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The case for turning the stimulus green
Economic ills threaten
alternative energy
investment but public
spending plans could
turn it into a cure,
reports Fiona Harvey

C

lean energy companies,
which had been flying
high on the back of soaring oil prices, tumbled to
earth in the last few months of
2008. The boom in renewable and
low-carbon alternatives to fossil
fuels looked by November to
have suffered a sudden bust.
The WilderHill New Energy
Global Innovation Index, which
tracks the performance of 88
clean energy stocks worldwide,
plunged almost 70 per cent
between the start of the year and
November, with 84 out of the 88
companies seeing their share
price fall. This was in sharp contrast to the previous year, when
the index rose 58 per cent.
Clean energy sectors suffered
particularly as the markets punished companies with high capital needs, and as investors
sought safe havens in longerestablished businesses, according
to an analysis by New Energy
Finance, a research specialist.
But against the backdrop of the
World Future Energy Summit
2009 in Abu Dhabi, supporters of
the sector warn against writing
off clean energy just yet.
Although this year will be difficult, prospects remain bright.
Michael Liebreich, chief executive of New Energy Finance,
says: “2008 was a bruising year
for clean energy shares. There
was a point when [the WilderHill
index] was at a level we haven’t
seen since September 2003, before
the ratification of the Kyoto protocol. . . That’s plainly absurd,
even in the light of the unsustainable surge in valuations in
2006 and 2007. The growth prospects for clean energy investment remain exciting.”
The arguments in favour of
clean energy are becoming familiar to most businesspeople.
Energy security is now a pressing concern for importers of oil
and gas – the dispute between
Russia and Ukraine in early January proved a jolting reminder to
Europe of the problem of overreliance on any single energy
supplier. The US is equally wary
of relying on politically unstable
regions such as the Middle East
for its fuel imports.
The soaring price of energy in
recent years has intensified these
worries, forcing governments and

Becalmed: as conventional energy prices have dropped, so has the impetus in the US to invest in projects such as this wind farm near Palm Springs, California
businesses to explore alternatives
to oil and gas. Added to this has
been another growing concern
about oil: finding new sources of
supply as the most easily tapped
resources are depleted, and attention shifts to unconventional
sources, such as oil sands, which
are more expensive to exploit.
If “peak oil” theorists are correct, this problem will worsen
markedly in the next two decades, and prices will rise further.
Climate change is the other
reason to switch away from fossil
fuels. Rising concentrations of
greenhouse gases have outstripped scientific predictions,
bringing us closer to what climate experts warn is the brink of
a catastrophic degree of global
warming.
Scientific evidence has been
piling up, and the world is now
less than a year away from a
conference aimed at forging a
new global deal on emissions.
Added to these pressures, pollution has prompted rapidly
industrialising countries to seek
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cuts in their consumption of
dirty fuels such as coal and oil.
Governments have sought to
respond with fresh regulations.
Europe has led the way with its
greenhouse gas emissions trading scheme, but other countries
have taken steps to set up their
own trading systems: Japan, Australia and several US states have
all embarked on carbon trading.
Some developing countries
have also pursued lower-carbon
strategies – China has stiff laws
on car fuel economy, India has a

national plan on carbon, and
Mexico has pledged to halve
emissions by 2050.
But these were the policies and
realities of the boom. Last year’s
financial crisis was accompanied
by a precipitous fall in oil prices,
and vociferous calls for a loosening of environmental regulations
that would raise fuel prices.
The economics of alternative
energy have reversed sharply:
high energy prices made stillcostly alternatives such as wind
and solar power much more

attractive, but as conventional
energy prices have dropped, so
has the impetus behind renewables. T Boone Pickens, the legendary Texas oilman, signalled the
sudden change last year, when
he drastically scaled down plans
to invest in US wind power.
The lack of credit is also braking the growth of renewables,
says Neil Suslak, managing
director of Braemar Energy Ventures, a clean energy investor:
“The current financial crisis will
continue to slow the deployment
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The crisis has not
halted interest in
alternative fuels,
says John Reed
The switch from conventional petrol-burning cars to
more energy-efficient electric, hydrogen, and other
alternative-fuel ones was
never going to be easy.
The financial crisis has
made the task immeasurably
harder.
Petrol prices, after spiking
to record levels early last
year and spurring new interest in electric and hybrid
cars, have plunged, profoundly shifting the assumptions underpinning both carmakers’ business plans and
consumer spending habits.
The slowdown has squeezed
the budgets of both.
With car buyers pinching
pennies, sales of early
entrants to the field, such as
Toyota’s top-selling Prius
petrol-electric hybrid, fell
more sharply in November
than the overall car market
in the US. In December, Toyota shelved plans for a Mississippi plant to build the
car in its biggest market.
The financial crisis has
also dealt a harsh blow to
expansion plans at highprofile clean-car startup
companies such as California’s Tesla Motors, maker of
an electric roadster, that late
last year postponed plans for
a factory to build a new
sedan.

