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Europe on the Brink

THE DEBATE ABOUT EUROPE’S ENERGY FUTURE — LESSONS FOR CANADA

EXECUTIVE SUMMARY

On September 9, 2024 Mario Draghi, the former Italian Prime Minister and former President of
the European Central Bank, delivered a to the European Commission offering his
recommendations as to how the countries of the European Union could “reignite sustainable
growth”. The report started with a statement of alarm — that “a wide gap in GDP has opened
between the EU and the US”, and that unless Europe addresses its lagging productivity growth,
it may fall into an irreversible economic decline.

To avoid this fate, Draghi recommends that the European Commission take action in three
areas. First, Europe must refocus its collective efforts on closing the “innovation gap” with the
United States and China, especially in advanced technologies. Second, Europe must develop
and implement a joint plan for “decarbonization and competitiveness”, including directing five
per cent of European income (i.e. 700 billion Euros per year, equivalent to $1,050 billion
Canadian dollars) to fund a public “green investment program” and other investments. Third, it
must “increase security and reduce dependency”, notably by forging “preferential trade
agreements and direct investment with resource-rich nations, building up stockpiles in selected
critical areas, creating industrial partnerships to secure the supply chain of key technologies
...and increasing defence industrial capacity”.

Writing on behalf of the Climate Intelligence Foundation (CLINTEL), Samuel Furfari offered a

of Draghi’s proposals with respect to energy policy. He especially challenged Draghi
thesis that decarbonization offers a major economic opportunity for Europe. After 45 years of
financing by the European Commission and member countries, renewable energy sources are
still being subsidized either directly or through consumer bills. In fact, European countries have
provided massive subsidies (exceeding 30 million Euros annually in Germany alone) to
renewable energies. The high energy prices there are undermining the competitiveness of
European industries and causing deindustrialization in more and more sectors.

Perhaps Draghi’s strangest contention is that the EU’s potential for innovation in so-called clean
energy technologies is a competitive advantage. The notion that the EU can outpace China in
the renewable energy equipment race through government subsidies is unrealistic.

Despite its claim to offer ideas for increased energy security, the Draghi report largely ignores
oil and natural gas. In 2022, the EU imported 96% of its crude oil, 83% of its natural gas and 54%
of its coal, amounting to a total of 57% of its energy consumption. Much of the supply comes
from Russia or Middle Eastern sources that are at risk of supply interruptions. Reducing oil and
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https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en
https://clintel.org/the-draghi-report-a-mistaken-vision-of-the-eus-energy-future/

gas import dependence may be a wise long-term strategy for improving energy security, but as
these energy sources will be needed for decades at least, a prudent approach to security would
include increasing domestic supplies and diversifying, not ending, the sources of imports.

In endorsing decarbonization as the way to increased energy security, Draghi ignores a key

geopolitical consideration. If it switched entirely from hydrocarbons to renewable energy Page | 3
sources, the EU would merely shift dependence from multiple oil and gas suppliers to a single

source - China. How this would enhance European energy security is a mystery.
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On September 9, 2024 Mario Draghi, the former Italian Prime Minister and former President of

the European Central Bank, delivered a report to the European Commission offering his
recommendations as to how the countries of the European Union
could “reignite sustainable growth”. The report started with a
statement of alarm — that “a wide gap in GDP has opened between

The future

the EU and the US”, and that unless Europe addresses its lagging of Bl

competitiveness

productivity growth, it may fall into an irreversible economic
decline. He might as well have been writing about Canada.

To avoid this fate, Draghi recommends that the European
Commission take action in three areas. First, Europe must refocus
its collective efforts on closing the “innovation gap” with the
United States and China, especially in advanced technologies.
Second, Europe must develop and implement a joint plan for
“decarbonization and competitiveness”, including directing five per
cent of European income (i.e. 700 billion Euros per year, equivalent to $1,050 billion Canadian
dollars) to fund a public “green investment program” and other investments. Third, it must
“increase security and reduce dependency”, notably by forging “preferential trade agreements
and direct investment with resource-rich nations, building up stockpiles in selected critical areas,
creating industrial partnerships to secure the supply chain of key technologies ...and increasing
defence industrial capacity”. It is notable that in all three areas, Draghi’s starting point is that
central governments (the European Commission), not private industry, must take the lead role.

