calculates its costs and revenues in euros, they are relatively
low. The price compromise between the two categories of consumers, similarly to regulated prices
for households, reduces the margins earned by the energy and fuel industry, especially the electricity
sector, affecting - under the same circumstances - its investment capacity and development potential.
At the same time, this compromise benefits industry, which pays less for energy than industry in most
other EU countries.
Figure 13: Price of 1 kWh of electricity for businesses
in EU countries in H2 2021 (EUR + PPS)*
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		 It should also be borne in mind that the price of energy is of limited economic importance to the
processing industry - in Poland as in most countries of the European Union. This is firstly because
the average share of energy in the operating costs of industrial enterprises is very small. In Poland,
it amounts to 2.1%, which is lower than the average for the entire EU (3.3%), and at the same time
similar to the value characteristic of e.g. Germany (2.2%), Austria (2.5%), the Czech Republic (2.2%)
or Belgium (2.4%). At the same time, in such European countries as Romania (4.2%), Bulgaria (4.2%),
or Greece (4.7%), the share of energy in industrial operating costs is significantly higher than in Poland.
This statistic is mainly influenced not so much by energy prices in individual countries, but rather
by the share of energy-intensive industries in total industry, such as iron and steel processing, glass,
chemicals, wood, paper, cement and basic metals, in which energy and fuel purchases account for
5%-10% of total operating costs. In Poland, such industries produce only 12% of the total value
added in manufacturing (or about 2% of GDP), while e.g. in Romania it is 26% (over 5% of GDP).
In this respect, the structure of Polish industry resembles that of German or Austrian industry, rather
than that of most central and southern European countries, where traditional, energy-intensive
industries dominate industrial production. In Europe, less energy-intensive industrial production than
Poland is only found in France, Denmark, the Netherlands or Italy, where heavy industry has lost
a lot of its importance over the last few decades. Also in Poland, the current shape of industry is
a result of the direction that industrialisation took after 1990. Unlike in the PRL, which was based on
traditional industries consuming large amounts of coal and electricity, the Third Republic of Poland
industrialised on the basis of energy-intensive light industries: electronics, machinery and automotive.

Figure 15: Share of value added and share of
energy costs in total costs for manufacturing in
EU27 countries

