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THE VULTURE AND THE KITE
The U.S. assassination of Major General Qassim Soleimani on January 3, a
limited missile strike retaliation by Iran
and the accidental shooting down of
Ukraine Airlines FL-752 on January 6,
escalated tensions to levels not seen
since the Iranian Revolution in 1979.
It likely marks the first paragraph of a
new chapter in U.S.-Iran relations and
America’s role in the Middle East. In
this new chapter, the U.S. is likely to
entangle itself even further, perhaps
inextricably reversing the efforts of
the past decade to shift foreign policy away from the Middle East. But to
what ends, and at what risks?

GEOPOLITICS

GEOPOLITICS

“There’s a whole universe of possibilities right now,
everything from proxy retaliation, kidnappings of
American citizens, actions against coalition partners,
even an attempt to do something in the U.S. ”
- David Petraeus, former director of the C.I.A.

has voted for a resolution to expel U.S. troops this year, and
popular resistance from some Iraqis against Iran’s influence
will strain the Iraqi state - OPEC’s second-largest oil producer.

stock futures turned around, hitting all-time highs, oil relinquished its gains trading over 5% lower.

On the other hand, if Iran exercises restraint in using further military force and instead succeeds in convincing the
Iraqi government to expel the United States, it would gain
strategically by increasing its regional influence – which
is the precise opposite of what the U.S. desires. Meanwhile,
over one million people took to the streets in Iraq demanding the expulsion of American forces on January 24.

Markets, however, are a poor and highly unreliable indicator of the stakes of a potential major geopolitical crisis,
which can take months to become fully apparent. The most
significant issue that will frame what happens and the risks
ahead is the status of Iran’s nuclear programme. Following
the assassination of Mr Suleimani, Iran announced that
it no longer felt obliged to respect the Joint Comprehensive Plan Of Action (JCPOA), the nuclear accord that was
achieved in July 2015 between Tehran and the P5+1 nations.
Under the landmark deal, Iran agreed to eliminate its
stockpile of medium-enriched uranium, while the International Atomic Energy Agency (IAEA) gained access to all
Iranian nuclear facilities. The deal offered relief from U.S.,
UN and multilateral primary sanctions, which were lifted
following the IAEA’s certification in January 2016 that Iran
had complied with the agreement, considerably boosting
the Iranian economy. Mr Trump, of course, pulled out of
the nuclear deal in May 2018. The deal was replaced by a
“maximum pressure” campaign including heavy sanctions
on Iran and its trading partners, the designation of the Iranian Revolutionary Guard (IRGC) as a terrorist organization, and the elimination of waivers that had allowed Iran
to continue to sell oil.

Markets: What Crisis?

AMERICA, IRAN, AND THE QUAGMIRE OF ESCALATION
by Glenn Leaper, PhD

A Regime of Regional Instability
“It is almost impossible to overstate the importance of
this,” retired general and former director of the C.I.A.
David Petraeus says of the assassination of Mr Soleimani,
Commander of the Quds Force of Iran’s Islamic Revolutionary Guards Corps. He was arguably the second-most
important man in Iran, and Mr Petraeus’s nemesis during
America’s eight-year war in Iraq. “Iran has to be in shock.
Its version of the National Security Council will be on
overdrive,” he told the New Yorker. “But there’s a whole
universe of possibilities right now, everything from proxy
retaliation, kidnappings of American citizens, actions
against coalition partners, even an attempt to do something in the U.S. We certainly have large force concentrations in the region, too.”
These comments came prior to Iran’s measured retaliatory
strike of launching missiles against U.S. bases in Iraq on
January 6, which apparently attempted to ensure limited or no American casualties. It also, tragically, resulted
in the shooting down of Ukraine Airlines FL-752, killing
176 people and a consequence of the fog of war that, after all, U.S. president Donald Trump had initiated. Following Iran’s withdrawal from the JCPOA nuclear deal,
the Trump administration finds itself facing the choice
between accepting the risk that Tehran acquires nuclear weapons capability, and conducting sustained military
strikes against Iran, which could suck the U.S. into another
interminable and costly quagmire in the region.
Iran, for its part, knows that charging ahead for a nuclear
bomb would provoke international opposition and back-

ing for U.S. strikes against it, leading to an ever-increasing
cycle of escalations. However, the economic pressures it is
under due to renewed U.S. sanctions could force its hand.
Ultimately, the greatest risk is that despite its initial symbolic ‘victories’ in January’s confrontations, the Trump
administration may have created a chicken-and-egg paradox. By forcing Iran to reset itself on the path of nuclear
armament, it may be compelled to go to war against it on
the justification of regime change - an idea some elements
inside the administration support.
The broader failure of U.S. policy towards Iran and other Shia-led countries like Iraq and Syria, naturally creates
even more significant risks for regional stability, according to Ian Bremmer, president of the Eurasia Group, a political risk consultancy. Risks include the potential for an
increasingly lethal U.S.-Iran conflict, upward pressure on
oil prices, Iraq caught between Iran’s orbit and state failure, and a rogue Syria joined at the hip to Russia and Iran.
“Feckless U.S. policy in Syria will also drive regional risk
in 2020,” Mr Bremmer says. Although neither the U.S. or
Iran’s leaders want all out-war at present, Mr Bremmer argues, deadly skirmishes between U.S. and Iranian forces in
Iraq are almost certain.
The jury is out on what president Trump himself will do
during an election year and following his Impeachment
trial in the Senate, from which he is likely to be acquitted.
He has thus far seemed averse to use military force. Iran,
for its part, could disrupt more tanker traffic in the Persian
Gulf and attack the U.S. in Cyberspace, while also using
its proxies in other Middle East countries to target U.S.
citizens and U.S. allies. In addition, the Iraqi parliament

EKONAMIK | 6

Financial markets did not initially react in any fundamental way to the escalating geopolitical risk, and appear
to be pricing in only short-lived market volatility. Major
U.S. stock indices gave the “all clear” signal the Wednesday
after Iran’s token missile launch on U.S. military sites in
Iraq. The Dow Jones Industrial Average, the S&P 500 and
the NASDAQ all subsequently reached record highs and the
price of crude oil fell below where it was before Mr Soleimani was assassinated.
This begs the question as to how financial markets usually
behave when a geopolitical crisis hits, which can be defined
as specific to the probability of a fundamental change that
permanently wipes away capital market valuations, or “the
danger that the actions of governments might reduce the
cash-flows that investors expect from their investments,”
according to The Economist. According to a trend identified by Barclays, the S&P 500 averages a loss of roughly
0.5% a month after the U.S. and Iran have had some form
of confrontation historically, before gaining an average
of 2.9% three months after the crisis and 5.5% six months
thereafter.
During the initial fog of a geopolitical crisis, financial markets don’t usually demonstrate awareness of potential risk.
Bond prices barely moved in the immediate aftermath of
Mr Soleimani’s killing, while stocks were quick to recover.
Some in the defence sector, like Lockheed Martin appreciated sharply. Ahead of that retaliatory strike, Brent crude
oil jumped above $70 a barrel, shares in Saudi oil giant Aramco (considered vulnerable to potential Iranian attacks)
dropped and futures for the major stock indices were down
sharply, reflecting increasing nervousness as anticipation
increased as to what Iran’s response would be. Gold rose
about $50 on Mr Soleimani’s assassination, its highest price
since April 2013. It then retreated to just below $1,550 per
ounce, $20 above its pre-January 3 price, after Mr Trump
announced on January 7 that “all is well” following Iran’s
retaliatory missile strike..
When it became clear that neither side wanted to immediate escalate following Iran’s subdued retaliation and as
no major oil-production infrastructure was disrupted, U.S.

