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The energy transition
doesn't come for free

In the end, however, it will

strengthen Germany’s economy

This week, | had the opportunity to attend the traditional Capital
Market and Investment Conference (KaplnKon) hosted by
LBBW in Frankfurt. We followed fascinating discussions about
geopolitics and the US elections, featuring high-profile guests
like former German Vice Chancellor Sigmar Gabriel and Colonel
Dr. Markus Reisner, a renowned Austrian military historian.

Can the energy transition succeed?

Under this title, | discussed with Arina Freitag, CFO of the Dutch-
German grid operator TenneT, the prospects for Germany's en-
ergy transformation. And | learned along the way: Nearly two-
thirds of the audience see the energy transition as an opportunity
for Germany rather than primarily a risk.

For this assessment and the accompanying hopes to be fulfilled,
considerable efforts are still needed. For too long, Germany has
indulged in the pleasant illusion of a "green economic miracle,"
where it would effortlessly glide into a new, golden (or rather:
green) era. We know today that this was naive from the start.
The transformation is capital-intensive and requires substantial
investments in infrastructure, not least in more powerful grids
and storage systems that make renewable energy available
when and where it is needed. The benefit of lower energy costs
follows only thereafter.

The bill, please!

Germany's energy strategy envisions that by 2030, 80% of elec-
tricity should come from renewable sources. Currently, the coun-
try is at about 57%. Considering that electricity consumption will
rise rapidly due to the spread of electric vehicles, heat pumps,
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and similar technologies, the capacity of renewable power gen-
eration would need to double by 2030. The goals were estab-
lished in 2021 because Germany's Federal Constitutional Court
ruled that the Basic Law demands climate neutrality to protect
the rights of future generations. Germany is also a signatory to
the Paris Agreement. Transformation is without alternative.

But the overhaul of the energy sector does not come for free. To
achieve the energy transition goals, investments of 721 billion
euros are needed by 2030, according to a study by the German
Association of Energy and Water Industries (BDEW) and EY.
About half of this amount is allocated to the expansion of gener-
ation capacities. The required sum corresponds to annually
2.5% to 3% of Germany's GDP by 2030.

Who will pay for it?

The investment is substantial but manageable, especially since
billion-euro expenditures for fossil fuels will gradually disappear,
and significant costs would also arise from maintaining the cur-
rent course. The bulk of the expenditures will fall on private in-
vestors. They primarily need planning security and streamlined
approval processes. There is still room for improvement here!

However, the public sector will also have to bear part of the in-
vestments. The question arises whether Germany should bur-
den these costs on the current generation, which is largely re-
sponsible for climate change. That would mean strengthening
state revenues, in plain terms, raising taxes. Alternatively, the
burden could be placed on future generations, who will one day
enjoy the benefits of affordable green energy. This would require
loosening the strict limits on government’s debt break. A neither-
nor approach is dishonest. Personally, | agree with the KaplnKon
audience: if Germany pushes ahead with the energy transfor-
mation, it will strengthen its economy. But not overnight. The
gods of transformation have placed sweat before success!

Annual costs
of the energy
transition: over
2.5% of GDP

More honesty
in intergenera-
tional burden
sharing
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