Figure 16: Energy costs for manufacturing in
Poland
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		 The low share of energy in operating costs means that industrial companies can — depending on the
market situation — either pass on the increase in energy prices to end customers (in a typical industrial
sector, a twofold increase in energy prices can be offset by a 1-2% increase in the price of output sold)
or absorb it through a slightly slower increase in wages (the share of energy in production costs is for
industrial companies - depending on the country - around a dozen times lower than the share of wages).
However, supply shocks affecting the energy market affect industry indirectly, through a reduction in
the purchasing power of households forced to spend a larger proportion of their budget than before
on heating their homes or buying petrol (the share of energy and fuels in household expenditure
exceeds 12% - cf. the previous section). In a situation of a jump in fuel and energy prices, households
first of all refrain from buying those goods and services, the purchase of which can be postponed, i.e. first
of all durable goods and services with a higher elasticity of demand: construction, hotel or restaurant
services. In such a situation, there is therefore both a decline in aggregate demand and a shift towards
energy sectors and first-order goods, which triggers a slowdown or even a recession in the economy.
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3. The energy crisis and 				
what’s next?
3.1 Energy prices or risk of shortages
in 2022-2023?
In the wake of the Russian aggression against Ukraine, energy prices may prove to be neither the only
nor even the most important recessionary factor in Europe in 2022-2023. The main risk facing the
European Commission and most EU countries is a severe reduction in fossil fuel supplies following
Russia’s unilateral decision. Energy supply is Russia’s bargaining chip, which will gain in importance with
each day that Europe gets closer to winter - the International Energy Agency describes the situation
as "a pressure tool, a preparation for a total supply cut - the industry cannot afford to ration gas".
In a situation of fuel shortages, the Community economies will find it difficult to meet all their energy
needs, which will reduce production and GDP directly. The level of the European Union’s dependence
on raw material imports from Russia is moderate (24%), but at the same time unevenly distributed
among member states, industries and across individual raw materials. The greatest dependence is on
natural gas, which before the outbreak of war in Ukraine was 39% Russian in origin, with as many as
thirteen EU countries, including most of the central European countries and Germany, exceeding 50%.
At the same time, it is also the most difficult commodity to substitute from other import directions due
to the difficulty of increasing imports from alternative supply sources in the short term as a result of
infrastructure constraints (gas ports, pipelines, storage facilities) lying both on the side of suppliers (lack
of gas tankers, liquefaction facilities, etc.) and the European Union (e.g. lack of gas ports in Germany,
excess on the Iberian peninsula with no transmission infrastructure to the north of the continent).
Figure 17: Storage capacity and filling level
against annual natural gas consumption in EU
countries (as of 21.06.2022)
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Figure 18: Imports of natural gas in EU countries
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		 A slightly smaller problem of EU-wide dependence on Russia (37.5 per cent) concerns oil, although
also in its case the Central European countries (including Poland) and Finland have the biggest problem
- for historical and geographical reasons. In Western Europe, large imports of Russian oil before the
outbreak of war were recorded by the Netherlands, which acts as an intermediary for other Western
European countries. In the case of oil, the infrastructural constraints on suppliers and consumers are
lower than in the case of natural gas, which has allowed the European Union and most of its member
states (with the exception of Hungary) to announce their intention to abandon almost all imports
from Russia by the end of 2022. This decision translates into an increase in the price of liquid fuels at
European petrol stations of around 40% on average, increasing the likelihood of an economic slowdown
at the end of 2022 and the beginning of 2023. At the same time, in the case of oil, the risk of supply
disruption is low, as there is much greater potential for substitution of Russian imports with alternative
supplies than in the case of natural gas. This results in a strategic advantage over Russia, which finances
around a quarter of its budget revenues from oil exports to the Community.
Figure 19: Imports from Russia in gross available energy in 2020
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		 The lowest level of dependence of the European Union on Russia concerns hard coal, although
also in this case, before the outbreak of war, some EU countries (including Lithuania, Latvia and Croatia)
were dominated by imports from the east. In the case of Poland, this direction was of lesser importance
on the scale of the overall fuel balance, but this was not the case for coal used in households for heating
and small and medium-sized district heating plants. For this reason, it was these market segments that
were most affected by the need to replace Russian coal with fuel from other sources. In view of the
several fold increase in the price of the raw material, significant increases in district heating tariffs
can be expected in towns and cities, as well as an increase in heating costs in private housing in the
coming autumn and winter season. As in the case of petrol and diesel prices, this factor will have
a pro-recessionary effect, which can only be partially mitigated by the fiscal compensation tools already
being implemented.
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		 The winter season of 2022-2023 will be a sensitive time not only for Poland, but for the whole
of the European Union, with the greatest risks associated with natural gas, whose supply may be
unilaterally halted or severely curtailed by Russia as a means of pressuring the EU to ease sanctions
imposed on Russia as a result of its aggression towards Ukraine in February 2022. This may cause
shortages, forcing gas rationing among end users: households, service companies and industry. Unlike
oil and coal, which are primarily affected by the risk of high prices, diverting part of the demand from
goods and services to energy and thus reducing economic growth, a gas deficit could mean the need
for interruptions or restrictions in production for some industrial users, which could threaten a more
serious disruption to the European production system, especially if the chemical industry, whose
products are key to many other segments of the European economy, is affected. The reduction in
the supply of natural gas from Russia in the event of a cessation of total imports could be as high
as 150 bcm, but in the case of a reduction in supply only, the reduction in volume is estimated
at 80-100 bcm. Replacement of the raw material could take place through increased production from
Norway (10-15 bcm) and replacement with LNG (20-30 bcm). In optimistic scenarios, the gas gap that
cannot be filled is around 30-35 bcm (6-7% of annual EU demand). More realistic scenarios speak of a
gap in the range of 80-100 bcm, i.e. the equivalent of 15-20% of annual demand, which could put the
European energy market in a difficult position over the next few quarters.
Table 2: Interventions for 2022 with a view to reducing fuel availability in the EU

• Legislative

acts (Energy Act,
provision of energy supplies,
regulation on the supply of gas
in times of crisis, "German Gas
Emergency Plan")

• Short-term

credit lines from the
state investment and development
bank for companies - EUR 100
billion

• Increasing the level of guarantees
- preventing corporate insolvency

• Reduction

of public transport
costs (e.g. €9 rail tickets, unlimited
access to local and regional public
transport)

