
 1 

Submission to the Joint Committee  
 
Kingsmill Bond, TS Lombard.  27 June, 2017 
 
My name is Kingsmill Bond and I am the New Energy Strategist at a London-
based think-tank called TS Lombard which writes strategic research for financial 
investors such as Blackrock.  I have been asked to make a submission as an 
independent expert to the Joint Committee on the implications of the global 
energy transition for investors, specifically with regard to investments in fossil 
fuel companies. 
 
I have been a financial market analyst and strategist for over 20 years in London, 
Hong Kong and Moscow, most notably working for the team in Citibank which 
analysed the wider implications of the US shale revolution and US energy 
independence.  I have been asked to focus on the global energy transition rather 
than on Ireland specifically.   
 
My submission has three parts.  First I would like to debunk a few commonly 
held assumptions about the energy transition which lead many to believe that 
fossil fuel companies continue to provide attractive long-term investment 
opportunities. Second I set out what we think is actually going on.  And finally I 
consider the implications of this transition for investors, which is of particular 
pertinence to this hearing. 
 
There are five common misconceptions about the future of energy.   
The first is to take as given the projections of future energy supply from the 
International Energy Agency (IEA) or the oil companies.  The IEA produces 
superb backward looking analysis, but its forward projections have consistently 
and dramatically underestimated the growth of renewables.   In 2000 for 
example the IEA forecast (Slide 3) that in 2015 the world would have 6 GW of 
solar capacity.  By 2005 it had raised its estimate to 14 GW and by 2010 to 70 
GW.  At the end of 2015, the world actually had 226 GW of deployed solar 
capacity.  Meanwhile, the projections produced by the oil industry (Slide 4), as 
usual with incumbents, assume that solar and wind supply growth will suddenly 
decelerate. 
 
The second error is to argue that investors do not need to worry because the 
supposed lesson of history is that changes in energy systems take place slowly.  
Systemic change is indeed slow, but marginal change can be extremely rapid.  
And it is marginal change that matters for companies and financial markets.  The 
most obvious recent examples of the power of marginal change are the 
bankruptcy of large numbers of coal companies at a time when global coal 
demand was just 2% below its all-time high (slide 5), or the tens of billions of 
Euros of capitalisation lost by the European utility sector over the last decade, 
even as we continue to use electricity.   
 
The third misconception is that renewables are still too small to make a 
difference.  In 2016 for example, solar and wind made up just 2% of global 
energy supply.  However, it is not the total size that matters, but the share of the 



 2 

change.  And in 2016, taking BP data, solar, wind and other non-fossil sources 
made up 62% of the increase in global energy supply.  By 2020, from our 
calculations, non-fossil sources will make up all incremental energy supply and 
fossil fuel demand will be falling.   
 
The fourth error is to argue that renewables are expensive and will continue to 
need subsidy for decades to come: that the renewable revolution is a mirage 
driven by idealists.  This is backward looking and no longer accurate.  The cost of 
solar, and wind has fallen so fast over the last five years (Slide 6) that they are 
now cheaper than fossil fuels in a large number of locations.  And their prices 
keep falling. 
 
And the final misconception is that the intermittency of solar and wind means 
that they can never rise beyond a small share of the entire energy mix.  The 
counter to this is twofold. First, there are plenty of countries, including Ireland, 
where solar and wind already make up over 20% of electricity supply thanks to 
demand management, better regulations, wider grids, renewable forecasting and 
so on.  And second, fossil fuel demand will in fact peak when solar and wind are 
just 12% of electricity supply and 5% of energy supply. This is similar to what 
happened in the early twentieth century energy transition.  In the UK for 
example (Slide 7), demand for gas for lighting peaked in 1907 when electricity 
had only 2% of the market and much higher average costs. 
 
Now I would like to set out what we think is really going on.   
 
The world is undergoing a switch (Slide 8) from fossil fuels to renewables, with 
implications just as profound as the switch from biomass to fossil fuels that 
started some 250 years ago in England and launched the Industrial Revolution 
and the modern world. 
 
The initial driver of this ongoing switch was regulation but it is now the market.  
Solar, wind, lithium ion batteries and electric vehicles will drive out the fossil 
fuel alternatives not just because they are better for the environment and better 
for people’s health, but because they are cheaper and easier to deploy. 
 
It was countries such as Germany and the US which developed the technology, 
but the key drivers of change now are huge markets such as China or India, 
where energy demand is growing, and where for the first time there is a real 
choice of energy supply options. 
 
The impact of this switch on companies takes place when demand for the old 
energy starts to fall.  This has already happened for coal globally, for thermal 
electricity in Europe, and for per capita fossil fuel demand.   
 
At current growth rates of solar and wind of 20% a year, the world is only four 
years away from peak demand for fossil fuels as a whole (Slide 9).  This will be 
followed by peak demand for petrol cars (Slide 10) and peak demand for oil.   
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Declining demand will unleash more competition between fossil fuels.  And the 
existence of an alternative energy source will embolden policy makers who wish 
to reduce pollution and increase energy security by increasing carbon taxation.  
This will lead to an environment of falling prices for producers of fossil fuels. 
 
Meanwhile, the shift will unleash a burst of creativity as the world’s 
entrepreneurs are able to create and make use of increasingly low cost 
renewable energy.  A world of distributed energy supply, of digitised energy, of 
autonomous cars, electric vehicles, smart grids and so on. 
 
In the third part of my submission, I consider the implications for financial 
markets. 
 
Disruptive change usually means that the incumbents suffer as new entrants 
come in and prices fall.  Incumbents are the companies which have stranded 
assets at the top of the cost curve, unneeded infrastructure, and management 
teams in denial about what is going on.  As the market starts to realise what is 
happening, their share prices fall.  Individual companies such as DONG in 
Denmark may be able to make the transition to a new world. But the sector as a 
whole will be under sustained pressure, and most incumbents will struggle to 
make the shift.  A recent example of this is the telecoms sector, where many fixed 
line operators were overwhelmed by the speed of the mobile transition.   
 
We have already seen significant losses for investors in coal and electricity 
companies.  Over the last 12 months the disruption has started to spread into the 
automotive industry.  And over the next few years we believe it will spread into a 
series of new industries, most notably oil and gas. 
 
Meanwhile, we will see a shift of capital, ideas and talent into the new areas of 
solar, wind, batteries, electric vehicles and all of the software and services 
surrounding this transition.   
 
So the final question is whether this is already priced in by financial markets? 
 
There is still a debate in financial markets about the nature of the energy shift.  
Whilst there are some impressive advocates of the view I have just set out, such 
as Amory Lovins, the consensus view is still that the energy change will take 
decades, that the current lack of investment in new oil wells means an inevitable 
spike in oil prices in the early 2020s, and that oil prices will trend upwards over 
time.  The consensus is largely formed by the incumbent fossil fuel energy 
producers themselves; they have no wish for change. 
 
As a result, the share prices of most fossil fuel companies have not seen a 
collapse, and are still trading at above book value.   
 
So we are still in a position where it is possible to exit most fossil fuel 
investments at a reasonable price.  If we are right about the transition, this will 
not be possible in five years.  A hedge fund manager may try to time the exit from 
the industry, but long-term investors do not have this luxury.  


