Solar Stocks Have Been
Thriving—-Here’'s Why That
Could Continue
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The solar industry has been on a tear. Several stocks in the
sector hit all-time highs last month. Investors seem eager for
more solar companies to go public. But is this surge more
sustainable than prior booms?

Earlier boom times ended painfully. Several renewables
companies went public in 2014 and 2015-or spun off their
operating power-plant units—amid a clean-tech wave. But
the collapse of SunEdison Inc.-the world’s largest renewables
company before its 2016 bankruptcy-stung the solar industry.
Some investors began prioritizing profitability over growth.
No solar companies went public in the U.S. between late 2016
and early 2019, according to Bloomberg data.

Now, clean-tech companies are going public at a dizzying pace.
Since October, at least two solar companies have gone public
via initial offerings and another agreed last month to do so
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through a merger with a blank-check company. They join several
electric-vehicle and battery companies that have also gone
public with special purpose acquisition companies. There have
been 32 clean-tech SPAC deals over the past 12 months,
according to Pavel Molchanov, an equity analyst at Raymond
James.

One big reason: It became clear early in the pandemic that
solar wouldn’t just weather this difficult time, but possibly
thrive during it. By mid-December, the U.S. was projected to
install a record 19 gigawatts of new solar capacity last year,
according to Wood Mackenzie and the Solar Energy Industries
Association. Meanwhile, a sustainability-focused index that
includes some solar companies, the WilderHill Clean Energy
Index, last year surged more than 200%, topping the 58% gain
in 2019. California-based SunPower Corp. rose as much as 14%
on Friday, and is up about 70% this year. And the underlying
drivers propelling clean tech look sturdy in the near-term:
supportive policies in Europe and the U.S., a push to green
electric grids as well as trillions of dollars in funds
focused on the energy transition.

“It’s a mega-trend that’'s essential for the future of this
world,” says Jeff McDermott, head of Nomura Greentech.

But the success and future promise of the industry doesn’t
mean that solar has become an easy business for executives—or
for investors. Active Solar, for instance, was the best-
performing stock-picker in Europe last year with a 183%
return, but did so after twice losing most of its investors’
money. Guinness Atkinson Asset Management, an 1investment
management firm, found that the total rate of return of the
median stock among solar-equipment companies was 98% last
year, but -32% in 2018. In fact, among all of the clean-tech
sub-sectors it studied, the total rate of return for solar
equipment was the lowest between 2010 and 2020 at 65%.

Installation “volumes are going through the roof, but



profitability can be quite different,” Molchanov says. “We
have seen countless companies that have grown revenue rapidly
over the years but profitability has been pressured.” There
remains “relentless commoditization 1including margin
compression” that affects multiple solar segments, including
modules, inverters and power-supply agreements.

The overlapping trends of decarbonization and
electrification—-plus the struggles of oil-attracted many
investors to solar last year. That’'s a far cry from 2016, when
the experience of SunEdison soured many on the industry. The
company had fueled its ascent on financial engineering and
cheap debt before its 2016 bankruptcy.

Nearly five years later, the price of solar power has fallen
markedly, such that the resource is now the cheapest in many
markets. (This 1is obviously a plus for solar’s
competitiveness, but not necessarily the best development for
manufacturers). Solar companies are increasingly confident
that investors will reward them for focusing on just a few
things—power-plant ownership, installations, panel-making, or
components—rather than feeling the need to be vertically
integrated like once before.

One major change is how clean power and other climate-forward
businesses are now seen outside the industry. More than ever
before, these companies are seen as a financial
opportunity—not just good public relations.
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