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	00:08
	Welcome to another edition of the Energy Transition Shorts. Today, I am delighted to be joined by Gareth Miller. Gareth has a long and storied career in the energy markets, and we’re very fortunate to have him here at Downing chairing our Energy Markets Risk Committee. So, given his background and given his current role, he’s got a pretty good view on the markets and policy. And that’s exactly what we’re here to talk about today. 

	00:33
	So, Gareth, welcome to the show. Thank you very much. And so, we thought we’d talk about CfDs. Very topical. AR7 window now open. Huge lever for delivery of the CP2030 targets for government. Also, interestingly, in the week before the AR7 window opened, which is, of course, delivering an index-linked government-backed initiative to promote the deployment of renewables, we have the government revisiting an index-linked mechanism for delivering renewables. Why don’t we start with that?

	01:14
	Yeah, I think there’s a strong case for saying that this is one of the most egregious acts of self-sabotage by a government seeking to reduce the price of new renewables that I can remember. So, one can either ascribe the motivations here to a desire to sabotage the CfD auction, or a lack of awareness, I think, or maybe a lack of connectivity in Whitehall around the links between different policy mechanisms.

	01:40
	I actually worked in government for a long period of time, about 10 years ago, and I think there's a temptation to segment investors by policy instrument and to ignore the fact that some people who invest, for example, in the renewables obligation will also be rolling capital into the CfD. And if you make a change that's going to impact investor sentiment in one policy instrument, there’s a very strong likelihood that will affect risk premia in another. So, it's not ideal. And I think the thing that compounds that issue, is actually cost of finance is probably the biggest thing that's putting upward pressure on strike prices. It did in the last auction in allocation round six, and you can expect it to do the same again in allocation round seven. So just to put that into context, when we had record low strike prices for offshore wind several years ago, long-term borrowing costs were between 1% and 2%, they're now above 4%. So, bidders are already wrestling with a much higher underlying cost of finance to then do things that might add additional risk premia on top of that for regulatory risk seems to be rather foolish.

	02:49
	Yeah, extraordinary. And also, given the numbers that I've seen banded about of the kind of net benefit of this, right? And I've seen numbers in the sort of hundreds of millions per annum relative to a mechanism that's designed to deliver 40 to 50 billion of investment every year - it’s kind of extraordinary.

	03:09
	Yeah. I think its speak to, perhaps, a general tension that's emerging in government. I think when Labour elected, there was a lot of fanfare around Clean Power 2030 and raising the level of ambition. And I think as with most governments, reality has started to bite, particularly in the macroeconomic picture. And again, from my experience in government, one can imagine a situation in which the Majesty's Treasury are saying to DESNZ, we need a little bit of red meat on energy bills - what can you give us? I think it's well-meaning to think about how you can make changes to legacy policy schemes if, as I say, you mistakenly assume that won't have an impact on investors elsewhere. The unfortunate thing is, it does. And, well, we'll see, won't we, how that plays into the CfD bidding, which is, as you say, open now. 

	03:55
	Yeah, indeed. One where we're participating as well, right? So, very interesting. And I suppose that then also raises the question, what do we think the range of outcomes for AR7 are, right? I mean, they're just getting wider at the moment.

	04:12
	Yeah, well, there you ask the billion-pound question. Look, I think just stepping back one pace, I think given Clean Power 2030, I think people had expected a lot bigger budget allocation for this auction than is being delivered. And again, I do think that speaks to this idea that a bit of pragmatism is playing in around energy bills and the cost of energy. And as a result of the budget that’s being set, even on the lowest possible prices one can imagine bidders bidding into the auction, you're probably looking at five gigawatts of offshore wind. Which is akin to what we actually procured in the last CfD auction. And given the pressure we've seen in the supply chain, and the fact that the high borrowing costs and high costs of capital haven't really diminished in the intervening period, you could actually see offshore wind strike prices being slightly above where they were in the last auction, despite the fact that the government has worked very hard in terms of extending contracts from 15 to 20 years, lowering the hurdle on planning for people to be eligible for the auction. Despite those factors, you could see prices being slightly higher. And if that was to happen, we could be at three gigawatts. So, that's the first point.

	05:32
	I think when you think about it in the context of CP2030, it's unlikely to be the giant leap forward that perhaps people had anticipated. I do think there's some good news stories. In the last auction, there was no onshore wind that won a contract. I'm aware that there are projects that are coming forward to bid into the auction. So we could see a return of onshore wind at quite competitive prices relative to offshore wind. And I think solar is going to do quite well, as well, because of all the technologies, it's probably suffered the least in terms of supply chain cost pressure. And it's just generally speaking cheaper to deliver solar. So we could see good outcomes for solar in the auction as well. It's just – is it a catalyst against the CP2030. That's a difficult question, I think, if you're an Ed Miliband shoes. 

	06:17
	So I thought that this might be a masterstroke of strategy with my glass half full. And I was thinking that this is designed to get everybody to just really bid in as low as they possibly could because they're just worried about the pots. Yes. And then, of course, government has reserved the right to reopen the pot. Yeah. And maybe what my sort of thinking was – this was the masterstroke. And then they just up them to get exactly what they needed for exactly the most efficient price. Right. 

	06:52
	That is possible. Maybe that's optimistic. No, I think that's right. And that is a new power that the Secretary of State has to reach into the auction. And if he sees a bunch of bids that he considers good value for money, he doesn't need to apply the budget - an extra £2 could get you another three gigawatts - then why wouldn't you do it? Spot on. Yeah, spot on. So there is that possibility. Whether that's enough to get you to, you know, we need to be at sort of eight/nine gigawatts, frankly, of offshore wind in this auction. And that three to five gigawatt range, you've got to do an awful lot of reaching in and adjusting in order to make up the difference. But I think it is a fair point to make. Yeah. 

	07:27
	Well, look, who knows? We'll certainly see pretty soon. Yeah. And I think that's a good place for us to wrap up. So, look, thanks for coming along. Thanks for sharing your thoughts. Pleasure. And I'm going to be, I'm sure, fascinated like you to find out how this all plays out over the next few weeks. Thanks, everybody, for joining us. I hope you enjoyed the session and hope that you join us for the next one. Cheers.
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