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Electrify to compete: Europe’s path to
affordable, secure and sustainable energy

Executive summary

Electrification is central to Europe’s competitiveness, addressing the energy trilemma of
affordability, security and sustainability. Replacing imported fossil fuels with homegrown clean
electricity can shield EU industry from volatile costs and boost competitiveness. Yet, electricity
makes up just 23 per cent of final energy use, well below climate-neutrality needs.

Maintaining Europe’s global leadership in energy technologies will be critical to achieving this
transition. It requires coordinated procurement and incentive structures that boost our digital
competitiveness and resilience, not just in the long term, but now.' It also requires a secure,
interoperable digital backbone protecting energy grids and enabling Al-driven resilience across
Europe’s critical infrastructure more generally.

Delivering on this vision will require a structural transformation: expanding clean power generation,
upgrading grids and making it easier for businesses and households to switch. We recommend the
European Commission include the following key elements in its upcoming Electrification Action Plan:2

»  Set an EU-wide mandatory electrification target of at least 32 per cent as indicated in the Clean
Industrial Deal,® translated into national and binding sectoral targets and prioritise cost-efficient
electrification technologies in EU funds and the Industrial Decarbonisation Bank.

3 Improve the price ratio between electricity and fossil fuels by finalising the Energy Taxation
Directive revision,* and working with Member States to reduce or remove electricity levies and
other charges that can be funded through other means, e.g. via emissions trading system (ETS)
revenues, public finances or through levies on fossil fuels.

» Incentivise digitalisation of grids by allowing network operators to recover both operational
(OpEx) and capital (CapEx) costs, and adopt forward-looking grid planning and investment that
accounts for long-term electrification needs.

1 DIGITALEUROPE, Al and critical tech declaration, available at European Al & Tech Declaration page
- DIGITALEUROPE

2 European Commission, Electrification Action Plan, available at
https://energy.ec.europa.eu/news/have-your-say-eus-electrification-action-plan-and-heating-and-
cooling-strateqy-2025-08-28 en

3 COM (2025) 85 final.

4 Directive (EU) 2003/96.
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3 Set up clear grid connection queues based on clear, objective and measurable criteria, instead
of using the slower ‘first-come, first-served’ model across all Member States.

»  Reform existing grid connection frameworks to accelerate the connection of demand by
applying objective and transparent ‘readiness’ criteria allowing projects that are ready to connect
faster.

»  Clarify the flexibility needs of grid operators by market, provide clear incentives for consumers
to participate in flexibility markets on a voluntary basis and recognise the value of storage solutions
or grid support services.

» Enable the deployment of advanced clean energy technologies by streamlining and digitalising
permitting and access to finance.
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A core component of the EU’s competitiveness

The EU’s economic transformation hinges on balancing sustainability, affordability and security.
Electrification is the fastest way to cut reliance on costly, unstable fossil fuels, with today’s technologies
able to replace half of industrial fuel use.

However, progress remains too slow. EU electrification has stalled. Whilst supply is greening rapidly,
transport, heating and industry are not electrifying at the pace needed, creating an ‘electrification gap’ that
risks missing climate goals and weakening competitiveness. A major barrier is electricity’s cost, which is up
to 4.4 times higher than gas for energy-intensive industries, requiring lower taxes and levies.

This imbalance must be addressed by reducing taxes and levies on electricity. The remaining financing gap
can be covered by emissions trading system (ETS) revenues, public finances or, alternatively, by passing
these costs onto consumers of fossil fuels. Equally critical is limited grid capacity to handle new clean
generation and rising demand from electric vehicles (EVs), heat pumps and industry, causing long
connection queues. Outdated ‘first-come, first-served’ rules and insufficient digitalisation further constrain
existing capacity and demand-side flexibility.

