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With the advent of the reces-
sion and its adverse impact 
on the condition of finan-

cial institutions, many in the industry 
have pointed to the lack of financ-
ing as the primary impediment to 
construction of new wind projects in 
2010. Last year certainly saw a dramat-
ic slowdown in the number of mega-
watts added in the wind sector. The 
American Wind Energy Association 
reports that new year-to-date installed 
wind capacity dropped 72% over the 
historic high levels experienced in 
2009, resulting in the lowest levels of 
new wind since 2006. 
 While no one can doubt that the 
disruptions in the financial markets 
have placed strains on the ability of 
wind developers to bring their projects 
to fruition, it is far from clear that lack 
of financing is the principal reason for 
the drop in new wind projects. In sur-
veying the experience of the industry 
since the recession began in fall 2008, a 
more likely candidate would seem to be 
the lack of demand for new resources, 
as reflected in how difficult it has been 
to secure long-term power purchase 
agreements (PPAs) for project output.
 As often happens in economic 
downturns, electricity consumption 
has remained flat or decreased. In 
2008, the U.S. increased its electricity 
consumption 4.71% over 2007, but 
in 2009 consumption remained flat 

and then declined slightly (by 0.49%) 
in 2010. The high-water mark of new 
installed wind capacity in 2009 can be 
seen as the result of the momentum 
gained from prior projects heading 
to construction that secured PPAs in 
2008 or before. Without a doubt, the 
2009 projects were significantly aided 
by the American Recovery and Re-
investment Act of 2009 and particu-
larly the availability of the investment 

tax credit (ITC) grant in lieu of a tax 
credit, as it enabled developers to re-
alize the tax subsidy in the face of a 
greatly diminished tax-equity market. 
 But the continued availability of 
the ITC grant had no similar effect 
in 2010. Utilities pursued fewer wind 
PPAs in 2009 and entered into far 
fewer PPAs than had been the case 
in prior years. Without the assured 
revenue stream represented by a PPA, 
developers lacked the key fulcrum on 
which financing rests. Indeed, while 

the financing sector seems less robust 
than it was before the recession, it does 
not appear that any wind project with 
a workable PPA in hand has failed to 
secure financing. 
 There may be fewer players in the 
financial sector than in prior years, but 
there nevertheless appears to be suffi-
cient appetite to finance those projects 
that have a financeable profile – includ-
ing, most importantly, a PPA.
 One can point to a number of fac-
tors that have influenced utilities’ ap-
petite for additional wind power in 
the last two years, including the pre-
vailing low prices of natural gas, as 
well as the diminished prospects for a 
renewable electricity standard (RES) 
and a cap-and-trade system. But the 
lack of demand growth for electricity 
might arguably overshadow all of the 
other factors. Indeed, one can argue 
that continued load growth would 
maintain the momentum and growth 
of wind development even in the ab-
sence of other drivers such as an RES 
or a cap-and-trade program.

Factors going forward 
 While the relative scarcity of PPAs 
over the last two years has been chal-
lenging, there are some encouraging 
factors for the future. Chief among 
these are the following: 
 Wind as a hedge. Over the last 
decade, many major utility purchas-
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the U.S. markets successfully, it will 
represent a monumental increase in the 
number of suppliers. And the law of 
supply and demand should then kick 
in to moderate prices in a manner that 
the U.S. industry has not yet seen.
 Because turbines represent about 
80% of the cost of a wind project, 
any significant moderation or low-
ering of turbine prices translates 
directly into the ability of wind 
generators to offer their product 
at a price that is much more com-
petitive with the prevailing prices 
for electricity generated by other 
resources. As evidenced by recently 
signed PPAs, for example, long-term 
prices for wind in the Midwest have 
dropped significantly over the last 
two years by as much as $20/MWh in 
some markets. 

 Developers have managed these 
price drops not only by giving up a 
portion of their desired return, but 
also by taking advantage of lower 
turbine prices. As the price of wind 
becomes more competitive, it will be-
come a resource of choice to address 
load growth, replacement of older 
thermal resources and management 
of carbon regulation risk.

