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The role of risk-mitigating policies in promoting 2nd gen biofuels
INTRODUCTION
Despite important technological advances, second generation biofuels are largely still at a demonstration stage. One of the main barriers to overcome towards a more significant

k t h th i d i k f bi f l j t Hi h i d i k lt i hi h t f it l Thi i fl th t f k t d l t d tlmarket share are the perceived risks of biofuel projects. Higher perceived risks result in higher cost of capital. This influences the rate of market deployment and consequently
affects their technological learning curve and further cost reductions. Different support policies can mitigate some of the risks that are preventing advanced biofuels access to
cheaper finance sources and support their market expansion.

STUDY GOALS
1. Understand the risks related to first and second generation biofuel projects. 
2. Evaluate their impact on the cost of capital.
3. Assess what policy options can overcome the initial investment hurdle for advanced biofuels.

MAIN CONCLUSIONS

�Perceived technology risks cause the cost of capital for advanced biofuels to be much higher than for conventional ones This is hindering their market deployment

METHODOLOGY & RESULTS

�Perceived technology risks cause the cost of capital for advanced biofuels to be much higher than for conventional ones. This is hindering their market deployment.
�Initial investment subsidy in combination with double counting are the most cost-efficient policy options to overcome the initial investment hurdle for 2nd gen biofuels.

BUT !!!
�Double counting reduces the size of the biofuel market - To fulfil its purpose best, it must be discontinued in the short-middle term.
�By 2020 we can achieve ~20% 2nd gen in the biofuel mix at reasonable policy cost (>1 billion €).
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Policy scenarios
Achieving a significant contribution of 2nd gen to the transport fuel mix in the short-mid
term will require considerable policy support.

A combination of in estment s bsid and ta break achie es the highest prod ction

almost exclusively by venture capital,
(safe for grants or investment subsi-
dies) which implies a weighted avera-
ge cost of capital (WACC) of 20 to
30%, or 3-5 times the cost of capital
of 1st gen projects.
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A combination of investment subsidy and tax break achieves the highest production
volumes (and market share) for 2nd gen but at a very high policy cost.
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2nd generation production under different policy cases
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g
ployment of 2nd gen at
the least policy cost.
If discontinued after lear-
ning effects have suffi-
ciently lowered the cost
of technology, it fulfils its
purpose best.
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different policy support measures
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Different policy options/combinations
achieve very different levels of 2nd
gen production and market share.
Policy costs differ very significantly.

The most effective policy options are
not also the most efficient.


