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Cheap oil vs. cheaper renewables:
what matters more?
With the substantial expansion of oil and gas production capacities
over the last few years, fossil fuel prices have faced downward pressure.
But could this really put a dent in the deployment of renewable
energies? Thiemo Lang, Senior Portfolio Manager for the RobecoSAM
Smart Energy Strategy, and Client Portfolio Manager Dominik Scheck
examine the implications of low oil prices on energy efficient solutions
and the renewable energy sector.
Commodity price volatility
Driven by new production techniques such as horizontal drilling –
or fracking – US domestic oil production reached an average of 9.2
million barrels of crude per day in January 2015, the most since
1983,1 representing an expansion of over 3 million barrels per day
within the last 3 years. As a result, US crude oil inventories have risen
sharply, reaching all-time-highs.2
OPEC’s unwillingness to introduce any production cuts has resulted
in a global oil glut. And following the recent agreement on Iran’s
nuclear program, even more oil is expected to hit the market as Iran
may soon be able to resume oil exports. This could lead to an
1 Snyder, Benjamin; “U.S. oil production reaches all-time high amid depressed crude
prices,” Fortune, February, 11 2015.
2 U.S. Department of Energy, Crude Oil Total Inventory Data (excluding strategic petroleum reserves), 2015.

a dditional production increase of up to 1 million barrels per day
within the next few months.
On the demand side, the outlook remains consistent with the pattern
established in recent years. As a result, global demand is likely to
rise by another 1 million barrels per day, mostly driven by emerging
markets.
As the current oversupply has yet to work its way through the market,
oil prices will likely remain within the USD 50-60 range before potentially trending higher again. In any case, as long as OPEC refuses to
return to its former role as a ‘price maker,’ the oil price is expected to
settle at a level equivalent to the production costs of the of the marginal producer, preventing the oil price from returning to triple digit
levels for the foreseeable future.

Worldwide average daily crude oil production

Source: IEA: Oil Market Report 2015
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Oil prices versus RobecoSAM Smart Energy fund

Source: RobecoSAM, Bloomberg
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Historical perspectives
Given the acute decline in oil prices over the past 9 months, a strong
rebound may seem inconceivable to investors at the moment. Looking back through history, however, one can identify two comparable
occasions in which oil prices rose substantially following a sharp
drop. During 1985–1987 and 1997–1999, OPEC’s reluctance to adjust
supply at a time when international demand was slackening triggered falling oil prices. At the time, the economic scenario in the US
was similar to today’s environment, with healthy GDP growth rates
400stock prices. Oil prices dropped by more than 50 % in both
and rising
time periods,
350 and even though OPEC did not adjust its supply, prices
rebounded by 70 % and 110 % respectively. Given these historical
300
parallels,
we have identified three factors that may lead to a similar
outcome
in the near future.
250

200

First, with current oil prices at multi-year lows, stronger than expected150
consumer demand may move prices in the opposite direction.
As the European recovery strengthens and personal consumption in
100
the US increases, demand for oil is expected to rise. In addition,
given its50
growth outlook, China may seek to boost domestic demand
by further investing in infrastructure projects, which in turn would
drive economic growth and demand for oil upwards.
Second, one should not ignore geopolitical risks. Venezuela, which
has the world's second largest proven oil reserves, is sitting on a
domestic powder keg with soaring inflation rates and growing political unrest. In Europe, Russia has regularly warned the West about
potential disruptions to gas and oil production and distribution de
pending on how Western countries respond to the Ukrainian conflict.
And in the Middle East, the Islamic State (IS) terror regime controls
large parts of Iraq and Syria. Extended fighting may disrupt oil production going forward, affecting countries beyond just Syria and Iraq.

Third, the debate surrounding stranded assets remains as relevant as
ever. Stranded assets refer to assets that are unexpectedly losing all
or most of their value due to external events. The growing consensus
that as much as 80 % of existing fossil fuel reserves will have to be
left in the soil to avoid catastrophic climate change would imply that
these 80 % are currently overpriced, while the 20 % that would be
extracted are completely undervalued. Hence, one cannot completely rule out the possibility of regulatory intervention.

Who benefits from a low carbon environment?

Oil Prices

Any correlation analysis between renewable energy stocks andRobecoSAM
oil
prices over the last few years shows a mixed picture. Although solar
stocks and oil prices are usually uncorrelated, the second half of
2014 does show a strong correlation between the two. In our view,
such a correlation is unjustified because oil no longer competes with
renewables such as solar and wind for power generation. While in
1975 around 20 % of global electricity production still came from
burning oil, this percentage dropped to 4 % by 2013, with the
US generating only 0,9 % of its electricity from oil.3
This implies that exposure to the renewable energy sector only offers
a limited hedge against rising oil prices. The challenge with oil is that
it cannot easily be replaced in the transportation sector on a large
scale. Biofuels are not yet competitive compared to oil, and they com
pete with food production for limited land resources. Although R&D
efforts have sought to find adequate alternatives to oil as a key input to
pharmaceutical and synthetic products, the chemical industry remains

3 Deutsche Bank Market Research, “Industry Solar – Crossing the Chasm,” February 27,
2015
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RobecoSAM Smart Energy Fund: Investment clusters
Cluster

Eligible no.
of Stocks

% of
Marketcap in
Investment
Universe

Beta Investment
Universe
vs. MSCI World*

Investments Areas

Natural Gas

32

20 %

0.98

• Engineering, procurement & construction
• Exploration & production
• Gas utilities

Renewable Energies

62

15 %

1.20

• Upstream equipment suppliers
• Clean utilities: wind, solra geotherma, hydro

Distributed Energy Systems

39

16 %

1.03

• Electrical Infrastructure (operators, suppliers,
smart grid)
• Energy storage

Energy Efficiency

98

49 %

1.11

Total

231

100 %

1.09

*Ex-ante Beta; Barra Aegis Global Equity model (31.03.2015)

heavily dependent on oil. Therefore, making existing products and
processes more oil and energy efficient would be a good first step
towards protecting these sectors from future increases in oil prices.

