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Wind in the Sails for Climate-Tech and
Cleantech Startups

By Louis Lehot*

The outlook for investments in the climate-tech and cleantech sectors has
never been brighter.

With a newly inaugurated presidential administration installed in Washing-
ton, pandemic-led shutdowns worldwide demonstrating the impact of human
activity (and inactivity), and government stimulus programs around the world
incentivizing fossil fuel reduction, the outlook for the climate-tech and
cleantech industries in 2021 and beyond has never been brighter.

As the COVID-19 coronavirus pandemic continues to wreak havoc globally
on our physical and mental health, governments globally are responding with
unprecedented stimulus programs and corporate bailouts of impacted industries.
While the industry has been idled, the one beneficiary has been our climate. As
governments look to restart the economy, we expect that they will tie corporate
bailouts to private industry commitments to achieve fossil fuel reduction,
creation and use of renewable energy, and incentives for new clean and
climate-protecting technologies. Never has the outlook for further investment
in cleantech and climate-tech businesses been brighter.

The venture capital industry was burned in the wake of the cleantech boom
that was spurred on by stimulus programs passed by governments to respond to
the Great Recession. Technology innovation and adoption failed to keep pace
with capital requirements, and companies went under as soon as the govern-
ment funding expired. Names like Solyndra strike fear in the hearts of investors.

Will this time be different? In his first wave of executive orders on his first
day in office, President Biden proclaimed the re-entry by the United States into
the Paris Climate Accord. Even before inauguration the Congress adopted new
bipartisan stimulus programs to incentivize cleantech and climate-tech businesses.
Will the venture capital (“VC”) and private industry follow with a new
investment? Will consumers continue the trend of electric vehicles and solar
power? Will autonomous vehicles lower carbon emissions?

For the foreseeable future, the enthusiasm and positive outlook for cleantech
and climate-tech are irrepressible.

Since early 2018, we have been startled by fires inside the Arctic Circle,
record heat waves in Europe, and the deadliest wildfire seasons in Australia’s and

* Louis Lehot (llehot@foley.com) is a partner and business lawyer with Foley & Lardner LLP,
based in the firm’s Silicon Valley, San Francisco, and Los Angeles offices.
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California’s history. The science showing the connection between global
warming and greenhouse gases continues to grow.

As our planet continues to heat up, the climate-tech category is hot right now
for inventors. A recent report by PwC, “The State of Climate Tech 2020,”
shows that in 2019, $16.3 billion was invested into climate-tech around the
globe. In 2013, that number was only $418 million. According to the report,
that is three times the growth rate of VC investment into artificial intelligence
over the same period.

WHAT IS CLIMATE-TECH?

Today, climate-tech encompasses a range of sectors that tackle the challenge
of decarbonizing the global economy, with the ultimate goal to reach net-zero
emissions before 2050 or sooner. This includes low-to-negative carbon ap-
proaches to cut critical sources of emissions across energy, mobility, food, and
land use, as well as areas like carbon capture and storage, or enabling better
carbon management, such as through transparency and accounting.

WHY CLIMATE-TECH IS IMPORTANT

Of course, there is some uncertainty that the sector could decline again, but
this time is different.

For one, several major corporations, including oil companies and tech firms,
have committed to lowering their emissions over the next three decades.

Second, it is clear that carbon-neutral or even carbon harmful solutions have
far fewer costs than carbon-producing ones.

Also, the new U.S. presidential administration has shown support for clean
energy. Many climate-tech startups work in high barrier-to-entry sectors, like
energy, heavy industry, and transport.

To get ahead, many turn to corporate venture capital (“CVC”). Thirty
percent of the climate tech deals in mobility and transport included a CVC
firm, while in energy, 32 percent of capital came from CVCs. Corporates’
involvement will be critical to climate-tech’s success—in terms of net-zero
commitments driving demand for new solutions and investments in commer-
cializing innovation. It is not just their financial mean, but also the commercial
and industry knowledge to quickly help startups navigate how to scale
innovations into the market.

