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1. Introduction

In the first decade of the 2000s, Spain emerged as a global leader in the deployment of
renewable power. A series of support schemes triggered rapid growth in first wind, then solar
photovoltaic (PV), and finally concentrated solar power (CSP, also called solar thermoelectric)
installations. As a result, the country attained some of the highest levels of generating capacity
and electricity output by these technologies in the world.

Then, in the early 2010s, the deployment of renewable power in Spain ground to a halt. To
close a growing gap between the revenues and expenditures of the electric power system,
successive governments reduced the remuneration that renewable power plants could receive
and then imposed a moratorium on subsidies for new installations. As a result, almost no
renewable generating capacity was added after 2012.

In the past several years, however, renewable power, especially wind and solar PV, has
experienced a revival in Spain. The People’'s Party government of Mariano Rajoy (2011-2018)
held a series of auctions for renewable generating capacity to be built by 2020. Then, the
subsequent Socialist government of Pedro Sanchez (2018-2019) took steps to remove
obstacles that had blocked some forms of renewable power and threatened to hinder the

deployment of the capacity awarded in the actions. And independently, a growing number of
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private actors decided to build new wind and PV power plants without any government
subsidies. As a result, thousands of new megawatts of renewable capacity went online in 2019,
with more expected to follow.

This paper describes and explains the fluctuating political fortunes of renewable power in
Spain. The focus is on broad trends in central government support for renewable power rather
than the details of various promotional schemes'. Along the way, it makes three main
arguments. First, the recent revival of support for renewable power should come as no surprise.
Rather, it reflects a reassertion of the underlying imperatives that prompted government support
for renewable power in previous years. The pause in subsidies and deployment was just a
temporary departure from the norm, reflecting an unusual concatenation of circumstances.

Second, precisely because of these strong long-standing motivations, support for renewable
power has enjoyed substantial cross-party political support at the national level. The ups and
downs in renewable capacity deployment are not primarily the result of political differences,
despite changes of government every seven to eight years. With one principal exception, which
is described below, the major parties have generally pursued similar goals with regard to
renewable power.

Third, the role of government in promoting renewable power is now undergoing a
fundamental change. In the past, the central government played a critical role by providing
financial support for investments that would otherwise be unprofitable. Increasingly, as
renewable power has become cost competitive with conventional sources of power, the
government’s principal task has become removing barriers that might discourage private
investment and facilitating the operation of market forces, not directly subsidizing new power
plants.

The paper begins by identifying the motivations that have undergirded Spain’s support for
renewable power over the years. It then reviews the country’s initial efforts to promote
renewable power and the boom and bust that followed. The following section examines the
recent revival of government support for renewable power, and a final section explores the
longer-term prospects for renewable power in Spain and the changing role of government in
promoting it.

The paper focuses on two particular sources of renewable electricity: wind and solar PV.
Wind was the primary beneficiary of initial efforts to promote renewable power and has become
the largest single source of renewable electricity in Spain. Solar PV, for its part, has always had
the greatest resource potential, although that potential took longer to be realized because of
higher costs, and it is now poised to become the leading area of investment. In contrast,
hydropower, the traditional source of renewable electricity in Spain, has been a much more
mature technology, with relatively few remaining opportunities for exploitation. Finally, although
Spain has been the world leader in CSP, which uses mirrors to concentrate the sun’s rays, it
constitutes a smaller share of Spain’s renewable capacity than either wind or PV and is likely to

continue to do so because of its relatively higher cost.

! For the latter, particularly useful sources are del Rio 2008, Mir-Artigues 2012, and del Rio 2017.
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A further limitation in scope is the paper’s focus on politics at the national level. Spain has a
relatively decentralized political system, and the regions (autonomous communities) have at
times played important roles in both promoting and hindering the growth of renewable power.
The authority to approve power plants of up to 50 megawatts (MW) of capacity has resided with
regional governments, and many have engaged in extensive planning and offered their own
promotional schemes. Nevertheless, the principal impetus for the growth of renewable power,
whether in the form of legislation, regulation, or financial support, has come from the central

government, with regional policies tending to shape the outcomes mainly at the margins.

2. Why Promote Renewable Power in Spain?

Successive Spanish national governments have been motivated to promote renewable power
for multiple reasons. These reasons have not been unique to Spain, but they have been
powerful motivations nonetheless. Three general imperatives have stood out: the desire for
greater security of energy supplies, environmental protection, and expected socioeconomic
benefits.

The security benefits of renewable energy were noted as early as the 1980 Energy
Conservation Law, the first major energy legislation adopted under the 1978 constitution, which
aimed to reduce Spain’s dependence on external sources of hydrocarbons (Ley 82/1980). Since
then, they have been a constant theme in Spain’s successive renewable energy plans. Indeed,
the importance of this motivation only grew in the 1980s, 1990s, and early 2000s, as Spain’s
dependence on fossil fuels from foreign sources steadily increased, both in absolute and
relative terms, with rapidly rising energy consumption. Until the economic crisis of 2008, fossil
fuels accounted for roughly 50 percent of electricity generation, and the share of coal, the one
fossil fuel that had been produced domestically, had been steadily declining, especially after
imported natural gas was introduced in the early 2000s (British Petroleum 2018). Renewable
energy would contribute to energy security not only by reducing imports but also by diversifying
Spain’s primary energy sources (PFER 1999, p. 1; PER 2005, pp. 13, 332-34; PER 2011, p.
XXXIV).

