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Climate Infrastructure and the Oil Crisis 

With oil prices at unprecedented lows caused by the dual black swan events of the oil war and COVID-19, 
we are left asking: “Will oil declining to sub-zero dollars per barrel1 and widespread economic volatility 
undermine the energy transition and climate infrastructure growth?”  

In our Climate Infrastructure Green Paper [INSERT LINK], we outlined what we believe are the fundamental 
drivers supporting the energy transition and the long-term growth of infrastructure investments that 
reduce greenhouse gas emissions, promote efficient use of natural resources, and strengthen climate 
change resiliency, called climate infrastructure. Examples of climate infrastructure include renewable 
energy, energy storage, electric transmission, vehicle electrification, energy efficiency, and smart grids. 
These are the assets and technologies that are driving the energy transition and a broader 
decarbonization and electrification of the energy sector and the economy.  

Climate infrastructure assets typically benefit from multi-year contracted cashflows with creditworthy 
counterparties, allowing them to generate highly predictable cash yield with historically limited 
correlation to public markets and potential immunity from commodity price volatility. Climate 
infrastructure often serves as a hedge to commodity volatility and provides diversification during times 
of market dislocation like the present. Based on these features, we believe that climate infrastructure is well-
positioned to continue its historic growth, remains durable if not enhanced by the recent market dislocation, 
and is part of a broad portfolio asset allocation that provides potential diversification benefits. 

Will low oil prices impact the energy transition? The most common misconception is that low oil prices will 
reduce the growth of renewables. In fairness, in the nascent days of renewables 40+ years ago this was 
probably true, with oil comprising nearly 20% of U.S. electricity generation in the late 1970s. The energy 
crisis of that era prompted experiments to develop alternative energy sources, with President Carter’s 1979 
solar panel installation on the roof of the White House one of the more symbolic moves. However, as 
renewables have achieved true cost competitiveness, their growth trajectory has become more self-
sustaining and the more recent historical trend shows that they are largely insulated from commodity 
price volatility. Oil quite simply is not used for U.S. power generation today, providing only 0.5% of power. 
 

Exhibit 1: 2019 U.S. Power 
Generation 

 Exhibit 2: Growth in U.S. Wind, Solar & 
Other Renewables* Generation (2010-2019) 

 

 

  

 

  * Other Renewables include wood, landfill gas, municipal solid waste, other 
biomass waste, and geothermal. 

 
  

 
1 Reference is made to the WTI May futures contract price in USD. 
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Climate Infrastructure and the Oil Crisis 

The last 20 years have been marked by three oil price crashes of approximately 70%, and renewables 
deployment in the U.S. and globally has continued to grow consistently and exponentially. In fact, from 
2008 to 2009, when oil prices crashed over 70% and the economy was mired in a severe recession, 
renewables capacity still grew by 40% in the U.S. And in 2019 when oil prices averaged $50/barrel, low by 
historical standards, renewables accounted for 63% of total capacity additions.2 Now more than ever, the 
unpredictability of commodity prices and potential lower returns for hydrocarbon investments may 
enhance the attractiveness of low-cost (free fuel), stable power generated by wind and solar projects.  As 
a prime example, in April oil majors Shell and Total, who might otherwise be retrenching given market 
conditions, announced plans to eliminate all net operating emissions and add 22 GW of renewable 
capacity over the next 5 years, respectively. Quite simply, climate infrastructure makes good business 
sense for these companies relative to their core hydrocarbon enterprise that has historically been subject 
to significant volatility and may see downward pressure on future returns. 
 

Exhibit 3: U.S. Renewables Growth vs. Oil Price 2000–20203 

 
The primary driver of renewables deployment remains the fact that they are the lowest cost form of 
generation, driven by cost declines of more than 70% since 2008 for utility-scale wind and solar power due 
to technology improvements, federal/state policies, and manufacturing economies of scale. In 2012, 
renewable energy surpassed fossil fuel new capacity additions for the first time, and over the last 5 years 
has averaged approximately 55% of all new capacity additions. In 2020, with the backdrop of oil market 
volatility and COVID-19, renewable energy’s share of new capacity additions is expected to be nearly 80%.4  

The most defensive in an already defensive asset class. While other infrastructure asset classes such as toll 
roads, airports, and ports are experiencing significant declines in utilization, climate infrastructure 
continues to operate consistent with return expectations. In addition, construction of new climate 
infrastructure assets continues to proceed given their highly essential nature. Climate infrastructure’s 

 
2 Source: EIA. 
3 As of April 20, 2020. 
4 Source: EIA. 
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Climate Infrastructure and the Oil Crisis 

lower correlation to overall economic activity is evident with no reductions to project output, in contrast 
to many sectors of the economy that are completely shut down. It is reassuring to remember that the wind 
continues to blow, and the sun remains shining regardless of performance in the stock market or growth 
in GDP. The long-term power purchase agreements that underpin nearly all new build wind and solar 
projects provide 10, 15, and sometimes 20 years of expected stable cash flow streams backed by high 
quality counterparties like utilities and corporations. These long-term power purchase agreements 
(“PPA”) are designed to help protect revenues from a slow-down in economic activity or a movement in 
commodity prices. We continue to believe that demand for these assets could increase further during a 
flight to quality moment owing to their stable cash profiles and downside protections.5  

A path to recovery. Amidst a public health crisis and historic stock market and oil volatility, the energy 
transition continues to progress. Over the last six weeks, numerous renewables PPA and RFP 
announcements have taken place, automaker electric vehicle partnerships have been formed, and several 
states have taken steps to increase their renewable procurement goals and lower their overall emissions 
profile. New York passed legislation on April 3 to accelerate renewable energy permitting and on April 15 
Massachusetts doubled its solar incentive program in an emergency revision. The energy transition and 
climate infrastructure in particular provide an important economic driver to restart the economy and can 
provide energy savings to consumers during a recession when efficiency is paramount and every dollar 
counts. 
 

