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The world is going through a major energy crisis as a result of Russia’s invasion of Ukraine. At
the same time, the next few years are critical For climate action—a last chance to keep the 1.5°C
temperature limit within reach.

So far, governments have largely Failed to seize their chance to rearrange their energy supplies
away from Fossil fuels. Instead, we are witnessing a global “gold rush” for new fossil gas production,
pipelines and liquefied natural gas (LNG) facilities. This risks locking us into another high-carbon
decade and keeping the Paris Agreement’s 1.5°C limit out of reach.

Fossil gas production and infrastructure expansion is planned around the globe with the
argument to replace Russian gas.

» New planned LNG import facilities in the EU—especially in Germany, Italy, Greece and the
Netherlands—could supply a quarter more gas to the EU than before.

Canada plans to fast track new LNG projects to increase exports.

The US has signed a deal to export additional LNG to the EU. Qatar and Egypt have signed
similar deals with Germany and Italy, respectively. Algeria has signed a deal to export additional
gas via pipeline to Italy.

» InAFfrica, old gas pipeline projects are being revived (e.g. Nigeria) and countries with previously
no fossil gas exports (e.g. Senegal) are now encouraged to supply gas to Europe.

p Domestic fossil fuel production has increased in the US, Canada, Norway, Italy and Japan, and
new long-term import contracts are closed or extended in the UK, EU, Germany, Poland, Italy.

If all these plans materialise, they will either end up as massive stranded assets or they'll lock the
world into irreversible warming.

After Failing to Focus on climate during COVID-19 recovery, many governments look set to make
the same mistake in the face of a global energy shock. Governments largely failed to make decar-
bonisation a focus in their post-pandemic economic recovery packages, with only a small fraction of
the billions spent dedicated to accelerating the energy transition to bring down emissions. Instead,
they missed a massive opportunity, spending the lion’s share of those packages on maintaining the
status quo. According to our analysis, governments are making the same mistake, twice over.

Whilst in some places renewables and green hydrogen expansion have been accelerated
by several years, this is Far from sufficient. A few governments have increased their plans for
renewables as reaction to the crisis. The EU and UK have made proposals to increase their renewable
energy targets. In most cases, however, this still falls short of the increase needed - or indeed what
is possible. Contracts for the delivery of green hydrogen have been closed, a development that was
previously foreseen as not happening for at least five years, if not longer.

Acrosstheboard,governments are compensating consumers for high energy bills,but many support
fossil Fuel-intensive behaviour. Almost all governments surveyed are compensating consumers and
industry for high energy prices. Many governments are providing flat-rate tax cuts for petrol and diesel
for all of industry as in Sweden, US (individual states), Japan, Korea, Austria, Germany, Poland,
Czech Republic, Croatia, Italy, Spain, Portugal, New Zealand, Netherlands and France.

When energy prices begin dropping again, governments should take the opportunity to reduce
fossil Fuel subsidies or increase carbon pricing, both of which would drive down emissions.
Decreasing energy prices would be a perfect moment to reduce fossil fuel subsidies or introduce/
increase a carbon tax. It is more acceptable for consumers as it would lead to a slower price decrease,
not a price increase. So far only Denmark has done so.

Governments could reap the benefits from taxing Fossil fuel company windFfall profits. The
currently high fuel prices are seeing fossil fuel companies making record profits. Only a few
governments have begun taxing fossil fuel companies on these additional profits (Italy, Spain,
Bulgaria, Romania, UK). The EU provides a structure as to how it could be done, which could be
rolled out to more countries. Additional revenue could be used to compensate those in need, or to
expand renewables and energy efficiency.

Climate Action Tracker | Global reaction to energy crisis risks zero carbon transition i



Almost no government supports behavioural change. Immediate and low-cost options to reduce
energy demand and therefore the need for Russian fossil fuels would include shifts in behaviour, such
as encouraging slower driving by introducing/lowering speed limits, home office policies, restricting
car access to cities, or turning down the heating in buildings. These options still seem to be very
unattractive to governments: we have only found governments recommending their population to
those behavioural shifts and few incentivising it. So far only New Zealand, US (California), Italy,
Germany and Ireland have introduced new incentives for public transport.

More emphasis on energy efficiency and electrification needed. We find only a few countries
putting additional emphasis on energy efficiency and/or electrification as a reaction to the current
crisis. A push for heat pumps, electric cars, electrification in industry would be an adequate reaction,

but is currently underdeveloped (EU, UK, Japan).

