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Background 

The EU is highly vulnerable to fossil fuel supply shocks. The EU is the most energy import dependent 

major economy in the world, save Japan and South Korea.i Electricity delivers 23% of Europe’s final 

energy demand. Although close to the US and global average, this is far behind countries like China - 

but also South Korea and Japan - which exceed 35%.ii,iii 

Displacing fossil fuels through electrification is the critical solution, with the economic and 

security case increasingly clear. The EU’s energy import bill in 2025 was over €335 billion.iv Oil and 

gas price volatility resulting from the conflict in Ukraine added nearly €1 trillion to the EU’s import bill 

over 2021-2024.i Since the beginning of the current conflict in Iran, fossil fuel imports have already cost 

an additional €50 billion.ii  

Recognising this, the European Commission has published an Electrification Action Plan. In 

development since early 2025, the Plan was published on 17th July 2026 and contains a combination of 

new and a reiteration of existing targets, plans and initiatives. 
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Summary 

Europe remains heavily exposed to fossil fuel supply shocks, with energy import dependency 

higher than most other major global economies. Against this backdrop, the European 

Commission’s new Electrification Action Plan sets a highly ambitious indicative target to 

double electricity’s share of EU final energy consumption by 2040 and backs it with several 

proposed measures. These include narrowing the price gap between electricity and gas, 

encouraging investment in electrified heating and cooling, reforming the carbon market to favour 

industrial electrification, and accelerating deployment of demand-side flexibility and smart grid 

infrastructure and operation. 

The Plan directly addresses key barriers to electrification, but uncertainty remains around 

the design, timing and detailed implementation of some measures. Regardless, the Plan and its 

proposals point to a structurally much larger role for electricity in Europe’s economy. 
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“The Electrification Action Plan is a clear signal that electricity is a core pillar of the EU’s 

industrial and energy strategy. By targeting the electricity–gas price gap, tying carbon market 

revenues to industrial electrification, and mandating smarter, more flexible grids, we believe 

that the opportunity space for investors in electrification is wide open. It moves from a 

focus on renewable power to the wider system of grids, storage, heat pumps, EV infrastructure 

and digital platforms that can unlock and manage a much larger pool of electrified demand 

across Europe’s economy. The Redwheel Ecofin Listed Infrastructure Strategy, which 

targets the companies and infrastructure assets at the heart of this structural growth 

theme, is in our view, well positioned to benefit.” 

Jean -Hugues de Lamaze  

Portfolio Manager, 
Redwheel  Ecofin Listed 
Infrastructure  Strategy  
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Doubling in a decade: A new target for electrification 

The plan introduces an indicative target to double electricity’s share of EU final energy 

consumption from roughly 23% today to 46% by 2040, with the Commission to assess this target as 

part of the post‑2030 Energy Union package later this year. This sits well above the 32%‑by‑2030 aim 

set out in the Clean Industrial Deal,ii and implies a massive switch to electricity use across transport, 

homes and industry – with rate of electrification growth increasing by nearly an order of magnitude. 

The Commission estimates this could cut EU gas imports by more than 70% and crude oil imports by 

more than 40%, reducing the bloc’s fossil fuel import bill by up to €260 billion per year by 2040, 

while also lowering electricity generation costs by around 20% and cutting CO2 emissions by 20-

30% from current levels.ii 

Fifteen ‘actions’ to accelerate electrification 

The Plan presents fifteen ‘actions’,ii which vary in their additionality and importance relative to existing 

or previously announced plans.  