Remaining challenges
 As the economy slowly improves, 
we should see a corresponding return 
to demand growth for electricity. The 
pace of such growth will largely deter-
mine the extent to which construction 
of new wind resources will once again 
reach – and eventually exceed – pre-
recession levels. So, in a very fundamen-
tal sense, the state of the economy is 
the biggest challenge the industry faces. 
 Uncertainty as to what tax subsi-
dies will be available for wind in 2011 
and beyond is one planning challenge 
that confronts the industry. The ITC 

energy can thus serve the dual function 
of being a hedge against both fossil-fuel 
prices and the costs of carbon emissions 
associated with fossil-fuel plants.
 Falling installed cost. The reces-
sion has had one beneficial effect for 
wind developers – namely, the drop in 
demand for wind turbines has brought 
down turbine prices significantly. Of 
course, the industry has seen turbine 
prices rise and fall in past cycles in 
response to the demand curve. And 
all things being equal, a growing econ-
omy should result in turbine prices 
rising once again as they have in other 
economic-growth cycles.
 However, for the next turn of the 
economic wheel, it does not appear 
that all things will remain equal. In 
particular, Chinese turbine manufac-
turers have begun to take a serious 

interest in selling their products in 
the U.S. markets. Many have already 
established operations in the U.S., and 
many others are in the process of do-
ing so. This could well mean that even 
as the economy picks up, the competi-
tion from new entrants in the turbine 
market will prevent the significant 
price rises we have typically seen in 
past cycles after economic declines.
 To get a sense of the potential 
magnitude of the impact Chinese tur-
bine manufacturers could have, con-
sider not only the significantly lower 
production costs enjoyed by the Chi-
nese (assisted by both low labor costs 
and favorable exchange rates), but 
also the sheer magnitude of the Chi-
nese wind turbine industry. At pres-
ent, there are approximately 15 wind 
turbine manufacturers active in the 
U.S. markets. Compare this to China, 
which currently has approximately 90 
wind turbine manufacturers. 
 If only a small percentage of the 
Chinese turbine manufacturers enter 

ers of wind power have come to ap-
preciate long-term wind PPAs as a 
hedge against the periodic volatility of 
fossil- fuel prices, especially natural gas. 
 While natural-gas prices are cur-
rently low, experience shows that 
spikes will return from time to time, 
causing significant strains. Even in 
the absence of periodic volatility, the 
clear long-term price trend for all 
fossil fuels is upward. The ability to 
lock in the price of wind power for 
15 to 20 years serves as a substantial 
fuel-price hedge, both with respect 
to periodic price volatility and with 
respect to the long-term fossil-fuel 
price trend.
 Another aspect of wind as a hedge 
relates to concerns about carbon 
emissions. With the Republican gains 
in the 2010 midterm elections, many 
believe that the prospects for Con-
gress to enact a carbon cap-and-trade 
program are close to zero for the com-
ing years. 
 The U.S. Environmental Protec-
tion Agency (EPA) offers another po-
tential route to a carbon program, 
based on its determination that it has 
the authority to regulate carbon.
 But how far and how fast the EPA 
will be able to proceed in the current 
political climate remains to be seen. In 
any event, any prospects for a carbon 
cap-and-trade program – whether by 
congressional or EPA action – are, at 
best, a few years off and seem to offer 
no hope of near-term relief.
 While the timing of a carbon pro-
gram does not seem imminent, there 
is nevertheless a growing recognition 
on the part of utilities that severe car-
bon regulation is only a matter of time. 
There is also increasing concern over 
what carbon regulation would do to 
the all-in cost of power generated from 
fossil fuels. A number of utilities that 
had been planning to expand or build 
new coal-fired plants have backed off 
from such plans as a result. And many 
utilities are approaching wind as part of 
the answer to maintaining the resourc-
es they need to serve their load while 
avoiding increased reliance on fossil 
fuels that could prove extremely ex-
pensive under carbon regulation. Wind 