The environmental benefits of renewable energy gained prominence in the 1990s, especially
after the adoption of the Kyoto Protocol, which committed Spain to limiting the growth of its
greenhouse gas emissions. Along with energy conservation and efficiency, the substitution of
renewable energy for fossil fuels, especially in the generation of electricity, was regarded as a
key tool for reducing emissions of greenhouse and other noxious gases and for limiting the
environmental impact of the energy system more generally. By one estimate, the renewable
energy sources in place by 2010 were already reducing CO2 emissions by more than 50 million
tonnes per year, or approximately one-sixth of Spain’s actual emissions, and about two-thirds of
the reductions were attributable to renewable power (PFER 1999, pp. 9-15; PER 2005, pp. 8-9,
23-24; PER 2011, pp. 654-660).

The potential socioeconomic benefits of renewable energy were also recognized by the
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1990s, but the importance attributed to them grew in tandem with actual--and estimates of
potential future--renewable energy deployments. The specific benefits were manifold and
included technological development leading to greater industrial competitiveness, the creation
of new businesses and jobs, especially in rural and remote areas, and thus regional
development, and overall economic growth. Indeed, the number of companies and jobs in the
sector as well as its contribution to Spain’s GDP grew steadily in the 1990s and 2000s. By
2011, the renewables sector was expected to support some 300,000 jobs and generate about
18 billion euros in wealth per year by 2020, with renewable power again contributing about two-
thirds of the total (PFER 1999, pp. 16-25; PER 2005, pp. 14, 25-27, 337; PER 2011, pp. 627-33,
646-52).

Underpinning these views about the benefits of renewable power was Spain’s prodigious
resource potential. From the beginning, Spain’s solar resources were regarded as immense, as
much as several terawatts, or much more than the country could ever use, thanks to Spain’s
extensive land area and some of the highest levels of solar radiation in Europe. For many years,
the challenge consisted primarily of bringing down the price of PV installations to the point
where the resource could be exploited cost-effectively. Meanwhile, estimates for Spain’s wind
power potential marched steadily upward, from about 15 gigawatts (GW) in 1999 to more than
40 GW in 2005 and then to as many as 330 GW in 2011, as technology improved over time
(PFER 1999, pp. 58-59; PER 2005, pp. 42, 161; PER 2011, pp. xxxvi, 237, 379-81).

Further shaping Spanish policy on renewable power have been a series of national targets
generated by the European Union. A 1997 White Paper established a goal of providing 12
percent of primary energy consumption from renewable sources by 2010. A 2001 directive set a
target of 29.4 percent of electricity from renewables by 2010. And a 2009 directive required
Spain to generate 20 percent of its final energy consumption from renewable sources.

These targets in turn were incorporated into the series of energy plans developed by
successive governments between 1999 and 2015. Because of rising energy consumption,
however, the specific targets for renewable power sources grew steadily during the first decade
of the 2000s. For example, the 2010 target for wind more than doubled, from 8974 megawatts
(MW) in 1999 to 20,155 MW in 2005, while that for solar PV jumped from 144 MW in 1999 to
400 MW in 2005. And in 2010, even higher targets were set—38,000 MW for wind and 8367 MW
for solar PV--for 2020, although these were subsequently reduced by about one-quarter (PFER
1999; PER 2005; PANER 2010; MINETUR 2015b).

These consistent motivations have been the basis for a national consensus on the
importance of promoting renewable power. With one principal exception, discussed in the last
section, there has been little difference in the degree of support offered by the major parties®.
As the following sections demonstrate, governments of different political orientations have

pursued similar goals in similar ways.

2 See also del Rio 2008 (pp. 2917-18), which notes continuity and stability in the promotion of renewable power under
different governments.
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3. Initial Efforts to Promote Renewable Power

Efforts to promote renewable energy date back at least as far as the Energy Conservation Law
of 1980, which was adopted at the height of the second oil shock (Ley 82/1980). It was not until
the following decade, however, that the Socialist government of Felipe Gonzalez (1982-1996)
undertook the first comprehensive effort to promote renewable power generation. A 1994
regulation established a ‘special regime’ for new renewable power installations of up to 100
MW. Qualifying installations would receive access to the grid and the right to sell any surplus
production to power distribution companies at a price determined by a complex formula and
under contracts lasting at least five years (RD 2366/1994).

The special regime was further developed by the subsequent People’s Party government of
José Maria Aznar (1996-2004), which initiated the liberalization of the Spanish electricity market
in consonance with EU Directive 96/92/EC via the Electricity Sector Act of 1997. Although the
regime was now limited to installations of up to 50 MW (and only 10 MW for hydroelectric
plants), qualifying producers would receive a premium (prima) set at somewhere between 80
and 90 percent of the average electricity price, and possibly higher for solar power (Ley
54/1997).