THE DO’S AND DON'TS OF ENERGY CRISIS RESPONSE
Key interventions for governments
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» Expand fossil gas import infrastructure

» Expand or support fossil gas export
infrastructure

» Expand domestic production

» Sign new or expand oil, gas and coal
import contracts

» Purchase discounted Russian oil, gas or
coal

» Relax plans to reduce emissions
(incl. carbon tax, coal phase out, higher
standards for industries)

» Invest in or promote “blue” hydrogen

» Reduce taxes on petrol, diesel or car
commuting

» Subsidise a share of consumer energy
bills

» Provide tax breaks for energy intensive
industry

» Loosen efficiency regulations

» Halt expansion of fossil gas fuel

infrastructure

Disincentivise domestic production

Ramp up deployment of renewable
energy
Ramp up green hydrogen production

Reinvest windfall profits of fossil fuel
energy revenues in renewables

Reduce oil and gas subsidies, and raise
or introduce CO, price when prices fall

Incentivise slower driving using speed
limits

Incentivise reducing room
temperature

Incentivise reducing individual car use

Accelerate electrification in the
transport sector / incentivise
zero-emission vehicles

Accelerate electrification in the
industry / stir innovation / R&D
Incentivise heat pumps and district
heating and phase out gas boilers

Enhance sector performance
standards in industry and buildings
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1 Introduction

Russia’s illegal and unprovoked invasion of Ukraine has generated price shocks that have reverber-
ated through global energy markets and is also likely to cause substantial problems in food markets
increasing the risk of hunger and malnutrition in many developing countries.

In 2020, Russia was the world's largest exporter of fossil gas—with 25% of global exports—and
the third largest exporter of crude oil (11.4% of total) (BP, 2021). Since the invasion on 24 February
2022, the global demand for Russian fossil fuels has declined, as several governments have tightened
economic sanctions. In March 2022, the US announced a ban on all Russian fossil fuel imports (oil,
LNG, coal). The UK has announced a phase out of Russian oil imports by the end of the year, while the
EU has set a partial embargo on Russian oil imports in the same timeframe. In addition, the EU plans
to end Russian coal imports by August 2022 (European Council, 2022a, 2022b).

Global oil prices rose after the start of the war, while Europe and Asia experienced all-time record
pricesin natural gasand LNG (IEA, 2022b). Meanwhile, fossil fuel companies are making record profits,
with Saudi Aramco becoming the most valuable company on the globe (Kirka, 2022). The 28 largest
oil companies made a combined profit of USD 100 bn in the first quarter of 2022, with many of them
recording the highest quarterly results in a decade (Milman, 2022).

Domestically, governments’ first order of concern seems to be to ensure energy and commodity
supplies while providing a safety net for their populations during periods of rising prices, global
inflation, and recovery from the global pandemic. But governments could use the momentum to
accelerate the transition to energy efficiency and renewables as required by the Paris Agreement to
keep emissions on a trajectory consistent with warming below 1.5°C by the end of the century, and to
close the 2030 emissions gap.

A little over a year ago governments were facing a similar choice in recovering from the COVID-19
pandemic: to supportthe fossil fuel-intensive status quo, or use the momentum toinitiate oraccelerate
the transition to decarbonise their economies through increasing energy efficiency and renewable
energy. Unfortunately, most governments predominantly supported the fossil fuel intensive status
quo (Climate Action Tracker, 2020; Dafnomilis et al., 2020). And now there’s a high risk of them making
the same mistake again in coping with the current energy crisis.

In the IPCC’s Sixth Assessment Report, governments and scientists reached consensus that global
emissions must peak and start declining as soon as possible - at the latest by 2025 - and need to be
cut by 43% by 2030 compared to 2019 levels (IPCC, 2022). It also noted that governments could close
the 2030 emissions gap without a massive negative impact on their economies.

Ahead of COP26 in November 2021, the Climate Action Tracker (CAT) found a “massive credibility,
action and commitment gap” regarding government net zero goals: governments’ policy implementa-
tion lags behind NDC targets; NDC targets are misaligned with net-zero targets; and all commitments
remain insufficient to achieve 1.5 °C.

The CAT projected that governments’ policies and actions would lead to 2.7 °C of warming by the end
of the century, while even in the most optimistic scenario—governments adopt announced net-zero
targets and fully implement them—the world would still miss the mark and be on course for 1.8°C - at
best. Seven months later, little has changed. Indeed it looks set to get worse.

The Russianinvasion of Ukraine highlighted a heightened impetus for urgently accelerating mitigation
action, as well as for enhanced international cooperation in the clean energy transition. Government
responses to this global energy crisis could safeguard long-term domestic welfare while simultane-
ously advancing decarbonisation efforts — if designed well.