Nuclear Discord

Iran, conversely, responded to this economic warfare by
gradually implementing a policy of “maximum resistance”, including both kinetic and nuclear steps, targeting
American facilities and military assets directly and through
proxies. It also started targeting shipping in the Persian
Gulf and the Strait of Hormuz, shooting down American
drones, and attacking Saudi oil facilities. Simultaneously, it
began ramping up its nuclear activities last July. It exceeded
previous limits on its levels of enrichment, including the
resumption of uranium enrichment towards the threatening level of 20% (a significant step toward weapon-grade
levels). It also started using new advanced centrifuges that
can enrich uranium rapidly, and resuming construction
on a plutonium-producing heavy water reactor that would
dramatically reduce the time necessary for it to acquire the
material needed to build a nuclear weapon.
Iran had initially hoped it could coax Mr Trump into accepting a new deal that would lift American sanctions or
entice European leaders to provide financial compensation
– and until now, had stopped short of exiting the agreement entirely. That changed with the assassination of Mr
Suleimani, when it absolved itself of all restrictions connected to the deal for which it had established a deadline
of at least a year before it could reach nuclear weapons capability. According to Olli Heinonen, a former deputy chief
of the IAEA, Iran is theoretically only two months away
from the point where taking this step would be a matter of
choice, rather than ability.
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It didn’t help that the Trump administration intensified sanctions following Iran’s strike on U.S. facilities in
Iraq. The only hope that remained for the deal to remain
in place was for Europe to compensate Iran for the U.S.
sanctions, but with the Trump administration targeting
businesses operating in and with Iran and punishing them
by hindering access to U.S. markets and the U.S. banking
system, it has reduced the post-Suleimani European gambit, in the words of one commentator, to trying keep the
nuclear deal alive by threatening to destroy it.
Iran sees oil as the central reason for U.S. belligerence towards it and interest in the broader Middle East, despite
the U.S.’s current vaunted degree of energy independence.
Iran and Iraq combined hold deposits of oil and natural
gas larger than those of Venezuela. If production takes a
further hit following the latest round of sanctions, it will
penalise China, India, South Korea and Turkey, creating
shockwaves through the global economy. Iran’s economy itself is already in a recession as major companies are
exiting the country rather than be penalised by the U.S.,
while the value of the Iranian Rial has declined abruptly, inflation is increasing sharply (expected to reach 38%
in 2020), and other fiscal pressures are compounding the
situation. Iran is facing a 9.5% economic contraction in
2020, according to the IMF, and oil production is down
to 300,000 barrels, from the 2 million a day following the
nuclear deal. The question is whether Tehran will call Europe’s bluff and steam ahead with uranium enrichment
to a militarily relevant scale on the assumption that it no
longer has anything to lose.

What Washington Wants
But does Iran want to call Europe’s bluff? A broader calculation would have to involve the response from the
U.S., Saudi Arabia and Israel, and the likelihood that they
would use military means to stop Iran. The regime would
also have to contend with Iran’s own population, which
could be further threatened with more casualties or the
perception that Iran is on the losing end of the confrontation After all, following the outpouring of grief and support for Mr Suleimani, sentiment quickly turned against
the regime following the downing of Ukraine Airlines
FL-712. Conversely, oppositional politics within the country are by some accounts largely dead, following government crackdowns on political protests in the past year that
left hundreds dead and expanded state surveillance.
In addition, Saudi Arabia - Iran’s regional adversary - is at
least partially responsible for pushing Mr Trump towards
his bellicose stance. This influence was exercised though
a historic arms deal worth hundreds of billions of dollars
between Saudi Arabia and the U.S. in May 2017 to cement
ties and counterbalance Iranian influence in the region.
Saudi Arabia also encouraged the Trump administration
to withdraw from the nuclear deal. Lastly, by promising
further sanctions even after Iran’s missile attacks on the

American bases in Iraq purposefully shunned human targets, the Trump administration is likely still doing Saudi
Arabia’s bidding Whether with the conscious acquiescence
of Mr Trump or not, the kingdom’s goal remains the overthrow of the Iranian government, an objective shared by
Israel.
Some U.S. officials may indeed see Iran’s nuclear expansion as an opportunity to take military action against
the Iranian regime, giving it an excuse to attack nuclear
facilities. U.S. Secretary of State Mike Pompeo previously
boasted during his time in Congress that the U.S. could
“destroy the Iranian nuclear capacity [with] under 2,000
sorties” and that it was “not an insurmountable task.”
Following Mr Suleimani’s assassination, former National
Security Council Advisor John Bolton promptly tweeted
out: “Hope this is the first step to regime change in Iran”.
Other advisors to the president shared this sentiment. Senator Tom Cotton of Arkansas, who sits on the U.S. Senate Committee on Armed Services, stated a war with Iran
could be won with “two strikes, the first strike and the last
strike”, notions echoed by the president, who often asserts
the ease with which war with Iran could be won.

GEOPOLITICS

only side that has been demonstrated during his tenure as
president. Mr Trump’s Iran policy has undermined years
of patient international, multilateral diplomacy that by
most objective accounts had succeeded in containing the
threat of a nuclear Iran, had opened its economy and had
brought it closer into the international political framework, stemming its regional ambitions.
While the next steps remain uncertain, it does appear likely
that the U.S. or Iran will continue along a path of increasing confrontation for as long as Mr Trump remains president. The implication is that the conflict should indeed be

considered as a gestating geopolitical crisis that should be
taken seriously by markets in the longer term. Meanwhile,
American voters should take this crisis into consideration
when deciding whether or not to hand Mr Trump another
four years in power, lest they too like the vulture, fail to
protect themselves from an unpalatable fate by disregarding caution. In foreign affairs, at least, by depriving itself
of the carrot, America will eventually depend entirely on
wielding the stick.

Most experts agree these sentiments are unlikely to represent reality, and that while Tehran might be set back
for a limited while, war would also be unlikely to lead to
regime change, would redouble Iranian efforts to acquire
nuclear weapons and would lead to violent retaliation. It
would also further widen the rift between the U.S. and its
traditional allies, which it could see diminished were it to
pursue the option of a full-scale war. A further question is
what Mr Trump would decide to do during this election
year, if, as expected, he is acquitted in his Impeachment
trial by Republicans. While it is not clear how further escalation with Iran would play out in this environment,
foreign adventurism has historically been a tool to rally
undecideds behind a president.