Over the following 10 years, successive governments of both parties made repeated efforts
to fine tune the details of the special regime so that Spain would meet its growing renewable
power targets3. In 1998, the Aznar government adopted a regulation that sought to incentivize
investment in several ways. It gave producers a choice between two alternative forms of
support--either a fixed premium on top of the market price or a fixed total price (feed-in tariff or
FIT)-that could be adjusted annually. It waived any time limit on how long producers could
receive support. And it differentiated support levels by technology (solar, wind, geothermal,
hydro, biomass, etc.), offering particularly large subsidies to solar installations (RD 2818/1998).

In 2004, shortly before the Spanish general election that year, the Aznar government made a
second attempt to get the incentives right. The new regulation created an additional incentive
for renewable producers to sell their electricity directly to the wholesale market. It also sought to
stabilize subsidy levels and create more certainty for investors by guaranteeing support for the
lifetime of the plant and reviewing FITs and premiums only every four years (instead of
annually, as under the previous regulation). And it raised the threshold for the highest level of
support for solar PV installations, from 5 kilowatts (kW) to 100 kW (RD 436/2004).

A third effort was made in 2007 by the Socialist government of José Luis Rodriguez
Zapatero (2004-2011). Under the existing regulation, the tariffs, premiums, and other incentives
fluctuated with the average electricity tariff and there were no lower or upper bounds, creating
uncertainty and risks for both investors, the government, and consumers, who would ultimately
pay for the support. To address the problem, a new regulation delinked support levels from
electricity prices while setting caps and floors for the amount of support that generators opting
for the premium would receive. Although the premium option was eliminated for solar PV, it

continued to receive by far the highest FITs, and the FIT for PV installations of between 100 kW

® For additional details, see especially del Rio 2008 and del Rio and Mir-Artigues 2012.
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and 10 MW was increased by 82 percent, or to nearly the level of the smallest installations (RD
661/2007).
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Figure 1. Renewable Power Capacity (Megawatts). Source: CNMC.

Thanks in no small part to these consistent efforts to promote renewable power by
successive governments, the amount of generating capacity grew substantially between 1997
and 2010 (Figure 1). Wind was the first technology to take off. By 2002, Spain had more wind
power capacity than any country but Germany, and it remained in the top three through the end
of the decade, when it nearly achieved the much higher target of 20,155 MW set in 2005 (British
Petroleum 2018). Solar PV took longer to gain momentum, but investment in it eventually
exploded. In 2007, when capacity almost quintupled, and in 2008, it increased by 400 percent.
Suddenly, Spain ranked second in the world in PV capacity, and it exceeded its 2010 target by

nearly ten-fold.

4. The Tariff Deficit and Spain’s Response

Primarily because of the growth in first wind and then solar PV power, Spain experienced a
rapid rise in the amount of electricity generated from renewable sources, which roughly doubled
during the first decade of the 2000s. Because of the decline in electricity consumption

occasioned by the economic crisis at the end of the decade, moreover, the relative share of
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renewable power grew even faster. By 2010, approximately one-third of all electricity generated
in Spain came from renewable sources (CNMC 2013).

The growth in renewable power came at a substantial cost, however, in the form of an even
more rapid increase in the support renewable generators received. These payments jumped
from less than 1 billion euros per year in the mid-2000s to more than 5 billion euros per year
after 2010, of which approximately half went to solar PV installations because of their much
higher support levels. These payments, in turn, contributed to a large and expanding ‘tariff
deficit’ (déficit de tarifa), which reflected the difference between the regulated costs of the
electric power system and the access tariffs paid by consumers. Between 2008 and 2011, the
tariff deficit grew at an average rate of around 5 billion euros per year, reaching some 30 billion
euros. This amount represented approximately three percent of Spain’'s GDP, at a time when
the government was under intense pressure to reduce spending (CNMC 2013; CNMC 2017).

To be sure, support for renewable power was not the only cause of the tariff deficit. A more
fundamental reason was the government’s policy, in place since the liberalization of the power
market in 1997, of controlling electricity prices to protect consumers against sudden increases.
Nor were payments to renewables the only regulated costs of the system. Others included
transmission and distribution, subsidies for non-peninsular systems and energy poverty, the
annuities required to cover the deficits of previous years, and support for the non-renewable
power sources— co-generation and waste — in the special regime. As a result, the annual deficit
had reached high levels even in years before renewables took off. But by the late 2000s,
support for renewable power had become the single largest component of the regulated costs,
and, for that reason, the subject of particular scrutiny, with solar PV heading the list of perceived
culprits. (Espinosa 2013; Gomez, Dopazo, and Fueyo 2016, 435; IEA 2015, 129; UNEF 2013).

