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EXECUTIVE SUMMARY

e Exploding gas prices are aggravating an already dire situation: the number of households
in energy poverty in the EU28 has increased by more than +50% until June 2022. But worse
is still to come: Looming gas shortages could drive retail prices up by 200%, tripling the
share of German households struggling to pay energy bills to 8.4% by the end of the year.

e |mplemented counter-measures such as tax cuts and price caps have serious shortcomings,
not least in curtailing incentives to save energy. A dual-pricing scheme could be a better
approach. This would allow each household to buy a pre-defined quantity of energy to
power its home at an administered price, while all further energy needs have to be bought
at market price.

e  Beyond this first layer of ad-hoc crisis measures, a new social contract is needed to mitigate
the regressive impact of climate policy and to safeguard the green transformation. The best
solution would be the introduction of a new benefit, a type of “energy money” but with a
twist: the payment (full or smaller amounts) is made to a so-called “energy savings
account”, i.e. the amounts are not consumed but (partially) saved; these savings are topped
up by the state. In this way, two birds can be killed with one stone, resulting in behavioral
changes to use less energy and the build-up of financial reserves by low-income
households.

The gas crisis threatens to morph into “Gasmageddon”.

Energy poverty is an old scourge in the EU. Even before today’s energy crisis began, millions
were struggling to keep their homes heated and pay their energy bills due to low income, high
prices and poor energy efficiency. According to the European Commission’s Energy Poverty
Observatory (EPOV), 6.6% of households in the EU28 were unable to pay utility bills on time
(known as arrears on utility bills) in 2018 and were at risk of being disconnected from the power
grid. Meanwhile, 7.3% could not adequately keep their homes heated and 16.2% spent over
twice the national median for energy expenses as a percentage of income.

The situation has worsened significantly this year as the invasion of Ukraine has caused gas
prices to explode to levels not seen in well over a decade, as shown in Figure 1. On average,
household gas prices across the EU have increased by +22% from 2021 levels. But in Germany,
the UK and the Netherlands, gas prices have surged by +58%, +83% and +85%, respectively.
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Figure 1: Household natural gas prices in the Eurozone
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As a consequence, the number of households in energy poverty in the EU28 has increased
by more than +50% as of June 2022. Figure 2 shows the increase across the EU for arrears on
utility bills. In the Netherlands, for example, arrears increased from 1.2% in 2021 to 3.9% in
2022, a record high for the country since the European Commission began tracking these
statistics in 2005. In the UK, the increase was from 4.7% to 7.1% and in Germany from 2.4% to
4.0%. The only exception is France where a flurry of measures, including direct interventions in
the gas market, has kept the number of households in energy poverty flat (see appendix for
an overview of measures to combat the gas crisis).

Figure 2: Percentage of the population experiencing arrears on utility bills

14%
12%
10%
8%
6%
4% \/
2%

0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Germany France

Belgium — SpAIN

Italy Netherlands — em— UK

Sources: Household Energy Price Index, Eurostat, Trading Economics, EPOV, Allianz Research.



However, the worst is still to come. Looming gas shortages could drive retail prices up by
200%, tripling the share of German households that is struggling to pay their energy bills.
For many countries, such as Germany, the share of the population facing energy poverty is
only expected to get worse as the year goes on and the gas crisis becomes more entrenched.
Using a regression analysis, we estimate the relationship between household energy prices,
gross disposable income and energy poverty indicators from 2010 to 2018, and apply our
findings to current energy prices. Our analysis shows an increase in household gas prices of
+58% from 2021 to 2022 (until June) in Germany. With the reductions of natural gas supply
from Russia in early July, gas prices may increase anywhere from +71% to +200% compared to
2021. Against this backdrop, Figure 3 shows that as much as 8.4% of the German population
could be experiencing arrears on utility bills by the end of this year, an unprecedented event
that could cause a serious fray in the country’s social fabric; “Gasmageddon” looms.

Figure 3: The forecasted impact of further gas price increases on Germany’s population
struggling with arrears on utility bills
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A dual-pricing scheme could address the shortcomings of the counter-measures implemented
so far.

The counter-measures implemented by governments so far, such as tax cuts and price caps,
have serious shortcomings, not least in curtailing incentives to save energy. A dual-pricing
scheme might be worth considering. Many EU member states have already passed legislation
to shield consumers from high energy prices, implementing subsidies or price caps (see
appendix). Most measures, however, have serious shortcomings. Many of them are not targeted
but let all households benefit, regardless of their income levels — (temporary) tax cuts or the 9-
Euro-Ticket in Germany are prominent examples. Other measures such as price cuts distort the
market mechanism; price signals no longer work. While others might be targeted (e.g. grants to
low-income households), they are perceived as rather arbitrary and/or insufficient. And all
measures suffer from a fundamental weakness: They undermine incentives to save energy,
which should be the order of the day. A dual-pricing scheme, as advocated by economist Jean
Pisani-Ferry?, could address these shortcomings. The idea is quite intriguing: every household
would have the right to buy a certain needs-based quantity of energy to power its home at an
administered price; all further energy needs would have to be bought at market price. The

