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The OECD Round Table on Sustainable Development gathered a group of electricity sector stakeholders to 
discuss the policy and corporate challenges of the transition to low-carbon after the Paris Agreement. The 
following reflects views heard at the meeting, which was held under Chatham House rules. A background note 
for the discussion is available here. 

Chair’s suggestions for future work 

A number of policy-relevant and analytical issues were discussed which the OECD and its organisations could 
investigate:  

 Policy instruments for an accelerated transition to low carbon: interaction between market design 
options, regulations and climate policy from the perspectives of economic efficiency and energy security. 

 The fiscal treatment of private spending for energy efficiency and renewable energy, in comparison with 
other investment options. 

 The sharing of economic rents between the public and private sectors, when they stem from government 
regulations and are charged to the general public. 

Main messages  

 The electricity sector (supply to demand) is at the core of the decarbonisation agenda. While the Paris 
Agreement has yet to translate into action on the ground, its objective is a clear signal to Europe that new 
fossil fuel-based installations are no longer an option. 

 Europe has the lead so far in reducing the CO2 footprint from power generation, but disjointed domestic 
initiatives, e.g. on capacity mechanisms, could undermine its edge.   

 Information technologies will change electricity, with enhanced energy efficiency and demand response 
contributing to a more flexible system. Further disruptions are expected from energy storage and 
continued cost reductions in solar and wind. 

 Stranded assets were seen as financially surmountable in light of available liquidities. Still, some 
participants called for a more orderly transition to avoid a collapse of capital values. 

 In Europe, an orderly transition to a decarbonised power system will require: 

o Balance between a regulatory approach (direct support, priority access) and a market approach 
(wholesale electricity, carbon pricing). 

o Recognition among policy-makers that some renewable energy installations are now 
competitive with conventional installations for new capacity and that further cost reductions are 
forecast. 

o Market frameworks that reflect the features of new generation (variability, high capital intensity) 
and provide certainty to investors in a low electricity price environment. 

o Stronger policy signals to accelerate the phase-out of high-carbon, inflexible generation assets.  

                                                           
1
  This summary does not reflect the views of the OECD Secretariat or its member countries. The RTSD is 

grateful to Wind Europe for its support. 

http://www.oecd.org/sd-roundtable/papersandpublications/Energy%20Transition%20after%20the%20Paris%20Agreement.pdf
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Main points heard at the Round Table 

Renewable energy now accounts for 50% of new power capacity. PV and wind energy costs continue to 

decline. The drop in oil prices has had no impact on this trend. The decarbonisation of electricity is starting in 

earnest. But how to best deal with this growing capacity when electricity demand is flattening, and measures 

are being taken to delay the exit of fossil fuel-based generation, slowing down decarbonisation and sending 

conflicting signals? 

The policy plan for an orderly transition requires moving beyond the binary opposition between ‘all 

market’ (wholesale electricity, carbon) and ‘all regulation’ approaches. There are many different ways there, 

noting that the majority of current RE investments are taking place in emerging economies, most of which 

have not adopted wholesale electricity markets. 

Demand matters 

Many uncertainties remain on the demand side of the electricity sector. Beyond the mechanical impact 

of lower economic growth (in Europe and globally) in industrial demand, demand could be further reduced 

through ongoing end-use energy efficiency improvements. The penetration of electric cars, possible storage 

solutions and the possibility of going ‘off-grid’ would also affect overall demand and change its profile. 

Few residential and small business customers have changed suppliers when given the choice. Some 

participants argued that information technologies and internet of things could revolutionise how end-users 

manage their electricity load, while others wondered whether the financial upside will be enough to trigger 

behavioural change. 

A more holistic view of the electricity system, from demand efficiency to variable renewable capacity, 

was seen as necessary to avoid the risk of stranded assets, especially at a time when decarbonisation should 

require a quickening of investment and capital retirement. The emerging curtailment of low-carbon generation 

should also be taken into consideration. 

Further disruptions and innovations on the horizon 

The cost of renewable energy has consistently been overestimated. Some argued that low interest rates 

have much to do with today’s low cost of RE generation. Learning and economies of scale will lower costs 

further. 

Participants highlighted the emergence of storage solutions, including the combined installation of wind 

and storage equipment, decentralised storage, and virtual storage through improved end-use management. 

New research on the use of conventional thermal power plants as large storage plants was also mentioned. It 

was pointed out that no solutions exist for long-term storage. Last, barriers (regulatory and fiscal) still hinder 

the deployment of storage solutions. In particular, the reliance on long-term contracts would facilitate the 

deployment of storage. 

Repowering has much potential to increase wind power supply, but a good business model has not yet 

emerged. Policy-makers should inquire about regulatory barriers in this area. 