This briefing looks at the shocks to the global energy system and showcases what governments are
doing to respond to the energy crisis, outlining clear recommendations for measures to take and avoid.
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Global energy system shocks have strong repercussions for

2

climate action

Russia’sillegalinvasion of Ukraine has generated shocks to the global energy system at local, regional,
and global levels, disrupting fossil energy supply chains, and threatening the supply of fossil fuel
stocks and commodities such as food, metals and fertilisers, highlighting the risks to countries of
relying especially on fossil fuel imports.

These shocks have catalysed an array of critical decisions for governments and industry issuing
response measures, which will have short and long-term impacts for countries’ emissions and global
efforts toward meeting the Paris Agreement. The impacts of such decisions will be felt long after the
end of the war, at the global level.

Threat of security of Fossil fuel supplies: Russia was the world’s largest exporter of fossil gas
(25% of total exports) and third largest exporter of crude oil in 2020 (BP, 2021). Several governments
and industries realise their dependence on Russian fuel imports. Efforts to secure fossil supplies will
compete with efforts to accelerate the energy transition.

Record high global Fossil Fuel prices: With record high fossil fuel prices, consumption and investment
behaviour changes. It can lead to lower consumption of fossil fuels, but it can also make it more
profitable to invest in new fossil fuel infrastructure, which can lock in new greenhouse gas emissions
for decades. Energy companies are reassessing the changing investment landscape given windfall
profits on fossil revenues.

Uneven weakening of low-income economies: The shocks over-proportionally weaken low-income
economies, with high food, commodity and fuel prices placing additional stress. This will weaken their
ability to accelerate the energy transition.

Higher investment risk: Increased risk perception and global inflation can also lead to revised
strategies on foreign direct investment and emerging market debt instruments as lending countries
shift to projects with less risky returns and hike interest rates and borrowing costs. However, a trend
to include climate objectives within debt-restructuring agreements could aid countries financially
while enhancing global public goods, as seen in the examples of Belize and Sri Lanka (Argentina and
Ecuador rejected such proposals) (Gyftopoulou, 2022).

Decreased fiscal space: The downward investment pressure and international cooperation could cut
further into governments’ budgets and fiscal space, creating the additional risk that governments
may shelve projects that would support an energy transition and/or Sustainable Development Goals.

Faced with the potential array of measures and responses available, governments should prioritise
measures with a long-term outlook on investments, economy, energy sector resilience, sustainable
growth, and social welfare to accelerate a just transition and delivery of climate justice.
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3 How are governments reacting to the global energy crisis?

Government reactions to the energy crisis caused by Russia could determine whether they enter
another decade of high carbon development or set themselves on a path toward decarbonising their
economies, limiting global warming to 1.5°C, as the IPCC has firmly recommended.

Globally, government response packages to the COVID-19 pandemic were a disappointing missed
opportunity to align economic recovery with climate action; the question is whether policymakers
will continue to ignore the longer-term decarbonisation imperative and continue reacting with only
short-term energy needs in mind, and drive up emissions in the process.

Table 1 containsasynthesis of good and bad practices that we have found in our analysis of government
action in response to the global energy crisis. There are very clear interventions that would help
countries transition towards secure, affordable, and clean energy.

The worsening of the geopolitical situation compels governments to react quickly. Butin taking rushed
decisions, they risk locking in a high carbon economy, instead of targeting interventions accurately
to both ease current tensions in the energy market and satisfy short-term demand needs, but also
ensure long-term secure and affordable energy supply, and getting emissions onto a 1.5°C pathway.

Our analysis shows that government responses largely address the short-term energy supply
needs and compromise their long-term climate mitigation strategies. Based on recently-passed
legislation and government announcements, we identified measures that governments should take
to secure a continuous sustainable energy supply and reduce their overall energy demand, who is
taking them, and who is not.
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Table 1 Key interventions for governments and recent announcements or implementation.

THE DO'S AND DON’'TS OF ENERGY CRISIS RESPONSE

Don’t - Expand fossil gas import infrastructure

@& European Union & Germany () Italy
i= Greece < Netherlands
Fossil gas Don’t - Expand or support Fossil gas export infrastructure
infrastructure % Canada () Nigeria

Do - Halt expansion of fossil gas Fuel infrastructure

Don’t - Expand domestic production

£ ynited States P Qatar & Australia

{% Canada £ Norway £ united Kingdom
< Egypt ¢ Algeria () Italy

® Japan

Don’t - Sign new or expand oil, gas and coal import contracts

Fossil fuel

supply % United Kingdom @& European Union ® Germany
w Poland () Italy

Don’t - Purchase discounted Russian oil, gas or coal

< India @ china @ serbia

Do - Disincentivise domestic production

Don’t - Relax plans to reduce emissions
(incl. carbon tax, coal phase out, higher standards for industries)

