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 The  correlation  matrix  in  figure  26  shows  a  positive 


relationship among most of the stocks. However, Ørsted 
is negatively correlated to Centrica and SSE. SSE was 
regarded as a highly comparable company to Ørsted, but 
this  was  not  confirmed  by  the  market  prices.  Both 
Iberdrola and EDPR are positively correlated to Ørsted 
with EDPR scoring higher at 60%. The most correlated 
stocks are Enel and Fortum.  
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 governments facilitate controlled competitive auctions, and where the price per unit of power produced is the 
 only  decisive  criterion  for  the  government  in  the  selection  of  the  winning  bid  (Poudineh  et  al.,  2017). 


Essentially, the supply is greater than the demand, making it easy for the government to achieve an attractive 
 price. For example, the UK government announced in March 2016 that for the upcoming auctions, the CFD 
 prices for offshore wind would be capped at GBP 105 per MWh in 2021 and decline to GBP 85 per MWh in 
 2026 (Nortonrosefulbrigh, 2016). This puts pressure on the suppliers and Ørsted; they must be able to lower 
 their costs in order to maintain a sustainable profitability level. Ørsted recently commented on this threat from 
 the governments by saying it is an unfair distribution of risk and questioning whether it is a win-win for society 
 (Ørsted, 2018b). In other words, the governments have distributed all the risk to the suppliers. Furthermore, 
 Ørsted states that in a highly competitive auction, you have to ask yourself at what price you would be fine not 
 winning the project (Ørsted, 2017f).  


The  question  is  whether  Ørsted  and  its  competitors  have  the  power  to  change  the  terms.  With  Statoil’s 
 eagerness to enter the market, they will likely accept bids at low prices (Statoil, 2017; Reuters, 2017a; ICN, 
 2018). However, Statoil cannot be the sole supplier due to balance sheet constraints; hence, the suppliers could 
 have a small say when determining the price levels. In addition, Ørsted received an option to not build when 
 they won the zero-subsidy project in Germany (Ørsted, 2017f). The rationale behind this option is that if the 
 project and power price turn out not to be at a profitable level, then Ørsted has the opportunity to abandon the 
 project (Ibid). This indicates that the suppliers have a say in the negotiation after all. 


In terms of switching costs, offshore wind projects are developed and installed on a case-to-case basis, which 
 makes switching offshore wind suppliers for the government seamless. Though, it would be fair to assume that 
 qualitative measures, like relationships, are also part of the ‘switching-equation’. Switching from a well-known 
 supplier may entail elevated short-term costs in terms of project management regarding due diligence of the 
 supplier. However, in general, as the buyers and projects are concentrated to a lesser amount and since the 
 suppliers are plenty, it would be assumed that switching suppliers should be cheap and thus the bargaining 
 power of the buyer is high. 


In summary, with the overall emission targets, the governments are clearly interested in building offshore wind 
farms. This is also reflected in the EC being interested in pooling funds in an effort to help companies like 
Ørsted set up offshore wind projects. If there are no sellers, e.g., Ørsted, then the government might be forced 
to increase the prices so suppliers can build at a profitable rate. 
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 4.1.3.2. Supplier Power 


Ørsted  has  a  close  relationship  with  its  suppliers.  Ørsted  involves  the  suppliers  in  discussions  of  cost 
 improvements and closely cooperates with them on implementation (Ørsted, 2016a). Accordingly, Ørsted has 
 improved  their  procurement  and  purchasing  position  by  moving  from  a  project-by-project  approach  to  a 
 portfolio approach (Ibid.). They are systematically broadening their supply chain by identifying, pre-qualifying 
 and developing new suppliers. For example, Ørsted previously only had one supplier of wind turbines, making 
 Ørsted’s bargaining power low. This has, however, been optimised to currently include two suppliers of wind 
 turbines, namely Siemens Wind Power and MHI Vestas (Ibid.). Ørsted believes that using multiple suppliers 
 to broaden the supply chain will encourage competition within the supply chain, consequently driving costs 
 down and performance up, leading to higher bargaining powers for Ørsted (Ibid.). The more suppliers Ørsted 
 can choose from, the easier it is to switch to a cheaper alternative. Thus, making it difficult for the suppliers to 
 increase their prices.  


However, in the case of wind turbines, having only two suppliers 
 is  relatively  limited  compared  to  the  suppliers  of  foundations 
 where there are several suppliers available (Ibid.). Ørsted’s high 
 degree of reliance on only two turbine suppliers exposes them to 
 certain risks. Figure 27 shows that wind turbines contribute 40% 


to the total costs of an offshore wind farm.  


Thus,  delays,  increased  prices  for  turbines,  or  lack  of  spare 
 turbine  parts  due  to  limited  supply  constitute  a  risk  for  Ørsted, 


making  the  suppliers  bargaining  power  higher  for  turbines  compared  to  the  bargaining  power  for  other 
 resources where suppliers are plentiful. It is worth noting that the relationship is likely a push-pull relationship, 
 as the suppliers need the buyers and vice versa. 