The most significant are those designed to reduce the gap between electricity and fossil energy 

costs, which the plan recognises as the most important barrier to incentivising and accelerating 

electrification. The Commission sets a key objective to reduce electricity prices to below 2.5x gas 

prices for households and 2x for industry. Below these levels, the operating costs of heat pumps 

drop below fossil-based alternatives. Only 4 and 7 member states currently achieve these ratios for 

households and industry, respectively.ii 

• Legislation to align electricity bills and networks with electrification. Adopted alongside the 

Plan, a legislative proposal contains three key action themes. The first tightens EU rules to 

Figure 1 – Historic share of electricity in EU final energy demand vs future targets. Data sources: Eurostat (2026), European 

Commission (2026). Assumes linear change between 2025 and future target years. Graphic created by Greenwheel. The 

information shown above is for illustrative purposes. Forecasts and estimates are based upon subjective assumptions about 

circumstances and events that may not yet have taken place and may never do so.   

https://ec.europa.eu/eurostat/databrowser/view/nrg_bal_c/default/table?lang=en
https://energy.ec.europa.eu/document/download/0ac29166-0bf1-4174-98d9-50606d660025_en?filename=COM_2026_595_1_EN_ACT_part1_v7_0.pdf
https://energy.ec.europa.eu/document/download/0ac29166-0bf1-4174-98d9-50606d660025_en?filename=COM_2026_595_1_EN_ACT_part1_v7_0.pdf


 

 

incentivise efficient grid operation, flexibility (including use of batteries), grid-enhancing 

technologies, and cost-reflective network charging. The second focuses on developing a smarter 

grid, including an EU-wide minimum requirement of at least 50% of final customers equipped with 

smart meters by 2030, rising to 75% by 2033. The third requires electricity to be taxed less than 

natural gas across member states, and a possibility to reduce electricity tax in industry further. 

 

• Measures to progressively phase out fossil fuel subsidies, to be proposed as part of the post-

2030 Energy Union package in Q4 2026. Such subsidies were worth around €100 billion in 2024 but 

peaked at nearly €170 billion at the start of the energy crisis in 2022.ii 

Other notable actions and announcements include: 

• Carbon market reforms to drive industrial electrification. Published alongside the 

Electrification Action Plan was a proposal to reform the EU’s Emissions Trading System (EU ETS) to 

align with ‘competitiveness and cost-effective decarbonisation’.v Most relevant to the Plan is stricter 

free permit allocation rules linked to electrification investment, a legally grounded focus on 

electrification under the €100 billion Industrial Decarbonisation Bank (funded primarily through EU 

ETS revenues), and a second industrial heat decarbonisation auction. 

 

• Binding ‘vehicle-to-grid’ standards and ‘smart charging’ by default. Legislation in 2027 will 

introduce new vehicle-to-grid requirements and standards for new EVs placed on the EU market 

from 2030, turning EVs into two-way grid assets rather than passive loads. Smart charging as the 

default setting in electricity supply contracts linked to EVs will be ‘assessed and promoted’. The 

Commission will also work to develop actions to create enabling conditions to accelerate the roll-

out of electric heavy duty vehicles, ferries and inland navigation vessels. 

 

• An EU-wide cooling and heating strategy and mechanism to reduce heat pump costs. Such a 

strategy would be the first at the EU level and foregrounds the growing need for efficient cooling 

alongside heating. A new, EU-level mechanism designed to close the upfront cost gap between heat 

pumps and gas boilers, targeting a near-doubling of heat pump installation rates to 4 million units 

per year by 2030, up from 2.4 million in 2025, would also be novel. However, the design and binding 

force remain unclear, pending exploration for adoption by 2027. 

 

• Energy rating and minimum performance standard for data centres. Development and future 

adoption of a common rating scheme to increase transparency on data centres' energy use and 

promote lead markets for sustainable digital assets and services across Europe. This is alongside 

development of a methodology to assess the flexibility potential of large electricity loads, such as 

data centres, and minimum performance standards aimed at leveraging this potential. 

Other aims, actions and initiatives include an effort to encourage member states to apply lower 

VAT rates to electrification technologies, making use of existing options already available under the 

VAT Directive, a new Geothermal Stakeholder Partnership to help address regulatory, technical and 

investment barriers and accelerating the deployment of geothermal, and a new electrification value 

chain focus under the upcoming Strategy for Vocational Education and Training (VET). 