Don’t - Invest in or promote “blue” hydrogen

£ United Kingdom

Do - Ramp up deployment of renewable energy

@ European Union £ United Kingdom

Do - Ramp up green hydrogen production

v ® European Union

Renewables &
decarbonised
power

Do - Reinvest windfall profits of Fossil Fuel energy revenues in

renewables
@ Bulgaria () Italy () Romania
© spain % united Kingdom
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Don’t - Reduce taxes on petrol, diesel or car commuting

i

‘» Sweden £ ynited States ® Japan
‘8! South Korea = Austria ® Germany
w Poland W Czech Republic £ Croatia
() Italy < Spain @ Portugal
@ New Zealand = Netherlands () France
:
inc:l;lllfifles £ United Kingdom i Greece 4= Norway

Don't - Provide tax breaks for energy intensive industry
£k United Kingdom W Czech Republic () Italy

Do - Reduce oil and gas subsidies, and raise or introduce CO:
price when prices fall

i
‘» Denmark

Do - Incentivise slower driving using speed limits

Do - Incentivise reducing room temperature

axX

< Netherlands

Behavioural o S
change Do - Incentivise reducing individual car use
@ New Zealand £ United States () Italy
® Germany () Ireland

Don’t - Loosen efficiency regulations

Do - Accelerate electrification in the transport sector /
incentivise zero-emission vehicles

® Japan

Do - Accelerate electrification in the industry /
stir innovation / R&D

Efficiency and @ European Union

electrification |¥ - o )
Do - Incentivise heat pumps and district heating and phase out

gas boilers

@& European Union % United Kingdom

Do - Enhance sector performance standards in industry and

buildings

@& European Union
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Fossil gas infrastructure

There is a dangerous rush to build new LNG infrastructure across the world, not only for European
import Facilities, but several gas-producing countries are also planning to either ramp up existing
export facilities, or build new ones altogether. The expansion of LNG comes with a wealth of risks:

>

High emissions: LNG is far from being a low-emissions energy source. When considering
emissions across the entire value chain, it could even have higher emissions than coal when
used for power generation (Hare et al, 2021). In 2019, LNG represented 12% of total gas
consumption but was responsible for around 17% of emissions linked to natural gas (ibid.)

High and volatile costs: LNG prices have recently reached record highs in both Europe and Asia
(IEA, 2022b). Already before Russia’s invasion of Ukraine, LNG spot prices were high: in 2021,
prices on Asian LNG markets (the continent with highest LNG imports) more than quadrupled
compared to 2020 (Boccara et al.,, 2022).

Slowdown of a global just transition: Europe’s scramble for LNG risks creating new and
unsustainable economic dependency—or exacerbates existing ones. This is particularly the
case for countries with no natural gas exports to date, such as Senegal, which is currently
negotiating a deal to export LNG to Germany. Senegal could instead switch to expanding
its vast renewables resource, creating jobs and enhancing the health of its population, and
Germany could help fund that (CAT Africa gas report).

Natural gas is not a bridge or transition fuel, this is a common misperception. As with all other fossil
fuels, natural gas needs to be phased out as soon as possible to meet the objectives of the Paris
Agreement. Under the IPCC’s 1.5°C-compatible scenarios, demand for natural gas should have peaked
in 2020 (IPCC, 2018).

o FOSSIL GAS Projected primary energy demand for gas under IPCC 1.5°C

Energy demand Exajoules per year

compatible scenarios (interquartile range and median)
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Figure 1 Total unabated fossil gas use in 1.5°C scenarios from the IPCC Spcial Report on 1.5°C.
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Avoiding stranded assets

The latest IPCC report finds that if we keep warming to 1.5°C, the global economy looks at USD 1-4tn
worth of stranded fossil fuel infrastructure by 2050 (IPCC, 2022). Building additional fossil fuel infra-
structure as a response to the global energy crisis will further inflate these costs, delay the necessary
investments into clean energy and other mitigation options pursuing sustainable development
objectives, and pose a significant economic risk.

DON’'T — Expand fossil gas import infrastructure: Governments should not increase the
reliance on fossil fuels by building new natural gas import infrastructure, locking in another
decade of high carbon energy supply and increasing the risk of stranded assets, as new infra-
structure will need to be retired before the end of its economic lifetime to align with the
climate goals defined in the Paris Agreement.

There is a wave of new plans for LNG import terminals across Europe, with an estimated
capacity 150 bcm of additional gas as of 16 May 2022 (Aitken et al., 2022), including in
Germany, Italy, Greece and the Netherlands. If all these projects are built, this would
lead to a significant overcapacity for gas imports. In 2020, Europe imported 115 bcm of
LNG (BP, 2021)—the current plans could more than double this number.

