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Q4 2021 Update: Weighing Recent Developments for Clean Energy 
 

 
The performance of Dynamic Energy Evolution Fund (the Fund) was fairly muted in Q421 after rallying in the beginning 
of the quarter. Anticipation was high for two influential events , the Conference of Parties 26 (COP 26) in Glasgow in 
early November and potential approval of President Biden’s “Build Back Better” bill (BBB). Neither of these events 
surfaced materially new developments for clean energy, somewhat deflating the build-up of investor optimism.   
 
First, on BBB, in a surprise move, West Virginia Democratic Senator Joe Manchin announced that he did not support 
the bill. While it is tempting to attribute Senator Machin’s lack of support to the importance of the coal and fossil fuel 
industries to West Virginia, the alternative rationale he provided does make sense. Senator Machin rightly points to 
the elevated level of inflation in the U.S., and how further fiscal spending, even if supported by higher taxes, could 
further stoke already high prices to go higher. He also points out that industries such as renewable power have already 
evolved to become more competitive and are not in need of Federal industrial policy further tilted in its favour. Even 
without Senator Manchin’s support, it is quite possible the Biden administration passes extensions to wind and solar 
tax credits in a separate bill as there is bipartisan support for this. Tax credit support for nuclear power and electricity 
transmission, as well as removal of solar tariffs and a more flexible production tax credit that removes the need for tax 
equity financing would be additive.     
 
Second, COP 26 was generally a success in that the commitment to addressing climate change from the parties 
attending remains strong. Incremental support was pledged by developed countries to help developing ones with the 
energy transition, and China has now become more committed to the cause. The biggest disappointment comes from 
the lack of progress made in the U.S. to pass its BBB bill, as the U.S. is viewed as a role model. Without the U.S. 
taking a leadership position, unity amongst other participants may unravel a bit, with some countries less interested 
in going through the costly transition. U.S. and European trade tensions with China may also serve to derail China’s 
stronger pledge to climate change recently. Perhaps most importantly, the natural gas shortage in the Eurozone and 
steep rise in carbon credits there has placed the climate agenda on the back burner as politicians focus on addressing 
sky high household energy bills this winter. COP 26 wasn’t so much a disappointment as a non-event in the context 
of more urgent geopolitical and supply chain issues.  
 
We had viewed incremental developments at COP 26 and passage of BBB as bonus material. We would have liked 
to see these catalysts occur, yet the non-event outcomes do nothing to change the positive trajectory for clean energy 
investment and growth in the coming years.   
 
Subsequent to year-end, a third headwind emerged in the markets as investors briskly reacted to a more hawkish 
FOMC meeting the first week of January. Inflation has now got the attention of most developed market central banks, 
and some fear they are now behind the curve in addressing it. Pandemic-related aggressive fiscal stimulus that has 
been met with pandemic-related restricted supply has produced inflation that is no longer viewed as transitory. When 
central banks begin increasing policy rates versus simply tapering bond purchases it is a signal that tighter monetary 
policy is about to bite the economy and asset valuations more meaningfully. During this phase of the cycle, equity P/E 
ratios typically contract, and true to form the markets are aggressively revaluing the highest P/E stocks at the moment. 
This is most pronounced in “story only” companies that lack current cash flow, but is also being felt by the higher P/E 
stocks that are proven. This has hurt the clean energy sector, as many of these stocks are viewed as long duration, 
and many are concept only. Not surprisingly, investors are shooting first with a shot gun approach and will likely ask 
questions later, which has added volatility to the whole sector regardless of how proven a company is. Bloomberg has 
also shown that the greater ownership there is of a clean energy stock within clean energy passive ETFs, the greater 
the volatility. Given the substantial amount of AUM in clean energy ETFs, volatility unfortunately comes with the 
territory.  
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While we do not know how long this heightened level of inflation, and associated volatility in the clean energy sector, 
will persist, we are already observing material corrections in the price of input commodities, lower shipping and 
logistical prices, and signs of gradual easing of supply chains in industrial survey data. We suspect a combination of 
central bank tightening plus normalization of supply chains and consumer spending on goods in the coming quarters 
will provide relief from the 1980s style inflation level observed in the December CPI print in the U.S.  
 
That said, we have seen inflationary pressure and supply chain concerns arise in the sector and in a couple of 
instances our holdings, and have observed several holdings reach uncomfortable valuation levels.  Where appropriate, 
we have made changes.  We reduced our wind exposure as turbine supply chain pressures emerged. We also reduced 
our battery exposure due to valuation, our solar exposure due to political concerns in California around net metering 
and valuation, and our European renewable power exposure due to the escalation of political tensions there in 
addressing the energy shortage and high customer energy bills. We also further reduced our high PE utility holdings 
in renewable power in the first week of 2022 due to valuation. As a result, cash stood at 11.4% at year-end versus 
9.5% at the end of Q321 and is currently 16%. We added to our industrial holdings based on strong earnings growth 
and resilience in the face of inflation and supply chain constraints, and also experienced a take over at a market 
premium applied to one of the materials holdings in the lithium space.  
 
Our outlook for clean energy over the long term has not changed. A significant amount of investment is going to be 
required by the private sector to address climate change. Governments and policy makers remain very supportive, 
although they have changed focus to address inflation, the energy shortage in Europe, and other geopolitical issues 
in the near term. We are seeing a noticeable increase in corporate commitment to becoming carbon neutral and 
reducing emissions, regardless of specific government initiatives. This is evidenced by the continuous news flow of 
new investments, partnerships and R&D initiatives in the areas of hydrogen, battery and other storage solutions, 
charging stations, and renewable power generation auctions.  
 
The markets are narrowly focussed on central bank tightening, and likely will continue to be in the short-term. This 
has resulted in swift and extreme adjustments to valuations in the first two weeks of trading, and we will look to take 
advantage of market dislocations given the sizeable cash balance held. In the long-term we believe the performance 
of clean energy holdings in the Fund will map closest to the cash growth plus dividends if paid. We have a long way 
to go before decarbonization goals are met (International Energy Agency estimates $100tn of required investment 
over the next 30 years), which offers tremendous compounding growth for those that emerge as winners in the energy 
transition. We believe finding and investing in the clean energy champions of tomorrow in the Fund is a solid strategy 
in capitalizing on this long-term opportunity. 
 
 
Jennifer Stevenson      Frank Latshaw     
Vice President & Portfolio Manager    Vice President & Portfolio Manager 
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As of December 31, 2021 YTD 1 mth 3 mth 6 mth 1 yr SIR* 
Dynamic Energy Evolution Fund 
(Series A) -6.2% -6.0% 2.7% -1.4% -6.2% 14.0% 
Dynamic Energy Evolution Fund 
(Series F) -5.2% -5.9% 3.0% -0.9% -5.2% 15.3% 

advisor.dynamic.ca 
 
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before 
investing. The indicated rates of return are the historical annual compound total returns including changes in unit values and reinvestment of all distributions 
does not take into account sales, redemption or option changes or income taxes payable by any security holder that would have reduced returns. Mutual 
funds are not guaranteed, their values change frequently and past performance may not be repeated. Views expressed regarding a particular company, 
security, industry or market sector are the views of the writer and should not be considered an indication of trading intent of any investment funds managed 
by 1832 Asset Management L.P. These views should not be considered investment advice nor should they be considered a recommendation to buy or sell. 
These views are subject to change at any time based upon markets and other conditions, and we disclaim any responsibility to update such views.   
©Copyright  2022 1832 Asset Management L.P. All rights reserved.  Dynamic Funds® is a registered trademark of its owner, used under license, and a 
division of 1832 Asset Management L.P. 
 


