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The Need for a European Response to 

the Current Economic Situation 

  

 The post-2008 European economic context can be seen as the hardest since the 

start of the post-World War II integration process. Even with major economic crises 

(particularly in the period after 1973 and 1991-1993), the last 15 years have 

undoubtedly meant one of the greatest economic challenges since the beginning of the 

20th century, both in terms of impact and consequences and their duration. 

 The weak economic growth following the financial and housing crisis 

(particularly in the countries of southern Europe) has obviously been damaged by the 

COVID-19 pandemic. If this situation was complex enough, economic developments 

since the last quarter of 2021 send out a series of very worrying signals that may end up 

leading to a new recession. 

 From March 2020, with the beginning of the confinements in Europe, an intense 

debate on the characterisation of the economic crisis that was expected to occur began 

in various economic circles: would it take place in a V-shape, with a significant initial 

fall but a rapid recovery, or would it rather be L-shaped, with a significant fall and a 

subsequent stagnation? As health measures dragged on, it seemed increasingly clear 

that the breakdown of global value chains would need time to be restored, slowing 

growth and, therefore, making it difficult to return to production values similar to 

those before March. 

 Therefore, what initially appeared to be a rapid recovery from an external shock 

resulted in the Spanish economy not returning to its 2019 values until the last quarter 

of 2021. Precisely the quarter in which energy prices (and particularly gas) began a 

strong upward path that threatens to undermine the pre-COVID economic evolution, 

starting a new recessive period characterised by high inflation. 
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 It is necessary to make an appreciation on this reality: the inflationary trend is 

produced by an energy shock, not by the expansive monetary policy developed by the 

central banks since 2008 and extended from 2020. This element is essential, because 

the temptation to control inflation by raising the interest rate can lead to a vicious 

circle of terrible medium-term economic consequences in Europe. In this respect, it 

appears for the moment that the European Central Bank is maintaining a responsible 

attitude by keeping rates low. If interest rates were to escalate, we would see a very 

complex economic situation: it would be increasingly difficult to finance debt (both 

public and private) and access to credit would be difficult, limiting investment 

capacity, especially that of small and medium-sized enterprises, which would lead to 

lower consumption and therefore to lower activity and company closures. Obviously, 

this situation also has an impact in terms of both employment and wages, starting a 

vicious circle that can aggravate the recession. 

 Thus, the need to act in economic matters at present includes controlling energy 

prices, not over excessive monetary control that would cause greater problems and no 

solution. In particular, the inflationary cycle that we are going through is the following: 

the rise in the price of gas causes the rise in electricity prices; the rise in electricity, 

being a basic input for production in any economic activity, leads to higher prices in 

different sectors, with a particular impact on agri-food prices, which are very sensitive 

to changes in energy prices. Once agri-food products and energy start an upward path, 

the economic activity whole is pressured to raise prices, causing increasing inflation. 

 The consequences of this cycle are very dangerous: firstly because of the 

impoverishment of the majority of the population, since wages, pensions and social 

benefits are revalued much slower than prices increase. Secondly, because 

impoverishment via inflation impacts on companies since private consumption (largely 

dependent on wage developments) is reduced, generating lower incomes and, if the 
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situation worsens, closing companies and increasing unemployment. The danger of the 

present situation is to find ourselves at this point because economic recovery would 

necessarily have to be slower. 

 So, the question would be: how can we avoid reaching this situation? In view of 

the cycle described above, it seems that the essential thing to do is to block the rise in 

energy prices because they are the cause of the subsequent inflationary dynamics. In 

that sense, the European Commission itself, as well as many Member States of the 

European Union, are clearly aligned with the idea of modifying the current regulation of 

the electricity market. Firstly, and there is some consensus on this issue, it is necessary 

to prevent gas from continuing to set electricity prices, given that at the moment it is 

subject to very high rises and great volatility due to the sad situation in Ukraine, which 

in terms of market means great uncertainties and instability. Thus, gas futures markets 

(mainly financial and heavily speculative markets) began a spiral of price increases that 

multiplied the price of March 2021 by eleven. 

 This situation is worrying in itself due to the direct uses of gas (such as use for 

heat generation), but it becomes critical due to its impact on electricity markets. Here 

is the key to the current situation: given the difficulty of directly controlling the price 

of gas, it is imperative to, at least, control its transmission to electric prices. 