The German government has adopted the LNG Acceleration Act to fast-track the
development of new LNG infrastructure and has already announced four new floating
LNG import terminals, with the estimated start of operationsin 2022/3 and two stationary
ones operational in 2027 (BMKW, 2022b, 2022a);

DON'T — Expand or support Fossil gas export infrastructure: As with the importing
countries, it's equally important that countries home to large gas reserves don't see the
current energy crisis as a moment to expand on gas infrastructure.

Canada is considering fast tracking new LNG projects to increase their exports to Europe
(Tuttle, 2022).

Nigeria, Niger and Algeria signed an agreementin February 2022 to restart development
of the previously dormant Trans-Saharan Pipeline (Global Energy Monitor, 2022e).

Countries with previously no fossil gas exports (e.g. Senegal) are now encouraged to
supply gas to Europe.

These new LNG expansion plans come on top of an already large pipeline of LNG export
projects worldwide planned before Russia’s invasion of Ukraine (Reynolds, 2022).

DO — Halt development and expansion of new Fossil gas infrastructure: To decrease
the risk of stranded assets governments should halt any further investments into fossil fuel
infrastructure as these take time to be built and therefore will fail to provide the needed
short-term relief to the market.
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Fossil fuel supply

In 2019, 84% of the total primary energy consumed globally originated from Ffossil fuels (Ritchie
et al, 2020). To limit global warming to 1.5°C and to ensure secure energy supply this share needs to
be drastically reduced.

DON'T — Expand domestic production: Expanding domestic production facilities and
exploring new sites for fossil fuel production locks in emissions for decades.

Italy, the UK, and Canada have announced new mega projects to ramp up their domestic
oil and gas production (BEIS, 2022d; Gorman, 2022; Weir, 2022). The US has allowed for
oil and gas drilling on federal lands, which contradicts the Biden administration’s pledge
from 2021 to suspend new leases for oil and gas companies (Phillips, 2022).

Japan announced it will boost its investment in upstream LNG projects (Obayashi, 2022b).

Norway announced it will boost domestic gas production over the coming months to
satisfy the excess demand in Europe (Adomaitis and Buli, 2022).

Egypt and Algeria have signed deals with the Italian oil and gas company Eni to increase
gas production, and export additional gas to Italy (Atallah et al, 2022; Montanari, 2022).

Senegal, which currently exports no natural gas, could see support from Germany to
develop an offshore gas field and export it there as LNG (Rinke and Marsh, 2022).

DON’T — Sign new or expand oil, gas and coal import contracts: Diversifying only the
supply of fossil fuels instead of shifting demand to alternative energy sources is likely to
have negative consequences for the climate and future energy security, especially if such
moves create new dependencies. Yet this is precisely what appears to be happening:

The US has signed a deal to supply additional LNG to the EU (Renshaw and Chestney, 2022).

Many European countries heavily reliant on Russian gas have entered new contracts with
alternative fossil fuel suppliers.

Germany has signed a long-term LNG import contract with Qatar (Wintour, 2022). In
parallel, Qatar has announced it would double its LNG exports by 2025 to meet the
increased global demand for non-Russian gas (ibid.).

Italy, the UK, and Poland look to import fossil fuels from countries including Algeria,
the UAE, Egypt, South Africa, United States, and Australia (Al Jazeera, 2022; Nhede,
2022; Tan, 2022; Weir, 2022).

In December 2021, Shell pulled out of an oil drilling project in the North Sea, deemingit no
longer economically profitable. However, since the surge in prices after the beginning of
the war the projects became profitable again, and Shell is now reconsidering its decision
(Jolly, 2022).

IEA members have announced they will release 240 million barrels of oil from their
emergency stocks over the next six months (IEA, 2022¢).
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DON'T — Purchase discounted Russian oil / gas / coal: The trade embargos on Russian
fossil fuels have led to their oversupply in the market. However, this should not be seen
as an opportunity for governments to purchase large quantities of Russian fossil fuel at
discounted prices or secure good conditions for new long-term contracts with Russian fossil
fuel suppliers.

Since the start of the war, India has purchased at least 40 million barrels of heavily
discounted Russian oil, more than double of the amount purchased in all of 2021, taking
up some of the untouched oil supplies from recoiled European buyers (Verma, 2022).

China has entered multiple long-term contracts with Russia as it seeks to diversify its
portfolio of fossil fuel buyers (Eiterjord, 2022).

Serbia has entered a new three year contract securing Russian gas imports—with
“extremely favourable conditions” (Zick, 2022).

