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Key Issue: An increasing number of investors have sought ideas and products that promote modern ethical standards, 

without sacrificing performance. 

Key Recommendation: Rather than seeing ESG issues as a backwater, these very real trends are providing investment 

opportunity and risk reduction. This sector must now be considered mainstream. 

Environmental Social Governance 

Investors have much to worry about in today’s climate. Under-funded pension schemes, high cyclical PE levels, low fixed 

income returns and fears of the next financial/trade or political crises are enough to consume much of our energy. To 

have another set of external issues thrown into consideration 

can be considered a burden at a time of stretched resource. 

ESG has found a way into many investors’ process as the 

desire to shape our investment decisions to better affect and 

influence how the world works. As more capital enters this 

space, newer re-enforcing investment trends are at work, 

rendering it more difficult for even die hard cynics to ignore.  

 

Shaping the world---using money to impact behaviour 

Philanthropy, and other forms of financial aid, are ways that 

the wealthy and their governments have sought to spread the 

fruits of mankind. Direct giving is obviously one route, but a 

careful analysis of outcomes can often challenge the 

effectiveness of these well intentioned charitable donations.  

‘The categorical imperative’: any ‘good’ action must work, not 

just make the provider feel virtuous. - Immanuel Kant 

 

There is increasing concern that while donors may feel good 

about themselves, the effectiveness of aid is muted by corruption, waste, high costs and poor deployment. 

At the same time, the availability of larger pools of capital—be they private or institutional—that can be accessed for profit, 

can give a whole new dimension to the power of good. 

Better long term social returns can be provided with genuine access to risk capital, rather than the tokenism of giving. 

 

 

ESG Finds its Feet  

Follow the money! 

July 2018 

http://www.alvinecapital.com/
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Fringe to Mainstream 

Investors that sought ethical streams for investment 

used to be presented with few choices. A few 

specialist firms operated in the field of green energy, 

developing world finance and other niche strategies. 

Questionable economics, low standards of due 

diligence and corporate governance were 

considered to be acceptable in the face of beneficial 

societal outcomes. Profit and performance would 

likely only be a secondary fall-back factor. 

 

Green Heart vs Profit Head 

The uncomfortable reality was that if you ‘cared’ you had to sacrifice and accept limited investment returns. It was a clear 

assumption that the ESG component allowed an effective subsidy, and hence just getting your money back could often 

be considered a result. 

Case Studies—When Green Went to Red 

When ‘green’ investing relied on government subsidy, investors had to take the political risk that incoming administrations, 

or financial stringency, might see the undermining of an entire investment.  

In Spain, in the early 2000s, a 

pioneering mass role out of windfarms 

across the Iberian Peninsula, driven by 

apparent guaranteed returns, was 

undermined by corruption, and the 

impending financial crisis.  Recession 

forced the government to abandon the 

subsidy regime, leaving investors who 

had assumed fixed returns, let down. 

‘Clean energy is believed to have 

attracted dirty money,’ Giles Tremlett 

(The Guardian 22/3/09.) 

Northern Scheme Ireland’s Energy ended up by bringing down the government, when the over-generous subsidies to 

burn wood waste led to an effective budget disaster. Famers were making fortunes heating empty sheds to receive 

subsidies. 

‘Timeline: Renewable Heat Incentive scandal’, https://www.bbc.co.uk/news/uk-northern-ireland-38301428 

 Examples of waste and corruption in the developing, poorly set up, green world are legion; very few so called Social 

impact funds ever made a profit, except for their owners or employees. 

Technology Lends a Hand 

http://www.alvinecapital.com/
https://www.bbc.co.uk/news/uk-northern-ireland-38301428
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Man’s capacity to innovate is one of the great themes of successful investing. From backing tech start-ups, to the 

revolution in passive strategies, modern investors should see opportunities to break free from traditional thinking. 

