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The pace of China’s economic development has created 
a surge in demand for energy sources such as oil, lique-
fied natural gas (LNG), coal and nuclear power to fuel 
the country’s growth.

Spurred also by the rise in oil prices, domestic companies 
have pursued natural resource assets around the world. 
As a result, China has become a key player in the global 
energy market over the past two to three years.

In response, foreign financial institutions have tried  
to target both domestic and overseas energy compa-
nies looking to find the best lending terms for their  
China projects.

However, these institutions have found it tough to com-
pete on financing terms in the local project financing 
market. With so much liquidity, Chinese banks have 
been able to provide foreign-currency funding as well as 
cut their lending margins to price levels at which foreign 
banks cannot compete. It is increasingly less common 
to see foreign lenders on key deals.

New Opportunities for Investors:
Renewable Energy

Although foreign investors have been quick to tap  
opportunities to access local energy consumers, the initial 
allure of LNG terminal projects has failed to materialize 
to the extent expected, largely because Chinese govern-
ment-owned sponsors have not actively pursued foreign 
sponsor participation.

Foreign investors have, therefore, begun to turn their 
attention to other sectors, including petrochemical 
refineries and renewable energy.

In particular, given its long-term energy needs, China 
has among the greatest potential of any country in the 
world to develop a sustainable renewable energy market, 
including wind, hydro, biomass and solar power.

Some projects are already underway. One of them 
involved the installation of about 40 windfarms by  
December last year, generating roughly 764MW of wind 
capacity. In total, there is the potential for 2,000MW of 
new wind capacity to be installed by the end of 2006.

To provide the required roadmap going forward, the 
Renewable Energy Law was promulgated a few months 
ago, in January. The aim is four-fold:

• to create a secure energy supply in light of various 
unfolding and likely long-term security concerns;

• to diversify energy sources to counter the threat of an 
unpredictable energy market and the changing land-
scape of competition for different energy sources;

• to protect the environment; and
• to ensure sustainable economical development.

The Law obligates grid enterprises to enter into inter-
connection agreements with renewable power genera-
tors, to buy renewable energy from renewable power 
generators and to provide grid connection services to 
renewable power generators.

In essence, the government is trying to encourage a 
suitable framework for the development of the market  
by providing an impetus for viable investment in  
renewable energy projects. Among the financial in-
centives are tax benefits and preferential loans with 
financial interest subsidies.
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More Clarity Needed

A track-record of a sustainable return on investment will 
be dependent on the successful implementation of the 
new Renewable Energy Law. To date, however, there is 
insufficient detail about key aspects of investing in the 
sector, for example, in relation to how pricing should 
be passed on to consumers so that end-users absorb 
the costs.

Some of the obstacles to investors launching more 
projects include how to obtain approvals for using certain 
geographical sites, for example to construct windfarms. 
Because it is impossible to predict the direction of the 
wind, clarity over the ability to choose and secure certain 
locations is essential, so that investors can use the most 
suitable parts of the country to capture wind going in 
any direction.

Until such regulatory and approval processes are clear, 
it will be difficult for the renewable energy market to 
attract investors. Although there is much potential, 
without the required information to determine exactly 
how the new law will work in practice, many investors 
will lack the necessary comfort to fully embrace this 
new market.
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India’s Growing Energy Needs

India, the second fastest-growing economy in Asia, 

has also seen rapid increases in demand for more 

and diverse sources of energy. As a result, China and 

India share many similarities in the energy sector:

• Both countries have a big appetite for energy 

to sustain economic growth;

• Both countries boast major players in the global 

oil and gas markets;

• Both countries have largely serviced their 

markets with coal because their lower-income 

economies have been unable to support much 

oil production;

• Both countries are looking to import LNG,  

although India has been more conservative 

than China in terms of the number of terminals 

under construction; and

• Both countries have been pursuing closer ties 

with Iran to secure more energy sources to 

satisfy domestic demand.