It should also be noted that the growth of renewables also exerted downward pressure on
wholesale electricity prices by displacing other forms of electricity generation with higher
marginal costs, especially fossil fuels. A substantial technical literature exists on the overall
impact of renewables on electricity prices, and whether the cost of support was greater or less
than this positive market effect. In fact, fine-grained studies have found that it varied
substantially by technology, with wind yielding a net gain and solar PV a net loss (Saenz, del
Rio, and Vizcaino 2008; Ciarreta, Espinosa, and Pizarro 2014; Costa-Campi and Truijillo-Baute
2015; Carvalho Figueriredo and Pereira da Silva 2018). In any case, this benefit tended to be
overlooked in the rush to address the burgeoning tariff deficit.

A further impetus to take action was provided by the negative impact of renewables on other
power sources. The boom, along with a decline in demand associated with the economic crisis,
resulted in a substantial overcapacity in Spain’s generation system, which saw the overall
average load factor decrease from 44 percent in 2000 to 31 percent in 2012. That, in
combination with the downward pressure on wholesale electricity prices, threatened the
finances of the major utilities. Particularly hard hit were the 26 GW of natural gas-fired combined
cycle (GFCC) plants built after 2000 in anticipation of substantial growth in Spain’s electricity
demand, making gas the single largest source of installed capacity. This brand new fleet saw its

11
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overall load factor drop from around 50 percent in the mid-2000s to below 20 percent in 2011
and then continue to fall, almost to single digits in 2014 (Moreno and Martinez-Val 2011;
McGovern 2011; Gémez, Dopazo, and Fueyo 2016, 434, 436, 444).

As a result of these developments, the promotion of renewable power went, in just a few
years, from enjoying broad public support, or at least tolerance, to facing substantial opposition.
Particularly outspoken in their criticism were large electricity consumers and the major utilities,
whose returns on investment in non-renewable generating capacity was being put at risk
(Linares and Labandeira 2013). These various pressures in turn prompted similar policy
responses by successive governments led by different parties. Beginning as early as 2008, the
Zapatero government took steps to control the cost of renewable power. When these actions
proved inadequate, the subsequent Rajoy government adopted even stronger measures,
culminating in a complete overhaul of the renewable support system®.

One set of common efforts focused on slowing the growth in renewable power support (del
Rio 2016). Targeting solar PV initially, the Zapatero government limited the size of the plants
that could receive subsidies, established an overall quota of new capacity per quarter, cut the
size of the FIT, and added a mechanism for automatically reducing the FIT if more than 75
percent of the quarterly quota was met (RD 1578/2008). Then, it further reduced the FIT for new
PV installations by applying ‘correction’ factors of up to 55 percent and extended similar
measures to renewable power installations of other types (RD 1565/2010; RDL 6/2009; RD
1614/2010). Unsatisfied with the results of these efforts, the new Rajoy government took the
drastic step of imposing an open-ended moratorium on support for new renewable power plants
as one of its first actions, in January 2012 (RDL 1/2012)°.

Governments of both parties also adopted measures aimed at generating additional
revenues to help reduce the tariff deficit directly. The Zapatero government imposed a grid
access charge for all power producers (RDL 14/2010). The Rajoy government then established
a generation charge and created new taxes on nuclear spent fuel and the use of coal and oil to
generate electricity (Ley 15/2012).

Finally, neither government shied away from controversial measures to modify, retroactively,
the terms of compensation for pre-existing renewable power plants. The Zapatero government
limited the years solar PV installations could receive the FIT and capped the number of
equivalent operating hours that were eligible for compensation. For its part, the Rajoy
government revised the formula for updating the tariffs for all renewable sources in a way that
was expected to result in slower growth--and possibly even negative growth, in real terms—and
eliminated the option of receiving a premium on top of the wholesale price of electricity (RD
1565/2010; RDL 14/2010; RDL 2/2013).

Ultimately, in 2013 and 2014, the Rajoy government replaced the FIT/premium model for
promoting renewable power with an entirely new legal and regulatory framework involving
primarily investment-based support. At that point, the tariff deficit had continued to grow, despite

the previous efforts by both governments to reduce it, and Spain was under pressure from both

* For a much more detailed discussion, see del Rio and Mir-Artigues 2012.
® Table A5 in del Rio and Mir-Artigues (2014, p. 51) shows the evolution of the FIT for PV from 1998 to 2011.
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the EU and the IMF to take more decisive action to reform the electricity sector (IEA 2015, pp.
100-102; Espinosa 2013, pp. 1-2). In a series of laws and regulations (RDL 9/2013; Ley
24/2013; RD 413/2014), the Rajoy government abolished the special regime and required all
renewable producers to sell their power directly to the wholesale electricity market. Instead of a
FIT or premium based on the amount of power generated, they would receive, if necessary, a
subsidy designed to ensure a reasonable profitability (rentabilidad razonable) on their
investments, which would closely track the amount of installed capacity, not output (IEA 2015,
pp. 129-130; Espinosa 2013, p. 35; del Rio 2016, pp. 9-12).