In the sphere of wind energy, subsidy might have been a good way to achieve scale and interest in the technology, but 

more recent advances in the very make-up of the industry promise a much brighter future. Larger turbines combined with 

lighter and stronger materials are radically transforming the economics of production sufficiently so as to leave subsidies 

behind. Portfolio investors can see this 

sort of asset class as encouraging low 

carbon together with decent returns. 

Similar upgrades are occurring across 

solar panels, as well as a multitude of 

clean energy projects. Once reliant on 

subsidy, innovation and enterprise now 

bring many profitable investment 

opportunities to investors, at the same 

time as providing real social good.  

 

Big Brother Helps 

Staying on the right side of the authorities is a sensible strategy. The power of the wrong sort of regulation and taxation 

can substantially undermine returns. 

On the positive side, incentives and encouragement 

can de-risk many parts of the investment case. 

Energy efficiency has provided a seam of new 

opportunities as governments have sought to 

encourage lower carbon and overall lower import 

bills. 

Relying on subsidy has proven to be a risky strategy, 

but deep seated and often bipartisan (at least at the 

state level) regulation to reduce costs, presents 

many investment theses. Even the ‘Donald’ is happy 

if this provides new investment and jobs. 

Public/private partnerships across a range of 

infrastructure projects also give outside capital 

access to projects with long term tenants and secure 

cash flows. 

 

Wall Street Moves in 

Substantial productivity gains in wind power  

Goals and investment working together  

http://www.alvinecapital.com/
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A legitimate investor concern in this space was sub-scale funds with uncertain providence. As the general opportunities 

started to unfold, traditional more established players have started to allocate resources to this sector. 

ESG can now be accessed from just about any large, well known manager. Not only do major firms offer professionalism, 

but also choice. By May 2018 there are now over 31 ESG ETFs listed on the London Stock Exchange alone with nearly 

£4bn of assets. The pace of supply is accelerating, with many different strategies and niches. Investors are now spoilt for 

choice. 

Rating agencies have been quick to join in. Monitoring services to help investors measure companies ESG engagement, 

and drill down further to pick out different ‘sin’ components as required. 

 

MSCI ESG RATINGS 

MORE DATA. MORE CONTEXT. MORE INFORMED DECISIONS.  

 

Risk Mitigation 

Donald Trump may have pulled the US out of the Paris Accord, and believe that global warming is a ‘fraud’, but for 

investors, and in particular trustees and other guardians of capital, the risks have been set out by the scientific community. 

You do not necessarily have to fully endorse a doomsday scenario to believe that prudent management of a changing 

climate makes sense. In addition, the reputational risk incurred by investing in questionable corporate governance can be 

cruelly exposed in today’s fast moving social media world. 

Pressure groups such as Greenpeace have long worked to influence 

the activities of investment companies. In more recent times more 

focused players have added to the noise for change. 

The ‘Diversity Working Group’, a self-appointed body of academics, 

researchers and students, has targeted Cambridge University 

Endowment. Penning an open letter to the Endowment demanding 

‘an immediate freeze of any new investment in fossil fuel companies, 

and to divest from direct ownership and any commingled funds that 

include fossil fuel public equities and corporate bonds within five.’ 

This sort of public pressure makes the job of investment committees 

very personal and hard to ignore. While not advocating giving in to 

blackmail, all investors need to be mindful of the underlying culture 

we live in.  

 

 

Adding pressure – a self-appointed but vocal nuisance 

http://www.alvinecapital.com/
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‘We want to see mandatory climate risk reporting and a clarification in law that pension trustees have a duty to consider 

long-term sustainability, not just short-term returns,” said Mary Creagh MP, chair of the committee. (FT.com 4/6/18.) 

Follow the money 

According to a recent YouGov poll, millennial savers are twice as 

likely as older generations to want their pension to be invested 

responsibly. According to the research conducted last year, 13 

per cent of 18- to 34-year-olds with a pension think it is their 

responsibility to ensure their money is invested ethically, 

compared with 6 per cent of 45- to 54-year-olds and 7 per cent of 

over-55s. 