• Load

shedding - deliberate
reduction of energy consumption
to cover deficits

• Agreements

with the industrial
sector in cases of excessive
demand

• Release of emergency stocks
• Possibility for major gas-

consuming
companies
to
withhold gas supplies in whole or
in part for a certain period of time

• Calling for a reduction in energy

• Energy saving incentives
• Increase in the tax-free

• Expansion

• Increasing

• Regulation of gas and electricity

• Some

consumption by companies and
individuals
of infrastructure terminal in the semi-natural port
of Le Havre to receive LNG
prices by the end of 2022. - cost
approx. EUR 20 billion

• Tax reduction on petrol and diesel
(18 cents/litre)

• Energy voucher -

rate for
heating from DKK 3750 to DKK
6000
the income limit for
annual household income from
DKK 550,000 to DKK 650,000
419,000 homes will
now receive a higher heating
allowance compared to the
previous estimate of 320,000
homes

€100 for lowincome households

• Increase in subsidies for replacing
fossil fuel heaters by €1,000

Germany

France

Denmark

Source: Own compilation based on national information
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		 For this reason, preparations are underway across Europe to ensure that the European economy
functions as smoothly as possible in the event of energy shortages, while at the same time enabling
households to survive the heating season with limited impact on their income and living comfort.
For this reason, most packages include four types of intervention: (1) accelerated stockpiling of gas
and other raw materials during 2022 (filling up storage facilities), (2) energy conservation (lowering
temperatures in buildings, substituting private transport with public transport), (3) emergency fuel
rationing plans for fuel shortages (taking into account the role of specific industries in the economy),
and (4) sheltering measures to reduce the severity of price shocks for consumers (reducing the risk
and severity of recession at the price of slightly higher inflation). Most of the EU countries at risk
are trying to plan their actions in such a way that only in the case of particularly large fuel deficits
are they forced to ration gas for industry, and at the same time that such rationing does not affect
industries that are key to the entire industrial supply chain in Europe. In this way, countries hope that
the recessionary stimulus to the economy caused by possible deficits will not be stronger than that
caused by the increase in energy prices alone, which may cause an economic slowdown and a certain
rise in unemployment, but at the same time protect Europe from a serious recession.
Chart 2: German emergency response plan for natural gas shortages
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level [state
intervention]
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level [market level]
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to substitute gas with oil or other
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Instruction to use electricity not generated
•
Instruction to reduce gas
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Instruction to end users to reduce gas
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• Instruction to large customers to reduce gas
consumption
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At the same time, unlike purely price shocks, the fuel deficit problem cannot be countered by
fiscal policy instruments such as tax cuts, increases in transfers to households at risk or administered
prices. These instruments will play a shielding role, reducing the severity of a recession triggered by
rising energy prices while fuelling inflation in other categories of goods and services. For this reason,
contingency plans for fuel rationing in the event of a severe fuel deficit should be considered the
main instrument to prepare Europe for the winter of 2022-2023. At present, it seems that such
a scenario is relatively unlikely, as the level of filling of gas storages in Europe is already quite high
(over 60% against the target of 80%+), which should be enough for more than a month of total supply
disruption, which is unlikely. The contingency plans being prepared also assume that, firstly, measures
will be taken to reduce living and working comfort (e.g. by reducing room temperatures), secondly, less
critical types of production will be affected by possible shutdowns, and only in the worst-case scenario
could production disruptions threaten key industries whose uninterrupted operation is essential to the
entire economic system (chemical industry).
Simulations by German economists indicate that it is possible to survive the winter in Europe
even with a complete cessation of fuel supplies from Russia at the price of a moderate recession
(around 3 per cent of GDP). The prerequisite is to prepare for this situation by filling up storage facilities,
significantly reducing demand and rationing supplies to less critical segments of the economy on
a planned basis. Only a total lack of gas supplies from July onwards, and consequently such serious gas
deficits that it will not be possible to remedy them with substitution from other directions and by means
of a controlled drop in consumption, could lead to a fall in GDP on a scale comparable to COVID-19
(a fall in GDP of around 12% in one or two quarters) with consequences for other industries and
economies in the region and the EU as a whole. This is how the concerns expressed by representatives
of the German government should be understood, who, not without reason, emphasise that serious
reductions in gas supplies could have a significant negative impact on the entire European - including
Polish - economy and are taking measures to try to prevent this scenario.
In order to maintain imports at least at the pre-February 2022 level, Germany assumes an
increase in the volume of supplies from other directions (Norway, North Africa, USA), using the LNG
infrastructure of its neighbours (mainly the Netherlands, but also Poland), as well as the temporary
restarting of coal-fired power plants from the cold reserve, which would replace some of the gas units
as sources regulating the system, thus reducing the demand for this raw material in the second half
of the year (in Germany, gas-fired power generation accounts for about 15% of electricity production,
i.e. about 5 percentage points more than in Poland). Poland, which is the seventh largest gas importer
in the EU, has a similar strategy, importing most of its gas from Russia either directly or indirectly
(from Germany) before the war broke out. As of February 2022, a reduction in this demand is underway,
with the planned launch of the 10 bcm/year Baltic Pipe pipeline in autumn this year required to
completely stop importing gas from Russia.
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Table 3: Analysis of the actions undertaken by the government and the market participants in Poland
in response to the increase in the prices of energy and fuels