All in all, these measures contributed to a significant slowdown and then a virtual halt in the
deployment of new renewable generating capacity. From 2009 to 2013, wind power grew at
roughly half the previous rate and then stalled at about 23 GW. Over the same period, solar PV
capacity rose by just 1250 MW before plateauing at about 4.6 GW. The boom in renewable

power was over®,

5. The Revival of Renewable Power

This pause would be only temporary, however. Indeed, hardly had the new legal and regulatory
framework been put in place in 2013 and 2014 than pressure began to mount for a further
increase in Spain’s renewable power output. This pressure would eventually result in a series of
auctions through which the government would authorize nearly 9 GW of new renewable
capacity, to be completed by 2020, most of which would be eligible for remuneration under the
new system.

Although Spain had been meeting its annual renewable power targets, by 2015 it appeared
that more capacity would be needed to reach the overall goal of 20 percent renewable energy in
the country’s final energy consumption by 2020 (RD 947/2015; EC 2015). The 2011 renewable
energy plan had set targets—35,750 MW of wind and 7250 MW of solar PV--that substantially
exceeded the actual capacity, and even Spain’s 2015 energy planning document anticipated the
need for nearly 8 GW in additional wind and solar PV capacity by 2020 (PER 2011, p. 469,
MINETUR 2015b, p. 28). At the same time, the Rajoy government desired to demonstrate its
support for renewable energy prior to the general elections scheduled for December 2015 (del
Rio 2016, pp. 12, 26). Thus, widespread agreement existed on the need to increase Spain’s
renewable capacity. The principal question was how to do so at the lowest possible cost (del
Rio 2017, p. 17).

One promising approach was suggested by the guidelines for state aid issued by the EU in
2014, which proposed that members use auctions in the future to provide support for new
renewable energy installations (EC 2014). In addition, the new electricity sector law and the
subsequent regulation concerning renewable power had provided for the use of ‘competitive
contests’ (concurrencia competitiva) to promote more renewable production when needed to

meet EU targets or to reduce foreign energy dependence (Ley 24/2013; RD 413/2014).

® del Rio and Mir-Artigues (2012, p. 5562) also point to reduced access to credit following the economic crisis as a
cause of the stagnation, but that alone cannot explain the abrupt halt in deployment that occurred after 2011.
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As the 2015 elections approached, the Rajoy government issued a further set of regulations
and statements that laid the necessary groundwork for Spain to proceed with its first auction
(subasta). Under the terms set by the government, the auction would be limited to small
amounts of wind (500 MW) and biomass (200 MW) capacity; solar power in particular was
excluded. And in contrast to most renewable power auctions held elsewhere, but in keeping
with the new emphasis on investment-based support, bidders would offer a discount on the rate
of return for the initial investment in a standard reference plant. Government support would be
provided only if the market price fell below the level needed to achieve the discounted rate of
return, and winning bidders would have to complete their projects by the beginning of 2020 (RD
947/2015; MINETUR 2015a; MINETUR 2015c)’.

This initial, very modest auction took place in January 2016, and was regarded as a success.
The volume of wind power bids totaled five times the amount that could be awarded, and all the
winning bids offered a 100 percent discount on the rate of return, meaning the government
would never have to provide remuneration to the successful proposals. Nevertheless, the
renewable energy industry criticized the auction for its small size and the neglect of other
technologies, especially solar PV (APPA 2016; del Rio 2016, pp. 31-34; del Rio 2017, pp. 18-
20; MINETUR 2016).

Partly in response to these criticisms and in view of the continuing need to raise renewable
power output by 2020, the government announced in mid-2016 that it would a hold a second,
much larger auction. Because Spain needed to hold a second round of national elections,
however, the details were not worked out until early the following year, after a new Rajoy
government had finally been seated, and the auction did not take place until May 2017. In
addition to the much greater volume--up to 3000 MW--the auction was open to all technologies
(RD 359/2017; MINETUR 2017a; MINETUR 2017b).

Once again, the auction was greatly oversubscribed, this time by approximately 300 percent,
with bids roughly evenly divided between wind and solar PV projects. And as before, all the
winning bids offered the maximum possible discount, although it was set at less than 100
percent of the investment this time. Because of a provision that ties would be broken in favor of
projects with greater hours of operation, however, virtually all of the capacity was awarded to
wind projects, triggering an outcry from the solar PV sector (UNEF 2017; MINETUR 2017c).

Then, just days later, the government announced that yet another large auction would be
held that summer. Based on the experience of the May auction, officials realized that much
more capacity could be available at a deep discount in the guaranteed rate of return, and there
was no time to spare if new capacity were to be approved soon enough to come on line before
2020. Because by far the greatest potential for low cost capacity lay with wind and PV, however,
this third auction would be limited to those two technologies (RD 650/2017; MINETUR 2017d).

The July auction was also massively oversubscribed. This time, however, changes in the
parameters made PV relatively more attractive. Some 3900 MW of PV and 1100 MW of wind

were awarded at the maximum discount, making it the largest renewable power auction to date

" A detailed description of the auctions can be found in del Rio 2016, pp. 11-20.
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in terms of capacity (MINETUR 2017e).