 



 

 

Implications for investors 

• The ambitious 2040 target places electrification at the core of Europe’s economic strategy. 

Accelerating the annual rate of growth in electrification by nearly an order of magnitude over the 

coming decade is a very tall order. Doubling the share of electricity as a share of final energy 

demand by 2040 may be unachievable in practice, given the structurally lower energy efficiency 

achieved by fossil versus electrified technologies. Despite this it sets a very clear expectation that 

electricity generation, transmission and use in the EU is set for rapid growth in the coming years, 

should it be formally adopted as part of the Energy Union Package due by the end of 2026. 

 

• Policy risk is shifting from “if” to “how fast, and where”. Delivering cheap electricity relative to 

fossil alternatives is the closest thing to a silver bullet for accelerating electrification across the 

economy. For electrification of heating, in particular – both domestic and industrial - tackling high 

up-front costs is not far behind. The Plan addresses both challenges directly, but uncertainty around 

the design, timing and detailed implementation of measures remains. 

 

• Flexibility and systems thinking is taking centre stage, unlocking deep electrification 

potential. A heavily electrified economy underpinned by renewable energy requires a flexible and 

smart electricity system. Actions to deliver vehicle-to-grid standards, ‘smart’ charging, accelerating 

smart meter rollout, data centre and other large load flexibility, other flexible grid assets (e.g. 

batteries) and increasingly smart grid operation all enable such a system. Action to develop 

domestic skills in the value chain is also crucial to its delivery. However, again, there remains 

uncertainty around the design, timing and detailed implementation of these measures. 

 
i Ember (2025) 
ii European Commission (2026a) 
iii IEA (2026) 
iv Eurostat (2026) 
v European Commission (2026b) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://ember-energy.org/app/uploads/2025/10/Report-electrification-and-security.pdf
https://energy.ec.europa.eu/document/download/0ac29166-0bf1-4174-98d9-50606d660025_en?filename=COM_2026_595_1_EN_ACT_part1_v7_0.pdf
https://www.iea.org/data-and-statistics/charts/share-of-electricity-in-total-final-energy-consumption-and-weighted-average-electricity-gas-price-ratio-by-country-2025
https://ec.europa.eu/eurostat/web/products-eurostat-news/w/ddn-20260325-3
https://climate.ec.europa.eu/document/download/c0b4ca8e-0e12-4b4e-9976-98c0b4224410_en


 

 

 
Key Information  

No investment strategy or risk management technique can guarantee returns or eliminate risks in any market environment. Past 

performance is not a guide to future results. The prices of investments and income from them may fall as well as rise and an 

investor’s investment is subject to potential loss, in whole or in part. Forecasts and estimates are based upon subjective 

assumptions about circumstances and events that may not yet have taken place and may never do so. The statements and 

opinions expressed in this article are those of the author as of the date of publication, and do not necessarily represent the view 

of Redwheel. This article does not constitute investment advice and the information shown is for illustrative purposes only. Whilst 

updated figures are not available for all sources, we have performed further analysis and believe that this data has not 

significantly changed and is reflective for 2026. 

Global Disclaimer 

Redwheel ® and Ecofin ® are registered trademarks of RWC Partners Limited (“RWC“). The term “Redwheel“ may include any one 

or more Redwheel branded regulated entities including, RWC Asset Management LLP which is authorised and regulated by the 

UK Financial Conduct Authority and the US Securities and Exchange Commission (“SEC“); RWC Asset Advisors (US) LLC, which is 

registered with the SEC; RWC Singapore (Pte) Limited, which is licensed as a Licensed Fund Management Company by the 

Monetary Authority of Singapore; Redwheel Australia Pty Ltd is an Australian Financial Services Licensee with the Australian 

Securities and Investment Commission; and Redwheel Europe Fondsmæglerselskab A/S (“Redwheel Europe“) which is regulated 

by the Danish Financial Supervisory Authority.  