4.1.3.3. Threat of Substitution 


The threat of substitution will only be analysed for the renewable energy sources, as they are exposed to the 
 same underlying political drivers (CO2 emission targets). Renewable power can be generated from a myriad 
 of sources, such as water, wind and solar among others, but the end product is still electricity  that is then 
 supplied to the consumers. Having a span of different renewable energies, governments can easily substitute 
 one with another. Put differently, renewables have a common denominator—their differentiator is their LCoE. 


Figure 27 – Cost structure 


Source: Authors’ own creation from (Ørsted, 
 2016a) 
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 In practice, the source that provides energy with 


the  lowest  LCoE  is  considered  more  attractive. 


The economic part of the PESTEL revealed that 
 hydro provided the lowest LCoE. According to a 
 recent  report  by  the  International  Renewable 
 Energy  Agency,  at  USD  0.05kWh, 
 hydroelectricity  remains  the  lowest-cost  source 
 of  electricity  worldwide  (IRENA,  2018). 


Consequently,  hydro  is  more  attractive  than  the 


other  renewable  energy  sources.  However,  the  installed  amount  of  hydro  is  much  higher  than  those  other 
 sources, as shown in figure 28. The implications of the large installed capacity of hydro could potentially mean 
 a consolidated market without further possibilities for expansion, perhaps given the geographical constraints 
 to  building  dams.  When  this  is  considered,  there  could  be  technological  breakthroughs  in  hydro  where 
 developments are possible in new areas, and hydro would be considered a suitable substitute for offshore wind 
 as the LCoE is lower. 


Ørsted’s business model depends mainly on LCoE from offshore wind. As such, Ørsted faces threats from 
 other renewable sources such as hydro, which are not within the operational scope of Ørsted at the moment. 


However, Ørsted has shown interest in expanding into these renewable energies later on (Ørsted, 2017c). In 
 summary, Ørsted is somewhat exposed to a threat of substitution, though with a prerequisite of lower LCoE 
 from the substituting sources of renewable energy.  


4.1.3.4. Threat of New Entry 


Threat of new entry looks at how easy it is for new competitors to enter Ørsted’s market. Appendix 12 shows 
 the development risks and entry barriers in the different markets. It can be observed that both Denmark and 
 the Netherlands have the lowest entry barriers and development risks. This is due to the fact that a significantly 
 large number of the offshore wind projects are carried out by the governments, while the transmission system 
 operator  (TSO)  essentially  only  leaves  the  installation  of  the  foundation,  array  cables  and  turbines  to  the 
 developer (ISLES, 2015). In Germany, the developer must carry out all the pre-development work, which in 
 turn means that the developer of the project has exclusivity for a project that enters an auction, which is not 
 the case for the two previously mentioned markets. However, the installation of transmission assets in Germany 
 is still being carried out by the TSO, as in Denmark and the Netherlands (Ibid.). For the UK and US, the 
 conditions are significantly different from the ones already mentioned. In these markets, the developer must 
 carry out all the activities, including the development and installation of transmission assets (Ibid.). As such, 
 the  development  risk  in  the  UK  and  US  is  assumed  to  be  substantially  higher  than  it  is  in  Denmark,  the 
 Netherlands and Germany. The development risk entails that developers are already established and have some 


Figure 28 –Capacity by technology 


Source: Authors’ own creation from (Poudineh et al., 2017) 
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 know-how  of  running  projects.  If  this  was  not  the  case,  new  competition  could  arise  from  new  entries. 


Therefore,  the  entry  barriers  in  these  countries  are  assumed  to  be  higher.  This  proves  an  important  point, 
 namely that while the market is largely focused on the low prices and risks relating to subsidies and high level 
 of competition, the development of projects serves a risk in itself. 


Accordingly, one of the large barriers to entry that is keeping new players away in the energy sector is the high 
 and intensive capital requirements. For instance, wind turbines are not only expensive to buy but they are also 
 costly to install (Poudineh et al., 2017). Furthermore, companies operating in the energy sector must constantly 
 innovate  since  they  rely  on  product  innovation  to  generate  their  income,  as  described  previously  in  the 
 technology dimension of PESTEL. As such, these companies must dedicate a lot of resources to conducting 
 R&D. Usually, the high costs incurred in R&D can only be meaningful to a firm if the firm  is able to take 
 advantage of the economies of scale, which may not be available for smaller companies. Therefore, the high 
 investments in R&D coupled with high-level demands of the new technologies help to discourage new entrants 
 to  the  industry.  With  that  said,  when  companies  such  as  Statoil,  with  its  size  and  existing  know-how  in 
 construction, are eager to assert themselves to become a permanent player in the offshore wind industry, it is 
 easy to make an entry (Statoil, 2017). In the article, “Oil Giants See a Future in Offshore Wind Power. Their 
 Suppliers Are Investing, Too” Statoil’s SVP of Wind commented: “Offshore wind developing seemed like a 
 natural skill set for offshore oil and gas companies” (ICN, 2018, l. 15-16). 


