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The	
   Green	
   Paradox:	
   Why	
   choices	
  
contradict	
  preferences	
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Cash	
  flow	
  certainty	
  rewarded,	
  subsidies	
  “secure”	
  revenues	
  	
  
Prefers	
  “proven”	
  coal	
  and	
  gas	
  technologies	
  while	
  penalises	
  renewables	
  	
  

Result:	
  “Green”	
  products	
  a	
  niche	
  market,	
  subsidies	
  encourage	
  rent-­‐seeking	
  	
  	
  	
  



Why	
  subsidies	
   fail	
  –	
  Energy	
  market	
   is	
  
dynamic,	
  not	
  flat	
  

	
  Technology	
  “champions”	
  fail	
  because	
  of	
  obsolescence	
  
Varying	
  power	
  prices	
  make	
  grid	
  price	
  parity	
  calculaOons	
  indeterminate	
  

Subsidies	
  reverse	
  “learning	
  curve	
  effects”	
  	
  	
  
Energy	
  markets	
  and	
  firms	
  are	
  not	
  created	
  equal	
  	
  



Spain:	
   Three	
   lessons	
   in	
   energy	
  
economics	
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Solar	
  PV	
  failed	
  while	
  wind	
  power	
  succeeded.	
  Why?	
  
Size	
  and	
  operaOonal	
  flexibility	
  key	
  to	
  gaining	
  poraolio	
  benefits	
  

Clue:	
  Capex	
  is	
  exercise	
  price	
  to	
  acquire	
  expected	
  payoffs	
  



What	
  are	
  you	
  	
  
acquiring	
  when	
  invesOng?	
  

This	
  is	
  what	
  you	
  could	
  get	
  
under	
  uncertain	
  power	
  prices	
  

for	
  each	
  technology	
  	
  
What	
  you	
  pay	
  to	
  
acquire	
  payoffs	
  



Ad a pO v e	
   s t r a t e g y :	
   A l i g n i n g	
  
preferences	
  and	
  choices	
  

PragmaOsm,	
  operaOonal	
  flexibility,	
  adapOve	
  responses	
  shape	
  firm’s	
  strategy	
  	
  Technology	
  advances	
  broaden	
  choices	
  to	
  suppliers	
  	
  	
  Consumer	
  choices	
  exercised	
  indirectly:	
  Fixed	
  price	
  vs	
  variable	
  price	
  contracts	
  	
  
	
  

Source:	
  Renewable	
  Energy	
  Law	
  and	
  Policy	
  Review,	
  September	
  2012	
  



Response:	
   Poraolio	
   expands	
   supply	
  
opOons	
  	
  	
  

Source:	
  Journal	
  of	
  Applied	
  Corporate	
  Finance,	
  April	
  2015	
  	
  



“Green”	
  consumers:	
  It’s	
  business	
  
and	
  personal	
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Source:	
  IESE	
  Insight,	
  First	
  Quarter,	
  2011	
  	
  

Fixed	
  price	
  contracts	
  
with	
  “green	
  features”	
  

preferred	
  	
  



Fixed	
  Price	
  Offer:	
  Making	
  renewables	
  
economics	
  work	
  	
  



Some	
  lessons	
  for	
  Asia	
  
	
  

Set	
  your	
  
market	
  
free	
  

Focus	
  on	
  
economics	
  

Firms	
  choose	
  
poraolio	
  	
  

Consumers	
  
choose	
  
suppliers	
  

Regulator	
  
sets	
  rules,	
  not	
  
cuddle	
  firms	
  


