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EDITORIAL B

IS THE ENERGY CRISIS ACCELERATING THE LOW-CARBON TRANSITION? A NUANCED RESPONSE FOR ADVANCED
ECONOMIES — PART 2!

Since the Trump administration returned to power, the already considerable disparity in energy policy between
the United States and Europe has significantly increased. Admittedly, both are seeking energy sovereignty. But,
while European policies remain focused on the low-carbon transition, the current US administration is focused on
enhancing US dominance in the fossil fuel sector and rolling back measures that support the energy transition.

At first glance, the energy crisis is exacerbating this divergence. The US has consolidated its position as the world's
leading exporter of hydrocarbons, and its strategic oil reserves have served as a buffer against the crisis. In contrast,
the crisis in Europe has once again highlighted the cost of its dependence on hydrocarbon imports, which has given
a significant boost to European policies for electrification and decarbonation.

Nevertheless, the analysis of the US situation needs to be contextualised, as it is part of a different dynamic. While
energy sovereignty is not a driving force behind the transition as it is in Europe, the sharp rise in demand associated
with the development of artificial intelligence is, in the short term, conducive to the decarbonation of the energy mix.

FOSSIL FUELS: THE WAR IN IRAN REINFORCES THE UNITED STATES'
GLOBAL LEADERSHIP

The geopolitical constraints affecting exports from the two main
OPEC+ producers, Russia and Saudi Arabia, are strengthening
the United States’ position as the world's leading exporter of oil
and gas, with production rising by 3.5% and 3.8% respectively in
Q2 2026 compared to the previous year. Although President Trump's
goal of reducing the price of a barrel of crude oil to USD50 seems
unattainable in the short term, the country’s energy dominance
— already evident before the crisis — has been reinforced since the
outbreak of the war in Iran. In January 2026, US oil exports (both
crude and refined products) accounted for 63% of the combined ex-
ports of Saudi Arabia and Russia, and were 1.1 times higher than
those of the two countries in May 2026. As for gas (both liquefied
and piped), US export volumes have remained above 21 billion cu-
bic metres (bcm) per month since the start of the year, while ex-
ports from Qatar have plummeted by nearly 80% (to 3.2 bcm in
May 2026). Meanwhile, Australian exports (LNG only) have stabi-
lised at around 8 bcm since the start of the year.

EUROPE REMAINS COMMITTED TO ITS CLIMATE TARGETS

In Europe, the situation is very different, even the opposite. Com-
mitted to a strategy aimed at reducing its greenhouse gas emis-
sions, it is difficult for Europe to face the energy crisis by increa-
sing hydrocarbon production, except perhaps on a temporary basis.
Nevertheless, rising energy prices have increased pressure to boost
European hydrocarbon production. For the time being, the com-
mon objective seems to be to maintain current production levels
wherever possible. In Norway — a key supplier of gas to the EU
and the UK — the reopening of offshore gas fields, announced last
May, is expected, according to the Norwegian government, to en-
able production to be maintained at its 2025 level. In the UK, the
new Burnham government is expected to extend the moratorium
— reaffirmed last March — on any new exploration licences. Ne-
vertheless, it could incentivise oil companies to increase production
from existing oil fields and, in particular, authorise ‘tiebacks’, which
are new wells connected to existing sites.

Rising US dominance in the oil market
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The shift to coal appears to be minimal in Europe, despite Euro-
pean LNG prices having almost doubled since the end of February.
In Germany, where coal accounted for 24% of the electricity mix in
2024 — the highest proportion in the EU after Poland — the of-
ficial target remains the complete phase-out of coal by 2038 (any
potential increase in its use is expected to be temporary). According
to the IEA, in the European Union, the increase in renewable ener-
gy production compensated for the decline in electricity generation
from gas between March and May 2026 (-3.5% year-on-year).

ELECTRIC VEHICLES: REBOUND IN EUROPE, CONTRACTION IN THE US

Since the onset of the energy crisis, fuel price rises have been more
pronounced in the United States (+23% in June 2026 year-on-year)
than in the European Union (+14%), due in particular to the lower
level of fuel taxation in the United States.