DO — Disincentivise domestic production: The global response to the war in Ukraine must
lead to systemic change within energy systems and economies with decarbonisation at the
heart of every decision. Governments should disincentivise an increase in domestic Fossil
fuel production.
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-9 Renewables and decarbonised power

Countries can secure energy supply and strengthen energy independence with a shift towards
domestic renewable energy sources. Domestic energy production can stabilise energy prices
by reducing supply risk. Renewables offer additional resilience—particularly in the face of energy
crises—over fossil fuels as their availability and operating costs are more predictable; the increase of
renewable demand also reduces the demand for fossil fuels, lowering their upward pricing pressure
(CEC, 2008).

DON'T — Relax plans to reduce emissions: Governments cannot use this energy crisis
as a justification to relax current emission reduction plans and foster business as usual
approaches through postponing the increase of carbon taxes, delaying the coal phase out,
or issuing waivers for industry standards. While coal may be able to play a crucial role and
serve as a bridge to secure a continuous energy flow, preventing the construction of new
gas infrastructure in the short-term, governments cannot postpone the overall coal-phase
out dates.

» The G7 ministers were discussing a binding uniform coal phase out date. While Germany,
the UK, Italy, Canada, and France were pushing for a coal phase out by 2030, Japan and the
US are reluctant, fearing it will pose a threat to their energy security in the wake of the
current energy crisis (DW, 2022). Delaying the coal phase-out will not ease any short-term
tension in the energy market nor create greater energy security: the war in Ukraine
should not be used as a justification to reduce ambition and delay the decarbonisation of
the electricity market.

» Ten European countries including, Germany, the UK, and Italy are currently discussing
deviating from their coal phase-out dates. Germany, for example plans to phase out
coal by 2030, but pushing this deadline back will not help ease the current tension in the
energy market (Cockburn, 2022; Nacke and Jewell, 2022).

DON'T — Invest in or promote “blue” hydrogen: Some governments promote hydrogen
production from fossil gas with carbon capture and storage. Such “blue" hydrogen has higher
CO, emissions than renewable hydrogen, and would require the deployment of expensive
and unproven CCS technology (Hare et al,, 2021). These government should rather redirect
investments meant for emission intensive blue hydrogen towards the development of green
hydrogen.

» Inits British Energy Security Strategy, the UK plans to produce at least half of its hydrogen
from “low carbon” sources (renewables and nuclear), and the rest from fossil gas with
carbon capture and storage.
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DO — Ramp up deployment of renewable energy: Expanding investments into renewable
energy developments will help countries achieve their climate goals and further reduce
their dependencies on fossil fuels. Fast tracking approval processes and reducing the admin-
istrative burden of new renewable energy projects will further stimulate the deployment of
solar, wind, and bioenergy.

» The European Commission has proposed to update the EU’s renewable energy target
in the overall energy mix from 40% to 45% by 2030 and several EU member states have
updated their renewable targets (IEA, 2022d). However, it could go further as PV additions
are increasing exponentially.

» Germany has recently released a green response package targeted at the expansion of
solar and wind. The German government pledges to make additional sites available to
renewable energy projects and remove bureaucratic barriers to speed up the planning
and approval processes (BMWK, 2022).

» The UK and the EU have announced they will simplify their permitting policies on
rooftop PV to promote self-consumption. Germany further declared it will update
and expand its transmission systems to make the grids more flexible and capable to
keep up with increased renewable energy flow (BEIS, 2022a; BMWK, 2022; European
Commission, 2022).

DO — Ramp up green hydrogen production: The steep incline of fossil fuel prices has
increased the competitiveness of green hydrogen significantly, making its production
cheaper than the one of grey and blue hydrogen (Rystad Energy, 2022). While high prices
make renewable hydrogen more attractive as a low-carbon energy carrier, the expansion
of green hydrogen can also facilitate increased energy security. Green hydrogen can be
produced more widely compared to fossil fuels which are governed by only a handful of
resource rich countries, and create decentralised trade routes (IRENA, 2022b).

Policymakers should use the momentum to leapfrog fossil fuel expansion, and significantly
scale up their investments into renewable hydrogen.

» The EU has announced it will expand domestic green hydrogen production by 5 Mt and
increase green hydrogen imports by an additional 10 Mt by 2030 (European Commission,
2022).

DO — Reinvest windfall profits of fossil fuel energy companies' revenues in renewable
energy: Since Russia invaded Ukraine, energy prices have skyrocketed as fear of sudden fossil
fuel supply shortages grows. High energy prices create an opportunity for governments to
tax the windfall profits of fossil fuel and energy companies, reinvesting that income into
expanding renewable energy sources.

» The EU’s response package REPowerEU contains a framework on how to tax windfall
profits efficiently (European Commission, 2022). While many countries in the EU are
discussing the introduction of these taxes Bulgaria, Romania, Italy, and Spain have already
implemented them (Sgaravatti et al,, 2022).