Overall, the three auctions appeared to be a great success. If all the awarded capacity were
built, Spain would nearly double its solar PV capacity and would increase that of wind by about
20 percent. To be sure, some observers expressed concerns. One was that much of the
awarded capacity might never materialize, because the winning offers appeared too low to be
profitable, the result of strategic bidding based on the assumption that the last accepted bid —
which would determine the rate of return - would be higher. Second, the short time frame for
completing projects increased the potential for bottlenecks in the supply chain, especially for
wind (del Rio 2016; inspiriata 2017). And the deployment of much new capacity was threatened
by the scheduled expiration of many existing permits for grid access and connection at the end
of 2018 as well as insufficient connection capacity in some regions (Ojea 2018a; Ojea 2018b).

Over the next two years, however, the obstacles were largely overcome, especially as the
Socialist government installed in June 2018 made the success of the auctions a priority. Among
other things, the new government extended the expiration dates of grid connection permits and,
along with regional governments, took steps to expedite the approval processes (Ojea 2018c;
EPE 2018a; EPE 2018b; RDL 15/2018). Partly as a result, the completion of new power plants
surged in 2019. By the end of October, more than 3 GW of new capacity had been installed,
and additional projects were coming on line at an accelerating rate as the end-of-year deadline
approached. As much as 5 GW of new capacity was expected to be in place by then — what
would constitute a single year record in Spain - and most of the rest of the capacity awarded in
the auctions was expected to follow in 2020. One reason for the lag was that some developers
were intentionally delaying the completion of their projects while attempting to secure financing
on more favorable terms, even if it meant losing the guarantees that they had been required to
deposit (Roca 2019; Ojea 2019b; EPE 2019a).

6. Future Prospects for Renewable Power in Spain

What are the longer-term prospects for renewable power in Spain, once the new capacity
authorized by the auctions has been largely installed? The motives — security of supply,
environmental protection, and socioeconomic benefits — that, along with Spain’s abundant
resource potential, shaped Spanish policy in the past are likely to remain strong. Indeed, they
are being reinforced by important external developments. Thus we should expect the recent
revival of renewable power, especially solar PV and wind, to continue over the next decade.
What will change is the role of the Spanish government, which is shifting from providing

financial support to renewable installations to facilitating private investment.

6.1. Future Prospects for Renewable Power in Spain

One development likely to drive additional renewable power deployment is the adoption of new,

higher targets. In 2018, the European Union established a framework for the promotion of
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renewable energy over the next decade (EC 2018a). The overall binding target for 2030 of at
least 32 percent represented a substantial increase over the 2020 goal. As a first step, specific
national objectives would be set by the EU member states themselves. In February 2019, after
months of speculation, the Sanchez government provided Spain’s initial response in the form of
a long-awaited draft for a Law on Climate Change and the Energy Transition (MITECO 2019a)
and the EU-mandated Integrated National Plan for Energy and Climate for 2021-2030 (Plan
Nacional Integrado de Energia y Clima 2021-2030, PNIEC) (MITECO 2019b). The latter set an
ambitious overall renewable energy target of 42 percent of final energy consumption by 2030,
more than double the target for 2020, with no less than 74 percent of electricity coming from
renewable sources.

How much renewable generating capacity was Spain likely to require? A first glimpse of what
might be needed was provided by the report of the Expert Commission that was established in
2017 to analyze scenarios that would lead to the achievement of likely European energy and
climate objectives. The report, issued in April 2018, employed a somewhat lower baseline
scenario for 2030 in which 62 percent of electricity came from renewable sources. To achieve
that level, Spain would need a total of 31,000 MW of wind capacity and 47,150 MW of PV
(Comisién 2018, p. 8). Given its more ambitious renewable electricity goal, the draft PNIEC set
even higher targets. It called for 50,258 MW in wind, 36,882 MW in solar PV, and 7303 MW in
CSP power generating capacity (MITECO 2019b). To achieve these objectives, the government
would hold auctions of at least 3 GW in renewable capacity each year (MITECO 2019a),
although the details of the auctions remained to worked out through late 2019, at least in part
because of the delay in forming a new government following the April national elections (EPE
2019b).

6.2. Falling Costs of Renewable Power Plants

A second important development is the steady decline in the cost of renewable power,
especially solar PV, to the point at which it can compete with conventional power sources
without any financial support. By 2019, the cost of PV modules and entire PV systems had
plunged by 90 percent and 80 percent, respectively, in a decade. As a result, the levelized cost
of electricity in parts of Spain had dropped as low as 24 e/MWh, well below the wholesale
market price, and it was expected to continue to fall (Vartiainen et al. 2019).