1 Read part 1 of this editorial in our EcoWeek of 27 July 2026: Is the energy crisis accelerating the low-carbon transition? Part one: In emerging economies, yes.
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Despite these rises, sales of electric vehicles — a key driver of the
electrification of transport — have exhibited contrasting trends.
Over the first five months of the year, sales of battery electric
vehicles rose by over 31% year-on-year in Europe, while they fell
by 25% in the United States? Changes in government subsidies for
electric mobility largely account for these changes, which will fur-
ther widen the disparity in the market share of electric vehicles (as
a percentage of new registrations). Consequently, the share of elec-
tric vehicles was 5.5% in May 2026 in the United States (7.5% for
the whole of 2025) and 24% in Europe in May 2026 (20% in 2025).

In the United States, all federal incentives — primarily tax credit
for purchases and grants for the installation of charging points —
have been phased out since 2025. Only state-level incentives re-
main, which are insufficient to compensate for the end of federal
support. In contrast, in the European Union and the United King-
dom, the scale of support measures, including purchase grants and
tax rebates, has contributed to a resurgence in sales in the first
half of 2026. Most of these measures were in place before the cri-
sis and, for the time being, the crisis has resulted in only minor
modifications, such as the extension of social leasing in France
and increased support for the installation of charging points in the
United Kingdom.

ELECTRIFICATION: HEIGHTENED EUROPEAN AMBITIONS

In June 2026, the European Union announced an ambitious pro-
gramme aimed at accelerating the electrification of end-use sectors.
The aim is to achieve an electrification rate of 46% by 2040, up
from the current rate of 23%. This target is highly ambitious, as the
rate has seen little progress for over a decade, despite the policies
implemented. As a point of reference, the electrification rate stands
at 22% in the United States and 30% in China. This European initia-
tive specifically aims to:

1/ reduce the cost disparity for industry between electricity and
fossil fuels, as electricity is still twice as expensive in 21 Member
States due to taxes, network charges, and public subsidies that may
favour fossil fuels?;

2/ enhance electricity storage to increase the flexibility of re-
newable energy* by quadrupling capacity by 2030 to reach 200 GW;

3/ accelerate the electrification of corporate vehicle fleets;

4/ reform the carbon tax mechanism. Alongside this specifically Eu-
ropean initiative, the European Union, together with other countries
(including the United Kingdom), is spearheading the international
‘Electrify Now' programme, which aims to accelerate the electrifica-
tion of transport, industry and the building sector to achieve a tar-
get of 35% by 2035. This initiative will form part of the forthcoming
COP 31 and COP 32 conferences.

2 lefferies, June 2026.

DECARBONATION OF THE ELECTRICITY MIX: SOLAR PRIORITISED

In both Europe and the United States, the drive towards decarbo-
nation appears to have gathered pace since March. Although im-
ports of solar panels from China to the European Union and the
United Kingdom decreased in 2025 (by 19% and 3% year-on-year
respectively), they rose significantly between March and May 2026
(by 25% and 54% year-on-year respectively). The wind power sector
is, by its very nature, less responsive in the short term given the
lead times involved. Nevertheless, while Europe continues to set out
ambitious targets such as a 50% increase in installed capacity by
2030, the current US administration has stated its opposition to the
development of this sector. In 2025, the installed wind power capa-
city in Europe was 1.9 times greater than that of the United States.

In the United States, analysing trends in decarbonation is
complicated by two main factors: the trade war with China and the
rise in energy consumption driven by the development of artificial
intelligence applications. In 2025, imports of solar panels from
China to the United States increased by 26% and saw a remarkable
surge of 178% year-on-year between March and May 2026, despite
the introduction of 60% tariffs on these products in 2025 (which
were previously set at 25% under the former administration).
The rise in energy demand driven by the development of artificial
intelligence appears to have mitigated the impact of the tariff
increases. The proportion of electricity consumption attributed
to data centres has grown by 63% since 2020, reaching 6.5% in
20255, which has resulted in sharp increases in electricity prices in
some regions. According to the IEA, the growth of Al is responsible
for 50% of the increase in electricity consumption. In the short
term, due to considerable delays in the commissioning of gas-
fired power stations caused by high demand, it is anticipated that
most of the additional energy generation capacity will derive from
a combination of solar power and stationary batteries, despite the
rising costs affecting this sector®.