» UK has introduced a 25% additional tax on fossil fuel company profits (James and Bruce,
2022).
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Price incentives

Over the last two years, global oil and gas prices have increased drastically, a similar jump in prices
was last recorded in 1973 during the global oil crisis (World Bank, 2022).

DON’'T - Reduce taxes for petrol/diesel or car commuting: High gasoline prices increase
the competitiveness of alternative modes of transport, making them more attractive to
consumers. But many governments want to protect their populations from high energy
price shocks, temporarily applying a flat rate support for fossil fuels. If this compensation
applies to allit will disturb the natural demand reduction, foster business as usual behaviour,
decelerate the shift to low carbon transportation, and significantly increase government
expenses. These subsidies would be better targeted to support the lower socio-economic
sections of society who cannot afford the high prices.

Sweden and California announced a one-off payment for every vehicle owner (Archie,
2022; Frankfurter Allgemeine, 2022).

Japan, Korea, New Zealand, Canada, some states in the US, and most European countries
reduced petrol prices though tax cuts or fixed price limits (Archie, 2022; Frankfurter
Allgemeine, 2022; Ho-Jeong, 2022; NZ Herald, 2022; Obayashi, 2022a; Sgaravatti et al.,
2022).

Germany and Austria have increased the commuters’ allowance to compensate for higher
petrol prices (Frankfurter Allgemeine, 2022).

DON'T — Take over a share of the consumer energy bills: While it is important that
governments ensure affordable energy supply, and compensate lower-income households for
increasing prices, taking over a share of every household'’s energy cost will lead to a significant
increase in state budget spending and not incentivise households to reduce their energy
demand. Governments would be better to target support for the lower income household
that that cannot afford the high prices - or compensate households through tax redistribution.

The UK plans a GBP 200 automatic reduction of the energy bill of each citizen from
October (BEIS, 2022b). Greece and Norway have also announced to take over a share
every household’s energy bill (Frankfurter Allgemeine, 2022; Handelsblatt, 2022).

DON'T — Provide tax breaks for energy intensive industry: Introducing fixed energy
price ceilings, providing tax breaks and unconditional financial support to energy intensive
industries will support business as usual behaviour and not lead to areduced energy demand,
so it should be avoided.

In the RePowerEU plan the EU Commission announced it will provide additional funding
to ensure liquidity to industries to compensate for high energy prices (European
Commission, 2022).

The UK adopted a financial support scheme for high energy intense industries, Greece
and Norway announced tax cuts for all industries (BEIS, 2022c; Sgaravatti et al.,, 2022).

DO — Reduce oil and gas subsidies and raise/introduce carbon price when prices
fall: Governments should seize this opportunity to adopt an early phase-out of fossil fuel
subsidies and/or an introduction of a carbon tax at the time of reducing energy prices from
that very high level. Right now, a reduction or early phase out of subsidies - or the intro-
duction of a carbon tax - would lead to a lower price decrease, not a price increase, making
it more acceptable to the consumer. Under the new geopolitical situation policymakers
should re-evaluate their phase out plans. The G7 has already pledged to phase out fossil
fuel subsidies by 2025 (Gerasimchuk et al., 2018).

» Denmark announced the introduction of a carbon tax to further support the transition into
a low-carbon economy and decrease its dependency on Russian fossils (The Local, 2022).
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Behavioural change

The IEA has issued a 10-point plan to quickly reduce oil demand through adapting our behaviour,
finding that if its proposed actions were implemented, advanced economies could reduce their oil
consumption by 2.7 million barrels a day in only four months (IEA, 2022a).

DO — Incentivise slower driving using speed limits: The transport sector is still heavily
reliant on fossil fuels: 37% of the global end use emissions originate from the transport
sector (IEA, 2021b). Decreasing the speed limit by only 10 km/h on highways could result in
a demand reduction of 0.4 million barrels of oil per day (IEA, 2022a).

» The German government discussed introducing speed limits on highways which currently
do not have them, but this measure has so far not been approved (Schréder, 2022). As a
response to the 1973 oil crisis, the US had introduced a speed limit of 55 miles per hour
(~90 km/h) (US Government, 1974).

DO — Incentivise reducing room temperature (private and public buildings): The IEA
showed that the reduction of room temperature in Europe by 1°C can reduce the total energy
consumption for heating by 10 bcm of gas, which translates into a significant reduction of
energy bills (IEA, 2022a). Polices should incentivise the reduction of room temperature in
private and enforce it in public buildings.

» The EU proposed the implementation of energy saving measure in homes including
to lower the average room temperature by 1°C, but there are no concrete plans yet to
enforce this proposition (European Commission, 2022).