1 With Olivier Blanchard in Le Monde 19 May 2022.



simplest approach to define the allotted quantity would be a “grandfathering” one, i.e. basing
it on the previous years’ energy consumption but with a deduction of, say, 25% to incentivize
energy savings. This would give all households an incentive to reduce their energy consumption,
but provide large transfers to richer households that are not at risk of energy poverty. Therefore,
it should be combined with limiting the upper “ceiling” amount of the grandfathered energy by
the median consumption. This would ensure incentives for all consumers while accounting for
their capacity to cope with the burden. For the administered price, the prevailing levels before
the crisis could act as a guide. Such a scheme has two advantages: it’s flexible and redistributive.

e Flexibility: The administered price as well as the allotted energy can be set in accordance
with the desired level of protection (itself a compromise between the need to help and
available fiscal space). For example, the allotted quantity can be set at more than 25%
below past consumption and the quantity ceiling can be lowered below the median in order
to increase saving incentives and reduce the number of protected households (and the costs
of the scheme). Moreover, the administered price and the allotted quantity should be
dynamically adjusted annually to keep incentives to save energy intact; ultimately, the
administered price should converge with the market price.

e Redistribution: As high-income households tend to live in bigger homes (and have more
electrical gadgets), they are forced to buy more energy at market price; relatively, the
support for low-income households will be (much) higher?. To strengthen the redistributive
character of the scheme, an income threshold (e.g. the level of the so-called “rich tax” in
Germany) could be introduced, beyond which households are no longer entitled to buy
energy at administered prices at all. This would, however, complicate things a bit as the
scheme could no longer be administered by the utility companies only; the “excess” subsidy
would need to be collected by tax authorities later on.

A back of the envelope calculation gives a price tag of around EUR22bn (0.6% of German GDP)
for gas consumption. However, this assumes that the administered price equals the pre-crisis
average. By setting the administered price differently, costs can be reduced variably. If, for
example, the administered price is set at twice the pre-crisis level, costs would fall to EUR8.4bn.

A new social contract is needed to safeguard the green transformation.

Beyond this first layer of ad-hoc crisis measures to avert gasmageddon, a new social contract
is needed to address the long-term challenges of the higher energy prices likely during the
green transformation. High energy prices and hence energy poverty are here to stay, given the
changed geopolitical landscape and the need for more aggressive measures to tackle the
climate crisis. In particular, climate policy is inherently regressive. There are two channels of
impact: via the generation of income (labor) and the use (consumption). Overall, the
employment effects of the green transformation are likely to be small, at least in net terms. In
fact, there is likely to be a massive shift in jobs across sectors and regions. “Green” jobs will
require different and higher skills, so lower-skilled workers are likely to be hit hardest by these
upheavalsin the labor market. In the course of the green transformation, relative prices will also
change: Carbon prices make energy consumption more expensive, and regulations and
standards will drive up the prices of housing and food, for example. This will affect different
income groups differently. Even if their energy consumption is generally lower, lower income

2 Though richer households tend to live in more energy-efficient buildings, their saving incentives are not
offset by this as their energy demand typically rises quicker with income than their energy savings
through higher energy efficiency.



groups will suffer particularly fromrising prices. Therefore, more needs to be done over the long-
term to protect the most vulnerable households. Social justice demands that corrective action
be taken here to ensure an equal distribution of the costs and benefits of the green transition.
An unequal distribution could result in significant delays in the transformation of economies,
whether through protests against necessary closures of factories and mines or through overly
timid measures in the pricing of emissions. The mistakes made in globalizationin the past should
not be repeated: although the internationalization of value chains has significantly increased
global prosperity and produced many winners (in all countries), there have also been many
losers, whose welfare losses and difficulties to adjust have been inadequately addressed by
policymakers.

Climate-proof social policy should include permanent subsidies to low-income households
(so-called “energy money”). With regard to labor markets, new instruments are not necessary
but the consistent use of active labor market programs (e.g. job brokerage services, support to
start-ups) is. In addition, targeted training and skill development programs are needed in order
to reskill and upskill workers, and support their transitions to new jobs, potentially in new
occupations or sectors. To support consumption during the green transformation, there are two
options available in principle:

e First, integrating the social measures accompanying climate policy into the existing system
of social benefits. The advantage of this is that implementation and administration should
be relatively simple. The disadvantages, however, are more serious. First, the measures lack
visibility and are likely to be understood by those affected as “business as usual”; from the
point of view of political economy, this is problematic as it is unlikely to help increase the
acceptance of climate policy. In addition, there are two “technical” problems: the adjustment
of social benefits to changed prices generally takes place “after the facts”, meaning that
support reaches those in need only after a certain time delay. And the accuracy of the
measures must also be viewed critically, since only those already in need, i.e. households
already receiving social benefits, are covered. The group of those whose livelihoods are
threatened by rising energy costs is likely to be larger and extend into the (lower) middle
class — which is why many climate measures have been so unpopular in the first place. The
Yellow Vests movement in France has made this all too clear.