• Introduction of the coal allowance in the amount of PLN 3,000
• Problems related to subsidies and to calculation of administrative prices can lead

to imbalances in the market

• Reduction of VAT on energy and food: extension of the current 5% VAT rate

on electricity; excise duty of PLN 0.00 on electricity; 8% VAT on fuel (reduced
from 23%); 5% VAT on heat energy (reduced from 8%); 0% VAT on gas
(first reduced from 23%, then from 8%); 0% VAT on fertilisers (reduced from 8%);
0% VAT on food (reduced from 5%)

• The VAT reduction has an anti-recessionary dimension, rather than an anti-

inflationary one. Due to the regressive nature of VAT, a reduction in its rates
means that individuals with a low level of income (the most vulnerable group of
recipients) have more money left to use for other purposes, thereby stimulating
demand

• Introduction of a promotion on fuel of PLN 0.30/litre (PLN 0.40 for large families)

by PKN Orlen. Response from competitors (Lotos, BP, Moya) in the form of similar
promotions

• Proposal to suspend the exchange obligation on gas. In the event of a shortage

of gas on the European market and the desire to obtain this raw material from
Poland, there is a possibility of removing a portion of gas from the market so that
the available raw material is not bought up in its entirety by foreign buyers, thus
securing supplies for domestic consumers. The potential reduction in terms of
the requirement regarding the volume of gas remaining on the market is planned
for 2022 and 2023

• Extension of the permitted duration of gas storage from 40 to 45 days
• Extension – until the end of 2027 – of the possibility to set tariffs on gas sales for

those individuals who are currently entitled to apply tariffs

• Coverage of households, hospitals, schools, kindergartens, nurseries, cultural

institutions and multi-flat buildings belonging to housing co-operatives
and communities with special tariffs on gas

• Electricity prices: no regulated price increases have been applied as of today,

but their prospect is quite evident – there will be an increase in electricity
prices in the next autumn-winter period. The scale of the increase is not
officially known – environmental sources estimate a possible increase
of between 50% and as much as 200%

Poland
Source: WiseEuropa’s own elaboration based on national information
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3.2 What will the near future bring?
		 The problem of supply deficits in 2022 and 2023 is a serious economic problem, but also
a challenge, the solution to which will be possible in a 2-3 year horizon through the conclusion of
agreements with alternative suppliers and the development of infrastructure (LNG terminals, pipelines,
storage facilities, etc.). The actions of the EU and its Member States - including Poland - in this respect
are in line with the recommendations of the International Energy Agency, which, following the Russian
aggression against Ukraine, presented a ten-point plan for independence from Russian raw material
imports. At the same time, this plan - like the EU’s internal documents - also contains measures
of a medium- and long-term nature designed to permanently address the EU economy’s vulnerability
to fluctuations in the supply and price of energy raw materials. The IEA believes that accelerating
investment in zero-carbon energy (pointing to both RES and nuclear power) complemented by massive
thermo-modernisation of housing and industrial facilities and diversification of the electricity system
through dispersion and networking (integration) are key in this regard. At the same time, shortsightedness in the area of investments in new energy sources, including RES, is undesirable, as they
should take into account long-term goals of building zero-carbon energy systems as soon as possible,
giving Europe a long-term perspective of a high degree of self-sufficiency and energy independence.
		 The EU itself is moving in a similar direction (the Fit for 55 and RePower EU plans), as are the
plans of individual Member States, such as France, Denmark and Germany, which, in the wake of the
crisis caused by the war in Ukraine, have decided to significantly accelerate their own decarbonisation
efforts. In particular, the Federal Republic aims to achieve 80% of its electricity from renewable
energy sources by 2030 and to fully decarbonise the German energy sector by 2035. The Kingdom
of Denmark is moving in the same direction and wants to become a European hub for renewable
energy, assuming, among other things, a quadrupling of onshore renewable energy production —
more energy islands and a much larger supply to Europe. France, on the other hand, envisages an
increase in photovoltaic capacity from 18 GW to 44 GW in 2028, as well as significant electrification
of the economy (heating) and expansion of nuclear power (construction of new reactors by 2035).
In all countries, thermal modernisation programmes and energy efficiency reducing energy demand
(in a wide sense) will play a large role in the transformation. In general, it can be said that the
aforementioned countries aim to accelerate the implementation of the European Fit for 55 package
in terms of zero-carbon energy sources and energy efficiency, aiming also to permanently reduce
the price of electricity in their energy systems through a significant existing improvement in the
power balance, similar to those European systems that can already enjoy surpluses of clean energy
(e.g. Sweden or Norway), which largely insulate them from the effects of the energy crisis of 2021-2022.
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Table 4: Long-term assumptions of selected countries to accelerate efforts to achieve energy
independence, zero-carbon and Fit for 55 targets

