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Some German political parties and economists suggest ending the Renewable Energy Sources
Act (EEG) surcharge in the power bill and instead financing renewables through the carbon
tax. While the recent carbon pricing debate has focused on equity and political feasibility, it
has neglected the elephant in the room: how would this change affect Germany’s ability to
meet the 2030 climate goals? Here, we show that this refinancing would put climate goals at
risk. Purely market-based renewables are not yet viable, the change could therefore slow
down their already sluggish deployment. We thus argue that the EEG remains the
quintessential instrument for German climate policy in the coming decade.

The charged debate about the surcharge

As the 2021 federal election campaigns of German parties are gaining momentum, questions
of climate change and social equity are moving to the centre of the debate. One question
revolves around the carbon tax on fuels and heating. Most parties have planned to increase it.
But to ensure electability, they need a good financial redistribution mechanism. A popular
proposal is to abandon the EEG surcharge in the German power bill. If this were to happen,
existing and future EEG pro-jects would be financed solely through the income from the
carbon tax.

While this proposal has broad support from energy economists, politicians, and consultants
[1]1[2], others criticise the social and environmental effects it might have [3][4]. There is also
the argument that resulting investment incentives are indirect and only affect a share of
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companies [3]. For this reason, we agree with Lehmann that direct expenses for industrial
policies would be more productive.

Support schemes like auctioned premiums or feed-in tariffs enabled by the EEG have been
essential to expanding renewables. If Germany changes the financing of the EEG law, future
support will depend on federal budget negotiations and EU state aid decisions. This might
lead EEG support instruments to end prematurely a risk for meeting the 2030 climate goals.

The problem with renewables in the current market

But why is it a risk to end support? Renewables are getting cheaper, and some projects are
already subsidy free. Isn’t now the time to end support? We don’t think so. While support in
the sense of “additional money” will become less important, support systems tackle some
fundamental problems.

First, renewables do not fit well with the existing wholesale market. Marketprice signals are
of little use for wind or PV. As their production depends on weather conditions, they are quite
inflexible and cannot increase output in response to prices. More importantly, renewables
currently cannibalise their own revenues. When only renewables meet the power demand,
they fully determine the wholesale power price. Because this price is based on shortterm
running costs basically zero as sunshine and wind are freemarket revenues will be very low.
Hence, the question is not whether to end support, but what to replace it with.

Exposing renewables to the market is a risky option

A market-based renewables expansion would rely on the carbon price and flexible demand.
What does this mean? First, thanks to a high carbon price, producers of carbonneutral power
earn a higher income. Second, with sufficient demand flexibility, companies and households
can shift their power consumption to times when renewable production is high, and prices are
low which would then increase the price again.

In theory, these points allow for profitable renewables projects. However, demand is currently
inflexible and the willingness of consumers to adapt unclear, so Germany first needs better
technical and institutional solutions to harness the full potential of flexible demand.
Moreover, European carbon prices are volatile and thus hard to predict. Above all, they can
only affect the price if there is carbon in the system. As renewables take over, there will be
fewer and fewer hours of fossil generation; and when 100 percent renewables has been
reached, perhaps during the 2030s, there will be no carbon left in the power system, and the
carbon price will not affect the electricity price at all. This uncertainty already affects projects
that are planned today, as their project lifetime is typically 25 years or longer.

Thus, the market solution may incentivise investments today, but its effect in the short term is
uncertain and questionable in the long term. Even if the market could organise the power
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plant dispatch in a manner that keeps prices above zero [5], it may still be hard to keep the
prices high enough, making investment cost recovery highly uncertain for investors.

Rethinking “the market” for the needs of renewables and their producers

With the EEG solution, we suggest raising auctions from a support instrument to the central
market mechanism. It will regulate prices and be better adapted to the needs of renewables.
Because competitive auctions will still determine prices, investors cannot make windfall
profits (or less so) but earn sufficient income to cover their technology and capital costs. In
addition, auctions are a practical tool to distribute grid access.

Research shows that guaranteed access to the grid and predictable prices lower risks [6][7][8].
This in turn lowers capital costs and bids in auctions, which decreases the costs of the energy
transition. Stable and granted financing for EEG projects will also lower associated policy
risks. We therefore believe that the EEG solution is cost-effective, despite its direct state
involvement.

