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Barriers to investment

Investrment in renewables is forecast to continue its
recent, rapid growth, but thers are a mamber of
obstacles preventing it reaching its full potential,
especially in emerging markets, This article examines
these impediments ard how they might be overcome,

Recent vears have, of course, seen dramatic growth
in investment in the renewable energy sector. Some
$150 billion of new money was attracted to the sector
globally in 2007, a 60 per cent increase compared to
2006, outstripping projected levels, with investment
levals estimated to reach $450 billion and 5600 billion
by 2012 and 2020 respectively.! Many govemments
around the world have been introducing legislative
and policy frameworks designed to encourage the use
and development of renewable energy. The volatile
oil price since the late 19%0s, and the urgency with
which climate changs issues are now being debated
at so many levels, have only served to reinforce and
accelerate the drive to renewables,

However, this growth is not without its impedi-
ments, Unsurprisingly, the renewables sector has been
as susceplible as others to the impact of the credit
crunch, with public market fnancing for sustainable
energy virtually drying up in the first quarter of 2008,
though this did seem to rally a little in QZ The
WilderHill New Energy Global [nnovation Index,? for

* Christopher Clememt-Thavies {oolmienf-devieslfidbright.com)
Is a partner in the international project developmendt and enengy
leam in the London office; feffrey Blount (oo b@8dbright com)
is partner in chargp fior Hnnﬁ KﬂTIE and Br-ijing: aryd
Glrard Miller (girard. miller@ficlbright.com] is a parmer in the
Minneapolis affice and is co-chairof the firm’s global altermatmee
energy practice group. This articl was written with the help of
Fulbright assocates AnneMarie Evans and Philip Wood nuf in
London, and Sandy Li and Chris Lau in Heng Kong.

1 United Mations Environment Programume and new Enengy
Finance Lid, “'Global Trends in Sustainable Energy Investment
2008,

2 The Wilderhill Mew Ensrgy Global Innowvation Index {8
a share imdex which comprises companies focused on the
genembion and use of dewer energy, consecvahion amd
efficiency, and advancing renewable anergy generally.

example, saw a (17,9 per cent) drop in its value, whilst
venture capital, privabe equity in this area was down
by approximately 32 per cent from 1 2007, Leav-
ing aside the short-term impact of the financial erisis,
howeever, it is worth asking whether there are other
systemic weaknesses that are preventing the tide of
new money i this sector, so to speak, from becoming
atorrent. This artiele looks at a few of the obstacles that
stand in the way of still greater levels of investment
in renewable energy projects, with a particular focus
on emerging markets, It is 1'm}3nrtant to recognise and
address barriers of this kind if the enormous potential
of renewable energy is to be more fully realised. The
particular barriers diseussed here have been broadly
aplit into fwo catepories: economic financial and polit-
ical/legal ones.

Economic and financial

Inwestment in renewable energy projects n emerging
markets is widely perceived as exceptionally high
tisk, for many reasons. Fiest of all, the generic risks
associated with renewable energy projects, including
technology risk, operating sk, commercial /market
risk and natural/ force majeurs risk, are compounded
when they are coupled with the additional political,
economic and institutional risks that can arise where
a project i located in a developing country, The
danger of political mstability or interference, even
expropriztion, bogether with the wider (and well-
understood) challenges of doing business in many
developing ecanomies--including concerns about the
sophistication of the legal system, the enforceability
of contracts, the independence and reliability of
local courts, uncertainties about the wviability of
certamn fAnancing and security structures and their
enforcement, and so0 on—add addibonal bers of nsk
that can easily disincentivise investors. It is important
for the viability of long-term energy projects that
political, econarmie and regulatory conditions in a
given country and jurisdichon remain stable for the life
of the project and that governments and utilities adhere
to their legal and contractual obligations. Investors
also have to factor in the relatively unpredictable rates
of refumn often encountered in under-developed and
poorly understood markets. These may be heightened
by foreign exchange risk, where the currency wsed to
finanee the project differs from that received from the
project’s revenue streams.

Then there 15 the problem of seale. Most renewable
energy projects in emerging markets tend to be
comparatively small, but can involve relatively high
initial capital cost per kW of installed capacity (for
example) or unit of energy produced. Transaction costs
will often be relatively high, particularly where project
finarce is used. This can raise concerns about financial
viability and adequate returns, Cne possible solution
is to bundle tegether a number of small, comparable
projects, allowing investors to treat them as a single
transaction. For example, C Trade, a renewable energy
firm based in India, helps finance bundled biogas
projocts, via carbon credits.

Accurate costing, including cost comparisons
with fossil fuel altermatives, can represent a further
challenge. Despite the higher initial cost of capital



