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Europe is facing its worst energy crisis in decades, with record high gas prices and 
record high power prices. The immediate cause for the spikes was an unexpected 
shutdown in some of the French nuclear fleet, and lower output from wind in 
Germany and Northern UK. The trend is likely to fuel further inflation and hamper 
growth in the region. To date, over 20 power retailers in the UK filed for bankruptcy. 
European governments rolled out a slew of policy measures aimed at lowering 
household electricity bills such as price caps, vouchers, suspension of VAT/taxes, 
subsidies, and clawing back power generation profits. Still, Italians are expected to 
face a 55% increase in household electricity bills in 1Q 2022,1 even after taking into 
account the EUR 8 billion spent since July by the government to curb price hikes.   
 
The European electricity crisis originated as a gas crisis. Growth in global gas 
demand, low European gas storage (less than 80% full vs 96% last year),2 and 
supply disruptions led to a 250% year-to-date rise in European gas prices with 
prices peaking at over 800% last month.3 As global gas markets became further 
integrated, Europe succumbed to the effects of China’s spike in demand, South 
America’s drought-induced demand for imported natural gas, production outages 
in Norway, and Russia’s fluctuating levels of supplies. Coal also saw surging prices 
thanks to its own supply disruptions and emergency gas to coal switching. To make 
matters worse, European renewable output was lower than usual. France 
unexpectedly shut down 10% of its grid in December and plans to shut another 
20% in January for nuclear plant maintenance.4 As a result, France, a major 
regional exporter of electricity, will be forced to purchase power in the market 
alongside its neighbors at elevated prices. Finally, Germany is pushing ahead with 
its well telegraphed but poorly timed shut down of half its nuclear fleet this year.5 
European power prices surged over the last few months, peaking at over EUR 
400/MWh compared to a 3-year average of 60 EUR/MWh. Last week, gas prices 
and power prices came down from these unprecedented highs as LNG shipments 
were diverted to Europe. However, prices remain elevated, and fears of supply risk 
and volatility persist as Europe heads into the coldest part of the year. 
 
The crisis is playing out against the backdrop of Europe’s longer term energy transition plan. Ironically, the crisis increased Europe’s 
use of coal and oil generators. Fossil fuels will continue to play a critical role in the energy transition despite potentially slowing demand 
and investment, especially because fossil fuels, unlike electricity, can be easily stored. Power prices are likely to remain volatile as 
Europe relies more on intermittent sources of renewable energy while also pushing towards greater electrification. Away from the near-
term confluence of destabilizing factors, over time, we expect investment in storage solutions and long-distance transmission lines to 
integrate electricity markets will help increase reliability.  
 
1) https://www.reuters.com/business/energy/italy-retail-power-bills-rise-55-next-quarter-regulator-2021-12-30/  
2) https://agsi.gie.eu/#/historical/eu  
3) https://www.theice.com/products/27996665/Dutch-TTF-Gas-Futures/data?marketId=5336900&span=2   
4) https://blinks.bloomberg.com/news/stories/R47LCSDWX2PU  
5) https://www.france24.com/en/live-news/20211231-germany-to-close-nuclear-reactors-despite-energy-crisis  
Chart) Bloomberg, https://blinks.bloomberg.com/news/stories/R4XIBADWX2PX 
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At GIA Partners, credit is in our DNA. We are a bottom-up credit manager who has managed credit 
portfolios in virtually every part of the world’s fixed income markets as well as through some of the most 
severe credit events in history. Additionally, our investment team has the distinction of being among the 
first to recognize and actively invest in global high yield and emerging markets debt.  

We have a thorough understanding of fixed income investments and their role in a globally diversified 
portfolio, which has rewarded our clients throughout market cycles. 
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Important Information GIA Partners, LLC (“GIA”) is an SEC registered investment adviser. 
This material is for information purposes only.  It does not constitute an offer to or a recommendation to 
purchase or sell any shares in any security.  Investors should consider the investment objectives, risks 
and expenses of any strategy or product carefully before investing. 

Forecasts and Market Outlook: The forecasts and market outlook presented in this material reflect 
subjective judgments and assumptions of the investment manager and unexpected events may occur. 
There can be no assurance that developments will transpire as forecasted in this material. Certain 
assumptions made in the preparation of the material may be subject to change without notice and GIA is 
under no obligation to update the information contained herewith. 
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