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 Energy prices have risen globally, and while the base case remains for prices to 

reverse lower in 2022, risks of more persistent effects on euro area growth and 

inflation remain. 

 The gas price surge has been a result of recovering industrial demand, high 

demand for heating and cooling, and limited supply of gas and renewable energy.  

 Elevated energy prices combined with cost-push inflation from ongoing global 

supply issues pose challenges for manufacturing and real disposable income, 

which European governments have already tried to soften. Nevertheless, timing is 

unfortunate as the post-pandemic recovery is still vulnerable to setbacks. 

Severe gas shock expected to last through winter 

As European gas futures hit 100EUR/MWH, market concerns of a looming energy crisis 

in Europe have risen. The rapid rise in European natural gas prices has been a result of a 

combination of factors. Demand has been driven up by both the very cold winter and the 

subsequent hot summer, which boosted households’ heating and cooling needs. The 

reduced production of nuclear power has increased the relative importance of fossil fuels 

and renewable energy. The hot summer, however, also reduced electricity supply from both 

Northern European hydropower plants (Chart 1), as well as wind power.  

The lack of alternative energy sources has increased demand for fossil fuels, and especially 

natural gas, and inventory levels have fallen below normal levels ahead of the high-demand 

heating season. The development can also be seen as a part of the more long-term European 

green transition challenge, where rising CO2 prices encourage a shift towards renewables, 

yet the limited capacity leaves gas as a ‘go-to’ solution for more polluting fossil fuels.   

The rise in energy demand is not Europe-specific, however. Cold weather and the post-

pandemic recovery in industrial activity have increased demand also in Asia, which has 

already led to energy rationing in many Chinese provinces. From European perspective, 

this limits the global LNG supply, which could theoretically be shipped to Europe, as large 

share of the supply has already been tied to Asia with long contracts (Chart 3). 

Market expects prices to moderate towards spring 

Gas futures markets expect prices to remain high through the winter, before falling next 

spring (Chart 2). This largely reflects the cyclical nature of energy demand, and also 

highlights the uncertainty over the winter, as the upcoming weather is both important for 

prices yet highly unpredictable. We are now past the peak in the global recovery pace and 

approaching both fiscal and monetary tightening over the coming year. Moderating 

industrial growth should also limit upside in energy demand. 

Yet, the rise in prices hits at an inopportune time, as the post-pandemic recovery is 

still vulnerable to setbacks. The higher prices come on top of the still ongoing global 

supply shortages, which continue to increase prices of inputs and raw material, and the 

power rationing in China could further delay easing of the situation. Labor shortages
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continue to put upward pressure on wages especially in the US, but also in other parts of 

the world as we highlighted in Research Global - Stagflation' risks on the rise, 15 

September. 

Rising headwinds for European consumers 

While the euro area HICP weights of gas (1.9%) and electricity (2.9%) are relatively 

small, a surge in gas and electricity price inflation to 30-40% could be on the cards in 

the coming months (Chart 4). This will be somewhat offset by the falling, but still positive 

contribution from changes in oil prices. Overall we expect the euro area energy price 

inflation to remain elevated for the remainder of this year as higher gas and electricity prices 

are countering falling inflation rates for transport fuels (see Research Euro Area - Rising 

pipeline pressures for euro inflation, 17 September).  

The pass-through from higher gas prices to consumers will probably be highest in 

Italy, given that gas accounts for 38% of energy consumption (compared to 23% in 

Germany, 22% in Spain and 15% in France). With euro area negotiated wages growing by 

only 1.7% in Q2, inflation rates in excess of 3% for the remainder of this year point  to an 

increasing erosion of purchasing power, which we expect to show up in a noticeable 

slowing in euro area private consumption growth to 1.0% q/q during Q4, after Q3’s post-

lockdown surge. However, the emerging European energy crisis will not only hit real 

incomes, but it could also lead to production outages in manufacturing which has already 

been seen in China. 

European governments have become aware of the danger that elevated inflation 

pressures pose to the economy. Several countries have over the last weeks announced 

schemes to soften the blow on consumers, especially low-income households. Spain and 

Italy announced temporary VAT cuts, while France, Italy and Greece have planned 

subsidies for fuel payments. So far the adverse impact of higher inflation on consumer 

sentiment has seemingly been limited. Euro area consumer confidence rose marginally 

during September, remaining above pre-pandemic levels and high frequency indicators 

point to a continued high willingness to spend despite rising prices (Chart 5). Furthermore, 

according to ECB estimates, households in the euro area have amassed more than EUR 

500bn in extra savings, over and above the normal saving rate, that also compensate for the 

real income losses on top of government compensation measures. With inflation rates 

expected to fall back again in 2022, we also expect adaptive consumer inflation 

expectations to come down again. That said, should elevated inflation persist for longer 

than expected in H1 22, it could raise the spectre of higher inflation expectations feeding 

into the upcoming wage negotiations during 2022, posing a challenge to ECB’s transitory 

inflation narrative.  

In conclusion, while the base case remains for energy prices to moderate towards 

2022, risks of more persistent effects remain. The key risks include power outages  

weighing on industrial growth, lower real household income dampening private 

consumption and higher long-term inflation expectations posing risks to ECB’s current 

view on inflation. Even if the period of higher inflation proves temporary, the currently 

observed rise in prices could spark higher wage demands and thus more persisting inflation, 

which has already contributed to a rise in market’s long-term inflation expectations (Chart 

6).    

Chart 3: China is the largest LNG 

consumer in the world 

 

Chart 4: Gas and electricity inflation to 

rise steeply in coming months 

 

Chart 5: Consumer confidence not yet 

affected by rising prices 

 

Chart 6: Energy prices tend to affect 

longer-term inflation expectations as 

well 
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