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WINDSOR CALLING

To coincide with COP26, the UK Government has held a ‘Green Summit’ at Windsor Castle, England and published a Net Zero Strategy
document. At Windsor, the UK’s political establishment rolled out the carpet for some of the world’s largest banks and asset managers.

The reported aim of the event was to ‘catalyse billions of pounds of investment’ and ‘underpin why the UK is a global hub for green
technology and finance and make the case for global investment in UK companies1’. Whilst the intent may be laudable, it is a matter for
wider debate whether the hosts or invitees can be characterized as leaders in ethical or ESG based investments. Government, banks and
asset managers are at risk of being seen to be ESG-washing.

The good news is that the UK has a net zero target by 2050 (thanks to an amendment to The Climate Change Act in 2019). This is in line
with Canada, the EU and Japan amongst others. The UK also has an ambitious target to make Britain’s electricity system ‘net zero
carbon’ by 2035, similar to the US. It now also has a 368-page plan, centered on electrification, underpinned by the expansion of nuclear,
wind and hydrogen capacity, carbon capture storage clusters, a greater number of zero emission vehicles and (limited) subsidies for heat
pump installations in homes.

The risk of ESG washing ahead of COP-26
By Ian Warmerdam and Jamie Mariani, Portfolio Managers 

1 https://www.gov.uk/government/news/uk-rolling-out-green-carpet-for-global-investment-summit
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2 Source: DBEIS, UK Energy Brief 2021
3  Regulated Asset Base (RAB). Providers of capital get a pre-determined rate of return above their cost of capital. Consumers foot the bill.
4  https://www.justice.gov/opa/pr/goldman-sachs-charged-foreign-bribery-case-and-agrees-pay-over-29 

billion#:~:text=According%20to%20Goldman's%20admissions%20and,to%20obtain%20and%20retain%20business 

Now the bad news. Fossil fuels remain a key source of energy for
the UK economy. In 2020 just over 20% of the UK’s energy
supply came from low carbon sources2 (near 40% of UK output
is natural gas, a fossil fuel). Whilst progress in reducing
Greenhouse Gas Emissions has been impressive (they are now
near half levels in 1990), there is still a long path ahead.
Repeating these targets regularly in isolation won’t be enough
to make them happen.

It is moot whether the length of a plan correlates with the
quality and detail. Delivery remains uncertain. For example, the
grants available to transition to heat pumps (at GBP450 million
over three years) are limited. Despite the requirement for
significant investment in home insulation to reduce overall
usage, the UK government is not funding this. How low income
families will be helped to cope with the cost of de-carbonization
measures is also absent. Essentially, the UK government appears
to be looking to the private sector for answers. Some of the
planned measures appear outright harmful. For example, new
investment in UK nuclear power (potentially via a regulated
asset base3 model, where the consumer pays) as a key way to
de-carbonize. How safety, cost over-runs and radioactive waste
will be dealt with has not been discussed.

In all likelihood, the current leaders making the UK targets to
the public will no longer be in office by the time in 2035 (or 2050)
swings around. This perceived lack of accountability is a
common challenge across the companies we at Trillium appraise
for investment purposes.

Turning to the major banks, many of whom attended Windsor
Castle, despite headline talk of combating climate change, their

lending activity and ethical behavior continues to speak
against them.

In their latest report (Banking on Climate Chaos, 2021), the
Rainforest Action Network estimate the largest 60 banks in the
world financed US$3.8 trillion of activity into fossil fuels
between 2016-2020 (post the Paris Agreement). In the same
report JP Morgan is identified as ‘the world’s worst banker’,
financing nearly US$317 billion of fossil fuels in the five-year
period to 2020.

In Europe, Barclays is seen as the worst (7th worst globally).
Separately, Barclay’s has been criticized for financing
deforestation (e.g., JBS bonds), violating indigenous rights and
fined for poor treatment of individual customers and employees
in the UK.