Accelerating economy-wide electrification

Despite being central to the EU’s strategic agenda, electrification has stagnated at around 23 per cent over
the past decade, well below the 32 per cent target set for 2030 in the Clean Industrial Deal and far from the
Commission’s 50 per cent projection for 2040.° Sectoral data reveal a persistent 'electrification gap' — just
1.9 per cent of vehicles, 24.6 per cent of heating and 33.2 per cent of industrial processes run on electricity,
evidence that fossil fuels still dominate the EU’s energy use. The EU risks falling short of its 2050 net-zero
target.

Policy recommendations:

»  Set an ambitious EU-wide binding electrification target and embed an electrification
indicator in national energy and climate plans: A binding target of at least 32 per cent of
electrification of final energy use by 2030, building on what is indicated in the Clean Industrial Deal,
is key. This target should be complemented by establishing sector-specific binding electrification
targets.® The EU should integrate an electrification indicator into national energy and climate plans
to track progress, including adoption rates of key technologies, such as electric vehicles and
vehicle infrastructure, heat pumps and industrial solutions. This indicator could be formally
introduced in the upcoming review of the Energy Union Governance Regulation.” Such measures
would provide greater investment certainty whilst ensuring consistency across sectors and
Member States.

5 COM (2024) 63 final.

6 By 2035 most industrial processes will have at least one direct electrification solution technically
available at scale, which could cover 90% of these processes: See Enel Foundation, Compass
Lexecon and ERCST, Reviving Europe's Industrial Power: how to boost competitiveness through
enerqgy, 2024, available at https://www.enelfoundation.org/studies-research/articles/2024/11/potential-
and-benefits-direct-indirect-electrification-eu-industry

7 Regulation (EU) 2018/1999.
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» Leverage EU funds: The EU should prioritise direct electrification in the allocation of EU funds,
such as the Innovation Fund and the Connecting Europe Facility, and ensure the next Multiannual
Financial Framework mainstreams direct electrification. The €100 billion earmarked under the
Industrial Decarbonisation Bank should be directed towards achieving the 32 per cent
electrification target.

Unlocking capacity through digitalisation

As the electrification and decarbonisation of the EU energy system is accelerating, increasing its
digitalisation is essential to achieve the Union’s 2030 and 2050 climate targets in a cost-effective way. Yet
today’s electricity system faces key barriers: limited digitalised infrastructure, insufficient energy
management solutions and slow, uneven rollout of smart meters.

Without digitalisation, relying on physical expansion alone would require up to 152 million kilometres of new
wires by 2050.8 Digitalisation offers a smarter path. Grid-enhancing technologies (GETs) can unlock more
capacity without new lines whilst smart meters can enable energy savings of up to 10 per cent. Beyond
efficiency, digital tools support flexibility markets and decentralised generation.

Policy recommendations:

3 De-risk investments in grid digitalisation: Encourage the adoption of a total expenditure
(ToTEXx) approach for network operators, ensuring that, in addition to CapEx, OpEx costs linked to
digital solutions are fully recognised and appropriately integrated into their cost structures.®

3 Introduce performance-based rewards for grid operators: National regulatory authorities
(NRAs) assess and remunerate outcomes like improved line utilisation, faster connection times,
increased hosting capacity, customer satisfaction and transparency. It is also key to encourage
NRAs to benchmark transmission and distribution system operators (TSOs and DSOs) on their
uptake of GETs, creating transparency and promoting the adoption of best practices.

»  Accelerate smart meter deployment: Complete the rollout of smart meters by 2035 across the
EU to reduce grid costs, scale load flexibility and improve energy efficiency.

Lowering electricity costs for industry

The Draghi report and the Affordable Energy Action Plan both underline that electricity remains significantly
more expensive than fossil fuels, largely due to heavy taxation.’® This cost gap is compounded by limited
grid capacity, lengthy connection delays and underdeveloped demand-side flexibility. High upfront
investment needs and uncertainty in scaling electrified processes further slow adoption.

