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The case for renewable energy

By Marsel Paraev, Senior Portfolio Manager

Renewable energy is not a new topic; however, many things have changed
since global warming became a major concern. The gradual switch to
alternative sources of renewable energy is based on many valid reasons
of which the most widely spread idea is to fight climate change. Also, the
strategic argument about energy security and independence becomes
more prominent. With energy consumption rising, we explore the case
for investing in renewable energy.
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The risk of future energy price spikes
remains. Whilst energy prices have
come down, prices have not returned
to previous levels

Our modern society consumes more and more Chart 1: Energy use (kg of oil equivalent per capita)
energy, making it highly energy-dependent. Source: dataworldbank.org
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In the recent past, the European continent Chart 2: Electricity consumption per capita (kWh)) vs GDP per capita

witnessed a massive surge in energy prices. (in USD) Source: US Energy Information Administration, World Bank (2021)
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On the other hand, the United States benefits

from higher energy prices. They have full energy Chart 3: GDP (in USD) - United States vs European Union

Source: data.worldbank.org
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Chart 4: Global investment in clean energy and fossil fuels, 2015-2024 (in billion USD)

Source: IEA June 2024, License: CC BY 4.0
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Chart 5: Discrepancy between our expectations

as human beings vs reality
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In today’s world, renewable energy starts
to make real economic sense. However,
the disadvantage of renewables is that
they cannot produce and store enough
energy to make our economies work.
More innovations are required along with
solutions for the appropriate energy mix.
In the meantime, the costs to produce
solar panels have decreased globally and
more efficient batteries are being brought
to the market. Similar to laptops, where
improved chips have increased their battery
performance, we expect improvements in
grids management thanks to better Al-
enhanced chips. Overall, it is still better to
produce energy without emissions than to
continue to rely on the fossil fuel energy.
Money continues to be poured into
the industry by large companies and
governments alike. In particular funds
from the European green deal and the
US’s Inflation Reduction Act have been
supportive. Today,investments inrenewable
power, grids and storage are higher than
total spending on oil, gas, and coal as shown
in chart 4. The most recent IAE report
states that global energy investment is set
to exceed USD 3 trillion for the first time
in 2024, with USD 2 trillion going to clean
energy technologies and infrastructure. We
expect this trend to continue.

Chart 5 illustrates the discrepancy between
our expectations as human beings and

reality. In theory, progress is gradual
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but in reality, the start is not so easy.
However, once it takes off, the growth is
often exponentially. The world has been
discussing renewable energy for decades.
The difference
technologies that are way more efficient.

is that we now have

There is a clearer understanding of which
technologies will work and which will not.
For instance, electric vehicles clearly make

sense.

Last but not least, valuations of companies
in the renewable energy sector are now
closer to economic realities, after their
boom and bust in the beginning of 2000’s
and recently after COVID period. Chart 6
compares the MSCI World and the iShares
Global Clean Energy ETF. After the peak in

2020, clean energy stocks have come down
significantly resulting in less demanding

valuations.

To avoid going further into details, because
it is a huge topic I will sum up here.
Renewable energy will play an important
role in the future. The demand for
electricity increases as the global economy
grows and as developing countries become
more developed. The need for clean energy
is driven by rising global temperatures.
As technologies evolve, so will their cost
for generating, storing and transferring
energy decrease. As clean energy stock
valuations have come down from their 2020
peak, interesting investment opportunities

appear in this sector. ¢

Chart 6: MSCI World vs Shares Global Clean Energy ETF

Source: Bloomberg. Data as of 16/9/2024.
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