European Union

26

Germany

• Diversification of gas supplies
and increased purchases
of LNG
• Additional supply agreements
at the EU level
• Encouraging bilateral
agreements and investments
at national level by member
states
• Equitable distribution of
resources and improved gas
flows from Southern
European countries
• Reducing the current level of
demand through accelerated
renovation in the building
sector and replacement
of heat sources
• Faster implementation of the
Fit for 55 targets for zerocarbon energy sources
• Improved energy efficiency in
industry and transport =
higher productivity and lower
energy consumption

• Building LNG terminals,
securing supplies from Qatar
and Norway - new long-term
contracts
• Stricter energy efficiency
criteria for new builds
from 2023
• 4-fold increase in installed
wind power capacity to
215 GW by 2030
(22 GW per year)
• Accelerate the development
of renewable energy - 100%
by 2035, and by 2030
80% of electricity should
come from RES
• Increased support for energy
renovation and low-energy
buildings (€10 billion in 2022)
• A 2-fold increase in installed
solar power capacity
to 115 GW by 2030
(10 GW per year)

France
• Electrification of the economy
• Expansion of nuclear powernew reactors by 2035
• Increasing wind power
capacity from 18 GW to
35 GW in 2028
• Increasing photovoltaic
capacity from 18 GW
to 44 GW in 2028

Denmark
• Increasing green energy
production and supply to
Europe
• Quadruple production from
onshore renewable energymore energy islands
• Homeowners with oil boilers
must be moved to district
heating systems or green heat
pumps
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Table 5: Plan to reduce IEA dependence on Russian energy

1. No new supply contracts from Russia
• Result: By taking advantage of the expiry of long-term contracts with Russia,
the EU will reduce the amount of Russian gas it is obliged to buy under
take-or-pay contract clauses and will then be able to further diversify its
sources of supply

2. Substitution of Russian gas by raw material from other sources
• Result: Increase in non -Russian gas supply by approximately 30 bcm

3. Establishment of a minimum natural gas storage obligation to
increase market resilience
• Result: Increased resilience of the gas system, although the necessary replenishment
of stocks in 2022 will lead to increased demand and therefore higher gas prices

4. Acceleration of new solar and wind energy projects
• Result: 35 TWh of added capacity from new renewable energy projects
in the coming year, in addition to the already planned increase in production
from these sources, which will reduce gas consumption by 6 bcm

5. Maximise electricity generation from existing low -carbon,
controllable sources: bioenergy and nuclear power
• Result: 70 TWh of additional electricity generated from low -carbon, controllable
energy sources and 13 bcm less gas used to generate electricity

6. Introduction of short
-term measures to protect vulnerable
consumers from electricity price increases
• Result: A reduction in consumer spending on energy, even if natural gas prices
remain high, by transferring up to €200 billion to vulnerable groups

7. Accelerating the replacement of gas boilers with heat pumps
• Result: Reduction of natural gas consumption for heating by an additional
2 bcm per year