e Second, the introduction of a new benefit in the form of a direct energy subsidy, so-called
“energy money”. This involves fixed cash transfers to all those affected depending on their
income and social status (e.g. children). This form of social protection in the transition phase
would solve the problems of the first approach (integration). However, political decisions on
the amount of “energy money” as well as its scaling depending on income are likely to be
hard-fought. A pragmatic approach here would be to link the total payment amount to
climate policy revenues (e.g. carbon-tax, CBAM, ETS). In this way, the state would signal that
all revenues from the necessary measures to make fossil energy more expensive will
ultimately be returned to those affected. However, this does not solve the specific
distribution of funds.

The biggest advantage of “energy money” lies in its combination with incentives to change
behavior and build long-term savings. This is often the blind spot of climate policy: that it might
be possible to stop the climate crisis with just the right toolbox of prices and regulations to guide
the necessary technological transformation. In fact, however, achieving the 1.5°C target
requires far-reaching behavioral changes, vulgo energy savings. This also describes the
inherent dilemma of social compensation for climate policy: If it goes too far, the desired price
signals can be thwarted and there is no — or only insufficient — reduction in fossil energy
consumption (the so-called rebound effect). “Energy money” could be designed to minimize this



risk. The simple trick: the energy money is either paid out to a current account, i.e. it flows fully
into consumption, or the payment (full or smaller amounts) is made to a so-called “energy
savings account”, i.e. the amounts are not consumed but saved. (The savings vehicle — be it a
simple bank account, an investment fund or an insurance policy — can be chosen by the
households themselves.) The central idea is that the amount of energy money that households
save is doubled by the state. It is therefore — similar to Riester — a form of savings subsidized by
the state. This creates a great incentive not to spend the energy money immediately. In this way,
two goals can be achieved at the same time. On the one hand, households that save their
“energy money” have to adjust their consumption and use less energy in order to be able to
continue making a living, i.e. pay their energy bills. Second, it also enables poorer households
to build up reserves, whether for the purchase of residential property or for retirement. However,
there should be some flexibility in the disbursement of savings; for example, it would be
conceivable to allow withdrawals of up to half of the accumulated savings after every five (ten)
years, with exceptions for home purchase and retirement. In this way, the “energy money” could
be expanded into an innovative social benefit that kills two birds with one stone: safeguarding
the green transformation and alleviating social inequality.



APPENDIX

Country

Measures to address the gas crisis

Austria

One-time energy checks for households

Energy and commuting subsidies

Tax and tariff cuts

Investment support and compensation for companies

Belgium

One-time energy checks to most vulnerable citizens

“Fund for Gas and Electricity” which supports households not covered by the
social tariff

VAT reductions
Tax cuts for renewables

France

One-time payments to low-income households
Gas price caps

Reduction of electricity tax

Discounts on gasoline/petrol for motorists
Grant to road hauliers

Germany

One-time grants to low-income households

Elimination of the electricity price levy

Payment for students, vulnerable households, and the unemployed
Income tax and fuel tax reductions

Introduction of the 9 Euro ticket for public transportation

Measures to promote energy independence such as subsidies to replace gas
boilers with heat pumps

Reliance on coal power plants instead of gas

Ireland

EUR202mn to go to energy upgrades for low-income households at risk of
energy poverty

One-time payments to domestic electricity users
Tax rebates on vouched heat and electricity expenses

Italy

Elimination of gas and electricity general system charges

Reduction of VAT on gas

Reduction of gas prices

Tax credits for firms, SMEs, hauliers and energy-intensive companies
Option for citizens to pay energy bills in increments

Support to low-income households

Netherlands

One-time payment given to low-income citizens

Energy tax reduced for households and businesses

Reduction of VAT on energy

Implementation of insulation improvement for vulnerable households

Spain

VAT reductions

Reduction of the excise duty on electricity
Elimination of the generation tax

Price caps on gas

One-time payments to vulnerable households and increase of the social
bonus

Compensation to drivers of 20 cents per litre of gasoline
Subsidy to Spain from the European Commission to lower electricity prices




These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward -
looking statements that are based on management's current views and assumptions and involve known and
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed
or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends,

(v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels,
(viii) currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures,
and (xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these
factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE
The company assumes no obligation to update any information or forward-looking statement contained herein,

save for any information required to be disclosed by law.

Allianz Trade is the trademark used to designate a range of services provided by Euler Hermes.