Lastly, ranked 15th worst in the world, Goldman Sachs financed
US$101 billion into fossil fuels according to the Rainforest Action
Network.4 Goldman’s troubled track record goes beyond fossil
fuels. According to Goldman’s admissions, between 2009 and
2014, the bank violated the Foreign Corrupt Practice Act in the
US by engaging in a scheme to pay more than $1.6 billion in
bribes, directly and indirectly, to foreign officials in Malaysia and
Abu Dhabi in order to obtain and retain business for Goldman
(the 1MDB scandal).

At Trilliumwe often review and engage with companies we own on
the topic of management rewards. How management get paid is
important. Their incentives impact their behavior and priorities.

When we review the proxy statements and annual reports of
these banks, senior leader compensation tends to be heavily
weighted to equity (share) awards. These equity awards are in
turn often dependent on conventional financial performance
metrics. Under Trillium’s proxy voting guidelines we vote against
executive pay packages that lack a link to ESGmetrics.
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The risk of ESG-washing is not confined to governments or
banks. It is also not hard to point out oddities and apparent
intellectual inconsistency within some of the largest asset
managers in the world. At Trillium we know that to invest
ethically and/or integrate ESG factors requires not investing in
companies with harmful business models. We also observe that
engagement with companies must be done with a commitment
of resources and to authentically press the companies to make
meaningful changes to policies, practices, and performance.

These are some of the key reasons we don’t own major banks
such as JP Morgan or Barclays, or large asset managers such as
Blackrock or Blackstone, in the Trillium ESG Global Conviction
Strategy. In effect, they don’t meet our ESG criteria for driving
positive impact. It’s our core belief that aligns with the
expectations of ethical retail savers and institutional investors
seeking ESG products. We continue to believe the best
companies to invest in have a purpose beyond solely driving
shareholder returns.

When allocating capital Trillium actively seeks positive ESG
attributes and employs negative screens. We exclude
investment in companies that are materially involved in harmful
activities, for example nuclear and coal power, hard rock mining,
tobacco, weapons, gaming and pornography. All companies in
our portfolios are subject to a materiality review, where key ESG
issues are identified, measured and assessed at industry level
and a comparative analysis at company level is performed,
incorporating forward looking risks and opportunities. As active
shareholders, we directly engage with companies that are
owned. Through the use of sign-on letters, coalitions,
shareholder resolutions, and proxy voting, our advocacy team
strives to make ameaningful impact.

We call on leading banks and asset managers to champion the
drive for significant positive ESG change. Savers seeking ethical
investment solutions need to proceed carefully.

Important Disclosure: The information provided is not a recommendation to buy or sell the securities mentioned. The securities were selected on an objective
basis and do not represent all of the securities purchased, sold or recommended. It should not be assumed that investments in the securities have been or will
be profitable.

Trillium Asset Management UK Ltd. is authorised and regulated by the Financial Conduct Authority under FRN515302. Trillium Asset Management UK Ltd. and
Trillium Asset Management LLC (collectively - “Trillium” ) are subsidiaries of Perpetual Limited in Australia through its wholly owned subsidiary Perpetual
Acquisition Company Limited “PACL”. PACL is registered with the Australian Securities and Investments Commission, company number 163620362.
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About Trillium Asset Management

Trillium Asset Management offers investment strategies and services
that advance humankind towards a global sustainable economy, a just
society, and a better world. For nearly 40 years, the firm has been at the
forefront of ESG thought leadership and draws from decades of
experience focused exclusively on responsible investing. Trillium uses a
holistic, fully integrated fundamental investment process to uncover
compelling long-term investment opportunities. Devoted to aligning
stakeholders’ values and objectives, Trillium combines impactful
investment solutions with active ownership. The firm delivers equity,
fixed income, and alternative investments to institutions,
intermediaries, high net worth individuals, and other charitable and
non-profit organizations with the goal to provide positive impact, long-
term value, and ‘social dividends’.
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