Duel of the Fates
According to an ancient Persian fable, a vulture tells a kite:
“No one can see as far as I.” “That may be so,” replies the
kite, “but what can you see yonder across the desert?” Gazing down from the lofty height in the skies to which he
had risen, the vulture exclaimed: “Yonder on the ground I
see a grain of wheat!” Thereupon, the two birds flew down
to the ground. As the vulture swooped down upon the
grain of wheat, he found himself caught in a trap. “What
good did it do you,” asked the kite, “to see the grain of
wheat from so far off, if you could also not see the trap that
your enemy had set?” “Alas,” replied the captive vulture,
“no amount of caution will protect us against fate.”
While the fates of the U.S. and Iran seem inextricably intertwined, fate is still a question of decision. Mr Trump’s
often needless belligerence in foreign affairs is not the
only side of the American character, albeit regrettably the
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Pia Haak,
Swedbank Robur

“More than ever, we live in a global world. At the same
time, we know growth is currently scarce, and so is the
yield that you can expect from risk-free assets,”

INVESTING IN MEGATRENDS
by Filipe Albuquerque

“Markets are ever-changing, and so is the financial industry. I have been working with financial markets since the
beginning of the 1990s, which means that I still remember
government bonds being way above 10% in Sweden,” says
Swedbank Robur’s Head of Asset Allocation, Pia Haak,
smiling.

Inspired by Leadership and Thinking Big
“I have had different roles and responsibilities during the
years, but the common denominator has been a connection to savings and insurance. I joined Swedbank Robur
in 2005 to work within team managing funds of funds. It
included working with fund selection and portfolio management. For the last two years, I have been responsible for
the Asset Allocation team at Swedbank Robur. We are ten
people managing approximately EUR15 billion in blended
funds and mandates.
Thinking of her journey so far, Haak reminisces about her
earlier experiences in leadership positions. “I am extremely
fortunate to have had the opportunity to challenge myself
and lead and manage a team since 2006. Leadership and

sustainability really inspire me. I find it really exciting and
rewarding to see people grow together as a team, developing and thriving around the vision of Swedbank Robur as
a world leader in sustainable value creation.”
“Nowadays, I get the best of two worlds – combining leadership with fund management. I work together with a lot
of talented people and together we make sure that we have
an attractive offering for our clients.”

An Amazing Year…
but Hedge Funds Lag Behind
Looking back at 2019, Haak is enthusiastic. “It has been an
amazing year – at least up until now.” December 2018 still
casts a long shadow over market analysts, and Pia Haak is
no exception. “The policy shift that we have seen this year
from central banks all over the world has been a dominating theme. It has been very supportive for markets.”
Political and geopolitical forces also helped drive financial
markets according to the head of asset allocation. “Another dominating market force on investors’ minds has been
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A COUP OR NOT A COUP?
What to Expect for Bolivia's Energy Transition After Morales
the ongoing US and China trade war, its implication for
globalisation and the uncertainty it generates for companies thinking about investing. Brexit and Hong Kong
protests have also worried markets. But consumption has
stayed strong even though the manufacturing part of the
economy has struggled hence being very supportive as well
to markets.”
Haak acknowledges that the generally positive turn in
2019 did not materialise everywhere. “Generally speaking,
the year has been less good for hedge funds. We had expected better returns then what we have seen so far. There
are still interesting pockets to be found both in terms of
strategies but also when it comes to managers and skills.
However, it takes more in-depth due diligence and more
time-consuming research to find the right manager.”

Thematic Investing in Megatrends
Strategically, Haak has a clear vision of how to go about
finding the investment she wants. “Since some time back,
we have been focusing more and more on growing our
thematic investments. It means focusing less on regions
and where a stock is listed and more focus on themes. Our
goal is to capture the big megatrends that we see in the
world.”

possibility of a recession in the US and we are following
macroeconomic news for signs of weakness. However, this
is not my biggest worry currently. Our expectations are
that we are close to the bottom in the manufacturing cycle
and that PMIs should start to trend higher next year.
To the head of asset allocation, monetary policymakers lay
at the core of what the future may bring. “The FED still
has room to act with monetary tools if we see a continued
slowdown. I ask myself what will happen if central banks
would surprise with being more hawkish or if we would see
some inflation coming in to the system. We could also see
some fiscal stimulus to support the global economy. Finally, we cannot forget that it is an election year in the US,
which will get a lot of attention,” she says.

Keeping an Eye on Credit Funds
Returning to hedge funds, Haak is concerned that present challenges will continue while hoping that they may
trigger welcomed innovations. “In an environment where
it is hard to find returns, we could see more focus on alternatives and alternative investments such as private equity
vs public equity. The scarcity of investors time and the lack
of returns could lead to challenging times for the industry
and muted flows to hedge funds in 2020.”

Mindful of the future, Swedbank Robur’s focuses on future-proofing its balance sheet. “The four megatrends we
are considering are climate change, technology and digitalisation, urbanisation and demographics. They are all
interconnected and are all about long-term and sustainable investing, which we believe is a prerequisite to find
future winners and to avoid risks such as stranded assets.”

“When investors can, they will most likely try to capture
illiquidity premia. I am, to some extent, worried about the
big flows we have seen to parts of the credit market, if they
will reverse we could be in for some challenging liquidity
issues.”

“More than ever, we live in a global world. At the same
time, we know growth is currently scarce, and so is the
yield that you can expect from risk-free assets. If you look
at the Paris agreement’s sustainable development goals
(SDGs) for 2030, you find areas of priority for organisations and policymakers such as clean water and sanitation,
quality education, responsible consumption and production, among others. I believe that investing along those
lines will help advance this positive agenda while helping
us to find future winners.”

“Maybe we could see newcomers to the UCITS-space focusing more on ESG in their philosophy and process. We
would find this encouraging as it would be in line with our
own thoughts.” Sustainability concerns will also remain a
priority in 2020, according to Haak.

Recession Risks and the Manufacturing
Cycle
“For next year it could well be that investors will put their
faith on fiscal stimulus instead of monetary tools,” Haak
says, looking ahead. “I think we will continue discussing
recession risk. Of course we have a discussion about the

Room for ESG UCITS

“ESG and a sustainable way of investing will be on top of
most investors mind. Especially the challenge that we see
related to climate change. I think investors don’t quite
grasp the profound impact and influence that climate
change will have on capital flows in many years to come.”
“ESG and the European taxonomy will impact markets
next year and for many years to come. Certain sectors will
be more in the spotlight that are in for disruption, such as
energy with the transition from fossil fuel to clean energy.
We are just at the start of the impact seen from climate
change,” she concludes.
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by Glenn Leaper, PhD

The forced resignation on November 10 of Bolivia’s former president, Evo Morales, amid the wave of revolutionary fervour sweeping South America, has triggered a fluid
and complex state of affairs for the small Andean country.
The uncertainty surrounding Mr Morales’s removal – including whether or not it actually amounted to a coup suggests the country’s internal rifts will not heal easily. For
Mr Morales and his still numerous supporters, his resignation and exile to Mexico indeed amounted to a coup orchestrated by the opposition, suspected of being backed by
foreign powers. For the opposition conservatives, a purported power grab by Mr Morales meant his resignation
was the only acceptable outcome. The nuances of the multi-layered situation represent something of a Rorschach
test for the nation, ensuring that stability will be elusive in
the immediate future.