Portfolio implications
The RobecoSAM Smart Energy fund invests broadly in energy efficiency,
clean energy generation, energy transmission and storage, and
natural gas. The energy efficiency segment has received increased
focus as energy efficiency solutions can be applied to a range of
applications, and the resulting energy savings offset the higher up
front costs of using energy efficient solutions. In addition, companies
enabling the interconnectivity of energy systems, including their IT
integration, are also playing an increasingly important role in the
fund.

• Buildings: facility management (LEDs), insulation
• Industrial processes: automation, electric motors
• Natural gas & electric vehicels, public transport
• Power management

Source: RobecoSAM

In terms of valuations, companies in the Smart Energy Fund currently
show a more attractive valuation than the MSCI ACWI Energy Index,
with a price-to-earnings ratio of 21.3 versus 26.9 for the index. At the
same time, the calculated ex-ante volatility and beta of the fund is
much lower than that of the MSCI ACWI Energy total return index.
The fund has outperformed MSCI ACWI Energy index over one year
(+24.2 % versus +6.4 %) as well as over three years (+33.5 % versus
+15.2 %). Despite its high exposure to energy companies, the MSCI
ACWI Energy Index has not experienced the same strong downward
movement as oil, leaving room for a future potential correction. The
RobecoSAM Smart Energy Fund could be a less volatile alternative to
the MSCI ACWI Energy Index to play the ever changing dynamics in
the energy sector.
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Valuation comparisons as of March 31, 2015
RobecoSAM Smart
Energy Fund
Market Cap Weighted Average USD (m)
PE Ratio forward 12M Est
Dividend yield (1 year)

MSCI ACWI Energy

9,724

115,870

21.3

26.9

1.42 %

3.61 %

Earnings growth forward 12M (%)

22.5

37.5

PEG Ratio

0.98

0.78

1-Year Performance (net of fees)

24.2 %

6.4 %

3-Year Performance (net of fees)

33.5 %

15.2 %

Ex-ante Beta vs. MSCI Energy

0.62

Ex-ante volatility (%)

15.53



18.67
Source: RobecoSAM

Thiemo Lang, PhD
Senior Portfolio Manager
RobecoSAM Smart Energy Strategy

Dominik Scheck, CFA
Client Portfolio Manager

The Smart Energy Fund is available as EUR, USD, CHF and GBP share classes. For further information, please visit:
http://www.robecosam.com/en/professionals/strategies-services/funds/energy.jsp

Important legal information:
The details given on these pages do not constitute an offer. They are given for information purposes only. No liability is assumed for the correctness and accuracy of the details given. The value of the units
and the return they generate can go down as well as up. They are affected by market volatility and by fluctuations in exchange rates. Past performance is no indication of future results. The values and
returns indicated here do not consider the fees and costs which may be charged when subscribing, redeeming and/or switching units. The breakdown into sectors, countries and currencies as well as possibly
indicated benchmarks is liable to change at any time in line with the investment policy determined in the Prospectus. The translation into action of fund recommendations contained in these documents
shall always lie in the sole responsibility of the intermediary or investor. Investments should only be made after a thorough reading of the current Prospectus and/or the Fund Regulations, the current
Key Investor Information Document (KIID) and articles of association, the latest annual and semi-annual reports and after advice has been obtained from an independent finance and tax specialist. The
documents mentioned can be obtained free of charge by calling the local RobecoSAM office, on www.robecosam.com or from any address indicated below. The range of RobecoSAM investment funds with
domicile in Luxembourg (SICAV) is registered for public offering in Luxembourg, Switzerland, Germany, Austria, France, Holland, Sweden, Spain, Belgium, Ireland, United Kingdom, Singapore* and Italy.
However, due to the different registration proceedings in the various countries, no guarantee can be given that each fund or share category is or will be registered in every jurisdiction and at the same time.
For an up to date registration list, please refer to www.robecosam.com. Please note that in any jurisdiction where a fund or share category is not registered for public offering, they may, subject to the
applicable local regulation, only be sold in the course of private placement or institutional investments. Particularly, the RobecoSAM funds are not registered and, therefore, may not be offered for sale or
be sold in the United States of America and their dependencies. In a case of private placement this pages are destined exclusively for internal use by the intermediary appointed by RobecoSAM and/or the
institutional investor and shall not be passed over to third parties. Particularly, this document shall under no circumstances be used as material for public offering or any other kind of promoting to the
public of the RobecoSAM funds or their share categories. Switzerland: Representative is Swiss & Global Asset Management Ltd., Hardstrasse 201, Postfach, CH-8037 Zurich. Paying Agent: Bank Julius Bär &
Co. AG, Bahnhofstrasse 36, Postfach, CH-8010 Zurich. Germany: Information Agent is Swiss & Global Asset Management Kapital AG, Taunusanlage 15, D-60325 Frankfurt am Main. Paying Agent is DekaBank, Deutsche Girozentrale, Hahnstrasse 55, D-60528 Frankfurt am Main. Austria: Paying Agent is Erste Bank der österreichischen Sparkassen AG, Graben 21, A-1010 Vienna. Spain: RobecoSAM investment
funds are registered in the Registry of Foreign Collective Investment Institutions Commercialized in Spain of the CNMV: Julius Baer Multipartner (No. 421). For a list of registered distributors in Spain, please
refer to www.cnmv.es. Copyright © 2015 RobecoSAM – all rights reserved.
*restricted recognition for institutional investors in Singapore
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