8 BloombergNEF, A Power Grid Long Enough to Reach the Sun Is Key to the Climate Fight, available
at https://about.bnef.com/insights/clean-energy/a-power-grid-long-enough-to-reach-the-sun-is-key-to-
the-climate-fight/.

9 As described in Article 18(5) of Requlation (EU) 2019/943, as amended by Regulation (EU)
2024/1747 regarding the ToTEx approach, and Article 59(1)(I) of Directive (EU) 2019/944 regarding
smart grid indicators SGils.

10 Mario Draghi et al., The future of European competitiveness, a report for the European Commission
and COM(2025) 79 final.


https://about.bnef.com/insights/clean-energy/a-power-grid-long-enough-to-reach-the-sun-is-key-to-the-climate-fight/
https://about.bnef.com/insights/clean-energy/a-power-grid-long-enough-to-reach-the-sun-is-key-to-the-climate-fight/
https://eur-lex.europa.eu/eli/reg/2019/943/oj/eng
https://eur-lex.europa.eu/eli/reg/2024/1747/oj/eng
https://eur-lex.europa.eu/eli/reg/2024/1747/oj/eng
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However, as more sectors electrify, grid upgrade costs can be spread more widely, ultimately reducing
tariffs for consumers. To unlock this potential, the EU must revise its framework to give industry access to
low-cost electricity, starting with correcting tax distortions between fossil fuels and electricity, modernising
the grid through digitalisation and streamlined connections, incentivising flexibility and enabling advanced
clean energy technologies.

Policy recommendations:

P

»

44

Improve the price-ratio between electricity and fossil fuels: Finalise the revision of the Energy
Taxation Directive to lower minimum taxation levels for electricity, ending the preferential treatment
on fossil fuels." The Commission should also encourage Member States to reduce or remove
electricity levies and other charges, like renewable/climate levies, that contribute to the high price
of electricity. Member States should also adopt measures including shorter depreciation periods
for clean technology assets and tax credits to offset high costs and boost investment in clean
technologies, as recommended in the Clean Industrial Deal Communication. The remaining
financing gap can be covered by ETS revenues, public finances or by passing these costs onto
consumers of fossil fuels. This would lower operating costs for electric technologies such as heat
pumps, EVs and electrified industrial processes, making the shift from fossil-based to electricity-
based solutions more competitive.

Require a transparent and non-discriminatory framework for managing connection queues:
Projects should be prioritised based on clear, objective and measurable criteria (e.g. land control,
permits, creditworthiness), with strong safeguards to prevent arbitrary decision-making and ensure
accountability. Member States should move away from the first-come, first-served model, where
connection applications are processes in order of arrival regardless of readiness, often causing
delays and inefficient grid use. They should instead opt for a first-ready, first-out approach,
removing speculation from the grid and prioritising projects that are ready for connection, as well
as providing value to the grid and the public.

To this end, we recommend exploring and adopting best practices from emerging active queue
management models across and beyond the EU to ensure fair, efficient and future-ready access
to the grid. The UK, for instance, applies regional technology quotas for generation capacity for
queue management, based on grid decarbonisation needs. It then prioritises the most mature
projects within each quota.'? This reform has helped remove speculative projects from the
connection queue, and to accelerate the connection of both demand projects and ready-to-build
generation or storage assets. We also highlight the importance of implementing a closely
monitored model that regularly tracks progress against key permitting milestones.

Foster voluntary, confidential, contract-based data-sharing between users, distributors and
producers of electricity to enable better grid planning: Customers should be able to share with
TSOs confidential, non-binding, location-specific estimates of their expected electricity demand
needs, including projections extending up to 10 years. For such voluntary data sharing to happen,
focus should be on organisational and technical measures to protect the commercial sensitivity of

1 COM (2021) 563 final.

12K government, Clean Power 2030 Action Plan: A new era of clean electricity — connections reform
annex (updated April 2025), available at https://www.gov.uk/government/publications/clean-power-
2030-action-plan/clean-power-2030-action-plan-a-new-era-of-clean-electricity-connections-reform-

annex
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any data possibly intended to be shared, as well as on the ability to update such estimates as
needed. This approach would provide TSOs with the critical visibility needed to justify and plan for
anticipatory investments, ensuring the grid is ready before bottlenecks emerge.