CLIMATE-TECH AND CLEANTECH STARTUPS
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WHAT ARE VCs DOING?

In 2020 alone, VCs spent almost $16 billion on the climate-tech sector,
according to clean-tech data from PitchBook,1 which is an increase from an
average of about $5.6 billion per year between 2008 and 2016. The reality is
that VCs have no shortage of companies to choose from. The PwC report
identified more than 1,200 startups working on a range of technologies, from
fusion energy to plant-based proteins. Overall, the most significant drivers for
growth in climate-tech, according to the report, relate to mobility and
transport, greenhouse gas capture, and storage. They are followed closely by
food, land use, energy and climate, and Earth data generation.

When it comes to geography, about half of these venture investments
(approximately $60 billion), went to U.S. and Canadian climate-tech startups,
while China came in second at $20 billion. The European market attracted $7
billion. Climate-tech investment in the San Francisco area for startups came in
at around $11.7 billion and was 56 percent higher than its nearest rival,
Shanghai, which reached $7.5 billion.

Ten of the top cities for climate-tech startup investment, outside of the U.S.
and China, included Berlin, London, Labege (France), and Bengaluru, India,
attracting $1.3 billion, mostly across energy, agriculture, and food and land use.

Where is the investment coming from? Climate-tech investment is coming
from a variety of sources. It is mainly coming from traditional VC firms
specializing in sustainability and corporate investors, global consumer goods
companies and big tech, government-backed investment firms, and private
equity players. It is also coming from CVCs, especially startups with high
capital costs aimed at disrupting incumbent industries with high entry barriers.

LEGAL ISSUES TO KNOW

Over the last several years, businesses in industries of all kinds are being hit
by big lawsuits demanding more important disclosures on climate risk, strategy
changes to reduce future environmental impact, as well as compensation for
emissions. Along with physical threats, energy transition, and policy change,
businesses face another significant risk. According to a Columbia Law School
blogpost,2 more than 1,100 climate-related lawsuits are happening worldwide,
with more than 120 aimed directly at companies.

The first kind is comprised of typical tort-law and public nuisance-based
cases that target corporates relating to past environmental issues.

1 See https://money.yahoo.com/meet-46-climate-tech-startups-163218179.html.
2 See http://blogs.law.columbia.edu/climatechange/2021/01/13/january-2021-updates-to-the-

climate-case-charts/.
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The second kind aim to influence future conduct by demanding greater
transparency over climate-related risks and changes to strategic direction to
lower emissions. Instead of seeking to prove individual companies are respon-
sible for future climate-related damage, these lawsuits test corporate conduct by
reference to things like disclosure requirements and obligations under human
rights laws. These lawsuits, especially in the United States, have received a great
deal of media coverage. In 2018 alone, over a dozen claims were filed.

POLICY PERSPECTIVE

As we move further into 2021 under a new presidential administration in the
United States, we expect significant new regulations to restore climate change
goals previously jettisoned, and shelve operations deemed dangerous to the
environment. We also expect that new stimulus packages will contain invest-
ment tax credits and other programs to incentivize new renewable energy
capability. The ability to access government-funded research and development
programs, stimulus and investment tax credits, and applying those programs to
private industry, will be a driver of new companies into the decade.

LOOKING TO THE FUTURE

Entrepreneurs who take the risk of launching a new startup are mission-
driven. Investors that back them are equally aligned.

Although over 300 global companies have committed to achieving net-zero
emissions before 2050, with just 10 years to reduce by half global greenhouse
gas emissions to limit global warming to 1.5°C, climate-tech needs a rapid
injection of capital, talent, and public-private support to match its potential to
build and accelerate faster, bolder innovation.

Now, the sun is shining brightly, batteries are powering up, and the wind is
in the sails for the cleantech and climate-tech sectors.

CLIMATE-TECH AND CLEANTECH STARTUPS
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