Regardless of the national energy context, the rise in demand for
low-carbon technologies — whether or not accelerated by the en-
ergy crisis — will benefit Chinese exports. Already the undisputed
leader in solar panel production, China holds dominant positions
across the entire electric battery value chain. This sector is ex-
pected to continue experiencing very strong growth in the coming
years, both to power US data centres and to allow higher propor-
tions of renewable energy in the European electricity mix.

Pascal Devaux
pascal.devaux@bnpparibas.com

3 European Commission, 2026, Electrification Action Plan. The European Commission reports that subsidies for fossil fuels amounted to EUR 97 bn in 2024 (averaging

EUR 60 bn between 2015 and 2019).

4 For further information on this topic, see our article “European Union: low carbon transition and energy sovereignty, a path fraught with obstacles”.

5 Energy Institute, 2026, Statistical Review of World Energy.
6 Lazard, July 2026, Levelised Cost of Energy+.
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ADVANCED ECONOMIES

EUROZONE

ECB on hold, September hike likely as activity holds up. The ECB
kept its deposit rate at 2.25% on Thursday in a unanimous decision.
The press conference was quite hawkish but several members
who spoke later want to retain optionality. The ECB will have been
reassured by the easing in the latest inflation expectations, whether
from consumers (1-year inflation expectations fell to 3.0% in June
from 3.5% in May while the 3-year gauge slipped to 2.8% from 2.9%;
or professional forecasters (The Q3 2026 Survey projects Eurozone
inflation at 2.7% for 2026, 2.2% for 2027, and 2.0% for 2028 and
the longer term). Separately, Eurozone businesses do not expect
a pickup in wage growth in 2026 or 2027, suggesting no second-
round effects so far, a point emphasized by President Lagarde.

Activity surveys robust in July despite tighter financial conditions.
The flash composite PMI improved to 51.9 (+1.9 pts), the highest
since February, with new orders climbing at their fastest pace since
April 2023. The manufacturing output index reached a four-and-a-
half year high (53.0, +1.3 pts) while the services index rebounded in
expansion territory to 51.6 (+2.2 pts). Output and input price indices
eased again, but from a high level. Consumer confidence improved
for the third month running in July (-15,9; +1.8 pts), according to
EC's flash estimate. Meanwhile, credit standards (enterprises and
households) continued to tighten in Q2 2026, albeit much less than
expected. Further net tightening is expected in Q3.

France: Business climate recovering and inflation pressures easing
in July. Flash PMIs broadly improved: composite to 49.6 (from
47.2 in June); services to 49.8 (from 46.8 in June), manufacturing
deteriorated to 50 (51.2 in June), avoiding contraction territory.
Meanwhile, INSEE business confidence beat expectations by
rising to 97 (95 in June), a 4-month high, mainly driven by retail
trade (99 in July, 91 in June), services (98 in July, 96 in June) and
manufacturing sectors (101 in July, 100 in June). Weak sectors
since March improved in July (retail, accommodation and catering,
business services including temporary employment). Both surveys
show lower inflation pressures, particularly in manufacturing and
construction. Business creations decreased by 2.2% m/m in June
(after +10.6% m/m in May) but still increased by 11.7% in H1
(+5% in 2026), mainly driven by Al-related sectors (information
and communication, business services) and continue to far outpace
insolvencies. The IMF concluded its annual review of France
warning that its budget deficit will reach 52% of GDP in 2026,
which is wider than the government's 5.0% target. Prime Minister
Lecornu appears to agree, saying he is "not very optimistic" France
will meet its 2026 budget goals.

Germany: Business activity unexpectedly expanded for the first
time since March. S&P Composite PMI increased to 51.2 in July
from 49.5 in June, unexpectedly rising above the 50 threshold. The
boost was driven by manufacturing, which jumped to 52.2 — also
its strongest reading in four months and marking six months of
expansion. The services sector also improved, rising to 49.6 (+1).
An Ifo Institute survey found US tariffs are negatively affecting
nearly two-thirds of German industrial manufacturers. Almost 40%
of firms said they have scrapped, delayed, or adjusted at least one
investment project as a direct result of US trade policy.

The ZEW investors sentiment Index climbed to 26.3 points in July,
up from 10.5 in June. This rise significantly outperformed market
expectations of 18, reaching its highest level since February.

