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Abstract: After the 1970s, the reorganization of the markets at the global level has been overwhelmed by the financial logic
of investment in a setting characterized by expansion of institutional investors. Within this framework, the private equity
funds’ investment strategies turn out to focus on short-term profits. Besides, these funds have enhanced the expansion of new
business models where the process of strategic disinvestment is part of the financial management. Considering this
background, this paper addresses that the evolution of the current global business environment in the energy sector has been
attached to the new financial and business dynamics where private-equity funds are relevant to apprehend the recent
investment and disinvestment trends in renewables.
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1. Introduction
After the 1970s, the reorganization of the global markets
has been overwhelmed by the financial logic of investment in
a setting characterized by the expansion of institutional
investors [1]. Within this scenario, investors have turned turn
out to focus on short-term gains [2]. As recalled Hyman
Minsky, in contemporary capitalism, finance determines the
pace of investment since the corporations’ strategic decisions
have been increasingly subordinated to speculative financial
commitments [3].
The evolution of the current global business environment in
the energy sector has also been attached to the new financial
dynamics where private-equity funds are new relevant
institutional investors [4]. In spite of the potential relevance of
the private equity investments, there is a limited understanding
of their impact on energy conditions. Considering this
background, this paper addresses that the evolution of the
current global business environment in the energy sector has
been attached to the new financial and business dynamics
where private-equity funds are relevant to apprehend the recent
investment and disinvestment trends in renewables.

2. The Private Equity Business Model
The

term

"private

equity"

encompasses

financial

techniques aimed to finance investment in companies that do
not involve the use of public tradable assets [5]. The typical
categories of private equity or "alternative investment" funds
include: venture capital funds; leveraged buyout funds; hedge
funds; fund-to-funds; and captive funds [6]. The share of
private equity investments in the total volume of mergers and
acquisitions exceeds 20% in some OECD economies [7]. The
growth of the private equity firms has been quickly becoming
global voracious acquirers of assets [8]. Indeed, private
equity investments have not only defined new parameters to
attractive investment decisions, but also fostered the credit
and capital market´s expansion.
What the private equity model has introduced is a high risk
combination of leveraged debt financing with a short-term
intent to resell the business in order to extract extraordinary
returns [9]. The planning horizon is becoming shorter and the
returns on investments are prioritized above real economic
performance. The deep changes in the way investments is
made, in how companies operate and in what kind of
strategic planning is predominant in large parts of the
business is intimately linked to the continuous growth of
private equity and hedge funds – also called the new drivers
of globalization [10].
In a private-equity funds´ portfolio structure, a company
acquisition is equivalent to an addition to a stock of financial
assets [11]. Thus, the selection of the portfolio companies has
been influenced by the potential market growth and profits,
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besides legal and incentive structures, among other factors.
This investment is guided by expectations about short-run
cash flows, mainly anticipated dividends and non–equity
based fees.
It is worth noting that private equity investments, mainly
buyouts, fundamentally differ from a traditional merger or
acquisition in two important ways. First, the acquired
company pays the cost of its own acquisition through debt
and fees. Secondly, the private equity investor is necessarily
aggressive in pursuit of such profits. These two elements are
central to the leveraged buyout process and pose particular
challenges to unions when engaging and bargaining
collectively with private equity portfolio companies.
Generally, the potentially adverse restructuring impacts of
leveraged buyouts on workers tend to increase the higher the
targeted return on investment, the more leveraged the deal,
the faster the withdrawal of equity and the shorter the period
before exiting the investment [12].
There are some stages in the consolidation of the private
equity business model. In the first stage, a private equity firm
creates a private equity fund and obtains commitments from
investors (limited partners) to provide capital to its fund.
Later, when the firm undertakes buyouts, it calls on the
investors to provide the capital. In particular, private equity
fund centralize endowments from public and corporate
pension plans, foundations, insurance companies, and
wealthy individuals in order to assume a key - role in
investment buyouts. In the second stage, the private equity
firm identifies potential companies for its fund to acquire. In
the third stage, the private equity firm obtains a loan
commitment, typically from commercial or investment
banks, that it then uses to help finance its fund’s acquisition
of the target company. A loan commitment is a promise from
the lender to make available in the future a specified amount
of credit under specified terms and conditions. Loans are an
essential component of an LBO (leveraged buyout) because
private equity firms typically contribute through their funds
only a fraction of the capital needed to complete the deal. In
the fourth stage, after the buyout of the target company, the
private equity firm seeks to increase the value of the
company. Finally, in the fifth stage, the private equity fund
sells the company at a profit and earns a return for its fund
investors. Considering all these stages, the exit conditions
become crucial in the investment decision-making process
because capital mobility shortens the maturation of
investments.
Under the private equity firms´ governance, managers
have privileged liquidity and high levels of debt to increase
short-term profits. As the rationalization adjustment process
is not implemented by the investors, the performance targets
and debt repayment put pressure on the management
organizational practices. After the takeover, the generation of
cash flows - to pay fees, dividends and debts - require
growing cost reductions with decisive effects on labour
relations, employment trends, social benefits and unions´
actions. Consequently, the reorganization of the production
reshapes tasks and the control of workers in a context
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characterized by turnover, outsourcing and casual work. As
the rationalization adjustment process is not implemented by
the investors, the performance targets and debt repayment put
pressure on the management organizational practices.
The private equity business model, as the main agent for
recent mergers and acquisitions, has both evolved from and
fed a broader process of increased financialization of
corporate behaviour. While global financial assets grow at a
fast speed, real investment and the share of wages in the
national income do not follow the same trend [13]. Indeed,
the private equity investments must be analyzed in a context
of capitalist speculative finance where short-term value
creation is the finality of investors. Although private equity
strategies are anchored on the productive sphere but these
strategies aim to preserve short-term liquidity in a speculative
financial setting. Remembering Keynes’s words:
Speculators may do no harm as bubbles on a steady stream
of enterprise. But the position is serious when enterprise
becomes the bubble on a whirlpool of speculation. When the
capital development of a country becomes a by-product of
the activities of a casino, the job is likely to be ill-done. The
measure of success attained by Wall Street, regarded as an
institution of which the proper social purpose is to direct new
investment into the most profitable channels in terms of
future yield, cannot be claimed as one of the outstanding
triumphs of laissez-faire capitalism which is not surprising, if
I am right in thinking that the best brains of Wall Street have
been in fact directed towards a different object [14].
Considering Keynes’ words, it can certainly be said that
the private equity business model privileges the expansion of
speculative bubbles both in the financial and in the real
sector. Private equity managers are spreading, in truth, a
business model where the target is to create short-term value
and to sell the portfolio companies some years later in a
process known as strategic disinvestment [15]. In truth, value
creation in this business model involves social relations
driven by profit and competition. As private equity investors´
motive is not growth per se, but value extraction, the social
losses in terms of unemployment, working conditions,
workers´ rights and income distribution has been relevant
because short-termism has been “institutionalized at the
workplace and in society” [16].