In December, Norway’s
Think, another niche electric-car producer, halted production and asked for government aid to stay afloat.
The world’s large car
groups have asked European
and US policymakers for
government funds to keep
investing in greener technologies as they hunker down
for the industry’s worst
slowdown in decades.
Even before the credit
crunch, carmakers and politicians were grappling with
the complex feasibility and
cost-benefit issues surrounding mass adoption of alternative vehicles.
Industry analysts and carmakers have always said
that electric and hydrogen
fuel-cell cars would not take
off without big investments
in recharging and fuelling
infrastructure.
Serious questions remain
over the “well-to-wheel”
environmental impact of battery-powered cars if they are
charged from electricity generated from non-renewable,
higher-emission sources
such as coal.
Despite government and
industry efforts to promote
biofuels, the field remains
mired in controversy over
the extent to which production of crops for ethanol
crowds out food production.
Investments have been made
by carmakers including
Daimler, Volkswagen and
General Motors in producers
of “second-generation” fuels
made from non-food crops or
waste.
Carmakers were always
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of new renewable projects in the
US in 2009 due to lack of capital
available for projects generally,
and a reduction in demand for
currently more expensive renewable energy by energy users.”
Governments have also grown
more wary of strengthening environmental regulations that could
push up costs to hard-pressed
businesses and consumers. European companies succeeded in
wringing key concessions last
year on the extension of the
emissions trading scheme.
On the face of it, then, the
recession and financial crisis
spell disaster for clean energy as
investors take fright and the economics of energy swing back in
favour of oil. But as the recession
takes hold, a new argument is
gaining currency. The need for
an economic stimulus, funded
from the public purse, is now
accepted by governments across
the world. The US, Europe, Asia
and others are all engaged in
reigniting their economies by
bringing forward public invest-

ments. Some governments are
now suggesting this stimulus
should be green – that investments should be directed towards
creating an infrastructure for
energy that would shift economies on to a low-carbon footing.
The US president-elect, Barack
Obama, is the chief proponent of
a green stimulus. He has pledged
$150bn of investment in lowcarbon infrastructure, creating
millions of jobs. Gordon Brown
in the UK has also espoused a
“green new deal” to create jobs,
and other countries are also considering the idea.
Mr Liebreich notes: “Obama is
not the only leader seeing clean
energy as an important element
in the programmes they are planning to help stimulate economic
activity.”
That is good news for the clean
energy industry, says Mr Suslak.
Although past recessions have
halted the growth of alternative
energy, the problems of energy
security and climate change are
not going away. “In prior periods
where we have had wild commodity swings, the rush to alternatives essentially stalled when
energy prices fell. We believe
there are many more factors at
work now which will keep opportunities alive, but at a more
measured pace,” he says.
The “Obama bounce” led the
WilderHill index to recover by
about 45 per cent in December.
Other investors agree that the
concept of a green stimulus will
lift the sector, despite the worsening outlook. “We cannot ignore
the recession,” says Ian Simms of
Impax. “However, many companies operating in environmental
markets are likely to see sustained demand for their products
and services.
“If we are going to make tangible progress towards targets to
reduce carbon dioxide emissions,
there will be a marked increase
in some areas, particularly equipment and materials that improve
energy efficiency, cleaner fuels
and renewable power.”
Tom Burton, head of the
energy practice at Mintz Levin in
the US, predicts: “The investment community will not forsake
clean tech in the light of the
recession. The fundamental
investment
theses,
broadly
speaking, have not changed.
There are still large, untapped
markets.”
He concludes: “It’s true that
the sector will suffer from a slowdown, but that is no different
from other technology sectors, I
believe that the clean tech sector
will be among the first to emerge
from the ashes of the recession.”
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US plans address
one of the most
important issues in
the power debate,
says Ed Crooks

New entrant: Honda’s Insight hybrid will compete with Toyota’s topselling model
wary of betting too much on
new technologies not yet
road-tested for mass consumer acceptance. Even in
green-minded Europe, carbuyers are reluctant to pay
extra for alternative-technology cars such as hybrids.
This reluctance underpins
the industry’s noisy pleas for
state aid to help underwrite
research and development.
Car groups also want policymakers to ease regulations
pushing them to make
cleaner cars.