More young savers 'want ethical pensions', https://www.bbc.co.uk/news/business-41543454 

It’s easy for older generations to make fun of this approach, 

but the weight of money should not be ignored. As other 

trades have shown, once momentum builds, a successful 

feedback loop is started. Money chases performance, which 

then compounds.  

 

 

 

 

Conclusion—ESG the new zeitgeist 

For those of us who attend investor conferences regularly, it’s always interesting to see which sessions get the best 

attendance. In previous eras, ESG would be shunted late into the afternoon for the ‘dead’ time and at best have a few, 

cranky enthusiast turn up. 

Whilst this might be anecdotal, the proof 

also lies in the proliferation of major 

investment houses who now provide 

services and products in this field. 

Follow the money! 

 

 

    

  

 

A full room  

Harsh words, but food for thought! 

http://www.alvinecapital.com/
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The famous philosopher and political commentator Richard Dawkins wrote about Man’s ‘selfish gene’ as a reminder of 

what motivates decisions. It is no doubt that the success of capitalism, and market based investing, is down to the profit 

motive and the desire to accumulate and protect wealth. 

Man’s desire to profit from investing is not really ‘selfish’ but more a logical want to see capital at risk rewarded, not least 

to also see pensions paid. But even the great man Dawkins recognised that our motives are not quite as one dimensional 

as that. 

Let us understand what our own selfish genes are up to because we may then at 

least have the chance to upset their designs. 

- Richard Dawkins  

A fine saying, and one that we believe can now proudly be a path of the investment process. 

 

Climate change and financial stability a post script from Mark Carney 

 

 

In a speech at Lloyds of London in September 2015, Bank of England governor Mark Carney highlighted the risks that 

climate change poses to financial stability: 

“There are three broad channels through which climate change can affect financial stability: Physical risks: the impact 

today on insurance liabilities and the value of financial assets that arise from climate- and weather-related events, such 

as floods and storms that damage property or disrupt trade; Liability risks: the impact that could arise tomorrow if parties 

who have suffered loss or damage from the effects of climate change seek compensation from those they hold 

responsible. Such claims could come decades in the future but have the potential to hit carbon extractors and emitters – 

and their insurers if they have liability cover – the hardest; Transition risks: the financial risks that could result from the 

process of adjustment towards a lower-carbon economy. Changes in policy, technology and physical risks could prompt 

a reassessment of the value of a large range of assets as costs and opportunities become apparent. 

“The speed at which such repricing occurs is uncertain and could be decisive for financial stability. There have already 

been a few high-profile examples of jump-to-distress pricing because of shifts in environmental policy or performance. 

Risks to financial stability will be minimised if the transition begins early and follows a predictable path, thereby helping 

the market anticipate the transition to a 2-degree world.” 

 

(ft.com 14/6/16) 
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DISCLAIMER 

This material is confidential and is intended solely for the use of the person or persons to whom it is given or sent and may not be reproduced, copied or 

given, in whole or in part, to any other person. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to be solely relied on in 

making an investment or other decision. The information and opinions presented here are for background purposes only and do not purport to be full or 

complete. No reliance may be placed for any purpose on the information or opinions contained in this document or their accuracy or completeness. No 

representation, warranty or undertaking, express or implied, is given by Alvine Capital as to the accuracy or completeness of the information or opinions 

contained here and no liability is accepted by Alvine Capital for the accuracy or completeness of any such information or opinions. No information provided 

herein shall constitute, or be construed as, an offer to sell or a solicitation of an offer to acquire any security, investment product or service, nor shall any 

such security, product or service be offered or sold in any jurisdiction where such offer or solicitation is prohibited by law or regulation. UK Residents: 

Alvine Capital Management Limited is regulated in the conduct of investment business by the Financial Conduct Authority, ("FCA"). 
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