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Will a focus on security

glo

nelp or hinder the
pal energy transition”?

Four experts debate the impact of war in Ukraine, higher power and equipment

prices and a volatile, more fragmented world. By Amy Carroll and Bruno Alves

ussia’s invasion of Ukraine
has intensified scrutiny
of energy security. But
while locally sourced re-
newables clearly repre-
sent the ultimate form of
independence, in the short term, there
are growing calls for fossil fuels to be
powered back up as isolating Russian
president Vladimir Putin is prioritised
over decarbonisation. Will the Ukraine
crisis disrupt the energy transition, or
will it further accelerate the shift to
green power?

“Investment in the energy transition
is the answer to both climate change
and energy security,” says Jenny-Li
Holmstrom, legal counsel and head of
ESG at Taaleri Energia. “Our belief is
that there is no conflict here.

“A greater focus on renewables is
the fastest way to construct more cheap
and clean local energy production in
each and every country. That energy
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security angle has become more prom-
inent against the current geopolitical
backdrop, so I think that will fast-track
more construction, rather than hinder
progress.”

Carsten Johansen, managing di-
rector at Impax Asset Management,
agrees.
choppy waters and there may be some

“We may experience some

short-term delays. But in the long
term, I believe we will see an accelera-
tion of renewable generation,” he says.

“While events in Ukraine have been
horrible, they may provide additional
tailwinds for the sector on the back of
increased focus on energy independ-
ence. A number of countries have al-
ready increased their targets for renew-
ables build out.”

The swell in public consciousness
around sustainability issues that co-
incided with the pandemic should
prevent net-zero targets from being
discarded. “Energy security is now at

the forefront of everyone’s mind,” says
Laurent Chatelin, partner and head of
infrastructure investment at Eurazeo.
“Just as covid has been an accelerator
of digitalisation, so Russia’s invasion
of Ukraine will accelerate the energy
transition in the years to come.”

The war in Ukraine has not only re-
vealed the need to secure independence
from Russian gas. It has also caused
power prices to skyrocket, thereby ex-
acerbating inflation. “We are moving
from what has been an extraordinarily
benign market to a more volatile envi-
ronment, triggered, in part, by events
in Ukraine,” says Joost Bergsma,
founding partner and chief executive at
Glennmont Partners. He adds that re-
newable energy prices are, to an extent,
following the upward trajectory of both
oil and gas.

However, Bergsma believes that
renewables pricing will increasing-
ly become decoupled from the wider
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power markets, given that the funda-
mental determinant of price is, in fact,
weather. “That, in turn, will increase
the amount of renewables on the grid,”
he says.

“The second big advantage of clean
energy is that it doesn’t have a feed-
stock. Gas powered plants need gas
supply on a daily basis to function.
Wind farms, by contrast, will operate
regardless.”

Pricing pressure

But while power prices fuel inflation,
the renewables industry is facing its
own pricing pressures as equipment
costs soar. “About a year ago, equip-
ment prices were at an all-time low,”
says Johansen. “In fact, you could ar-
gue those prices were not sustainable,
as manufacturers struggled to make the
economics work.

“Coming out of the pandemic, and
now with the war in Ukraine, we are fac-
ing a period of higher inflation, which
is impacting capital expenditure. These
cost pressures are largely being offset by
higher power prices and technological
advancement; over the longer term we
expect the market to normalise.”

Increased costs are also being offset
by technological advancement. “The
increased efficiency of equipment
means you can generate more electrici-
ty from the same capex,” says Chatelin.

Holmstrom agrees. “The cost of
solar and wind farm components has
generally increased over the past few
months due to various logistics and
supply-chain issues, and also raw ma-
terial pricing pressures, but these chal-
lenges are being offset by the increased
efficiency per unit that we are seeing, as
wind and solar technologies continue
to improve over time,” she says.

Bergsma points, in particular, to
innovations with rotating and bifacial
solar panels. He also sounds a note of
caution, however. “The manufacture of
wind turbines tends to be local because
blades and towers are too expensive
to ship. But solar panels are primarily
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“It is difficult to
predict how long

power prices will
stay where they

are, but current
high wholesale
power prices are not
sustainable, and
unbealthy given
the impact on end
consumers’

JENNY-LI HOLMSTROM
Taaleri Energia

manufactured in China, Vietham and
Korea,” he explains. “If we start to
move towards a more fragmented
world, with greater trade restrictions,
that could create challenges.”