Economic Inclusion and Investing in the
Energy Transition
Such ambiguity puts into even starker relief the challenges of Bolivia’s economic future, including specific plans
for the country’s energy transition set under Mr Morales,
which were devised to include, among other things, infrastructure investment, hydrocarbon exploration, and thermo- and hydroelectric energy generation. In addition,
Bolivia plans to mine its considerable reserves of lithium
– the ‘gold of the 21st century’ which has been likened to
oil in economic potential and an ingredient used across a
wide variety of products, such as pharmaceuticals, lubricants and lenses. Most importantly, its fastest growing application is for the batteries for electric cars, smartphones
and laptops. Whatever else could be said of Mr Morales, his
government was not lacking for economic initiatives, or
opportunities to pursue them.
Economic success combined with social welfare is one reason why Mr Morales, Bolivia’s first president of indigenous
origin and in office since 2005, had long enjoyed popular
support. A revolutionary figure, he introduced a reformed
constitution making Bolivia a pluri-national state and
which initially limited the presidency to two terms. Poverty fell sharply thanks to a commodity boom during his
tenure, with the partial nationalisation of oil and gas and
legalisation of coca cultivation helping to pay for generous

social programmes that slashed poverty rates from 59% to
35% between 2004-2014. Mr Morales conducted a largely
pragmatic economic policy that helped Bolivia become
the fastest-growing country in South America, averaging
a 4.9% expansion annually for over a decade.
GDP growth declined from a peak of 6.8% in 2013 to an estimated 4.2% in 2018 as the commodity boom tapered off,
while poverty and inequality continue falling, albeit at a
slower pace, according to an October note from the World
Bank. “The effect of low commodity prices has been cushioned by expansionary policies that resulted in high fiscal
and current account deficits in a fixed exchange rate context,” according to the Bank. Gross public debt, including financial public sector debt, increased from 38% to 53%
of GDP between 2014 and 2019, with central bank fiscal
savings falling to 13% of GDP and international reserves
almost halving to US$ 8 billion by mid-2019. A National Economic and Social Development Plan for 2016-2020
aimed to maintain high growth, continue reducing poverty and improve access to basic services. That plan included
a broad investment program financed by macroeconomic
buffers, external financing, and Central Bank loans.

A Coup for Resources?
Part of that external financing, however, was presumably connected to Bolivia’s lithium reserves. According to
Bloomberg, the global demand for lithium could double by 2025. Market analysts speculate that lithium supply could be “straining to keep up demand from auto and
mobile device manufacturers” and the substance primed
to perhaps become one of the most sought-after commodities on earth. Bolivia sits on the second-largest lithium
reserves in the world– at least its Salar de Uyuni salt flats,
located high in the Andes, are estimated to contain somewhere between 25% and 45% of the world’s reserves.
As such, mining conglomerates from the U.S., Canada and
South Korea all made efforts to ink deals with Bolivia’s
government, to no avail. Despite awarding contracts to a
few Russian and Chinese companies, Mr Morales, in calling for much larger lithium mining operations, intended
for the Bolivian state, and not foreign corporations, to be
the main beneficiary. Plans had long been underfoot to
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Lithium is critical, but not rare “by any stretch of the
imagination,”
- Chris Berry, House Mountain Partners

create a publicly owned lithium industry to help further
diversify the country’s economy and raise more people out
of poverty. Indeed, the week prior to his resignation, Mr
Morales cancelled a joint venture with ACI Systems Alemania (ACISA), a privately-owned German mining company, over fears that not enough of the benefits would go
to indigenous people in the Uyini region.
There is, at the time of writing, not enough direct evidence to draw a direct line from the energy interests of
foreign conglomerates to the military-linked overthrow
of the Morales government, which was predictably cheered
by the Trump administration and other Western powers
– though a connection is not inconceivable. There are,
moreover, limitations to the facile comparison between
lithium and oil. Lithium is critical, but not rare “by any
stretch of the imagination,” according to Chris Berry,
founder of House Mountain Partners and an independent
metals analyst. In addition, he says, the real challenge and
demand is for the production of battery-grade lithium at
scale, rather than ‘just’ digging it out of the ground. Finally, such battery-grade lithium is more readily available in
neighbouring Argentina and Chile due to better conditions for extraction. This would seem to render the theory
of a foreign-backed overthrow debatable, if not settled.

Presidential Overreach (on both sides)
In truth, Mr Morales had begun showing the trappings of
increasing authoritarianism after 14 years in power. Having narrowly lost a referendum in 2016 to abolish presidential term limits, Mr Morales succeeded in persuading
the constitutional court to allow him to run for a third
term anyway. He was declared the winner of a fourth
election in October, avoiding a runoff against rival Carlos Mesa, a former president, by just 35,000 of 6.1 million
votes cast. Mr Morales’s party, the Movement to Socialism
(MAS), maintained its majority in congress, but suspicions
of fraud mushroomed as Mr Morales’s lead suddenly materialised after a suspension in the publication of results.
Tens of thousands of people took to the streets to protest,
both for and against the president. Mr Morales invited the
U.S.-led Organisation of American States (OAS) to audit
the election results, promising yet new elections when the
OAS team reported evidence of fraud. Amid fears that the
police could no longer follow the orders of the president,
the head of the armed forces, Williams Kaliman, suggested

that Mr. Morales quit. Forced to acquiesce, Mr Morales fled
to Mexico, vowing to return. Jeanine Áñez, a conservative
Catholic and the highest-ranking opposition politician in
congress as the senate’s second vice-president, named herself interim president, appointed a cabinet and promised
to hold fresh elections within 90 days.
The complexion of Bolivia’s next government will depend on whether polls are conducted freely and fairly and
whether MAS can regroup under a new leader (or indeed,
on whether Mr Morales finds a way to return). Outside help
from the OAS may be required to ensure a fair contest, but
this is hardly likely to quell the concerns of Mr Morales’s
supporters, who still amount to about half the country’s
population. Mr Morales still won the most votes in the
election (47%), while MAS still controls two thirds of the
legislature, ensuring a deadlock. Mr Morales’s opponent in
the last election, Carlos Mesa, a former president, suggests
friction between foes and friends of Mr Morales will continue unless there is agreement between MAS and the opposition on how to restore democracy, and has urged MAS
legislators to help choose a new electoral tribunal to help
legitimise the forthcoming elections.