8. Accelerating energy modernisation of buildings and industrial
facilities
• Result: Reduction of gas consumption for heating by approximately 2 bcm per year,
along with lower energy bills, improved comfort and increased competitiveness

9. Encouraging consumers to temporarily lower the temperature at
their thermostats
• Result: Lowering the temperature by just 1°C would reduce gas demand
by around 10 bcm per year
10. More intense efforts to diversify and decarbonise energy sources to
ensure flexibility in the electricity system
• Results: Strong and rapid support for innovation will gradually loosen the strong links
between natural gas supply and electricity market security in Europe. Real - time price
signals can help trigger more flexible consumption, thereby reducing the need for expensive gas
during peak demand periods

Source: International Energy Agency
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4. Conclusions and 						
recommendations for public
policy
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•

The primary cause of the surge in fuel and energy prices in the global economy over 20212022 was the COVID-19 pandemic and the fiscal response to it by OECD governments, led by
the United States. It resulted in a rapid recovery in 2021 stimulated by unexpectedly strong
demand, which in its initial phase was mainly directed towards durable goods. This led to a surge
in demand for the energy required to meet the resurgent needs of industry and transport, but
which was not matched by fossil fuel production and logistics.

•

The increase in energy prices in 2021 was bolstered by around a third by Russia’s aggression
against Ukraine in February 2022, as a result of which most European countries - including Poland
- were forced to sharply redirect their imports of coal, oil or natural gas to more reliable suppliers
which multiplied demand for the raw materials they extracted and compounded the price increase.

•

The two to threefold increase in fossil fuel prices was the main reason for a similar increase in
wholesale electricity prices in almost all of Europe, including Poland. The only exceptions were
those countries, such as Sweden, Switzerland and Norway, which had sufficient zero-carbon
capacity to have zero-carbon sources: nuclear or hydro to close the electricity system.

•

The increase in electricity prices in the day-ahead market was lower in Poland than in other
countries due to the cost amortisation provided to the power industry by previously concluded
contracts for the supply of hard coal at lower prices. Futures prices for the following year, however,
already fully reflect the rising cost of fossil fuels, suggesting that wholesale electricity prices will
have to increase significantly in Poland over the coming year.

•

This will translate into consumer inflation as a result of the need to change regulated prices.
Depending on the proposals of energy sellers and the decisions of the Energy Regulatory Office,
the costs of heating and lighting homes and flats may increase even several times over the coming
months, as a result of the low efficiency of most heating plants in Poland, significant transmission
losses and the low uptake of technical solutions enabling energy savings by end users.

•

This will significantly worsen the material situation of Polish households, which already before
the COVID-19 pandemic belonged to the group of people in the European Union most burdened
by fuel and energy costs. The reason for this state of affairs is, on the one hand, a similarly high
demand for electricity, heat and transport fuels as in other EU countries, and, at the same time,
their much higher prices calculated in purchasing power parity.

•

Similar differences apply to industrial energy consumers, but in their case the more appropriate
reference point is energy prices expressed in euros, which are among the lowest in the EU, second
only to countries with fully decarbonised energy systems (France, Switzerland, Sweden) before the
pandemic. Industry is not exposed to energy market price shocks to the same extent as households.

•

The main reason for the high and perceptible prices of electricity and heat for individual
consumers and small service companies, and at the same time their relatively low prices for
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wholesale consumers, including industrial companies, is the macroeconomic policy which accepts,
and sometimes even actively promotes, the weak exchange rate of the zloty to the euro and
the US dollar. One side effect of this is lower margins in the energy sector, which buys raw materials
at USD-denominated prices and sells them at PLN-denominated prices, which are a result of the
ability of wholesale and retail customers to pay.
•

Lower margins and profits in the energy sector, together with the fact that capital goods in the
energy sector are priced in euros and US dollars, make it much more difficult in Poland than in
other European countries to mobilise the capital necessary to modernise Polish power plants and
heating plants. It is also not facilitated by the policy of the state, which devotes its considerable
revenues from taxes on energy to supporting activities that actually reduce the carbon intensity of
the economy: the development of renewable energy sources, thermo-modernisation of buildings
or modernisation of heat sources in the heating and district heating sector.

•

Polish consumers of electricity and heat find themselves in a kind of trap with no way out, as
a result of which the high energy costs they incur not only now, but also in the future are likely
to be among the highest in Europe. It is not industry, but consumers and small service companies
that bear the burden of high fuel import costs resulting from both the weak zloty exchange rate
and shortages of coal, oil and gas on world markets.

