Development, the development threshold and the low carbon path: A panel discussion by D Raghunandan, DSF,  Siddhartha, Fireflies & Arun Subramaniam, ex-business editor, Far Eastern Economic Review.

Transcript of talk by Arun Subramaniam

Arun Subramaniam: I have been a business journalist in India and overseas for almost 3 decades. I worked as a trade union lawyer in Bangalore and Bombay before joining Business India, where I reported the Bhopal gas tragedy over several years for the magazine. I was able to stay with the story only because the management and editorial team took a serious view of Union Carbide’s utter callousness. We pursued the case against Union Carbide with the government, courts and in any number of fora. On the first anniversary of the disaster we ran a cover story on why the top management of the company should be jailed. It‘s unusual for a business magazine anywhere in the world to take such a principled view. But there’s a reason why we did so and it connects directly with what I am going to say.

Siddhartha asked me to talk today on how business, which has been largely responsible for the build-up of greenhouse gases, understands the problem and what it proposes to do to mitigate and ideally solve it. It has two incentives, both of which are market-driven. This is not a moment of epiphany when business discovers righteousness. It’s principally driven by self-interest. The rationale for sustainable manufacturing flows from the recognition that the way business has traditionally operated is short-sighted, reckless and ultimately unprofitable. 
This realization has come largely on account of catastrophes like Bhopal and the big oil spills we have seen (Exxon Valdez or more recently Deepwater Horizon) and the tremendous public anger they have sparked. Business knows it needs to get its act together: How does it build shareholder value while also protecting jobs and employee health and winning consumer and community respect? The answer is by being a lot more thoughtful about the processes it employs, more proactive and aware of the consequences of its actions. 

A sustainable business is one that actively seeks to reduce the amount of resources it uses, whether energy, water or land, and manufactures goods that are not hazardous to the people who make, consume or dispose of them; that minimizes its environmental and social impact; that designs products with a view of their complete lifecycle. In short, produce goods that require very little hazardous or non-degradable material, use as little energy as possible, in circumstances that create the smallest waste streams and those that can be recycled to the greatest possible extent. 
These ideas have become mainstream because they are profitable. Energy audits, lifecycle analysis, water recycling and creating safe work environments are becoming standard operating practices for the most enlightened companies. The OECD in a recent study found that even small and medium enterprises have become converts to the cause. The logic for creating such a business model isn’t compassion or charity but sustainability. Even Corporate Social Responsibility, which used to be a token gesture, has today become far more interventionist, designed to improve the quality of life for the communities in which businesses operate.

Much of this is well known. What is less well known is the opportunity that smart money has found in clean technology. Private equity is an active form of investing, very unlike institutional investing which puts money into a company and sits back. Private equity actually gets into management, it actively seeks to broaden the scope and scale of business, creates new markets for the company to create alpha returns for its investors.
In 2007, renewable energy alone attracted $148 billion in private equity worldwide. The trend in India is similar. The bulk of private equity investments in Indian cleantech have been in renewable energy – wind followed by solar, micro-hydro and biomass power. Hydrocarbon-based energy systems have reached the end of their life due to their tremendous cost constraints. Look at the price of oil today. The cost of a barrel of oil at $100 or $120 is ultimately the cost of its replacement. You are paying not only for what is extracted from the ground, but for future drilling that will replace that oil. 

OPEC is happy with $70 a barrel because they realise that when the price of oil crosses $70 or $80, the rationale for alternatives becomes stronger. Even solar becomes cost effective when compared to other hydrocarbon-based fuel. So suddenly you will find huge investments going into wind, solar or even nuclear power. All these technologies, which otherwise seem to be land-intensive, expensive or hazardous, involving high liabilities, seem worthwhile.  That’s why OPEC doesn’t want the price of oil to cross $70. 
At the same time it’s amazing how much oil has been discovered since the price crossed $100. The US, the world’s largest consumer, will sharply reduce its oil imports from the Middle East in the next decade as it taps its growing reserves of shale gas, Canada’s tar sands and the huge oil finds elsewhere in the Western hemisphere, whether in the Gulf of Mexico or off the coast of Brazil. But even if a lot more oil comes onto the market, the price will not go down because the cost of extraction and replacement has rocketed. Also, the growth of oil consumption in India, China, and other industrializing countries will keep the price high. Oil continues to be the fuel of choice but its high price makes all the other substitutes attractive. As a result, the kind of money renewables have attracted is phenomenal. 
India receives 5,000 trillion kwh of solar radiation a year. The catch is you have to reduce the cost of conversion; but even here the trajectory is absolutely stunning. The cost per watt of a solar photovoltaic module was $27 in 1980 compared to less than $3 in 2009.  New technologies like cadmium telluride and copper indium gallium selenide thin film are more efficient so solar, which was seen as an absolute nonstarter as recently as 5 years ago, is one of the popular private equity investments today.