Turmoil Threatens Investments in Energy
Transition
Meanwhile, with violence against Morales’ indigenous
supporters on the rise and the caretaker government
promising to hunt down members of Mr Morales’s government and charging him with sedition and terrorism,
there are, seemingly, no angels in Bolivia’s conflict. Both
the conservatives and MAS should be involved in the restoration of a constitutional order and the organization of
new elections so as to be able to move beyond the Morales
era. In the meantime, the conservatives are likely to find
that dealing with structural challenges such as reducing
macroeconomic imbalances, optimising the efficiency of
public spending and ensuring returns from large investment projects will not be achieved without some measure
of continuity with the policies of the Morales government,
rather than pursuing the clean break they desire.
Attracting foreign private investment for Bolivia’s energy
transition and other sectors to complement growth will,
to that degree, depend on a stability that can only be ensured by not shutting the door on the half of the country
that still supports Mr Morales.
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fell from a peak of US$ 133 per barrel in July 2008 to lows
of US$41.25 in December 2008. Although it had recovered
back US$125 by March 2012, that was as high as the recovery
went, petering out to a range of US$ 100-120 for the next
two years. However, the real shock came between June 2014
and January 2016, when prices fell from US$112 to US$31 per
barrel, levels not seen since 2004 and a 72% price drop.
While they have recovered, the new normal range for the
commodity is US$60 – US$ 80. This stability appears to be
imposed by competition from US Shale oil, which it seems
is unlikely to go away any time soon.
Volatility of this kind is a fatal issue for a country as heavily-dependent on oil revenues as Saudi Arabia. According to
World Bank estimates, oil accounts for 80% of fiscal revenues. The fiscal sustainability of the country is intrinsically
tied to oil prices. According to World Bank estimates of
the fiscal breakeven oil prices for Saudi Arabia for 2020,
the country needs oil prices to be at US$83.6/barrel to balance its government’s budget, a goal as unlikely to be met
now as it was in the previous two decades. Saudi Arabia’s
fiscal sustainability is made all the more difficult in the last
five years due to its commitment to fill the hole left by the
collapse of Iraq as a check on Iran’s expansion.

A Mandate for Reform
The motivation for Vision 2030 - a 14-year strategy to
modernise, normalise and diversify Saudi Arabia – are
evident. The goal was to dynamise the Saudi economy in
order to ensure the state had the funds necessary to remain
afloat. The plan involves an overarching change not just in
the structure of the Saudi economy, but also a change in its
way of life that brings it closer to Western values in order
to make it more attractive to international investors.

ARAMCO:
EXPOSED, DISENGAGED AND UNRESPONSIVE
by Filipe Albuquerque

In April 2016, then Deputy Crown Prince Mohamed bin
Salman (MbS) - in his role as Chairman of the Council
for Economic and Development Affairs – launched Saudi Arabia’s Vision 2030. Among its objectives the vision
included a diversification of the country’s economy, environmental sustainability and reducing all types of pollution.
Yet despite these lofty goals, two years later, estimates suggested Saudi Aramco was the largest oil-producing company in the world, making Saudi Arabia the second-largest oil-producing country (after the USA), responsible for
producing 12 million barrels of oil per day, equivalent to
10% of the world’s total output. At the end of last year,
the company achieved the highest valuation in history
through its US$25.6 billion IPO, exceeding Alibaba – the
previous record holder – by US$600 million.

Why has the world’s biggest oil producer, all but explicitly, expressed an interest in participating in the energy
transition and why is it seemingly failing?

The Need for Economic Diversity
More than the geopolitical controversies of its de facto
ruler, Aramco’s IPO is probably the policy for which MbS
is presently best known for, if for no other reason than
that it is his latest initiative. However, that record-breaking IPO cannot be considered in isolation. The offering
was part of the much broader Vision 2030, which is itself
the result of a very brutal wakeup call the country suffered
four years ago.
In the immediate aftermath of the financial crisis, oil demand all but vanished and global Brent crude oil prices
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The fiscal motivation for the reforms was also evident in
the measures that accompanied the plan, including new
taxes and cuts in subsidies, the creation of a US$2 trillion
Saudi sovereign wealth fund. It was in this context that
MbS started floating around the idea of raising funds for
the sovereign wealth fund by selling equity in Saudi Aramco. The plan finally came to fruition in December 2019.
On his journey to the IPO, the Deputy Crown Prince was
promoted to the official heir to the throne and spent considerable resources conspicuously consolidating his power.
Less remarkably for watchers of the Arabian kingdom,
MbS took the trouble to recognise the importance of the
energy transition by including three relevant objectives in
Vision 2030: diversifying the country’s economy, ensuring
environmental sustainability and reducing all types of pollution. Given the path the world is on, the long-term importance of this goals cannot be overstated. However, the
commitment of Saudi Arabia and its oil company to this
goal is far from impressive and it has not gone unnoticed.

Disengaged and Unresponsive
In a sign of the fundamental hurdles facing Saudi Arabia,
the nature of the IPO highlights the fragility of the reform project. According to Bloomberg, Aramco became
the biggest listed company to have one of the world's
smallest free floats. The US$25.6 billion IPO represents a
mere 1.5% of Aramco's total US$ 1.71 trillion market capi-

talisation. Apple's free floating shares represent 88% of the
company's market capitalisation. For Microsoft, Alphabet,
Amazon and Facebook, the same figure is 98.6%, 99.9%,
84.2% and 98.8%.
Engaging with reform and, in the long term, with the
energy transition requires dialogue in order to understand
and internalise the problems faced by real people and investor concerns. There are limits to even what an absolute
leader can know or do from an ivory tower. Despite claims
that Saudi Arabia is keen on diversifying Aramco’s activities, the company has not made particular efforts to shift
out of oil or engage with investors on the issue.
For investors seriously committed to fighting climate
change, this isolation is a problem. It was no surprise when
Länsförsäkringar added Aramco to it exclusions list. Beyond its oil reserves and human rights issues, we are told
that the company is black-listed by the Swedish insurance
company because “the prospects for meaningful active
ownership are deemed to be challenging.”
This disengagement with ESG issues and foreign investors
reinforces the view that Aramco’s leadership is not interested in sharing power or changing decision-making processes, in order to actively engage in the energy transition.

Good for Another 50 Years…
and Then What?
Because of the energy transition and the sheer size of the
company, Dan Lindström, CEO at Stockholm-based asset
manager Proxy P Management, told Ekonamik in September that “it is almost impossible for Aramco to be as
valuable in the future as they are now, adjusted for the oil
price.” Aramco produces more than 10% of the world’s oil
production, which corresponds to around 5% of the energy used globally. “Aramco can start to take big chunks of
other industries, but they are not going to catch 5% of the
world’s entire energy production in the future, and renewable energy production margins will not be anywhere close
to the margins provided by oil for Aramco,” says Lindström.
Despite this lack of incentives, Aramco’s and Saudi Arabias’ need for economic diversification and modernisation
is evident. According to Proxy P Sector Specialist Hans
Berglund, “Aramco is based on a few fields that will provide them with a good revenue stream for more than 50
years.” If the company were a public corporation, “all the
metrics would be fantastic here and now.” But the problem
for Aramco is that “despite these fantastic numbers, the
money the company generates is not enough for the Saudi
budget.” Aramco may want to expand into other areas, believes Berglund , but “they really want to have an oil price
north of $80 per barrel to survive.”
The conclusion is that there is no short term incentive for
Aramco to join the energy transition. Until the reality of
being a laggard in the transition towards cleaner energy
processes becomes clear, no one should expect Aramco to
actually become credibly committed to the fight against
climate change. Hopefully for the company’s newly minted shareholders, that realisation will happen on time
to still come onboard or else they’ll be left holding to a
stranded asset.
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“The industry is now concerned about policies that may
detrimentally impact investments; for example, those
related to climate-related financial disclosures,”
- Mohammad Barkindo, Secretary General, OPEC

A DENIAL OF CHOICE:
OPEC AND THE ENERGY TRANSITION
by Glenn Leaper, PhD

A spectre appears to be haunting the Organisation of Petroleum Exporting Countries (OPEC). The international
organisation, which celebrates its 60th anniversary next
year, finds itself under increasing political pressure, straddled between the increasingly urgent demands underpinning the global energy transition and its raison d’être of
coordinating and unifying the petroleum policies of its
member states. Its mission, its charter reads, is to ensure
the “efficient, economic and regular supply of petroleum
to consumers, a steady income to producers and a fair return on capital for those investing in the petroleum industry.” But in 2020, the organisation needs to balance its
interests and those of its member states against being perceived, at least, to be contributing to climate change solutions. This is no easy task when the interests it represents
are themselves held to be a central cause of the problems.