 The regulation of electricity markets in Europe has undergone a major change 

since the adoption of Directive 96/92/EC, which initiated a new regulatory development 

aimed at the creation of electricity markets. In the Spanish case (and in many other 

European states) the option for the development of this regulation resulted in the 

creation of a marginal market, whose fundamental characteristic is that the price of all 

electricity is marked by the price of the most expensive technology on the market. The 

economic logic of this mechanism may make sense under normal conditions, but in 

situations of energy crisis such as the current one it becomes totally dysfunctional as 
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the electricity price increases well above the real cost of production. Thus, on 8 March 

(the day with the highest peak of electric prices) electricity has multiplied its price in 

the wholesale market by 23 compared to the price of March 2021. 

 As expected, this price drift entails an increase in costs which affects families 

on the one hand and the entire business fabric on the other, where certain sectors are 

particularly sensitive to this situation, such as agri-food, transport and the electro-

intensive industry. The reaction of multiple European governments, as well as that of 

the European Commission, involves decoupling the price of gas from the marginalised 

market in order to avoid these rises. However, the viability of this measure remains to 

be seen in both regulatory and technical terms given the complexity of the sector. 

 At the same time, this situation represents the verification of the dysfunctions 

that marginalised markets can cause and which are at the moment putting the not post 

2020 but post-2008 recovery in jeopardy. Thus, it is necessary to reflect on 

transforming the current regulation towards a new model with two objectives that can 

never be exclusive: to minimise the electricity price for the consumer and ensure 

reasonable profitability for electricity companies in order to ensure the quality of 

supply. Achieving these objectives is possible if electricity prices are set based on the 

cost of production and not exclusively on the offers that companies make to the 

market given the current evolution of gas prices. 

 This transformation of energy markets is the only way to curb the economic 

trend of recent months that threatens economic developments in the coming years. If 

monetarist economic policy decisions are made in the coming months by raising 

interest rates and not controlling energy prices, inflation will continue to rise but 

access to credit and its financing will become more complex, which could undermine 

the positive impact that Next Generation funds can have on the European economy in 

terms of competitiveness, innovation and energy transformation. In parallel, this policy 
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must be European in order to ensure its success given the current interconnection 

between state markets. 

 There are two other elements linked to the present economic situation that 

must also be mentioned, they are linked to a just Energy Transition: the need to 

continue transforming power generation parks towards renewable energy and the need 

to direct the recovery towards lower incomes and wages to ensure that economic 

growth can be robust on the basis of an internal solid demand. 

 As regards the first element, the new proposal for a Green Taxonomy developed 

by the European Commission, incorporating both nuclear energy and gas into green 

technologies, can send misleading signals to the market: these two technologies are 

not (nor can they be) green; the first due to the production of nuclear waste, which is 

difficult to manage, and the second because it emits greenhouse gases. In addition, 

they are two technologies that to a greater or lesser extent reduce the continent’s 

energy sovereignty due to the need to import uranium and gas. Thus, incorporating 

them into the green energy catalogue may provoke new interest in investment in these 

technologies instead of directing these resources to clean technologies and with a 

component of greater energy sovereignty (since the wind does not depend on Russian 

imports). 

 On the second issue, it is obvious to think that the consequences of volatile 

energy markets with an increase in electricity prices end up affecting the weaker 

segments of the economy to a greater extent: in business, small and medium-sized 

enterprises and the self-employed, in the family economy, the lowest incomes, which 

need a greater amount of their resources to cover basic expenses (food, housing, 

energy or transport). It is particularly important to address this second issue, given 

that a policy of wage devaluation would be fatal for a weak European demand since 

2008. 
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 Thus, it is necessary to end with an economic dynamic that the economic 

historian Robert Allen defined as Engels’ Pause: a decoupling between productivity and 

wages, a characteristic of the economy of the first half of the 19th century, but also of 

economic developments since 1973. That is, although there are improvements in 

overall productivity, wages are not able to capture these improvements, with a trend 

towards stagnation or reduction in the long run. Thus, family consumption can only be 

maintained or artificially grown through credit, so in contexts of crisis or financial 

restrictions the lowest incomes will be the most affected. 

 There is, therefore, also a need for a new European social pact aimed at 

restoring post-war consensus on wages, not simply on the basis of greater social 

redistribution, but as a fundamental mechanism for increasing domestic consumption, 

a pressing need particularly acute for SMEs and the self-employed, who are less able to 

internationalise to new markets and are more dependent on domestic markets. 
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