» The Dutch government has announced it will reduce the room temperature by 2°Cin over
200 governmental buildings (NOS, 2022).

DO — Provide incentives to reduce individual car use: The IEA's strategy includes
expanding public transport, cycling and walking infrastructure and encourages the shift
away from single person transport towards public transport and carpooling. So far only a
few countries have taken these options:

» New Zealand, Ireland, Italy, individual states in the US, and Germany announced
that they will temporarily decrease public transport fares (Archie, 2022; Frost, 2022;
NZ Herald, 2022).

» California looks to expand the public transportation system and invest in new cycling and
walking infrastructure (Archie, 2022).
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E Efficiency and electrification

The IEA calls energy efficiency the “first fuel of a sustainable global energy system” (IEA, 2021a).
However, improvements in energy efficiency are only progressing slowly and need to double to reach
the net zero by 2050 goal defined under the Paris Agreement (IEA, 2021a). In the long term, high
fossil fuel prices, if left unsubsidised, will advance the electrification process, trigger investments into
research and development, increase energy efficiency and help governments move to decarbonise
their economies by expanding carbon technologies.

DON'T — Loosen efficiency regulations: Rising energy prices should not be used as ajusti-
fication to relax energy efficiency regulations for the private sector.

» We have not yet seen any cases of implementation.

DO — Accelerate electrification in the transport sector / incentivise zero-emission
vehicles: Through incentivising zero-emission vehicles, governments can unlock benefits
like reducing fossil fuel dependency, improving air quality, and reducing emissions.

» Japan has announced far-reaching policies to foster the electrification of their transport
sector (METI, 2022).

DO — Accelerate electrification in the industry / stir innovation / R&D: Governments
should also implement policies that facilitate the electrification and hydrogen use of carbon
intensive industries, like low intensity heat and the steel and manufacturing sector. While
high energy prices will trigger innovation and investments into R&D in the private sector,
governments can play a crucial role in strengthening the legal framework and reducing the
financial risks of investments.

» The EU Commission has proposed establishing an Innovation Fund to accelerate
electrification and hydrogen use in industrial sectors and it has pledge to invest an
additional EUR 300m in the acceleration of the green energy transition over the next six
years (European Commission, 2022).

DO — Incentivise heat pumps & district heating and phase out gas boilers: The large
share of Russian gas imported to the EU is for domestic and industrial heating, so one of
the most powerful options to reduce dependency on Russian gas is the expansion of heat
pumps and district heating.

» The EU and the UK have pledged to significantly expand the installation of heat pumps
(BEIS, 2022a; European Commission, 2022).

» Denmark announced a ban on the installation of new gas boilers (The Local, 2022).
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DO — Enhance sector performance standards in industry and buildings: High energy
prices force industries to look for alternative fuels and processes that will reduce their
costs to stay competitive. A study by the Augsburger Allgemeine (Augsburger Allgemeine,
2022) found that as a response to the global energy crisis 75% of German companies plan
significant investments into energy efficiency measures.

Governments should raise the emission and energy standards for industrial processes, along
with targeting efficiency measure in the buildings sector. Emissions in the buildings sector
are increasing steadily, but to achieve the goals of the Paris Agreement these emissions
need to be halved by 2030 (BPIE, 2020).

Government response packages should therefore include policies to raise efficiency
standards, increase the renovation rate, and target insulation and heating. Domestic energy
efficiency measures are a low-cost option to further reduce dependency on fossil fuels.
This could include policies incentivising draught proofing windows, installing smart meters
or switching out conventional light bulbs for energy efficient LEDs. Agora Energiewende
showed in in a recent study that similar short-term measures can almost halve German gas
demand for buildings (Buck et al.,, 2022).

» The EU’s proposed energy saving and efficiency measures are estimated to save up to
10 bcm of gas by 2030 (European Commission, 2022). The REPowerEU package provides
a regulatory framework and guidance on to the implementation of these measures, and
sets out an initiative that will support energy efficiency measures in sub-Saharan Africa
and North Africa (European Commission, 2022).
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States, Togo, Australia, Nepal and Trinidad and Tobago.
Contact: Dr. h.c. Bill Hare, +61 468 372 179
climateanalytics.org
ewClimate Institute is a non-profit institute established in . NewClimate Institute
\ NewClimate Institute i fit institut tablished in 2014. NewClimate Institut
/] supports research and implementation of action against climate change around the globe,

covering the topics international climate negotiations, tracking climate action, climate and
development, climate finance and carbon market mechanisms. NewClimate Institute aims
at connecting up-to-date research with the real world decision making processes.

Contact: Prof. Dr. Niklas Hohne, +49 173 715 2279
newclimate.org
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