The Future Stands Uncorrected
OPEC’s members collectively supply roughly 43.5% of the
world’s crude oil production and control around 81.9% of
the world’s total proven crude oil reserves. Member countries monitor the market and decide collectively whether
to raise or lower oil production in order to maintain stable prices and supply, while the organisation coordinates
the production policies of member states. As evidenced by
the organisation’s most recent analysis and commentary
throughout 2019, OPEC is not exactly preparing for the

end of the oil era. It does, however, admit that the demand
for oil in the years ahead could be drastically lower than
previously calculated due to a weakening global economy,
rising supplies from non-OPEC members, and pressure
from climate activists.
Despite OPEC’s World Oil Outlook report, published in
November 2019, suggesting that demand for OPEC member state oil may ‘only’ reach 32.8 million barrels per day
(mb/d) by 2024, down from the 35 mb/d projected in last
year’s estimate, it still sees demand growing by roughly
12 mb/d over the next two decades – a development that
would all but kill efforts to stem climate change. Still,
slower economic growth and increased production from
non-OPEC countries – particularly U.S. shale - factor into
its short- to medium-term estimates. “Given recent signs
of stress in the global economy, and the outlook for global
growth, at least in the short- and medium-term, the outlook for global oil demand has been lowered slightly this
year to 110.6 mb/d by 2040,” OPEC’s Secretary General
Mohammad Barkindo wrote in the Outlook.
Meanwhile, U.S. shale extraction is still growing despite
slowing considerably in recent years, while other countries
like Norway, Brazil, Kazakhstan, Canada and Guyana will
add considerable supplies of oil in the near future. However, non-OPEC supply is expected to peak by 2026 and
then decline, according to the Outlook. The report forecasts that global oil producers will need to pump 12% more
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“Civil society is being misled. Our children are asking us about
their future because they are watching what is happening, they
are seeing their peers on the streets campaigning against this
industry.”

oil in 2040 from 2019 levels to meet the expected demand
of roughly 110 mb/d. The same report suggests that oil will
still retain the largest share of energy by 2040 despite the
rise of renewables and their increasing gain of market
share, accounting for over 28%, with gas accounting for
25%. Meanwhile, OPEC’s share of the global liquids supply, including oil and NLG, is expected to rise to 40% in
2040, up from 37% in 2018.
This outlook suggests that the energy transition – the
transformation of the global energy sector from fossil-based to zero-carbon by the second half of the 21st
century - is not at the top the organisation’s concerns.
Meanwhile, carbon dioxide emissions rose to more than 55
gigatons in 2018 and have risen on average by 1.5% annually
over the past decade, according to the latest United Nations Environment Programme (UNEP) annual emissions
gap report, published in late November. This means that
global emissions must fall by 7.6% every year between now
and 2030 to remain beneath the 1.5C ceiling on temperature rises mandated by the Paris Accord.
The only time in recent history, the report dispiritingly
recounts, when emissions fell at a similar rate in any country was during the collapse of the Soviet Union and to a
lesser degree, briefly in the U.S. and Japan during the 2008
financial crisis and ensuing recession. In the meantime,
indirect greenhouse gas emissions from oil and gas operations, including both carbon dioxide and methane emissions, today stand at around 5,200 million tonnes (Mt) of
carbon dioxide equivalent, according to the International
Energy Agency (IEA). These emissions, which do not include emissions associated with the actual consumption
of fuel, amount to around 15% of the energy sector’s total
greenhouse gas emissions.

“No Plan(et) B”
OPEC’s 2019 World Oil Outlook does, nevertheless, emphasise climate change more than any previous such report.
The organisation claims to be “fully engaged and supportive of the Paris Agreement” and reiterates the need for
oil-exporting countries to diversify their economies. However, it is far from clear most of its own member states are
in the process of doing so. Governments of OPEC member states have budgets that are overwhelmingly reliant on

revenues earned from exporting crude. And an eventual
successful implementation of diversification plans may
not even suffice to protect OPEC members from the longterm implications of climate change regulations that are
likely to diminish oil consumption, the World Oil Outlook concedes. It also calls for the international community to ‘assist’ OPEC in mitigating the impact of climate
change policies by “lowering trade barriers, facilitating
more foreign investment and offering technology transfer
and financial support.” “International cooperation is crucial to support energy-exporting developing countries and
allow them to grow sustainably,” the report states.
Mr Barkindo, however, underlines that “oil and gas are
still forecast to meet more than 50% of the world’s energy
needs” in 2040, despite the notion that renewables may
lead the way in growth in the years ahead. More significantly, “[t]he industry is now concerned about policies
that may detrimentally impact investments; for example,
those related to climate-related financial disclosures,” Mr
Barkindo says, while suggesting that global upstream,
midstream and downstream oil sectors need $10.6 trillion
in investment leading up to 2040.

Through the Eye of a Needle
The oil and gas industry instead needs to be instrumental
in adopting technology to reduce emissions from fossil fuels, as Mr Barkindo suggested last July, claiming, somewhat
counterintuitively, that the solution to climate change depends on adapting technology to cut the carbon footprint,
rather than limiting the use of oil and gas. Banning oil and
gas development, he said, would ignore the reality of rising
energy demand driven by population growth and global
economic expansion. “We believe that oil and gas are part
of the solutions to climate change and the solution lies in
technology, appropriate policies and corporate decisions.
A combination of these solutions would go a long way in
minimising the impact of climate change,” Mr Barkindo
suggested.
OPEC, then, takes the position that the world needs oil
and gas to provide access to electricity to over 1 billion
people in the poorest regions of the world. “We need to
continually look to develop, evolve and adopt cleaner energy technologies across the board, ones that enable us
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to meet expected future energy demand, in a sustainable
and ever more efficient manner and where no one is left
behind,” Mr Barkindo said. The alternative, he suggests,
would make developing countries accounting for 90% of
the world’s population growth the biggest victims. Meanwhile, OPEC’s analysis suggests policies like climate-related disclosures that discourage investment in polluting
energy production would lead to a supply gap that would
only drive up energy prices and hurt the most vulnerable.
But the organisation appears to want to have its cake and
eat it too. Mr Barkindo’s emphasis on energy for the vulnerable is not unreasonable, but it does not vitiate the
need to cut carbon emissions stemming from oil and gas
production. Nor does OPEC explain clearly how cleaner
energy technologies would quantitatively offset carbon
emissions from oil production, though Mr Barkindo may
have in mind initiatives like Bill Gates’s idea of decarbonising the global economy by extracting carbon dioxide
from the air using new technologies, and then using the
gas to make clean, carbon-neutral synthetic diesel and
petrol. But a former OPEC employee, who declined to be
named for this article so as to speak freely because he still
works in the oil industry, says it is unlikely OPEC will ever
change its broader position no matter how much pressure
it comes under. “The culture at the organisation is so entrenched that while it is probably sincere in wanting to
invest in cleaner energy technologies, it will do nothing
to curb its members’ production or look for alternative