3. Investment Trends in the Energy
Sector
The evolution of the current global business environment
has been attached to the new financial dynamics where
private-equity funds are new relevant institutional investors
[17]. Private equity funds have grown from a small
participation in the financial market in the early 1980s to an
important driver of financial globalization today [18].
In a private-equity funds´ portfolio structure, the company
acquisition and its disinvestment process are both strategic
financial decisions. Therefore, exit conditions become crucial
in the investment decision-making process because capital
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mobility shortens the maturation of investments. Private
equity funds typically hold an acquired company from up to
5 years before trying to realize their return. A private equity
fund typically has a fixed life of 10 years, generally giving
the private equity firm 5 years to invest the capital raised in
its fund and 5 years to return the capital and expected profits
to its fund investors.
Uncertainty about exit conditions could extend the holding
period and put higher pressure on the levels of employment.
In other words, the private equity business model, fund
managers acting as entrepreneurs may feel more or less
confident with regard to their exit conditions and, therefore,
put pressure on employment conditions throughout the
holding period. The consequences of the activist approach in
management practices might be associated with the:
i. Substitution of workers through robotics;
ii. Utilization of telecom and information technology to
foster remote services;
iii. Expansion of outsourcing and crowdsourcing;
iv. Strategies of cost reduction through layoffs, closures,
outsourcing;
v. Reduction of the volume of productive and Research &
Development investments [19].
The 2008 global financial crisis brought new challenges to
decisions about energy investments. After the crisis, the
policy of quantitative easing shaped the evolution of private
equity funds’ performance, mainly the performance of bigfunds. Indeed, central banks’ policy based on quantitative
easing has been decisive to the expansion of liquidity. The
new near-zero interest rate policy has been decisive to
refinancing private equity borrowers, inflate asset valuations
and influenced the investment and exit strategies of private
equity funds [20]. Indeed, in the period 2009-2015, the
private equity scenario presented the following features:
i. Low interest rates and low-cost debts;
ii. High levels of liquidity king to be invested or reinvested;
iii. Future expectations of higher performance than
financial assets (sovereign bonds and fixed income)
and real estate investments;
iv. Increasing fund-raising [21].
After the global crisis, in truth, the quantitative easing
policy has been the key-driver that favoured investment in
renewables by mainly reducing the debt costs for projects.
For example, in 2016, many fund managers increased their
investments in wind and solar projects. While Venture
Capital firms especially are focusing on niche investments
with bigger risks and smaller scales, private equity funds are
orienting their investments to conventional renewable energy
projects [22]. Considering this scenario, among some private
equity fund managers’ current strategies related to mitigation
actions can highlight:
i. Focus on renewable energy investments: Fund
managers are focusing on conventional investments
that do not require R&D spending.
ii. Increasing fund–raising among pension funds. Fund
managers have increased the financial endowments

