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So what do (did) renewable policies do (financially)?
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They subsidise(d) They provide risk mitigation 

against market and regulatory risks
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Risks in the power sector are to a large part political risks (strong CO2 prices needed 
for decarbonisation, bidding zone reviews, “electricity price breaks”)

• Political uncertainty1,2

• → Incomplete (risk) 

markets3,4 for CO2 and 

electricity markets

• During the transition 

renewables are 

exposed to price risks 

that incumbents are 

not, because they are 

price setting (CO2, fuel 

price risks)

1 Helm and Hepburn 2007, 2Chiappinelli and Neuhoff 2020, 3 

Newbery, Reiner, and Ritz 2019, 4 Greenwald and Stiglitz 1986, 5 

Vogt-Schilb, Meunier, and Hallegatte 2018
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We compare 2 different policies – and no policy
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Main model assumptions:
-Project finance

- Auction equilibrium
- Only secure revenue raises debt

- Cost of debt > Cost of equity
[Paper also looks at fixed premium]

Analysis based on Neuhoff, May & Richstein

(2022)



What happens when market revenues approach – and exceed technology costs?
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At const. 2500 €/kW
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Market value of Offshore Wind in Euro per megawatt hour

Market value increases →
• Bids sliding market premia fall
• Total costs to consumers increase as compared 

to CfD
• At 0-bid equivalent to no policy

Total costs to 
consumers

= 
Power prices 

+ 
RES policy

No sliding
premium 

= No
policy

+30%



Short excursion: Do PPAs change the picture? (cf. May & Neuhoff, 2021)
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• Mismatch exists between 

• PPA-contract lengths that 

effectively lower 

financing costs for RES 

projects (~ 20 years)

• Future sales and contract 

durations of electricity 

consumers (often <= 5 

years)

• Long-term contracts are 

evaluated as imputed debt

• Again: around 30% total 

increase in costs



Proposal for renewable tender design

Dr. Jörn Richstein, 11. November 2022
EE-Förderung & Absicherung des Verbrauchs

DIW-Proposal 

• Governments tender CfDs and pass 
conditions on to small electricity 
consumers (preserving marginal 
incentives) → consumers are 
hedged against price risks (in UK 
CfDs are currently paying back)

• Large energy-intensive consumers 
can register additional volumes in 
auction – and are contractually 
hedged against the entire pool of 
renewables

• Creates “standard profile” to 
complement with new flexibility 
hedging contracts

• Limited exit conditions (e.g. for site 
closures) remove bankruptcy risks

Based on Kröger, Neuhoff & Richstein (2022)



Weitere Ausgestaltungselemente: örtliche und systemdienliche Ausgestaltung von 
CfDs
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Vom Referenzertragsmodell …zum Marktwertmodell

See references



Conclusions
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• Renewable policies are moving/have moved from 

subsidizing to risk mitigation as costs fall / electricity 

prices increase

• In contrast to CfDs, sliding premia lose their risk 

mitigation effect when prices exceed renewable costs (if 

there‘s competition)

• Missing hedging via policies increases financing and 

generation costs → and in equilibrium market prices

• Tenders and policies can be reformed to also adequately 

hedge consumers and include large consumers as active 

participants – while maintaining marginal incentives
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