Bergsma says that these panels are
already the object of increased scrutiny,
to ensure that they are manufactured
to European ESG standards. “We
shouldn’t take it for granted that we
will continue to have access to cheap

solar panels as these geopolitical and
ESG pressures evolve,” he says.
Johansen agrees. “The solar supply
chain has been impacted by human
rights concerns around certain panels
coming out of China and we are cur-
rently monitoring potential covid out-
breaks and whether these may impact
manufacturing and shipping,” he says.
“If you have flexibility when it comes
to starting construction, that puts you
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in the best possible position to manage
the current market environment.”

For Chatelin, the future for renewa-
bles looks bright, regardless of mount-
ing geopolitical and macroeconomic
pressures. “The marginal cost of pro-
ducing each extra gas molecule goes up
and up but exactly the opposite is true
of renewables,” he says. “The beau-
ty of wind and solar is that the more
you have in the ground the cheaper the
production of electricity becomes.”

Renewables’ roadblocks

There are hindrances to the growth of
renewables, of course. One is the evo-
lution of the battery storage required
to tackle the inherent intermittency of
wind and solar. “Battery storage is on
a good trajectory,” says Bergsma. “We
are starting to see a lot of capacity come
online.

“However, batteries today are pri-
marily being produced for the EV
[electric vehicle] sector. The power
sector requires a great deal more ca-
pacity. In addition, the batteries being
produced today are more suitable for
fast charge and de-charge, rather than

medium- and long-term charging.
That is still a significant handicap.”

“We need more medium and long-
term storage solutions as we seek to
add more renewables to the grid,”
agrees Johansen. “We are seeing more
European countries come out with pol-
icies and frameworks around battery
storage. That should help drive expan-
sion because it is quite clear that more
capacity is required.”

For Johansen, however, the two
largest inhibitors of renewables de-
ployment involve local planning and
access to stable grids. “It is country-,
region-specific,” he explains. “In some
jurisdictions you are guaranteed grid
connection once permitted, although
you may not know the timing or cost,
in others you need to bid in.

“That grid connection is one of the
largest bottlenecks we face. Deploy-
ment of renewables today is far behind
even 2030 goals, so we definitely need
more investment in grid connections
across the board.”

“The quality of electricity transmis-
sion is frustrating,” agrees Chatelin.

“This is a highly regulated space.

Governments need to step up,” adds
Bergsma. “In Germany, for example,
there is not enough transmission to
match ambitions for offshore wind ca-
pacity. I also think we need to see more
coordination across Europe when it
comes to transmission policy, so that
we can use the fact that we have coun-
tries with good natural wind resourc-
es and countries with good natural
sunlight, to better meet the electricity
needs of the whole region.”

PPA pricing
Meanwhile, although renewables may
be relatively insulated from macroe-
conomic and geopolitical events, in-
creased volatility must, of course, be
factored into the way offtake agree-
ments are structured. Johansen says that
Impax — which sells projects once they
become operational, so spends a lot of
time talking to potential buyers about
their preferred route to market — has in
certain markets seen an uptick in inter-
est for merchant buyers over the past six
to 12 months, as well as an increase in
Power Purchase Agreement prices.
Holmstrom, however, says that even

“Coming out of the pandemic, and now

with the war in Ukraine, we are facing

a period of higher inflation, which is

impacting capital expenditure”

CARSTEN JOHANSEN
Impax Asset Management
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though it may objectively make com-
mercial sense to obtain greater mer-
chant exposure, both Taaleri Energia’s
LPs and lenders expect to see a certain
minimum level of hedging.

“With, on average, 60 percent of
production hedged for a period of 10
years, our funds already have a signifi-
cant merchant tail exposure,” she says.

“While power prices are currently
surging, our ability to be more op-
portunistic is governed by a need to
balance risk and return. That means
we will look to have PPAs or financial
hedges in place regardless of the pow-
er price environment.”

It would indeed be a brave investor
that placed bets on how long current
pricing will remain in place. “PPA
prices have increased to some extent
on the back of higher future power
prices projections in the wholesale
market,” says Holmstrom.

“It is difficult to predict how
long power prices will stay where
they are, but current high wholesale
power prices are not sustainable,
and unhealthy given the impact on
end consumers. We hope that power

prices will normalise sooner rather
than later.”

Bergsma adds that we are already
starting to see a backlash against higher
power prices, with some governments
announcing limits on windfall profits.
But he adds that, while it is impossible
to know how long prices will stay at
their current levels, greater volatility
is inevitable given the move away from
feed-in tariffs. That volatility, he says,
can generate returns: Glennmont em-
ploys a team of dedicated PPA experts
tasked with achieving that goal.

