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China’s energy shield, Europe’s vulnerability
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At a time of high oil and gas prices, China’s still-heavy reliance on domestic
coal could give it an additional competitive advantade over Europe.

CHINA’S ENERGY MIX TO DAMPEN THE RISE IN ENERGY COSTS
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Note: Europe includes more than 30 countries, including the EU27.

THE CONTEXT

The recent decline in oil and gas prices offers Europe some breathing space. But it would be a mistake to confuse
short-term market relief with lasting strategic comfort. The deeper lesson from the US-Iran war is that, in a world of
recurring geopolitical shocks, economies with a large domestic energy buffer are better protected than those without
one. In this respect, China and Europe sit at opposite ends of the spectrum — with potentially far-reaching
consequences for growth, competitiveness and industrial resilience.

THE DATA

As our chart shows, almost two thirds of Europe’s energy consumption are covered by oil and
gas — and both must be largely imported. Renewables account for nearly 15% of Europe’s
energy mix, while nuclear and coal each contribute roughly 10%.
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China’s energy distribution looks very different. Oil and gas account for around one third of its
energy use, while more than half still comes from coal, most of it produced at home.
Renewables and nuclear together account for about 10%. This coal dependence clearly has a
negative impact on the global climate. However, economically, it dives China a powerful buffer:
it softens the blow from higher global energy prices, protects households’ purchasing power
and helps keep industrial energy costs under control.

OUR VIEW

China’s energy-cost advantade is likely to increase the pressure on competitors in Europe and
Asia, including in Japan and South Korea. As global growth is set to slow and energy costs begin
to bite harder elsewhere, Chinese companies are well positioned to capture additional market
share. This risk applies particularly to European and German manufacturers, which have been
struggling to ward off fierce competition from China. Energy-intensive sectors in Europe,
notably chemicals and pharmaceuticals, may be hit harder than others. Furthermore, this
comes at a critical point as persistently higher US tariffs on Chinese goods would sustain the
risk of Chinese exports being diverted from the US to the EU — adding another layer of pressure
to European industry.

OTHER THINGS TO NOTE
EUR-USD strudgles below 1.17, with the 1 May deadline approaching

EUR-USD fluctuations close to 1.17 indicate that markets are following a purely day-to-day
logic at present. Yesterday, weak preliminary PMI surveys across the eurozone for April
dragged the pair below 1.17 but left it above the 1.1650 support level. The USD is likely to
remain broadly firm for now given the still prevailing risk-averse mode. Yet investors cannot
take the risk of being too short EUR-USD if the Middle East picture improves and risk appetite
resumes. While US President Donald Trump said that he will determine when the ceasefire
ends, 1 May — when the 60-day limit the War Powers Act gives the president to wage war
without authorization by US Congdress expires — might represent a first deadline. President
Trump has four main options, as he can: 1. ask US Congress for approval to continue the
war; 2. progressively reduce US participation in the conflict: 3. directly extend the conflict
for another 30 days, still without authorization by US Congress (but he can use this facility
only once); 4. simply shrug it off and continue the conflict, as many US presidents have done
in the past (for example President Barak Obama during the strike adainst Libya in 2011),
although this may limit possible intervention (no troops allowed on the ground, for
instance). The last time US Congress authorized an extension of the war beyond 60 days
was during the war in Iraq in 2002. (R. Mialich)
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Legal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the deneral public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchange rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.
8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damades that may arise to anyone from the use of this
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imadges, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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