solutions. It is also too consumed with mediating between
its members and angling against external competitors to
suggest any serious reorganisation of objectives. Short of
globally enforced climate change regulation for the industry - for which there is lacking political will- I do not see
how much will change,” he said.
The organisation, for its part, effectively uses the accusations against it from climate change activists to ramp up
its defence mainly by arguing that it is a crucial provider
of affordable energy for the developing world. And in the
face of climate change activists mobilising to a hitherto
unseen degree to force attention to the devastating effects
of global warming, Mr Barkindo digs in his heels. Criticism of the oil sector is “perhaps the greatest threat to
[the oil and gas] industry going forward,” he said in July.
“There is a growing mass mobilisation of world opinion
in this energy transition against oil, which is totally unscientific,” he lamented. “Civil society is being misled. Our
children are asking us about their future because they are
watching what is happening, they are seeing their peers on
the streets campaigning against this industry. The science
tells us we need to reduce emissions; it does not tell us that
we need to choose one energy over another.”
But then there is science, and there is how and what science is interpreted. “Thank you. Our biggest compliment
yet!” climate change activist Greta Thunberg tweeted, in
response to Mr Barkindo’s comments.
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“Policy adds the extra incentive that will accelerate the
transition. It is the first time for thirty years that all
of these forces are assembled and pushing in the same
direction, driving us past an inflexion point where we
have a very fertile environment for investors.”
- Alex Monk, Schroders

A MARKET-DRIVEN TRANSITION
by Filipe Albuquerque

Although the climate change debate has been a staple of
public discourse since at least the 1990s, recent years have
witnessed a significant acceleration in the momentum
behind the energy transition. According to Alex Monk,
Global Renewables Analyst with the Schroders Global
Energy Transition Fund, there is a good reason for this.
“There are three main drivers of the energy transition:
policy, costs and consumer demand.” By his account, all
three factors are finally moving in tandem.
“Traditionally, there has been some political pressure from
outside activists lobbying for change. Now, this influence
is finally changing policy, leading the world to set itself
targets such as the Paris Agreement.” Monk argues. “However, the most important changes are cost decreases and
increased consumer demand,” he explains.

All Together Now
“Cost-wise, we have reached a point in the energy industry
where across two-thirds of the world, renewables are the
cheapest energy source. It means that governments and
large corporates considering new energy sources will gravitate to these solutions because it makes economic sense,
not for some altruistic motive.”

of these forces are assembled and pushing in the same direction, driving us past an inflexion point where we have a
very fertile environment for investors,” Monk explains. “It
is now possible to comfortably deploy capital because the
three forces are working together to produce earnings and
cash flows for investors.”

Local Renewable Energy Solutions

“These positive forces are reinforced by actual consumer
demand. More than ever, today’s consumers want to buy
products that are sustainably sourced, with a low carbon footprint from companies that are environmentally
aware,” he adds.

“The nature of renewable power is that it works best where
the resource exists. The energy transition should focus on
using the right energy mix given local conditions,” Monk
argues. “Windy regions should focus on wind power. Hotter and drier areas should focus on solar energy. The appeal
of hydro and geothermal power is similar.”

“Historically, costs and consumer demand have driven
large scale investment and capital allocation. They are now
present. Policy adds the extra incentive that will accelerate
the transition. It is the first time for thirty years that all

“Increasingly, companies are opting for a mix of wind, solar and energy storage, because the cost of these solutions
has fallen the most,” he adds. “The reverse of the coin is
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that renewables often suffer from what is known as the
‘intermittency issue’, whereby energy supplied by solar and
wind power sources follows volatile and seasonal weather
patterns. However, improvements in energy storage and
offshore wind power limit these risks.”
“Nuclear energy will also play a role in the energy transition. Many countries have invested massively in it. The
downside of nuclear is its cost. It has become relatively expensive compared to solar and wind. Cost is one of the reasons we exclude nuclear companies from the fund I with
which I work. There’s also some controversy associated
with it, and we wanted to offer our clients a pure-play approach that focuses exclusively on the companies offering
the best and cleanest solutions.”
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Electricity Consumption and
the Energy Mix

EQUITIES

tive solutions, like residential solar production at the point
of consumption, will also play a role in turning consumers
into net contributors to the grid.”

Notwithstanding these issues, Monk draws our attention
to the fact that the problem is more fundamental than
the specific renewable energy sources used. “We could have
100% renewable electric power, and it would still only
make a small dent in the overall problem.” To understand
his point one needs to distinguish between electricity production and energy mix. While electricity is a part of the
energy mix, it is only a small part. Most of the energy mix
is the direct consumption of fossil fuels by automotive vehicles, boats, and airplanes.

“Moreover, enhancing the grid to allow us to use more
electricity is also about electrical equipment and energy
storage,” Monk adds. “The entire grid and all the electric
infrastructure required for electric vehicles and more electricity use will require new equipment, new wires and cables and new transformers, among others.”

Committed to the Energy Transition
“Schroders has made significant efforts to contribute to
the energy transition and facilitate this paradigm shift,”
Monk argues. “As a corporate, it has committed to being
carbon neutral by reducing carbon emissions, moving to
renewables, as well as through carbon offset schemes.”

“Today, renewables only account for 20% of all electricity
produced. However, electricity itself only represents 20%
of our overall energy mix. Three things are necessary to
complete the energy transition. We need to decarbonise
electricity so that renewables can increase their share to
85%. We also need to increase the use of electricity from
20% to 50% of the overall energy mix.”

Infrastructure Needs
However, these changes come at a cost. “Energy storage
plays an important role in this part of the energy transition, as our experience with electric cars show. The problem
we have is that increased electricity use will put a tremendous burden on our electric grids,” Monk says. Without
investing in the underlying infrastructure, this shift will
not solve any problems. It’ll create new ones instead. “As
it is, the current grids are getting old and they are already
struggling and failing. We have witnessed blackouts in the
USA and the UK without an increase in electric vehicles
yet. When we do start using them the situation will really
become problematic,” Monk warns.

Alex Monk, Global Renewables Analyst,
Schroders Global Energy Transition Fund

“We could have 100% renewable
electric power, and it would still only
make a small dent in the overall
problem.”

The burden on the electric grid brings us to the third component of a successful energy transition. “We need to increase the efficiency of our energy consumption,” Monk
explains. “It will require investments in the transport and
distribution of electricity, not just its production. Innova-

EKONAMIK | 24

“As an asset manager, Schroders has a dedicated ESG team
with 20 specialised analysts assisting portfolio managers
with sustainability issues. We also have a wide range of analytical tools that can be deployed to this effect, including
our in-house Climate Dashboard and our Carbon Value at
Risk (VaR) tool.”
The other way in which Schroders contributes to the energy transition as an asset manager is through the investment opportunities it provides, according to Monk. “By
the end of 2020, all of our funds will be ESG integrated.
We’ll be able to determine whether any given investment
strategy uses ESG (“integrated”), to screen investment opportunities (“screened”) or to focus only on the companies
actively involved in finding solutions to the energy transition (“sustainable”).”