UNITED KINGDOM

Good surprises for the new Cabinet on activity, inflation, and
jobs. Andy Burnham took office as new PM on Monday, with a
Cabinet mixing Blairites — notably the Chancellor — and more
left-leaning members. His priorities include cost of Lliving fis-
cal responsibility, devolution of power, and remedying the pro-
blems that emerged from the privatisation of utilities in the
1980s/90s. The flash composite PMI jumped to a three-month high
of 52.1 in July (+2.8 pts m/m), significantly outperforming expec-
tations. The rebound was supported by strong manufacturing out-
put (53.6; +1 pt m/m) and a return to growth in services at 51.8
(+3 pts m/m). The manufacturing flash PMI also climbed to 52.8
(+0.3 pt m/m), with new orders hitting their highest reading since
February 2022. Both sectors reported easing cost pressures. Infla-
tion fell to a 15-month low in June: CPI rose 2.6% y/y, the lowest
since March 2025. Retail sales volumes rose 1.0% in June, the fifth
consecutive month of upside surprise. Unemployment held at 4.9%
for the three months to May. Average weekly earnings for the three
months to May rose by 4.3% y/y, with private-sector wage growth
easing to +2.9, the lowest reading since October 2020. We expect
the BoE to hold its policy rate at 3.75% this week.

UNITED STATES

Solid data makes Fed meeting a risk event. Weekly jobless claims
fell far more than consensus expectations, to their lowest since
1969. At the same time, the S&P composite PMI rose strongly in
July (536, +1.7 point), led by more robust activity in services
(53.6, +2.4 pts), while the manufacturing index missed expectations
but was broadly stable, close to 54. Given the continued rise in oil
prices, and its inflation-fighting credibility at stake, there is a risk a
majority of FOMC voters would support a rate hike this week, albeit
our base case remains the Fed waits until after the mid-term elec-
tions to hike.

Tariff noise returns: The Trump administration announced new
import duties of 10%-12.5%, effective from July 25, on goods from
approximately 60 trading partners (86 if EU members are counted
individually), citing inadequate protections against forced-labor.
These tariffs will conveniently replace the universal 10% tariff un-
der section 122 expired on 24/7 that the administration had put in
place after the Supreme Court struck down most of the tariffs im-
posed in 2025. Food, energy and products subject to sector-specific
duties are exempted. The resulting effective rate is little changed
for most countries (and improves in absolute terms for Belgium and
Italy, and in relative terms for most European countries). In addi-
tion, Canada is threatened with a 50% tariff on 5% of its exports
to the US to take effect within 30 days, while a new 100% tariff on
generic drug imports is set to become effective in August 2028, ri-
sing to 200% in August 2029, for manufacturers that do not relocate
production to the US. President Trump also threatened additional
tariffs on the EU in retaliation to recent “unethical” fines against
US tech companies. He also announced plans to cut tariffs on raw
aluminum imports to reduce input costs for the defence industry.
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Verbal support fails to stem yen depreciation. USD/JPY hit a fresh
40-year low of 163.99 despite renewed intervention warnings from
the MoF and Bol officials letting it be known that they are open
to raising rates faster than consensus expects, as persistent yen
weakness adds to upside inflation risks. Inflation rebounded to
1.7% yly in June (+0.2 pp) as energy deflation eased on the back
of government energy subsidies being scaled back. That said, core
inflation slowed further to 1.6% (-0.1 pp), a near four-year low.
Activity remained robust in July, on manufacturing strength. The
composite PMI index edged higher (53.1, +0.3 pt), as manufactu-
ring output hit its highest level since February 2014 (56.1, +1.8 pts),
while services activity dipped (51.9, -0.3 pt). The BoJ is widely ex-
pected to hold its policy steady at its July 31 meeting, having raised
the benchmark rate to 1% last month (our base case is for another
hike in October).

China: Export controls on EU entities and a yellow card from the
US. China added 14 European companies to its export control list,
banning dual-use exports immediately, in retaliation for EU sanc-
tions. The US Treasury's semi-annual FX report called out China for
its "relative lack of transparency" around currency management,
though it stopped short of labelling China a currency manipulator.

Indonesia: Bank Indonesia kept its policy rate unchanged at 5.75%.
Although downward pressures on the rupiah remain strong (close to
the threshold of IDR18000 per USD), the Central Bank argued that
targeted measures to attract capital inflows and support the rupiah
would be more effective than rate hikes. The unexpected resigna-
tion of Bank Indonesia’'s Governor Perry Warjiyo has heightened
concerns over the central bank’s independence and policy conti-
nuity, increasing uncertainty for investor confidence, the rupiah and
Indonesian financial markets until a credible successor is appointed.