A rapid expansion of renewables is still the most important task for politics

In a nutshell, intermittency and integration issues are unresolved, stability still relies on
conventional generation, demand flexibility has a long way to go and the viability of carbon
prices in a renewable power system is questionable. Markets are thus not ready to provide a
self sustained investment environment for renewables. EEG auctions, by contrast, currently
provide a risk reducing, costeffective and stable framework for expanding renewable capacity.

By 2030 (and beyond), Germany needs to rapidly expand renewable capacity and ensure
enough capacity is added, policymakers should keep auctions as the principal support
instrument. If the German government puts EEG projects on shaky ground, the future of the
EEG and hence the fu-ture of renewables deployment in Germany will be less certain.

While social equity is very important, there are other means to create a fair system [3][4][9].
It is now time for the debate to move on to the question: How are we going to build enough
renewable capacity by 2030? This remains the key question of any climate policy, and
the EEG the most important tool to reach it.

Acknowledgements

This text draws insights from a workshop held at IASS. We thank Rainer Quitzow, Pablo Del
Rio, Jenny Winkler, Carl-Philipp Anke, Léonore Halg und Sebastian Sewerin for their inputs.
The work received funding from the European Research Council as part of the TRIPOD
project (contract nr. 715132).

References


https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn05
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn06
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn07
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn08
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn03
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn04
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#fn09

Institute for Advanced Sustainability Studies e.V. (IASS)

[1] Sachverstandigenrat. Jahresgutachten. 2020.

[2] dena, FiFo, Umweltenergierecht S. Vorschlag fur die Senkung der EEG-Umlage
auf null. 2020.

[3] Lehmann P. Zweifel am Sozialausgleich durch Abschaffung der EEG-Umlage.
Tagesspiegel Background 2021. https://background.tagesspiegel.de/energie-
klima/zweifel-am-sozialausgl... (accessed June 28, 2021).

[4] FOS FOSM e.V. Soziale und Okologische Auswirkungen einer Senkung der EEG-
Umlage. 2021.

[5] Brown T, Reichenberg L. Decreasing market value of variable renewables can be
avoided by policy action. Energ Econ 2020;100:105354.
https://doi.org/10.1016/j.enec0.2021.105354.

[6] Melliger M, Lilliestam J. Effects of coordinating support policy changes on
renewable power in-vestor choices in Europe. Energy Policy 2021;148:111993.
https://doi.org/10.1016/j.enpol.2020.111993.

[7] Held A, Ragwitz M, Rio P del, Resch G, Klessmann C, Hassel A, et al. Do Almost
Mature Renewa-ble Energy Technologies Still Need Dedicated Support Towards
2030? Economics of Energy & Envi-ronmental Policy 2019;8:1-18.
https://doi.org/10.5547/2160-5890.8.2.ahel.

[8] Braunholtz-Speight T, Sharmina M, Manderson E, McLachlan C, Hannon M,
Hardy J, et al. Price support allows communities to raise low-cost citizen finance for
renewable energy projects. Nat Energy 2020;5:127-8. https://doi.org/10.1038/s41560-
020-0556-2.

[9] Frondel M. CO2-Bepreisung in den Sektoren Verkehr und Wérme: Optionen fiir
eine sozial aus-gewogene Ausgestaltung. Zeitschrift Fir Energiewirtschaft 2020;44:1—
14. https://doi.org/10.1007/s12398-020-00272-y.

4/4


https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker1
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker2
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker3
https://background.tagesspiegel.de/energie-klima/zweifel-am-sozialausgleich-durch-abschaffung-der-eeg-umlage
https://background.tagesspiegel.de/energie-klima/zweifel-am-sozialausgleich-durch-abschaffung-der-eeg-umlage
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker4
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker5
https://doi.org/10.1016/j.eneco.2021.105354
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker6
https://doi.org/10.1016/j.enpol.2020.111993
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker7
https://doi.org/10.5547/2160-5890.8.2.ahel
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker8
https://doi.org/10.1038/s41560-020-0556-2
https://doi.org/10.1038/s41560-020-0556-2
https://www.iass-potsdam.de/en/blog/2021/08/eeg-core-instrument-german-climate-policy#anker9
https://doi.org/10.1007/s12398-020-00272-y