Redwheel may act as investment manager or adviser, or otherwise provide services, to more than one product pursuing a similar 

investment strategy or focus to the product detailed in this document. Redwheel seeks to minimise any conflicts of interest, and 

endeavours to act at all times in accordance with its legal and regulatory obligations as well as its own policies and codes of 

conduct. 

This document is directed only at professional, institutional, wholesale or qualified investors. The services provided by Redwheel 

are available only to such persons. It is not intended for distribution to and should not be relied on by any person who would 

qualify as a retail or individual investor in any jurisdiction or for distribution to, or use by, any person or entity in any jurisdiction 

where such distribution or use would be contrary to local law or regulation. 

This document has been prepared for general information purposes only and has not been delivered for registration in any 

jurisdiction nor has its content been reviewed or approved by any regulatory authority in any jurisdiction.  

The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other 

advice; (iii) an offer, recommendation or solicitation to buy or sell shares in any fund, security, commodity, financial instrument 

or derivative linked to, or otherwise included in a portfolio managed or advised by Redwheel; or (iv) an offer to enter into any 

other transaction whatsoever (each a “Transaction”). Redwheel bears no responsibility for your investment research and/or 

investment decisions and you should consult your own lawyer, accountant, tax adviser or other professional adviser before 

entering into any Transaction. No representations and/or warranties are made that the information contained herein is either up 

to date and/or accurate and is not intended to be used or relied upon by any counterparty, investor or any other third party. 

Redwheel uses information from third party vendors, such as statistical and other data, that it believes to be reliable. However, 

the accuracy of this data, which may be used to calculate results or otherwise compile data that finds its way over time into 

Redwheel research data stored on its systems, is not guaranteed. If such information is not accurate, some of the conclusions 

reached or statements made may be adversely affected. Any opinion expressed herein, which may be subjective in nature, may 

not be shared by all directors, officers, employees, or representatives of Redwheel and may be subject to change without notice. 

Redwheel is not liable for any decisions made or actions or inactions taken by you or others based on the contents of this 

document and neither Redwheel nor any of its directors, officers, employees, or representatives (including affiliates) accepts any 

liability whatsoever for any errors and/or omissions or for any direct, indirect, special, incidental, or consequential loss, damages, 

or expenses of any kind howsoever arising from the use of, or reliance on, any information contained herein. 

Information contained in this document should not be viewed as indicative of future results. Past performance of any Transaction 

is not indicative of future results. The value of investments can go down as well as up. Certain assumptions and forward looking 

statements may have been made either for modelling purposes, to simplify the presentation and/or calculation of any projections 

or estimates contained herein and Redwheel does not represent that that any such assumptions or statements will reflect actual 

future events or that all assumptions have been considered or stated. There can be no assurance that estimated returns or 

projections will be realised or that actual returns or performance results will not materially differ from those estimated herein. 

Some of the information contained in this document may be aggregated data of Transactions executed by Redwheel that has 

been compiled so as not to identify the underlying Transactions of any particular customer.  



 

 

 
No representations or warranties of any kind are intended or should be inferred with respect to the economic return from, or the 

tax consequences of, an investment in a Redwheel-managed fund.  

This document expresses no views as to the suitability or appropriateness of the fund or any other investments described herein 

to the individual circumstances of any recipient. 

The information transmitted is intended only for the person or entity to which it has been given and may contain confidential 

and/or privileged material. In accepting receipt of the information transmitted you agree that you and/or your affiliates, partners, 

directors, officers and employees, as applicable, will keep all information strictly confidential. Any review, retransmission, 

dissemination or other use of, or taking of any action in reliance upon, this information is prohibited. Any distribution or 

reproduction of this document is not authorised and is prohibited without the express written consent of Redwheel. 

The risks of investment are detailed in the Prospectus and should be considered in conjunction with your investment adviser. 