Accelerate grid permitting: Streamline permitting processes for grid infrastructure across and
within EU jurisdictions, including mobilising the Trans-European Networks for Energy (TEN-E)
framework to issue EU guidelines and establish priority ‘electrification acceleration zones’ for early
deployment of grid infrastructure projects.’ We also support the European Parliament’s call for the
full digitalisation of permitting procedures and the establishment of single points of contact in each
Member State, or ‘one-stop-shops,” where a single competent authority will be responsible for
streamlining interactions for grid network or GET developers.

Strengthening incentives for demand flexibility

Policy recommendations:

44

44

»

Technology agnosticism: Ensure that storage and demand response can participate equally in
all electricity markets, including balancing services, without barriers or discriminatory treatment, as
outlined in the Electricity Regulation.™ Although the regulation started to apply as of January 2020,
restrictive Member State rules continue to hinder demand response and storage assets.

Adapt flexibility products to diverse technical and operational parameters: Current flexible
connection agreements are often designed for dispatchable generation, e.g. solar, and are not
operationally viable for critical demand loads. This is typically due to requirements for near-real-
time activation and a lack of predictability, which are incompatible with the continuous operations
of certain industries, including data centres. These innovative products could be piloted and refined
through regulatory sandboxes, an approach that TSOs like Belgium’s Elia are already open to
exploring.

Develop new incentives to drive adoption: The current financial incentives for flexibility for many
industrial sectors, including data centres, are not sufficient to encourage large-scale adoption of
flexible operations, given both the costs and opportunity costs involved. Therefore, we recommend
that network operators and NRAs develop other types of incentives, such as accelerated grid
connection, to drive greater adoption of demand-side flexibility. while ensuring implementation of
flexibility provisions in the Electricity Market Design Regulation'. Policies should also recognise
that demand customers’ flexibility varies by time of day and season, and system needs should be
addressed holistically by clarifying the type of flexibility required.

13 Regulation (EU) 2022/869
4 Regulation (EU) 2019/943.

15 European Union Agency for the Cooperation of Energy Regulators (ACER) et al., Unlocking
flexibility: No-regret actions to remove barriers to demand response (2025), available at
https://www.acer.europa.eu/sites/default/files/documents/Publications/2025-ACER-Unlocking-

flexibility-demand-response-barriers.pdf

16 Regulation (EU) 2024/1747
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Enabling advanced clean energy technologies

Policy recommendations:

3 The EU should continue to prioritise R&D and industrial deployment of advanced clean
energy technologies to achieve the energy system decarbonisation: These technologies will
be needed to complement the rapid growth of wind and solar power, and to ensure additional EU
key priorities in terms of flexibility and reliability. To enable deployment of advanced clean energy
technologies, we recommend streamlining permitting for strategic clean energy projects, digitising
permitting processes and simplifying procedures for access to finance under the Innovation Fund,
European Investment Bank and the Important Projects of Common European Interest (IPCEls), as
recommended in the Draghi report. These should scale demonstration test beds, provide low-
interest or grant financing, and expand public investments in first-of-a-kind scale pilots, with
roadmaps for industrial deployments.
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DIGITALEURORPE is the leading trade association representing digitally transforming industries in Europe.
We stand for a regulatory and investment environment that enables European businesses across multiple
sectors, as well as citizens, to prosper through digital technologies. We wish Europe to grow, attract and
sustain the world’s best digital talent, investment and technology companies. Together with our members,
we shape industry positions on all relevant policy matters and contribute to their development and
implementation. Our membership represents over 45,000 businesses who operate and invest in Europe. It
includes corporations and scaleups which are global leaders in their fields, as well as national trade
associations from more than 30 European countries.
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