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over which a planned new power generation needs to recoup the majority of its
investment. Creating visibility of prices and policy design decisions over this
timeframe has been a consistent theme in all the discussions with companies
during the analysis for this book. Ideally, this should be done as a continuous
process, so that price visibility is always maintained at least 10 years ahead. This
would also help to avoid creating cyclical investment incentives. Setting
aspirational targets for the very long term (e.g. to 2050) without providing
milestones for this key mid-term period does not significantly help reduce
investment risk premiums. 

However, simply defining a policy goal over a 10-year period is not sufficient to
overcome policy risk. There also needs to be credibility that the policy will not be
changed during this period. Policy credibility is not entirely within the control of
individual national governments. If similar actions are not committed to by other
countries, then there will always be a risk of backtracking on the grounds of
maintaining competitiveness. Credibility relies on the accumulation of the
experiences and actions taken by governments and companies internationally. 
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FIGURE 1

Range of risk premiums for new investments created 
by uncertainty*

*The dotted line is an extrapolation of modelling results.
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