Several authorities, writing from different perspectives, have commented on the Draghi report.
If there is a common theme, it seems to be that, while he has not erred in his assessment of the
economic problems facing the EU, his recommendations for action, and especially for spending,
are impractical. This is because of their cost and because European
Commission bonds (the proposed vehicle for financing) are now mistrusted
both by investors and member-state governments. Still, the Commission may THE DRAGHI REPORT:

. . . . . A MISTAKEN VISION OF
view the non-funding portions of the report as a useful guide for action. THE EU'S ENERGY FUTURE

WHEN CLIMATE PRIORITY
DROWNS OUT ENERGY REALITY

Samuel Furfari Comments

Writing on behalf of the Climate Intelligence Foundation (CLINTEL), Samuel
Furfari offered a critioue of Draghi’s proposals with respect to energy policy.



https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en
https://clintel.org/the-draghi-report-a-mistaken-vision-of-the-eus-energy-future/

In his report, Draghi strongly endorses decarbonization, or the complete replacement of the
current use of oil, natural gas and coal as energy sources and their replacement by 2050 by
some combination of new technologies and the complete electrification of the economy. He
accepts the thesis that decarbonization offers a major economic opportunity for Europe as
“over the medium term, decarbonization will help shift power generation towards secure, low-

cost clean energy sources”.

There is little evidence to date to support this thesis. Even
Draghi acknowledges the impact of current EU energy
policies on energy prices. EU companies face electricity
prices that are 2-3 times those in the US, and natural gas
prices that are 4-5 times higher. He claims, however, that
this is partly due to “fundamental issues with our common
energy market. Market rules prevent industries and
households from capturing the full benefits of clean energy
in their bills. High taxes and rents captured by financial
traders raise energy costs for our economy.”

After 45 years of financing by the European Commission
and member countries, renewable energy sources are still
being subsidized either directly or through consumer bills.
In fact, European countries have provided massive
subsidies (exceeding 30 million Euros annually in Germany
alone) to renewable energies. The high energy prices there
are undermining the competitiveness of European
industries and causing deindustrialization in more and
more sectors.

Draghi offers a qualification to his view that “clean energy”
(i.e. renewables and non-hydrocarbon energy sources) are
the path to European prosperity. As he writes:

“The EU faces a possible trade-off. Increasing reliance on
China may offer the cheapest and most efficient route to
meeting our decarbonization targets. But China’s state-
sponsored competition also represents a threat to our
productive clean tech and automobile industries.”

Samuel Furfari’s critique characterizes Draghi’s
endorsement of renewables as “perpetuating an illusion”.
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Finachice

Development And Integration
0f Renewable Energy:

Lessons Learned From Germany

July 2014

The challenges, costs and reliability issues with
renewables in Germany have been well-
documented for over a decade.

“While there is no doubt that the growth of the
renewable market led to new jobs, like in the case
of emissions reductions, it is less clear if it
happened in an efficient way. For example, if
380,000 jobs were created in 2012, and €14
billion were disbursed in payments to
renewables that same year (total amount of EEG
levy per year.), then it can be calculated that each
job received a €35,000 subsidy per year.
...Moreover, the total net employment is called
into question when assessing the total
macroeconomic impact. A recently published
study by the Institute on the Future of Labor
states that the increasing trend of electricity
prices affects jobs in other sectors. This study
calculates that the increase of the EEG levy from
5.28 eurocents/kWh in 2013 to 6.24
eurocents/kWh in 2014, will lead to the loss of
around 86,000 jobs, or 1.4 percent.

He states that, if Draghi’s energy policy proposals are adopted, “they risk further weakening in
the EU’s economic vitality and energy security, while only minimally impacting global

emissions.”


https://docs.wind-watch.org/germany-lessons-learned-0714.pdf
https://docs.wind-watch.org/germany-lessons-learned-0714.pdf

According to Furfari, the Draghi report, like many others, disregards the fact that wind and solar

energy are inherently intermittent and variable energy sources, which inflates the cost of

electricity due to the necessity to operate the electricity system in a sub-optimal manner.

Further, an electricity system dominated by renewable energies necessitates expensive

infrastructure for back-up production, storage, and transmission, all of which contribute to

escalating system costs. One has to wonder how many times and in how many places these Page | 6
basic facts need to be pointed out before senior policy makers like Draghi acknowledge them.

Perhaps Draghi’s strangest contention is that the EU’s potential for innovation in so-called clean
energy technologies is a competitive advantage. As Furfari notes, “China already dominates the
global production of solar panels, wind turbines, and batteries,
and is making swift advancements in areas where the EU still
maintains a lead, such as electrolysers. China also has significant
control over the extraction and processing of minerals such as
lithium, cobalt, nickel, copper and rare earths.” The notion that
the EU can outpace China in the renewable energy equipment
race through government subsidies is beyond “unrealistic”. It is
laughable. This is also the case for Canada.