“The winners of this transition are
the companies that have had the
foresight to spend the last decade
investing in their operations and
downstream, along their supply
chains.”
2050 requires channelling US$120 trillion of capital towards energy upgrades and updates.”
“All companies across any sector are going to have to start
thinking carefully about the investments they want to
make,” Monk warns. “The winners of this transition are
the companies that have had the foresight to spend the
last decade investing in their operations and downstream,
along their supply chains. Now that the three drivers of the
energy transition are in place, they can reap the benefits of
the transition and generate revenues from this.”
“Practically speaking it is also about changing the entire
energy system,” Monk adds. “The scale of this endeavour is
quite daunting. The previous two transitions are the only
templates we have. The shift from biofuels to coal that
fuelled the industrial revolution and the shift from coal to
oil that fuelled our adoption of cars and airplanes changed
life in ways completely unforeseen. The same will happen
this time,” Monk concludes. “This creates a lot of investment opportunities. It’s an exciting time for investors to
start looking at this space.”

Investment Opportunities
“The energy transition presents many opportunities for
investors because it is not just about renewables,” Monk
says. “The scale of the upgrade to the way we produce and
distribute electricity is vast. Decreasing greenhouse gas
emissions by 33% and achieving the energy transition by
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“In the near term, the world will need more fossil fuels,
sadly. It will still take a long time before renewables will be
covering the majority of the energy demand.”
- Joel Etzler, Coeli Energy

GRADUAL OR RAPID?

The Speed of the Energy Transition
by Eugeniu Guzun

With renewable energy making up just a small part of the
global energy mix, the world needs a rapid switch to renewable sources of energy to slow down global warming
and prevent climate change. One of the most common
questions surrounding the global energy transition is
whether the switch from fossil fuels to sustainable energy will be gradual or rapid. Several Nordic fund managers running energy transition-focused funds shared their
thoughts and insights on this specific question and other
related topics.
On the future of energy, Hans Berglund, sector specialist at Stockholm-based asset manager Proxy P Management, says that “the overarching one thing that one has
to remember is that the need for energy will grow, the
demand for energy will expand geographically, will grow
volume-wise, and the intensity of request for energy will
just expand.” There will be an increasing demand for energy from the customer side, argues Berglund, because of
population and economic growth, especially in emerging
market economies.

Vidar Kalvoy and Joel Etzler, portfolio managers at Coeli Asset Management, expect “a temporary peak in energy
demand sometime in the 2030s.” According to Kalvoy,
“my optimism is down to energy efficiency, which is about
to improve tremendously as we electrify transportation,
among other things.” Humanity will likely spend a much
lower share of the global gross domestic product on energy
in the future than today. “Because the cost of energy will
eventually fall effectively to zero, energy demand will rise
again,” argues Kalvoy. “But the energy will be clean and
close to free.”
Regardless of the trajectory for energy demand over the
next decades, the hedge fund managers interviewed reckon that the world will still need to rely on fossil fuels for
many years to come. “In the near term, the world will need
more fossil fuels, sadly,” says Etzler, who manages Coeli
Energy Transition alongside Kalvoy. “It will still take a
long time before renewables will be covering the majority
of the energy demand.” Dan Lindström, CEO at Proxy P
Management, agrees. “We are still going to use tens and
tens, if not hundreds of millions of barrels of oil even in
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2030,” he says. “There is little doubt that oil, gas and coal
will account for the majority of energy production, possibly far into the next decade or beyond,” adds Etzler.

Gradual or Rapid?
On the question of whether the switch to renewable sources of energy will be gradual or rapid, Lindström says that
“the energy transition is going to happen faster rather
than slower.” Yet he acknowledges that “you can only
have the best guess depending on what you see out there.”
Kalvoy, meanwhile, says the answer “depends on what rapid is.” The Coeli duo is “bullish on the growth in renewables, but we would probably categorize the transition as
gradual.” Kalvoy points out that “there are many factors
to consider, but one thing big forecasting agencies have in
common is that they have all underestimated the growth
in renewables. Consistently.”
Explaining why the growth in renewables had been underestimated, Kalvoy argues that one of the reasons involves
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the forecasting models that are built on the current framework. “Although hard to predict how the framework will
change, the assumption that it will stay intact has consistently been incorrect through history,” argues Kalvoy. The
framework reflects “the price of renewables, the growth
in supporting infrastructure and not the least, incentives
to produce fossil fuels.” In particular, Kalvoy reckons that
“carbon taxes will play a bigger role in the future.”
Although Lindström believes the energy transition will
speed up, he acknowledges that “there are still a couple of
hurdles.” The existing infrastructure represents a hurdle.
“The infrastructure for energy is already there and if you
want to switch to something else, you need to adopt the
existing infrastructure,” argues Lindström. “That is the
reason the energy transition is happening faster in Asia,
because it is easier to build a new infrastructure rather than
replace an existing one.” Because “there is so much capital
invested in oil, another hurdle that slows down the energy
transition is economic interest,” argues Lindström.

Vidar Kalvoy (left), Joel Etzler (Right), Portfolio Managers
Coeli Asset Management

Feedback Loop and Climate Change
Despite numerous hurdles, Lindström and his team at
Proxy P believe the energy transition will be rapid. “It is
the combination of new energy transition policies and the
society’s response to climate change that accelerate the
transition to more sustainable sources of energy,” argues
Lindström. “But if this combination would not go hand in
hand with technological advancements, which translates
into lower energy costs, the transition would not happen
as fast,” he emphasizes.

Dan Lindström, CEO
Proxy P

Hans Berglund, Sector Specialist
Proxy P
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Mark Lewis, Head of Climate Change Investment Research at BNP Paribas Asset Management, shares the same
thoughts. According to Lewis, policies and technological
progress are interacting in a “virtuous feedback loop” in
which each provides stimuli for the other. On one hand,
policy drives technological innovation and progress. On
the other hand, advancing technology, which can result in
lower solar power costs or more efficient batteries, makes
room for more ambitious policy goals.

The society does need more ambitious policy goals, because
the shift to a renewables-based energy system needs to accelerate very fast to slow down global warming and offset
the impact of climate change. According to Etzler, “while
the growth in renewables will with time be sufficient to
meet the growing energy demand, at any reasonable trajectory renewables will not grow quickly enough to save us
from the worst effects of global warming.”
Renewables such as wind and solar account for only about
five percent of total energy demand. “In order to slow
down global warming, we need incentives to shift,” argues
Etzler, who adds that “currently, the incentives globally
are to burn more fossil fuel.” We need a shift in government policies to save the planet. “We also need to mobilize
capital from fossil fuels toward renewables and significantly increase carbon capture,” argues Etzler. “The fossil fuel
industry is at the center of this problem, but we hope, the
industry can be part of the solution.”
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