The sharp decline in costs is one reason for the success of the recent auctions, in which
winners all submitted the lowest possible bids. But it is also behind a development of perhaps
even greater potential to transform the renewable power landscape in Spain: the decision of a
many actors to invest in renewable power without reliance on any government financial support.
In a growing number of cases, large electricity consumers have entered into power purchase
agreements (PPAs) with renewable producers, whereby the former will buy electricity directly
from the latter rather than from traditional utilities. By offering long-term contracts at fixed prices,

PPAs enable consumers to hedge their electricity costs in the face of unpredictable and
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generally rising fossil fuel prices while ensuring producers and their financial backers of a
steady income stream. In addition, such agreements can help companies burnish their
environmental image by using non-CO2 producing electricity to power their operations (Bellini
2017; Gomez 2019). By late 2019, PPAs involving some 1500 MW of PV alone had been
signed (Pérez Galdén 2019). Other cases have involved purely speculative merchant projects
that would sell their electricity directly to the wholesale market. And in at least one case, the
project developer entered into a financial hedge arrangement that would lock in prices for a
number of years (Ellomay Capital 2018).

As a result, Spain has seen a steady drumbeat of announcements for new solar PV plants in
particular, beginning in 2017, that were unrelated to the auctions. The first PPA was signed in
July 2017, and by early 2018, according to one estimate, a new PPA was being reached every
week (EDPR News 2017). By mid-2018, some 23 GW in PV projects beyond those awarded in
the auctions had submitted applications for approval (Monforte 2018; Parnell 2018). And by
October 2019, the Spanish national grid operator, Red Eléctrica de Espafia, had granted access
permits to new renewable projects totaling nearly 100 GW, with another 36 GW of capacity
waiting for approval and some 58.5 GW in applications denied because of a lack of connection
points or capacity on the grid (REE 2019; see also Ojea 2019a).

6.3. A New Role for Government

As the costs of new renewable power installations continue to decline, the need for government
financial support should decline as well, unless wholesale prices drop so much as to make
renewables unprofitable. Instead, the primary role of the central government is likely to shift to
removing obstacles that would otherwise inhibit private investment and the operation of market
forces. Indeed, the draft PNIEC anticipated that virtually all of the new investment in renewable
energy will come from private sources (MITECO 2019b, pp. 145-146).

A good example of this shift is Spain’s evolving policy toward demand-side generation
(DSG), and specifically the version involving the production of electricity primarily for one’s own
use, or self-consumption (autoconsumo). This has been the aspect of renewable power over
which the major political parties have been most deeply divided.

In the late 1990s and 2000s, renewable support policy in Spain gave priority to utility scale
power plants designed tp inject their output into the grid. It was not until 2010 that self-
consumption began to receive serious consideration in national planning. Over the following
year and a half, the Zapatero government developed a set of regulations, but these were put on
hold with the election of the Rajoy government in late 2011 (Mir-Artigues 2013, pp. 668-669).

Following the new government’s moratorium on subsidies for new renewable installations in
early 2012, many regarded self-consumption as a way to boost the fortunes of the struggling PV
sector in particular. When the Rajoy government finally revealed its own draft regulation in mid-
2013, however, it contained provisions that would make the deployment of DSG with self-

consumption unprofitable. Of particular concern was a special back-up charge (peaje de
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respaldo) on self-consumed electricity. Although intended to ensure that self-consumers would
help pay for the fixed costs of the power system, the charge had the effect of making self-
consumed power more expensive than electricity bought from the grid (UNEF 2013; Mir-
Artigues, del Rio, and Cerda 2018).

The proposed regulation was roundly criticized by environmentalists and the renewable
power industry. Even the National Energy Commission (CNE) issued a report calling the
proposal ‘discriminatory’ in comparison with other measures consumers could take to reduce
their purchases from the grid (CNE 2013). In the face of this criticism, the Rajoy government
waited until October 2015, shortly before the next national election, to issue a final regulation.
This version contained most of the barriers found in the original draft, including the back-up
charge (RD 900/2015). The conservative government continued to prioritize reducing the tariff
deficit over promoting renewable power.

The Rajoy government's approach to self-consumption prompted widespread political
opposition. Prior to the December 2015 general election, all the opposition parties signed a
letter promising to eliminate the back-up charge if they were to win a majority in the Congress,
and early the following year they committed to removing the obstacles in the 2015 regulation. In
2017 and again in 2018, the opposition parties even introduced bills to promote self-
consumption. Nevertheless, the Rajoy government was able to use its control over the
legislative process, even after losing its majority in the Congress in 2015, to prevent any such
proposals from advancing (Kenning 2015; Kenning 2016; Fernandez 2018).

The prospects for self-consumption suddenly brightened in mid-2018, when the Socialists
took the reins of power following a successful vote of no confidence in the Rajoy government. A
substantial majority of representatives quickly voted to lift the obstacles to adopting a new law to
promote self-consumption (Ojea 2018d). In the fall, the Sdnchez government eliminated the
back-up charge and simplified administrative procedures for approving self-consumption
projects as part of a broader package of urgent measures to promote the energy transition (RDL
15/2018). And in April 2019, the government issued a comprehensive new regulation for self-
consumption that received a positive reception from the renewable power industry (RD
244/2019). As a result, the PV sector anticipated that the amount of such capacity would grow
by 400 MW per year (UNEF 2019).