Meanwhile, a growing range of cus-
tomers is looking for PPAs. “Clearly,
the tech companies have been there for
many years but, as a side effect of high-
er gas prices, we are also receiving lots
of enquiries from gas companies and
chemical companies as well,” Bergs-
ma explains. “PPAs are also becoming
more sophisticated in terms of struc-
ture, with multiple tranches, caps and
collars, and a mix of tenors.”

While a lack of players able to han-
dle volatility means that there are more
short-term PPAs than long-term ones
in the market today, this should change

with time, not least because of demands
from the lending community. “To a
large extent, project finance banks are
driving the discussion around how
PPAs are structured because they are
the recipients of most of the contracted
revenues,” says Chatelin.

“From an infrastructure perspec-
tive, you need PPAs with long tenor
in order to leverage projects,” agrees
Bergsma. “If you are able to offer scale
and diversity across geographies and
technologies, I think off-takers will be
willing to agree.”

Hype around hydrogen

The energy transition is not just about
renewables generation. We have seen
an increase in energy transition strat-
egies focused on the decarbonisation
of industry, rather than just the power
sector, the most obvious example being
the Brookfield Global Transition Fund,
which is targeting $15 billion, double
its original target.

Chatelin, who joined Eurazeo to
help forge its infrastructure business
early in 2021, embraces this broad-
er definition. “Investors are thinking

“We shouldn’t take it for granted that
we will continue to have access to cheap

solar panels as these geopolitical and

ESG pressures evolve”

JOOST BERGSMA
Glennmont Partners

May 2022




Analysis

beyond renewables to a broader under-
standing of transition,” he says.

“That is why we have named our
maiden fund the Eurazeo Transition
Infrastructure Fund, encompassing re-
newables and the broader energy tran-
sition such as decarbonisation, clean
transport and the circular economy, but
also digitalisation. Transacting across a
broad range of sectors, geographies
and technologies is a great risk miti-
gant, because if one goes south, you
have that diversification advantage.”

For other
however, some of these broader in-

market participants,
terpretations of the energy transition
stray outside traditional infrastructure
parameters. “Investment in the decar-
bonisation of business can more closely
resemble venture capital than infra-
structure in terms of its risk-return
profile,” says Holmstrom.

One of the most hyped sectors
outside of traditional generation, of
course, is green hydrogen. It is an area
that many investors are watching close-
ly but where few have yet placed firm
bets.

“Around 90 percent of the hydro-
gen produced today involves fossil
fuels so there is still a long way to go
until we are producing green hydrogen
at scale,” says Chatelin. “We have not
yet transacted in the space, but we are
watching it closely and believe it will
represent an interesting investment
opportunity in the years to come.”

“While the hydrogen sector has
huge potential, it is still very nascent,”
agrees Johansen. “We have looked at
some opportunities involving hydrogen
co-located with solar and coupled with
an industrial offtake, and we continue
to evaluate the economic equation. I
think it is likely that more government
intervention will be required in order
to make it more mainstream than it is
today.”

Holmstrom, meanwhile, says that
it is encouraging to see increased
amounts of government-backed invest-
ment in green hydrogen research and

“YFust as covid has
been an accelerator
of digitalisation, so
Russia’s invasion

of Ukraine will
accelerate the energy
transition in the
years to come”

LAURENT CHATELIN
Eurazeo

development, and even some demon-
stration or test projects. But she adds
that it would require a massive amount
of additional cheap, renewable energy
to get green hydrogen production to
scale, which will be extremely challeng-
ing over the short to medium term.
The cost of electrolysers would also
need to come down significantly, says
Bergsma. He adds that it is unclear
how successful gas pipe networks will
be in storing hydrogen. “Finally, more
work needs to be done to prove hydro-
gen’s safety before it can be deployed
at scale,” he explains. Indeed, while
Bergsma sees potential for the use
of green hydrogen in decarbonising
transport and industry, in the power
sector he believes its role will be lim-
ited to storage, given the large dents

that wind and solar are already making.

Despite the growing proliferation
of broader energy transition funds,
Bergsma extols the virtue of a focus
on power, not least because power re-
mains the most pollutive part of the
economy.

“There are also mature and prov-
en technologies mitigating that car-
bon footprint, including onshore and
offshore wind and solar. That means
it is possible to create a well-balanced
risk-return profile,” he says. “The de-
carbonisation of some of these other
sectors, including transport and indus-
try, is at a far earlier stage, so inherent-
ly carries more risk. After all, the de-
carbonisation of these hard-to-abate
sectors all comes back to the genera-
tion of clean electricity.”
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