Exhibit 4: Recent Energy Transition and COVID-19/Oil Price Headlines 

 
 

 
5 References to “downside protection” or similar language are not guarantees against loss of investment capital or value. 
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Now more than ever, we believe that climate infrastructure represents a compelling asset class as part of 
overall portfolio construction considerations given its defensive qualities, stable cash yield, and uncorrelated 
returns to broad capital markets. The energy transition is a secular trend driven by low cost renewable power, 
long-term policy objectives to meet clean energy targets, and technological evolution that is changing how we 
produce, deliver, and consume energy.  
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Legal Notice and Disclaimers 
The views expressed in this document are those of certain members of Ares Infrastructure and Power as 
of the date of the document and do not necessarily reflect the views of Ares Management Corporation 
(“Ares Corp,” together with Ares Management LLC or any of its affiliated entities “Ares”). The views are 
provided for informational purposes only, are not meant as investment advice, and are subject to change. 
Moreover, while this document expresses views as to certain investment opportunities and asset classes, 
Ares may undertake investment activities on behalf of one or more investment mandates inconsistent 
with such views subject to the requirements and objectives of the particular mandate.  

The investments and asset classes mentioned in this document may not be suitable for all investors. This 
document does not provide tailored investment advice and is primarily for intended distribution to 
institutional investors and market professionals. Such investments can be highly illiquid, are speculative 
and may not be suitable for all investors. Investing in such investments is only intended for experienced 
and sophisticated investors who are willing to bear the high economic risks associated with such an 
investment. Investors should carefully review and consider potential risks as well as their specific 
investment objectives and experience, time horizon, risk tolerance, and financial situation before making 
any investment decisions. Nothing contained in these materials constitutes investment, legal, tax or other 
advice nor is it to be relied on in making an investment or other decision. 

Ares makes no representation or warranty (express or implied) with respect to the information contained 
herein (including, without limitation, information obtained from third parties) and expressly disclaims 
any and all liability based on or relating to the information contained in, or errors or omissions from, these 
materials; or based on or relating to the recipient’s use (or the use by any of its affiliates or 
representatives) of these materials. Ares undertakes no duty or obligation to update or revise the 
information contained in these materials. 

This document may contain “forward‐looking” statements. These are based upon a number of 
assumptions concerning future conditions that ultimately may prove to be inaccurate. Such forward‐
looking statements are subject to risks and uncertainties and may be affected by various factors that 
may cause actual results to differ materially from those in the forward‐looking statements. Any forward‐
looking statements speak only as of the date they are made, and Ares assumes no duty to, and does not 
undertake to, update forward‐looking statements or any other information contained herein. The success 
or achievement of various results and objectives is dependent upon a multitude of factors, many of which 
are beyond the control of Ares. 

The document may not be copied, quoted, or referenced without Ares’ prior written consent. 

These materials are not an offer to sell, or the solicitation of an offer to purchase, any security, the 
offer and/or sale of which can only be made by definitive offering documentation. Any offer or 
solicitation with respect to any securities that may be issued by Ares or any investment vehicle 
managed by Ares may be made only by means of definitive offering memoranda, which will be 
provided to prospective investors and will contain material information that is not set forth herein, 
including risk factors relating to any such investment.   
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S&P Disclaimer Notice 
This may contain information obtained from third parties, including ratings from credit ratings agencies 
such as Standard & Poor’s. Reproduction and distribution of third party content in any form is prohibited 
except with the prior written permission of the related third party. Third party content providers do not 
guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, 
and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or 
for the results obtained from the use of such content.  THIRD PARTY CONTENT PROVIDERS GIVE NO EXPRESS 
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR 
FITNESS FOR A PARTICULAR PURPOSE OR USE. THIRD PARTY CONTENT PROVIDERS SHALL NOT BE LIABLE FOR 
ANY DIRECT, INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR CONSEQUENTIAL 
DAMAGES, COSTS, EXPENSES, LEGAL FEES, OR LOSSES (INCLUDING LOST INCOME OR PROFITS AND 
OPPORTUNITY COSTS OR LOSSES CAUSED BY NEGLIGENCE) IN CONNECTION WITH ANY USE OF THEIR 
CONTENT, INCLUDING RATINGS. Credit ratings are statements of opinions and are not statements of fact 
or recommendations to purchase, hold or sell securities. They do not address the suitability of securities 
or the suitability of securities for investment purposes, and should not be relied on as investment advice.  
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