

The New Washington Consensus? Deutschland Über Alles 

The art of casting Germany both as chief villain and magic wand of the global economy.

By Stephan Richter, October 14, 2014 
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Now that the annual meeting of the World Bank and IMF lies behind us, it is finally clear that a new Washington Consensus has emerged.

If you believe that new consensus, propagated by U.S. and UK policymakers and media voices, the resolution of the world economy’s current troubles overwhelmingly lies in Germany. If only stubborn and intransigent Angela Merkel and her sidekick, Wolfgang Schäuble, Germany’s finance minister, changed their position on key issues, all would be well soon with the global economy.

Seldom has the search for solutions to global problems been so focused on seeking salvation by focusing on one nation. Never mind that Germany accounts for a mere 3.66% of global GDP.

This is not to make light of the fact that the German government can be dense and intransigent at times. And now certainly is such a time. But the Germans are also more fleet-footed in making required changes once the evidence becomes overwhelming. Angela Merkel, in particular, tends to be cautious for a prolonged time. But then she acts, often with remarkable determination.

German infrastructure as a global obsession

So when we are told now that Germany is catastrophically failing to spend more on its crumbling infrastructure, as Ambrose Evans-Pritchard just dramatically wrote, rest assured that the German government will act. It’s a matter of self-interest, after all.

The world will learn faster than many of the advocates of the “It’s Germany, Stupid!” school appreciate that the German government will take a variety of measures to use its fiscal space, particularly to undertake infrastructure investments.

And since Germany is truly a country where the bureaucracy always has a lot of good plans in its drawers, the world can also rest assured that this spending will be effective and that it can be brought to bear soon, with a minimum of “boondoggle” (aka corruption) that hampers such spending elsewhere.

Germans, for their part, may be forgiven for finding this sudden attention to German infrastructure a bit “rich,” considering which voices are favoring that it spend more on this item.

The need to improve the country’s infrastructure to serve future productivity gains is certainly at least as great in the United States and the United Kingdom. And the fiscal space there is similar – and the interest rates equally low.

Imagine this: Why structural reform is for the birds

Or listen to Martin Wolf who, at an event in Washington, disputed the usefulness of structural reforms. After declaring Germany the master student of undertaking structural reform, he then asked this question: What benefit is there for other countries to engage in similar actions, given that Germany may be entering a technical recession soon, with a second quarter of GDP on a slightly declining trend?

It sounds as if Mr. Wolf, the estimable economic commentator, in his obsession with Germany, has become a true believer in the “throw out the baby with the bathwater” method. 

The answer to Europe’s economic puzzle evidently lies in everybody doing what they need to do for their own nation’s long-term future. For some nations, that means the launch of irreversible structural reforms. This must be accompanied by flanking measures by others, including offering more fiscal leniency for those nations who, at long last, finally do the right thing.

Forget the German model?

Under the current charged circumstances, where many a nation (including the Germans) feel uncertain about the future direction of the world economy, one can also witness an increasingly contrived European debate about the “German model.”
I recently heard voices in Italy that dismissed for a spectacular reason whatever ideas Germany may offer on organizing a national economy. In a true display of speciousness, short-termism and escapism, all in one, they offered this insight: “Since Germany’s GDP declined in the last quarter, the country’s economy obviously can’t be regarded as a model for Italy.”

Export meister no more?

Then there are those who feel happy because Germany’s exports are stalling. Indeed, global stock markets recently took that occurrence as the key reason to sell off.

Never mind that the main reasons for this particular development – a slowdown in China and sanctions against Russia – are well understood and should have been properly discounted by the markets. And lest anybody predict this to be a long-term trend, it is safe to count on German exports rising again soon.

When that happens, the odds are that the slowdown of the world economy is going to be explained by its polar opposite: Global growth will then be declared in trouble because Germany exports too much, thus choking off the growth space (via exports) of other nations.

The lesson in all this is self-evident: The global economy does indeed face major troubles. And Germany – about 1/27th of the global economy – certainly has its forms of shortsightedness, errors and idiosyncrasies. But so does pretty much everybody else.

Improving global economic prospects – no doubt an urgent task – is a team sport. And while some have to (and can) do more than others, the idea to single out one or a few nations as being overwhelmingly responsible for all the ills of the global economy may be an interesting rhetorical proposition. But with regard to proper economic analysis, it is simply flawed.

Savor the irony

In conclusion, savor the major irony here: There was a time when the Germans indeed believed that “the essence of Germany shall cure the ills of the world.” (Of course, other nations had their own moments of megalomania as well.)

The relevant point now is that the Germans no longer believe in such supremacy. They are even too timid to act these days on the international stage. But the fact that other major Western nations’ elites now single them out as super-important to everyone else’s future – not just the Eurozone’s – is truly bizarre.

[image: image2.png]hwlh wn ld

the
Globalist ™=




Germany’s Energy Transformation in Action 

Major German utility RWE sheds old business model, embraces energy transition.