  


Another important point—which was discussed earlier—is the issue of standardised outputs. Outputs in this 
 industry are highly standardised which makes it impossible to differentiate them through branding or any other 
 activity. It has been established that in marketing, a low level of branding in any industry helps new companies 
 to settle as they will not be competing with other established brands. In practice, this factor has been observed 
 to increase the threat of new entrants in the industry. 


In  summary,  if  companies  within  in  a  specific  industry  are  able  to  earn  a  return  over  their  WACC,  new 
 competitors will likely be attracted to enter the sector. The later financial analysis highlighted that the median 
 return in the sector over the last 10 years has been at the lower end compared to other industries. However, 
 with the increased demand for renewables, new companies will likely make an entry, but it will require time 
 and financial power. 


4.1.3.5. Competitive Rivalry 


Competitive rivalry looks at the number and strength of the competitors within an industry. Any industry that 
is large enough, has high potential, and achieves higher profitability is bound to have more players, creating a 
strong degree of rivalry. Even though Ørsted is the leading offshore wind company, it is not the strongest 
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 financially. It can be assumed that offshore wind without subsidies is more a question of financial power and 
 with the industry’s substantial growth potential, it is introducing a new class of players.  


The market in which Ørsted is operating can be considered oligopolistic, as it is dominated by a small number 
 of  large companies  that deal  with power generation, and  as the  theory of markets postulates, this helps to 
 increase and enhance rivalry among the firms. It requires a lot of resources for entrants to establish themselves 
 in the offshore wind industry; thus, the firms operating in this industry cannot contemplate an exit due to high 
 costs, resulting in high exit barriers. High exit barriers have been observed to raise the degree of rivalry among 
 the firms (Porter, 1979). 


Future offshore wind projects will have to be won in tenders and auctions. The companies then submit their 
 bids, and the lowest bid will be chosen and awarded the contract. Consequently, this puts pressure on returns 
 and profitability. For companies such as Statoil and Shell, who have the goal of being a major player in the 
 offshore wind industry, it means less to them that the economic rationale without subsidies might stagger a bit 
 (ICN, 2018). This is best exemplified by Shell’s win of the 700 MW Borssele 3&4 tender in the Netherlands, 
 given that Shell to date only has experience of 55 MW in offshore wind (Shell, 2017). Another example of 
 competition is the lease auction for a site off the coast of New York in the US to be developed for offshore 
 wind held in December 2016. Statoil won the auction after a record 33-round bidding process over two days, 
 elevating the price to USD 42m for c.79,000 acres (BOEM, 2016).  


Figure 29 – Auction for the site off the coast of New York 


Source: Authors’ own creation from (BOEM, 2016)


For this reason, already established players, such as E.ON, have paused their offshore wind investments as 
 prices are too low in their view (Energy Watch, 2017). According to recent market share statistics from BNEF 
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 Players  like  Statoil  and  the  like  with larger  financial  muscle than  Ørsted  have the ability  to  increase  their 
 bargaining power against their competitors. This is a result of the large CAPEX requirements for installing 
 offshore projects. They are better positioned to submit low bids on projects by leveraging older assets used in 
 oil exploration and strong balance sheets as a way to enter the offshore wind industry (ICN, 2018). 


One possible solution for established players, such as Ørsted, is to focus on more complex rather than plain 
 vanilla markets. By targeting complex markets, Ørsted is only seeing competition from focused players. By 
 utilising its competitive advantage, later illustrated in the value chain analysis, Ørsted should be able to retain 
 its market shares. In summary, given the macro-environment identified in the PESTEL and the attractiveness 
 of the offshore wind industry in terms of growth, there is an  intense competition for suppliers to meet the 
 demand from governments by submitting competitive bids.  


Five Forces Summary 


Summing up the Five Forces analysis, it can be concluded that the level of bargaining power by the buyers in 
 terms of governments is high, putting pressure on the suppliers such as Ørsted. Further downstream, however, 
 Ørsted has power over its suppliers to a certain extent. The threat of substitution is all about the LCoE from 
 the different renewables. Currently, hydro is the energy source with the lowest LCoE; however, offshore wind 
 is on track to being able to compete. The threat of new entry is limited by the high CAPEX requirements and 
 know-how  needed  to  enter  the  industry.  The  degree  of  rivalry  is  high  and  increasing  given  the  already 
 established industry coupled with the entry of new companies, such as Statoil and Shell. In total, based on the 
 Porter’s Five Forces framework, the offshore wind industry is closer to being defined as unattractive than 
 attractive to enter. 


Figure 30 – Five Forces summary 


Source: Authors’ own creation 
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