from pension funds to match liabilities with projects in
clean power. For instance, Octopus Investments Ltd/
has invested in solar and wind projects.
iii. Global market diversification. Some fund managers are
searching outside Europe for higher returns in Latin
America, Asia and Africa. For example, Terra Firma
Capital Partners Ltd. is considering to invest in energy
projects in Vietnam, Saudi Arabia, Iran, Ghana and
Uganda [23].
Taking into account this background, which might be the
challenges for private equity investments in energy projects
after 2016? So far, the main challenges seem to be:
i. In 2016, the actual interest rates paid by renewable
energy project developers increased and, in addition,
the interest policy rate might be augmented by central
banks in the near future putting pressure on debt costs
[24].
ii. Longer holding periods will be required to achieve the
fund managers’ expected returns.
iii. Recent concerns have arisen with matching the
duration of liabilities and assets in the private equity
funds’ potfolios.
iv. And finally, legal, tax, regulatory and political changes
might also dampen future profitability.
As mitigation actions under private equity funds have
followed the principle of business profitability, these
challenges might affect future profits and strategic
investments in the energy sector. In this context,
overwhelmed by the search for financial restructuring, cost
adjustments and business efficiency, the private equity
business model might threaten the long-term sustainability of
clean energy investments. As long as clean energy
investments are capital-intensive and involve long-run
planning and operating decisions, any sustainable clean
energy investment pattern requires long-term financial and
investment commitment, political compromise, stability of
market regulation, besides the enforceability of contracts and
property rights.
Considering the current climate finance landscape, it is
urgent to reassess the importance of public policies regarding
further regulation not only relative to new strategic
investments oriented to mitigation, but also to mergers and
acquisitions led by private equity funds in the energy sector.
It is also worth remembering that clean energy investments
are cyclically affected by the evolution of macroeconomic
policy and the evolution of cash flows. Consequently, clean
energy investments that only respond to short-run market
conditions will not favor the shift to a clean energy growth
pattern.

4. Conclusions
Private equity funds are, in truth, mechanisms that promote
new business models in the context of the expansion of the
global financial markets. Taking into account this
background, the cutting question related to the future of
strategic investments at the local and global levels is, as
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Hyman Minsky warned, “Who will benefit?” [25].
In the current global scenario, scaling up climate finance
and the alignment of this finance with climate change
priorities in adaptation and mitigation projects is decisive to
promote a green economy. In this attempt, investment and
climate finance need to be thought as interconnected.
Consequently, there is the need to enhance the articulation of
the climate change issues with the dynamics of the global
financial system.
On behalf of the importance of local and global sources of
climate finance in adaption and mitigation actions, it is vital
to get right national policies and institutions. Indeed, a broad
set of issues are preventing the access to climate finance,
such as: lack of technical capacity to develop projects;
difficulties in following the requirements of private equity
funds to access finance, political instability, among others.
As a matter of fact, climate actions at the local level should
follow some guiding principles:
i. Commitment to face global warming;
ii. Maintenance of a long term and a short term
investment perspective;
iii. Proactive options (mitigation) must be combined with
plans to live with the consequences of global warming
(adaptation);
iv. There is the need to implement a combine set of
actions that include mitigation and adaptation
measures;
v. Public and private resources should address climate
finance challenges;
vi. Allocation of resources must support human rights
such as food security and gender equality.
Recalling John Maynard Keynes’s analysis about the
failures of the free markets in fostering stable levels of
spending and employment, those investments required to
promote the shift to a low carbon economy cannot be left to
the free markets [26]. Indeed, climate finance cannot be left
to the free markets.
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