As the economy improves, the outlook 
for PPAs remains mixed.
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ative maturity of the industry over 
what it was just a decade ago. The in-
dustry is now firmly established as a 
long-term player in meeting electric-
ity needs, and it will continue to be a 
significant player going forward.
 The lack of a comprehensive, long-
term, consistent energy policy in the 
U.S. continues to be a factor in the 
boom-and-bust cycle that the U.S. 
wind industry has historically had. It 
seems doubtful that we will see any 
such national energy policy in the 
current political environment. But we 
should not overplay the importance 
of this lack of policy direction. It is no 
doubt true that such a national policy 
would be a material aid to the indus-
try, just as it has been in many Euro-
pean countries and in countries such 
as China. But the fact is that the U.S. 
wind industry has reached its current 
state of maturity without such aid. It 
is a testament to the spunk, energy 
and creativity of the wind industry 
players that they have succeeded in 
establishing the industry without a 
national energy policy. 
 Finally, it should be noted that the 
last half of 2010 had witnessed an in-
crease in the number of wind PPAs 
being awarded. The long dry spell 
may well be coming to an end, as the 
economy is beginning to show signs of 
sustained improvement. Time will tell 
whether the increase in PPAs is modest 
or more substantial, and whether the 
pace of increased demand is anemic, 
robust or somewhere in between. 
 But an upward trend seems to have 
begun. The PPAs signed recently will 
be the drivers of the wind projects 
that are built in 2011. As the economy 
slowly continues to improve, the wind 
industry should see the light at the 
end of the tunnel.  w

for a project that could possibly never 
achieve commercial operation.
 As such remote deliveries become 
more and more the norm in the indus-
try, successful developers will be those 
who have the expertise and financial 
ability to secure transmission arrange-
ments and bid those arrangements as 
part of their efforts to secure a PPA. 
This will require many developers to 
add in-house expertise on transmis-
sion or retain outside consultants who 
can knowledgeably lead them through 
the ins and outs of transmission. 
 Adding or accessing transmission 
expertise will likely be the easiest part 
of this challenge. The more daunt-
ing challenge will be for developers to 
secure the financial backing necessary 
to secure transmission. It is not just a 
question of paying for the transmis-
sion studies. Rather, it is a developer’s 
ability to provide the financial as-
surance that transmission operators 
require in order to enter into a trans-
mission services agreement. 
 For those developers that are part 
of subsidiaries of major companies 
with extensive balance sheets, this may 
be less of an issue, assuming the par-
ent is willing to lend its balance sheet 
to support the transmission arrange-
ments. For those that lack such a cred-
itworthy parent or cannot access its 
parent’s balance sheet, a strategic al-
liance with a creditworthy third party 
may be the answer.

Hopeful signs
 Although the wind industry still 
seems to be subject to a boom-and-
bust cycle in much the same way it has 
for the last decade, it is important to 
note the substantial progress that has 
been made. It is no longer a new in-
dustry; it has a proven track record of 
performance and value that is widely 
recognized. And while we may lament 
the significant decrease in 2010’s in-
stalled capacity over the 2009 levels, 
note that in 2001 the total installed 
capacity for the entire year was less 
than 2,000 MW – lower than the drop 
in installed capacity between 2009 and 
2010. 
 If nothing else, this shows the rel-

grant has proven itself an extremely 
useful device in the face of a signifi-
cant decrease in the number of active 
players in the production tax credit 
(PTC) market. 
 However, PTCs will still remain 
available until the end of 2012. If the 
growth in procurement of wind by 
utilities remains muted as it has during 
the recession, even a diminished tax-
equity market should be adequate to 
meet the demand for PTC tax-equity 
financing. And if the pace of procure-
ment picks up, it will likely be due to 
a corresponding pickup in the overall 
economy, which in turn should bring 
more tax-equity investors to the table. 
 Although the industry can always 
benefit from more directly useful sub-
sidies such as the ITC grant, if we end 
up with PTCs as the main subsidy in 
the coming years, it should not act as 
a drag on the industry’s growth. PTCs, 
after all, are the subsidy on which the 
current U.S. industry was built.
 A bigger challenge that many devel-
opers will face in coming years is deal-
ing with transmission arrangements 
to get power from remote locations to 
the purchaser’s load. Few good wind 
sites remain that are relatively close 
to load. More wind projects are being 
bid to utilities whose load is physically 
remote from the project site, often 
several hundred miles away. In order 
to be successful in securing PPAs for 
such projects, developers have had to 
involve themselves in arranging for 
transmission in ways that were un-
known just a few years ago.
 Until recently, almost all wind pow-
er was buss bar delivery – meaning the 
utility took delivery of the power at an 
interconnection point very close to the 
project, with the utility being respon-
sible for arranging transmission from 
the delivery point to its load. 
 While the buss bar delivery point 
remains the dominant model, utili-
ties are reluctant to arrange for or ac-
cept transmission arrangements put 
in place by the developer until they 
know the wind project in question 
has been successfully constructed. 
The reason for this is the utilities fear 
taking on liability for transmission 
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