South Korea: Real GDP growth remained robust in Q2 at 3.7% y/y
(after 3.8% in Q1). Exports continued to grow strongly and the
boom in tech is spilling over to the rest of the economy.

Hungary: More monetary policy easing. As expected, the Central
Bank lowered its policy rate by 25 bp to 5.75%. Year to date, the
key rate has been cut by a cumulative 75 bp. Central Bank rhe-
toric suggests one more rate cut next month. Contained inflation
(1.7% yly in June) and the recent appreciation of the forint provide
leeway to ease policy.

Turkiye: Monetary stand-by. The CBRT kept the policy rate un-
changed at 37%, in line with market expectations. The interest rate
corridor (lower bound 35.5%, upper bound 40.0%) was also left un-
changed. Overall, despite acknowledging weaker activity, the MPC
statement suggests greater concerns about inflation than growth,
and the Committee does not appear ready to signal the start of an
easing cycle.

South Africa: Inflation and Central Bank surprises. Inflation rose
from 4.5% y/y in May to 5.0% in June, above consensus. Core in-
flation rose to 4.1%, a two-year high. Yet the Central Bank kept its
policy rate at 7% on June 23, against a widely expected 25bp hike.

Argentina: Country risk rating upgrade tarnished by poor activity
indicator. Moody's upgraded Argentina by one notch to B3 (from
Caal) with a positive outlook. All three major rating agencies now
rate Argentina above the highly distressed category. Meanwhile,
the monthly proxy indicator of real GDP contracted by 0.5% m/m
in May for a second straight month. From a year ago, it grew only
0.2%, well below the 2.5% median estimate of economists surveyed
by Bloomberg. Agriculture and mining led growth on an annual ba-
sis, while manufacturing and retail fell.

Oil prices remained flat w/w after a volatile week. Oil prices
(Brent) breached the USD 100/b threshold last week, as Middle
Eastern oil exports were again placed under severe constraints by
geopolitical developments. Market pressure remains intensified by
historically low US strategic and OECD commercial inventories. The
pause on strikes between US and Iran during the week-end en-
tailed a sharp drop in prices on Monday to 90 $/b at the opening.

European gas benchmarks too (TTF) have been volatile during
the week. They reached their highest levels since January 2023
(EUR 64 MWh) last week before sharply falling on Monday. Short-
term prospects for a recovery in Gulf LNG exports are deteriorating,
while intensifying competition between European and Asian markets
is driving price appreciation. Since mid-July, TTF and JKM (the Asian
market benchmark) prices have risen by 10% and 29%, respectively
(compared to Monday 27 prices).
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ECOINSIGHT o 1

The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.

Structural or thematic topics

ECOPERSPECTIVES

Analyses and forecasts with a focus on developed and emerging
economies.

ECOFLASH

Data releases, major economic events

ECOWEEK

Recent economic and policy developments, data comments, economic
calendar, forecasts

ECOCHARTS

Easy-to-read monthly overview of inflation dynamics

ECOATLAS

The key economic figures for France and major European economies

CHART OF THE WEEK

A weekly chart highlighting points of interest in the world economy This document was produced by a BNPP group company. This document is for the use of in-
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What is the key event of the month?
You will find the answer in our economy broadcast.

MACROWAVES

Our economic podcast

BNP Paribas is a société anonyme incorporated in France, licensed and supervised as a credit
institution by the European Central Bank (ECB) and as an investment services provider by the
Autorité de controle prudentiel et de résolution (ACPR) and Autorité des marches financiers
(AMF), and having its registered office at 16, boulevard des Italiens, 75009 Paris, France.

Some or all of the information contained in this document may already have been published on
https:/globalmarkets.bnpparibas.com.

For country-specific disclaimers (United States, Canada, United Kingdom, Germany, Belgium,
Ireland, Italy, Netherlands, Portugal, Spain, Switzerland, Brazil, Turkey, Israel, Bahrain, South
Africa, Australia, China, Hong Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea,
Taiwan, Thailand, Vietnam) please type the following URL to access the applicable legal notices:
https:/globalmarkets.bnpparibas.com/gm/home/Markets_360_Country_Specific_Notices.pdf
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