•

The increase in energy prices has a negative impact on the economy through a decrease in demand
from households, who have to spend a higher proportion of their income on heating, electricity
and petrol than before. This shifts demand away from goods and services creating recessionary
pressures in the economy. A method of partially counteracting this phenomenon, implemented
in many EU countries - including Poland, France or Denmark - is to reduce taxes on fuel or to
directly subsidise the most vulnerable households. However, this method has little effectiveness
in the current situation due to the scale of the shock to energy markets in Europe - so a marked
economic downturn should be expected at the turn of 2022-2023, which will also be supported
by the anti-inflationary policy pursued by central banks (e.g. the NBP).

•

The economic downturn could turn into a deep recession if energy market price shocks are
compounded by real fuel shortages, particularly of natural gas, as a result of disruptions in its
supply from the Russian direction. To counteract this eventuality, a number of European countries
- including Germany, Denmark and France, among others - have responded to the outbreak of war
in Ukraine by taking a number of precautionary measures to increase the potential supply of gas in
winter and to reduce the demand for gas for heating purposes (lowering room temperatures) and
electricity generation (replacing production from gas-fired units with coal-fired units). Emergency
plans are also being prepared for rationing gas in industry in a way that is least harmful to the
economy (protection of key industries). Such plans are currently lacking in Poland.

•

The common response of most European governments to the war in Ukraine, also supported by
the European Commission and the International Energy Agency, is a significant acceleration of
the decarbonisation of the power and heating sector (accelerated development of RES or nuclear
power) complemented by massive thermal modernisation measures to reduce energy demand from
the municipal sector. In Poland, comparable plans for accelerated development of zero-carbon
sources have not been presented so far. The government’s thermo-moderni¬sation strategy, on
the other hand, lacks documents and real implementation measures, while the recently published
strategy for the heating sector assumes mainly the development of gas sources, which, even if gas
from Russia is replaced by gas from Norway, does not guarantee low prices for retail consumers.
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•

In view of the conclusions presented, we recommend:
»

A paradigm shift in fiscal and monetary policy, including an acceptance that its goal should
be low inflation and a gradual appreciation of the zloty against the USD and the euro.
This would reduce energy costs for households and improve investment opportunities
in the energy sector. A prerequisite is a significant reduction in the public finance deficit
and a conservative monetary policy (positive real interest rates).

»

Update the assumptions of the PEP 2040 and the NERP 2030 so that they provide for the
construction of a zero-emission energy system by 2040 and the fulfilment by Poland of the
assumptions of the Fit for 55 package in 2030 - the aim should be to build an energy system
in Poland that is resistant to fluctuations in fuel prices on world markets as soon as possible.

»

Allocate all funds raised from the EU ETS and other environmental taxes and levies to support
zero-carbon modernisation in the energy sector (development of zero-emission electricity
sources, transmission grid modernisation, energy management systems, large-scale energy
storage, etc.), district heating (large-scale heat pumps, upgrading to low-temperature district
heating systems, etc.), construction (thermal modernisation, small-scale heat pumps and
energy storage) and transport (building infrastructure for the rapid development of electric
public and individual transport).

»

Prepare and implement - following the example of Germany, among others – emer¬gency
plans for supplying the economy with energy and fuels in the event of energy and fuel
shortages in the second half of 2022 and early 2023, including the inclusion of economic
priorities in these plans.

»

he withdrawal of the announcement of additional levies on the energy and fuel sector
taxing the windfall profits generated by the sudden increase in wholesale energy prices these profits are mainly generated by renewable energy sources, the development of which
should also be supported from the tax point of view - if such a tax were to be introduced,
it should be levied only on distributed profits or cancelled shares, and not on profits retained
in companies for investment purposes.

»

Prepare a broader modernisation of the tax and regulatory system (including under the socalled Clean Air Package) in such a way that - for individual as well as collective consumers,
such as district heating plants - energy-saving and emission-reducing behaviour is promoted
to a significant degree. The taxonomy of sustainable financing recently adopted into the EU
regulatory system can serve as a guide here.

		 The next report in this series entitled. "Anti-inflationary energy policy in the face of war", the
actions of governments taken as a result of the rise in commodity and energy prices as a result of the
war in Ukraine will be presented. There, more detailed recommendations on the matter will also be
presented.
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