By Karel Beckman, October 24, 2013 

RWE, Germany’s largest power producer, has decided to depart radically from its traditional business model based on large-scale thermal power production. Henceforth, the company will “create value by leading the transition to the future energy world”, according to confidential strategy documents.

RWE is one of Europe’s biggest energy companies, with 2012 sales of €50 billion. It is also one of the continent’s largest emitters of greenhouse gases. The company has 25 million customers, mainly in Germany, the UK, the Netherlands and the Czech Republic.

Its new course is likely to have a profound impact on the European energy sector. A new “Strategic Roadmap” discussed at a recent Supervisory Board meeting in Warsaw and a strategic document called “RWE’s Corporate Story”, written by the management and still to be discussed inside the company, make one thing clear: The company’s leadership has accepted that it needs to radically change course if it wants to survive in the new energy world created by Germany’s and the EU’s “Energiewende.”

That is a big step for a company that has traditionally relied heavily on its coal-fired and nuclear power production business.

The reason for this acknowledgment of reality is simple, according to the Strategic Roadmap: “The massive erosion of wholesale prices caused by the growth of German [solar] photovoltaics constitutes a serious problem for RWE which may even threaten the company’s survival” (link added).

Responding to political pressure

According to the strategy papers, RWE’s new mission is to “create value by leading the transition to the future energy world”. One of RWE’s targets will be to “push Europe’s energy transition”.

This is all the more surprising as Peter Terium, the 50-year old Dutchman who has been CEO of the German energy giant since July 2012, was among one of ten CEO’s of European energy companies who recently gave a joint press conference in Brussels in which they warned that the EU’s energy and climate policy is having a disastrous effect on the power production sector, even leading to the risk of major blackouts.

“We cannot have a renewables society without security of supply”, Terium said on that occasion, according to a report from Reuters. “The S.O.S. signal that we are sending today is about the need to have a power market design that catches up with this reality.”

That press conference may have given the impression that the energy industry leaders were fighting to retain the traditional market structure. However, RWE’s strategic documents make it clear that RWE, public declarations notwithstanding, has accepted that a new market structure is emerging.

Energy transformation in action

The strategy papers discuss in some detail how RWE expects its five main business sectors –- renewable energy production, retail, grids, trade and conventional energy production – to evolve.

In renewable energy production, RWE’s management has decided that the company will not be able to play a leading role in the new growth sector of decentralized, subsidized power production. This part of the market, however, will remain “the only growth segment in the European power generation market” for the foreseeable future.

“In a low interest [rate] environment, it will not be possible for RWE to generate sufficient return within this subsidised industry. Our cost of capital will not be competitive against funding from private and institutional equity investors”, says the strategy document.
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Instead, the company has decided that it wants to become an “enabler” in the renewable energy sector.

According to the strategy paper, “The guiding principle is ‘from volume to value’ with technologies ranging from large-scale offshore wind and hydro to onshore wind or photovoltaic. But we will no longer pursue volume-[driven] or percentage-[driven] targets in renewables (x TWh/y % in 2025).

“We will rather leverage our skills set by taking a ‘capital light’ approach. Based on funds sourced largely from third parties, we will position ourselves as a project enabler, operator and system integrator of renewables.”

New vision for retail

In addition to defining a new role in renewable energy, RWE’s management has also laid out an ambitious new vision for its retail business. The European energy retail sector is “about to undergo a massive transformation in the coming years”, says the strategy paper. RWE has a strong position in this sector with a “stable and huge customer base of almost 25 million customers across Europe which provides robust cash flows”.

In addition, RWE needs to “develop an innovative and profitable prosumer business model (…) as we see a billion-euro market emerging alongside our traditional value chain”.

In addition, “in a highly uncertain and volatile business environment, we need to transform ourselves from a ‘risk mitigation’ to an ‘uncertainty management’ company.”

All of this implies a major change compared to utility companies’ traditional way of doing business, which was based on volume sales to captive customers.

Ultimate and irreversible distortion

When it comes to its huge power generation assets (gas-fired and coal-fired power plants), the strategy paper notes that “Portfolio churn is not an option any more. We have to live with our assets and make the best of them. This implies scaling down and restructuring our portfolio to maximise its flexibility and efficiency. We understand that in a market still oversupplied with capacity cost, leadership and efficiency will be key differentiators in competition.”

This means that RWE will not invest anymore in new conventional power plants. The main function of those plants in future will be to serve as backup capacity for when there is not enough wind and solar power in the system: “In the long-term, RWE with its present asset base should find its role as the most efficient capacity and base-load provider for Europe.”

RWE expects governments to take a leading role in organizing “capacity markets” to serve as backstop for renewables and it hopes to play a significant role in these markets: “Whatever market design replaces the present one, it is very likely that it will contain a significantly higher level of regulation and administrative intervention. That means that RWE needs to offer its expertise in order to contribute to the political opinion forming process in a credible, trustworthy but also self-confident way.”

In short, RWE – long seen the “dirty man” of European energy – seems to have accepted that its old power stations will be playing second fiddle in the energy world of the future.

Editor’s note: This article is adapted from Energy Post where it was first published.