Despite its claim to offer ideas for increased energy security, the
Draghi report largely ignores oil and natural gas. In 2022, the EU
imported 96% of its crude oil, 83% of its natural gas and 54% of
its coal, amounting to a total of 57% of its energy consumption.
Much of the supply comes from Russia or Middle Eastern
sources that are at risk of supply interruptions. Reducing oil and
gas import dependence may be a wise long-term strategy for
improving energy security, but as these energy sources will be
needed for decades at least, a prudent approach to security
would include increasing domestic supplies and diversifying, not ending, the sources of imports.

A Multi-Polar World at Risk

What About Energy Security?

In endorsing decarbonization as the
way to increased energy security,
Draghi ignores a key geopolitical
consideration. If it switched entirely
from hydrocarbons to renewable
energy sources, the EU would merely
shift dependence from multiple oil and
" [curons P T comonr o T curn et | o Proer [ ot~ i gas suppliers to a single source - China.
sdlary ateries | Eleorobsers | Heat pumps How this would enhance European
energy security Is a mystery.

Figure 7 Geographical concentration of current and announced manufacturing
capacity
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Notes: Wind refers to anshore wind nacelles in this analysis. For electrolysers, the analysis only includes projects for which
location data was available. Shares are based on manufacturing capacity. ‘Current’ refers to installed capacity data for 2022
“Project pipeline” refers to the sum of current installed capacity and all announced manufacturing capacity additions (as of
end-Q3 2023) through to 2030 “Other” refers to the aggregate of all capacity outside of the top three countries/regions. for|
each technology and timeframe.

Source: IEA analysis based on data from InfoLink, BNEF, WoodMac, BMI and UN Comtrade
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Eye-opening chart, German industry demise is self-inflicted. !'J Some of you asked why | post quite frequently about Germany.
This is what happens when green hysteria and grotesque overregulation
replace common sense, and the country is run by amateurs without any
prior relevant experience.

Well, German economy is so important that its self-inflicted demise will
impact Europe. It's really a pity to watch German society and economy
falling apart.

What needs to happen for Germans to wake up?
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Lessons for Canada

Furfari’s critique of the Draghi report includes some observations and recommendations for
action that are as relevant to Canada as they are to Europe:

Countries’ present and future economic and social wellbeing is contingent on abundant
and affordable energy.

We should avoid heavy state intervention in green technologies, overlooking market
indicators and economic efficiency. This approach neglects the reality that innovation
and competitiveness are products of private enterprise, not bureaucratic schemes.

The strategy of policy-driven capital redistribution reiterates the unsuccessful model of
top-down industrial policy, rather than empowering market forces and private sector
innovation.

A more efficient path to competitiveness would be to lower energy costs and regulatory
burdens, while allowing markets to guide investments towards the technologies and
business models they deem most economically viable.

Instead of extensive public expenditure and subsidies, policy makers should concentrate
on establishing a stable and minimalist regulatory environment, eliminating obstacles to
innovation and creating a level playing field for various energy technologies.

The energy and climate policy debates should be grounded in facts, not slogans, and
should engage not only experts and politicians, but also citizens and industry. All options
should be scrutinized without prejudice, including those currently deemed politically
incorrect.

The EU (and Canadal) requires a sensible energy policy, based on a balanced mix that
incorporates nuclear energy, oil, natural gas and mature, unsubsidized renewables.

It is crucial to acknowledge that oil and gas and nuclear energy will remain pillars of our
energy mix for decades to come.

Accordingly, natural gas should not be viewed merely as a transitional energy source to
be phased out, but rather as a cornerstone of our long-term energy security.

Page | 7



e The recipe for security of energy supply is this: assure the economic development of
domestic resources, diversify the range of energies used and the countries of supply,
and diversity the means and routes of transport.
e Without rational energy use, competitiveness is unattainable. While rational energy use
is a potent tool for improving our competitiveness, it is ultimately the responsibility of
consumers, not politicians. Any political measures aimed at enforcing energy savings Page | 8
merely impose bureaucratic constraints that penalize consumers, create inefficient work
for national and supranational administrations, and likely cost more than they yield.
e Innovation necessitates increased support for basic and applied research, not the
funding of politically determined projects.

As federal and provincial governments change over the next few years, one can only hope that
lessons like those offered by Furfari will influence policies here as well as in Europe.
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of a broad spectrum of literature on climate change, Friends of Science Society has concluded that the
sun is the main driver of climate change, not carbon dioxide (CO2).
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