Nevertheless, the job of the government will not be completely confined to removing
administrative, technical, economic, and fiscal barriers to investment. There will continue to be
areas where a more active government role will be needed. An important one will be balancing
supply and demand. Unlike conventional sources of power, most renewable power is
intermittent and cannot be simply dispatched as needed. Thus, as the share of renewable
power grows, there could increasingly be occasions when the amount of electricity available
exceeds or falls short of demand.

The government could help address this challenge in several ways. On the demand side,
Spain has recently established an interruptibility service whereby large consumers agree, for a

fee, to reduce their usage by pre-determined amounts when ordered by the grid operator, but
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there is much more the government can do to promote demand-side management more
broadly, as recognized in the draft PNIEC (Roldan, Burgos, Riquelme, and Trigo 2016; MITECO
2019b, pp. 67-69). Similar opportunities exist on the supply side in the form of capacity
mechanisms, whereby the system operator pays producers to create or maintain backup power
plants that can be brought online as needed. Alternatively, and of particular interest in the case
of renewable power, the government could help to promote various forms of electricity storage.
Thus far, Spain’s efforts have focused on pumped hydroelectric storage, but the draft PNIEC
anticipated a growing reliance on battery storage on a large scale, possibly facilitated by the use
of auctions, as well as thermal storage associated with CSP installations (MITECO 2019b, pp.
67, 170).

Finally, the government will be central to developing additional interconnections with the
broader EU electricity market through France. Because Spain, and the Iberian Peninsula more
generally, is an isolated ‘energy island,” interconnections that enable Spain to export and import
electricity as needed are vital for balancing supply and demand. Recently, Spain doubled the
amount of power it can export across its northern border, to nearly 3 GW or about six percent of
peak power consumption, and Spain and France plan to build an underwater interconnection in
the Bay of Biscay with a capacity of 2 GW, to be completed by 2025, while two additional
crossings in the Pyrenees that could increase the total to 8 GW are under consideration. The
ultimate goal is to bring Spain’s total interconnection capacity, including that with Portugal, up to
the EU’s target for 2030 of 15 percent of Spain’s electricity consumption (EC 2018b; MITECO
2019b: 14, 28).

7. Conclusions

Over more than thirty years, the fortunes of renewable power have waxed and waned in Spain.
In the 1990s and much of the 2000s, renewable power received substantial government
support, primarily in the form of generous feed-in tariffs and premiums. Then, for the better part
of a decade, that support was steadily cut back and, in some respects, eliminated. In the last
several years, however, renewable power has experienced a resurgence of support, although
not to the extent previously enjoyed. The deployment of new renewable generating capacity has
paralleled these fluctuations in support levels, first rising, then stagnating, and once again
increasing in recent years.

One striking aspect of this story is that it cannot simply be attributed to shifting political
winds. Although the center-left and center-right parties have differed on many issues, they have
generally shared similar views when it comes to support for renewable power. Both
conservative and Socialist governments backed the incentives that made possible the initial
take off of renewable power. Likewise, governments of both parties participated in the cuts that
followed. And although less government support has been needed in recent years, thanks to the
declining cost of renewable projects, both conservative and Socialist governments have taken

steps to ensure that Spain deploys enough new generating capacity to meet its overall
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renewable energy targets for 2020. Policy on renewable power, whether supportive or
restrictive, has generally enjoyed a broad consensus.

Of course, this finding raises the question of what will happen in the future, given the recent
fragmentation and polarization of the party system. Since 2015, Spain has been ruled by
minority governments that have been less able to pass new laws, such as the long promised
Law on Climate Change and Energy Transition. Nevertheless, when it comes to renewable
power, these political developments may matter less than they might have in the past, because
of the changing role of government. In the future, thanks to the increasing cost competitiveness
of renewables, government will be needed less to provide financial support, a potentially
controversial role, than to facilitate the operation of market forces. And whatever the precise
role that Spanish governments end up playing, the overall trend is clear. Future governments,
regardless of their political orientations, are likely to preside over a prolonged and substantial
increase in renewable power that reflects the country’s long-standing security, environmental,
and socioeconomic motivations as well as its extensive renewable resources. That rising EU
targets and declining costs point in the same direction will only reinforce these underlying
forces.

Less clear is what lessons can be generalized from the Spanish case. Is it unique, or at least
rare, in the extent to which renewable power has enjoyed — and may continue to enjoy -- broad
political support? A potentially fruitful line of research would be to examine where, when, and
why support for renewables has tended to command political consensus. A quick look at the
United States, for example, indicates that consensus can be elusive and that support for
renewables, like the closely related issue of climate change, can be a divisive political issue.
The U.S. case also suggests some potential hypotheses to explore with regard to the causes of
such differences, such as the strength of interest groups that might benefit from or be harmed
by the growth of renewable power and the scope and geographical distribution of renewable
resources. Suffice it to say, the examination of the politics of renewable power in comparative

perspective is likely to yield fruitful insights.
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