Grids 

While there are convincing economic arguments for broadening interconnections, they are sometimes 

trumped by countries’ electricity security concerns, which affect the possibility of joined up policy-making and 

a more cost-effective electricity system. The strategic nature of grid connections is illustrated by the many 

different stakeholders who take part in discussions about grid connection projects. 



 

3 

 

 

Although transmission can be a cost-effective alternative to near-term storage and back-up power, 

planning and cost-benefit analysis is required to ensure that new transmission will be used. 

Policy tools for the low-carbon transition  

Policy tools to support low-carbon generation have improved and lowered costs – reverse auctions 

achieved a 20-30% reduction in costs compared to feed-in-tariffs. There are differences in capital cost for 

renewable energy projects across countries, which essentially reflect investors’ trust in the certainty of 

support policies. Financiers confirm that they are going where there is policy certainty and clear growth. They 

understand that policies are bound to change, but resent ‘capricious’ policy changes. 

Most of the policy effort is focused on encouraging low-carbon generation and less on the exit of carbon-

intensive generation. In Europe, a CO2 price of EUR 15-20 would deter generation from coal and make room 

for gas, with near-term CO2 reduction gains. Some participants argued that emissions performance standards 

(already used by some financial institutions) should come to the rescue, while others would like a better 

management of the EU ETS, based on a central bank model or a carbon price corridor. Participants indicated 

that, under current market arrangements, investments in low-carbon capacity cannot be based on an 

uncertain wholesale market price and its CO2 price component. 

There is a persistent conflict between the interest of utilities in restoring a high carbon price that would 

facilitate the transition away from coal and shore up electricity prices, and heavy industry, where a low CO2 

price preserves competitiveness vis-à-vis the rest of the world. 

Looking at emerging economies and access 

The majority of low-carbon energy investment is happening outside a wholesale electricity market 

environment, in emerging economies where there is growing demand for electricity. Developing countries’ 

electricity access issues could also be solved as cost-competitive decentralised solutions appear. However, 

general framework conditions (sanctity of contracts, regulatory certainty, and mobilisation of local capital) are 

sometimes lacking. Multilateral development banks are actively strengthening legal and institutional 

infrastructure to create the appropriate investment framework.  

Market design and investment 

Market design is at the heart of the decarbonisation of power generation. Certain jurisdictions are now 

complementing their regular wholesale markets with capacity mechanisms or strategic reserves on grounds of 

security of supply, but in apparent contradiction with the decarbonisation agenda.  

Participants discussed the future of the market with an increasing share of generation coming from zero-

marginal cost technologies (e.g. solar and wind). This low-carbon electricity system will require investors to 

finance the entry of technologies whose wholesale market revenues are highly uncertain in present conditions. 

While some market players call for a higher carbon price and the end of feed-in-tariffs and premiums, others 

argue that capital-intensive, low-carbon technologies will continue to require some form of power purchase 

agreement, in spite of their much-improved competitiveness. The solution also requires taking into account 

future demand: demand is still going down in some parts of the world, limiting interest in deploying new 

capacity until carbon-intensive plants have been retired. Participants were also doubtful that wholesale 

electricity markets would be left to reach very high ‘scarcity’ prices, a solution proposed in some EU countries 

to drive investment and innovation.  

A coming challenge is how to value electricity from renewables that is otherwise being curtailed. 

Participants disagreed on whether industry should be encouraged to create business based on these low-cost 

power sources, as prices may rise in the future. 
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About transition costs and acceptability 

The issue of distribution of costs varies greatly across countries depending on their pricing regime and 

policy design. For example, German consumers (householders and retailers) have accepted high electricity 

prices, while wholesale electricity buyers enjoy low prices driven by the priority dispatch of renewables and 

the merit order effect. 

Some participants thought that a managed transition is required to avoid the collapse of the market value 

of carbon-intensive generators, as this could limit their ability to finance the transition. Should fiscal measures 

be applied to minimise financial damage? Another questioned whether politicians should consider corporate 

losses at all, noting that climate policy signals have been in place for two decades now – at least in Europe – 

and that the foreseen scale of stranded assets is ‘noise’ in comparison with available liquidities. The probability 

of stranded jobs and communities – e.g. in coal-mining regions – was seen as an important consideration, 

however. 

Managing the transition does not necessarily imply avoiding stranded assets, but rather allowing for a 

less costly transition through policies that deliver affordable clean technology solutions. An orderly transition 

would avoid investing today in infrastructure that will be stranded tomorrow. 

Nimbyism can be overcome if benefits, not only costs, are visible to communities where wind farms and 

other new infrastructure is built (communities sometimes co-own wind projects). Co-ownership can work to 

avoid shifting economic rents to private institutional investors. It can also be effective in solving energy access 

issues in the developing world.  

Electricity sector revenues depend increasingly on government decisions – e.g. the level of a feed-in 

premium. This raises the question of who should capture the resulting rent – the public sector or private 

pension funds? 