Please refer to the Prospectus, Key Investor Information Document (UCITS KIID), Key Information Document (PRIIPS KID), 

Summary of Investor Rights and other legal documents as well as annual and semi-annual reports before making investment 

decisions; these documents are available free of charge from RWC or on RWC’s website: https://www.redwheel.com/ and available 

in local languages where required. RWC as the global distributor has the right to terminate the arrangements made for marketing 

Redwheel Funds in certain jurisdictions and to certain investors. Redwheel Europe is the sub-distributor of shares in Redwheel 

Funds in the European Economic Area (“EEA”) and is regulated by the Danish Financial Supervisory Authority. This document is 

not a solicitation or an offer to buy or sell any fund or other investment and is issued in the UK by RWC and in the EEA by RW 

Europe. This document does not constitute investment, legal or tax advice and expresses no views as to the suitability or 

appropriateness of any investment and is provided for information purposes only. The views expressed in the commentary are 

those of the investment team. 

Funds managed by Redwheel are not, and will not be, registered under the Securities Act of 1933 (the “Securities Act”) and are 

not available for purchase by US persons (as defined in Regulation S under the Securities Act) except to persons who are “qualified 

purchasers” (as defined in the Investment Company Act of 1940) and “accredited investors” (as defined in Rule 501(a) under the 

Securities Act). 

This document does not constitute an offer to sell, purchase, subscribe for or otherwise invest in units or shares of any fund 

managed by Redwheel. Any offering is made only pursuant to the relevant offering document and the relevant subscription 

application. Prospective investors should review the offering memorandum in its entirety, including the risk factors in the offering 

memorandum, before making a decision to invest. 

AIFMD and Distribution in the European Economic Area (“EEA”) 

The Alternative Fund Managers Directive (Directive 2011/61/EU) (“AIFMD”) is a regulatory regime which came into full effect in the 

EEA on 22 July 2014. RWC Asset Management LLP is an Alternative Investment Fund Manager (an “AIFM”) to certain funds managed 

by it (each an “AIF”). The AIFM is required to make available to investors certain prescribed information prior to their investment 

in an AIF. The majority of the prescribed information is contained in the latest Offering Document of the AIF. The remainder of 

the prescribed information is contained in the relevant AIF’s annual report and accounts. All of the information is provided in 

accordance with the AIFMD. 

In relation to each member state of the EEA (each a “Member State”), this document may only be distributed and shares in a 

Redwheel fund (“Shares”) may only be offered and placed to the extent that (a) the relevant Redwheel fund is permitted to be 

marketed to professional investors in accordance with the AIFMD (as implemented into the local law/regulation of the relevant 

Member State); or (b) this document may otherwise be lawfully distributed and the Shares may lawfully be offered or placed in 

that Member State (including at the initiative of the investor). 

Information Required for Offering in Switzerland of Foreign Collective Investment Schemes to Qualified Investors within the 

meaning of Article 10 CISA. 

This is an advertising document. 

The representative and paying agent of the Redwheel-managed funds in Switzerland (the “Representative in Switzerland”) FIRST 

INDEPENDENT FUND SERVICES LTD, Feldeggstrasse 12, CH-8008 Zurich. Swiss Paying Agent: Helvetische Bank AG, Seefeldstrasse 

215, CH-8008 Zurich. In respect of the units of the Redwheel-managed funds offered in Switzerland, the place of performance is 

at the registered office of the Swiss Representative. The place of jurisdiction is at the registered office of the Swiss Representative 

or at the registered office or place of residence of the investor. 
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This document does not constitute an offer to sell, purchase, subscribe for or otherwise invest in units or shares of any
fund managed by Redwheel. Any offering is made only pursuant to the relevant offering document and the relevant
subscription application. Prospective investors should review the offering memorandum in its entirety, including the
risk factors in the offering memorandum, before making a decision to invest.


