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Sarah Fairhurst, one of the Lantau Group’s founding Partners, recently returned from 
giving a paper at the POWER-GEN Europe conference in Milan, the largest energy 
convention in Europe.  POWER-GEN Europe and Renewable Energy World Europe 
brought together over 13,500 people and a conference of 8 different tracks discussing the 
topics relevant to Europe in 2016.

In this issue, we peek into the issues raised at the conference and the relevance they may 
have for us in Asia.

The over-whelming theme of the conference, touched on across the policy and strategy 
as well as technical tracks, was how to integrate intermittent renewable energy sources 
into the various electricity grids in Europe.  From Italy to Germany to Romania – the same 
message echoed through the halls … uncertainty in output is driving a need for flexibility; 
regulations and policy frameworks are lagging the changing fuel mix and technological 
challenges facing the industry … and more worryingly, concerns about electricity reliability 
and security and high consumer costs are rising.

Across a number of tracks, speakers highlighted the sheer magnitude of the challenges 
created by the massive and rapid increase in unscheduled generation resources, with 
various metrics showing how much new unscheduled or otherwise intermittent capacity 
has been built across Europe in the last few years and the impact it is having on the 
system.
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Europe contains half of the top 10 countries for solar installations 
globally:

Many European countries being high on the list of growth in 
renewable energy production:

In many European countries, intermittent (Variable Renewable 
Energy or VRE) renewables make up a very high proportion of 
demand:
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A key theme of the conference was the need for flexibility to respond to intermittency and 
integrate the renewable energy sources.  The conference covered a number of technical 
solutions – such as storage technologies, pumped storage, flexible gas engines, and open 
cycle technologies.  Most speakers focussed on how existing regulatory arrangements and 
market designs – all of which had been set up in the pre-renewables era – could not cope 
with the new reality.  Whether the fault lies with the original designs is arguable.  But it is 
absolutely clear that when the prime mover of renewable energy investment is something 
other than the electricity market mechanisms (intended and specifically designed to govern 
the type, timing and extent of investment in generation and demand response resources), 
something is going to break.  The whole point of a market is to create converging forces that 
modulate supply in response to demand, and to modulate demand in response to supply.   
We aren’t seeing that sort of modulation any more in many of these markets, and that is a 
sign of further difficult times ahead. 

One of the reasons highlighted for some of the issues was that in many of these countries 
there is a mismatch between the market for renewables and the market for electricity.  
Typically the renewables have been brought into the system (and are paid) using a different 
mechanism from conventional power:  Feed In Tariffs in Germany and Italy or renewable 
certificates in Romania.  This means that renewables do not rely on the electricity market for 
their revenues, but their existence greatly impacts the electricity markets.  The countries of 
Europe are increasingly finding that this mismatch between the renewable and conventional 
power is causing considerable stress to the system, and worse, it results in a very high cost of 
CO2 abatement.

While the emissions trading schemes in Europe were supposed to incentivise CO2 
abatement, the other policy mechanisms such as Feed In Tariffs and Renewable Portfolio 
Standards forced construction of renewables at prices far higher than those implied by 
the trading scheme prices.  This has created disconnects between the various policy 
mechanisms intended to encourage carbon reduction.  They also meant that both low cost 
and high cost renewables were built – instead of incentivizing the most economic build.

Thus another lesson from Europe is that the type of renewable matters; and the location of 
where these are connected matters too.  Germany and Italy have installed nearly 40GW and 
20GW of solar PV respectively - much of it at low voltage levels - but have a very poor solar 
resource, and the number of kWh’s of output from these solar panels is a fraction of that 
which can be expected in a sunny country (like the Philippines).  This means the cost per kWh 
is very high.  In Italy, the pumped storage resources that could be used to balance the system 
are in the north of the country, but much of the solar and wind has been installed in the south, 
meaning it cannot be used to balance the intermittency due to transmission constraints.
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The networks are also struggling.  In many places in Italy, distribution networks are now 
seeing “reverse flows” – that is, networks designed to handle the flow of power from the 
transmission network to the consumer are trying to deal with flows from the consumer to the 
network.  These flows are causing changes to network fault tolerances and increasing losses.  
None of this was expected.

Overall, the impression one gets listening to the debate in Europe is of a continent grappling 
to deal with the unintended consequences of policy decisions made without consulting those 
who understand these markets, and a policy and regulatory framework struggling to catch 
up with the realities on the ground.  The industry appears to have no ‘natural braking’ – the 
normal economic mechanism whereby over-supply results in falling prices and thus falling 
incentives to invest – giving the impression that renewable energy has become akin to a 
runaway train with policy makers failing to foresee such high growth rates. The fall in solar 
costs and Chinese dumping of panels surely exacerbated the problem and may well have 
also been unforeseen by policy makers as well.

It is hard to fathom how an entire continent could have done so little analysis before setting 
out on this great adventure!  There are clear lessons to learn from this experience:  the most 
important being to think carefully before enacting policy measures but also to model all the 
possible outcomes!  

In our view there will continue to be problems until a solution to the basic need for a 
mechanism to derive investments signals that are consistent with supply and demand as 
well as environmental objectives has been developed.  To date, the overlay of Feed In Tariffs 
on market mechanisms not designed to accommodate them is resulting in an enormous 
disruption that is increasing the cost of achieving an otherwise desirable objective.
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The next POWER-GEN event will be POWER-GEN Asia in Seoul 

(20-22 September 2016).

TLG has 3 speakers discussing renewables curtailment in China, the 

implications of distributed energy on the grid, and smart benefits.  