Huge investments, involving hundreds of millions of dollars are going into wind, micro-hydel and, biomass in India. But we are tapping a fraction of the potential. In wind we have reached 22% of capacity, in micro-hydel it would be 18%; in bio-mass it is tiny at 8%, so we are just scratching the surface. Considering their scope in the next decades, it’s a good thing the Indian government is pushing renewables. By 2030, projected investment in renewables alone will reach $20 billion a year and all of that will come from the private sector as the government doesn’t have that kind of money to invest. 

Private equity investors see another huge opportunity in water and waste-water engineering because of the mismanagement of public services, especially in the urban areas. Hardly any regular water supply exists for the majority of India’s urban dwellers; a fraction of waste water is treated before discharge into water bodies. Today IVRCL. an infrastructure company, has built India’s largest desalinisation plant in Chennai, which already meets a significant portion of the city’s potable water needs.

There is a solution to water within the private sector. It can be funded and can answer the problem of urban water supply. Equally important is treating waste water. There is no reason why industry can’t recycle its own water.  In fact, many companies have built their own waste-water treatment plants. (Similarly, if the government and large institutions can get off the grid, and they have the resources to do so, they can release power for domestic consumption.)
The third issue is waste. India has a very good system of collecting waste and most cities have an efficient collection, segregation and recycling model in the informal sector. That can easily be organized, upgraded, capitalised and made into viable cooperatives. If you take something like PET, in India we have the best technology for reprocessing plastic. There is a company based in Nashik, Polygenta Technologies, that claims to be the only one in the world that can depolymerise colored PET bottles into pure polyester that can be woven into fabric.

To wrap up, companies are looking to becoming long-term sustainable businesses. But they are also trying to profit through clean technology that cleans up the environment, provides clean water and generates renewable energy. That is for the common good.   
Thank you.
Audience: I am someone who has spent a considerable number of years in social investments and solar companies. One reason why solar energy has not taken off in India is that the intensity of solar power is not matching the intensity of fossil fuel bio-mass. You cannot cook your food using solar power; that will always remain a problem in India; that’s the reason we cannot replace fossil fuel.
Second thing is that Moserbaer and all these companies are getting into solar panels of exports to Germany and Spain, which provide tremendous positive subsidies to solar power in their homes. Half of the companies that exported to Spain became bankrupt because Spain removed the subsidies. None of the companies manufacturing solar panels are trying to sell to the Indian market, it’s mostly as exports.

The third thing is that substrate water, which is a very finite quantity, we need to mine a lot of space to get substrate water and also the silicon industry used by computers, they are at extreme ends with solar companies  because  silicon is needed in so much quantity.  There are a lot of challenges we will face if solar becomes as big as fossil fuels.

Waste water salination that  I have come across is a very huge industry, very fancy industry, it can be only afforded by Gulf countries. In India it will consume more energy to produce more water. 

We have to be very careful; if we don’t do any kind of research, where IITs, IISC are involved to come up with local solutions, we will always come up with views which we can write as theory and come up in academic papers.

Siddhartha, Fireflies: Writer Lester brown has suggested that we should move into carbon tax, we should even suppress income tax and move into carbon tax. One unit of coal-based energy and one unit of solar energy, the cost is 5 times more. One has considered the cost of digging the coal, taking to power plant, and cost of building the power plant; what one has not considered is the climate change ramifications of coal. Coal is cheap but once you factor in the cost of climate change, coal becomes hugely expensive. One thing is we should move into carbon tax, we should even suppress income tax and move into carbon tax. Is this a feasible suggestion?
Arun Subramaniam- Arguments on the carbon tax usually juxtapose a cap and trade system with a flat government imposed ceiling. One of the criticisms of carbon tax is the problem of manipulation. 

You get the same kind of lobbying by industry for exemptions or subsidies. with firms claiming exemption on some ground or the other. The Kyoto protocol sets absolute limits on carbon emissions for each signatory country, and based on reductions, receives credits that can be bought and sold. The price of carbon is calculated on the volumes of what can be bought and sold. I am not saying the invisible hand of the market will solve the carbon problem. But compared to the completely arbitrary government-run tax system, which will likely base its calculations on extraneous factors, cap and trade is the best option. The problem with a carbon tax is there is no incentive to cut carbon; polluters just pass the cost to the customer and continue polluting. That’s why in the West, some NGOs have chosen the market option: They buy carbon credits and destroy them; they are forcing the amount of tradable credits down.

Nafisa, INECC: Right  now the carbon credit system is between the developing and developed countries. Do you think it will start within the country?
Arun Subramaniam: Yes there is substantial carbon trading within countries since the early days. India is the fastest CER market; they are saying within the next 20 years, we will overtake China; China accounted for 73% of the $1.3 billion carbon credits traded in 2009, while India represented just $100 million. By 2015, India will be the fastest growing CER market.