Car groups have
asked policymakers
for funds to keep
investing in greener
technologies
In December, the European industry – with support
from governments – succeeded in securing a longerthan-expected transition
period for the carbon cuts to
their fleets being demanded
by the European Union. Carmakers will now have until
2015 to reduce average emissions and penalties for noncompliance were cut.
While
industry
lobby
group Acea described the
measures as a “tough” com-

promise, the European Federation for Transport and
Environment, a green watchdog, described them as capitulation.
In the US, Detroit’s crisisstricken carmakers last year
won access to a $25bn
Department of Energy credit
line for investments in
plants making cleaner cars.
Auto bosses such as Ford
Motor’s Alan Mulally are
also urging Washington to
raise fuel taxes, which they
say would push Americans
into cleaner cars more efficiently than fuel-economy
rules on the companies.
While the financial crisis
may have slowed the industry’s momentum towards
greener cars, it does not
seem to have stopped it.
National and local governments around the world
have announced backing for
several projects since the crisis hit. Carmakers – who
typically spend years developing new vehicles – are
pushing ahead with hybrid
and other alternative-fuel
models long in the planning.
In the UK in October, Gordon Brown’s government
pledged £100m to help
develop low-emission cars.
In France, President Nicolas
Sarkozy said he would mobilise €400m ($547m) of public
money over four years for
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R&D of low-emission vehicles.
Toyota unveiled a new
version of the Prius at the
Detroit motor show in January. This year, Honda will
launch the Insight, one of
four hybrid models and a car
that it claims will sell at a
smaller price premium than
Toyota’s top-selling model.
Hyundai said in November it
would begin selling a hybrid
version of its Elatra compact
car from next July.
Carmakers are also pushing ahead with vehicles powered primarily by batteries.
Lotus said in December that
it planned a high-performance electric car to take on
battery-powered vehicles
such as Tesla’s roadster.
Larger carmakers cannot
afford to retreat from their
pledges on greener cars at a
time when they are pleading
for public funds. GM made
the Volt, its plug-in car it
plans to launch in late 2010,
a centrepiece its submission
for emergency bailout funds.
In an attempt to resolve
lingering issues around electric cars’ viability and carbon footprint, manufacturers
are also forging bonds with
utility companies to build
charging stations and study
ways of integrating cars
with households and the
power grid.

It has been a long time since
an electricity pylon could
symbolise a technological
revolution. Yet the power
grid has been a central
plank of Barack Obama’s
platform.
The “smart grid” – an electricity network that uses
information technology to
manage generation and consumption more flexibly – is a
key element in his plan to
“retrofit America for a global economy”.
Launching his stimulus
package this month, he
explained: “That means
updating the way we get our
electricity by starting to
build a new smart grid that
will save us money, protect
our power sources from
blackout or attack, and
deliver clean, alternative
forms of energy to every
corner of our nation.”
Mr Obama has highlighted
one of the most important
issues in clean energy: the
transmission and storage of
power. Fossil fuels can be
transported thousands of
miles and stored indefinitely
using what is essentially
19th-century technology.
Renewable energy, on the
other hand, is frequently
hard to transport and store.
All too often, wind and
solar power are produced in
the wrong place at the
wrong time. Storage is all
but impossible, and transportation
presents
new
challenges.
As renewable generation
develops, pushing into new

areas such as offshore wind
and vast solar arrays in
Morocco or California, many
of those problems will
become even more difficult.
Intermittency is an inherent problem of wind and
solar power: when the wind
does not blow or the sun
does not shine, the electricity does not flow. Eon, the
German energy group, has
estimated that its UK
onshore wind farms have
had a load factor – output as
a proportion of capacity – as
low as 10 per cent over the
winter, when the power is
needed most. If the electricity could be stored, then it
could be produced when
available and released when
needed, but the technology
is still in its infancy.

When the grid is
renewed, it may
not cost much more
to make it smart,
and the benefits
could be very great
Pumping hydro, in which
water is moved uphill when
demand is low and released
to drive turbines at peak
times, is still the most effective method, but is limited
by the investment required
and the need to find suitable
sites.
David Socha of Logica, a
consultancy, estimates that,
excluding pumping hydro,
there is just 850 megawatts
of power storage in the
world: about half the output
of a single medium-sized
power station. That is in
technologies such as hydrogen storage, flywheels and
capacitors, all being pursued
as possible solutions.
“The storage of major
amounts of power is at what

I would call the end stage of
R&D,” Mr Socha says.
“There really isn’t anything
commercially available.”
Intermittency also creates
huge problems in balancing
supply and demand. Moving
towards distributed generation, in which power is produced locally rather than in
centralised plants, adds to
those difficulties.
“Current grids are not
geared up to cope with the
demands that microgeneration and green power generation techniques, such as
wind or solar, will place on
them,” says Bastian Fischer,
general manager for Europe,
the Middle East and Africa
at Oracle Utilities.
“The small units of electricity to be created by
domestic microgeneration
require the grid to be able to
both distribute and receive
power, which it can’t do currently. Furthermore, the
amount of power generated
by wind and sun is hard to
predict, which introduces
issues when it comes to
capacity planning.”
The investment needed to
develop a smart grid would
be “colossal”, the US Department of Energy said last
year. It will require smart
meters – devices to monitor
power flows by the minute
and communicate that information – in every home, and
advanced controls to measure and regulate flows
across the network.
Funding that investment
will not be easy. But, eventually, ageing grids built in the
middle of the 20th century
will need to be replaced, at
an estimated cost of $1,500bn
for the US alone during
2010-30.
When the grid is renewed,
it may not be much more
expensive to make it smart,
and the benefits could be
enormous.

