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CLIMATE EMERGENCY,
AS “OUR HOUSE
IS BURNING”
Current news is focusing on an issue that nevertheless concerns an
expected long-term time horizon, i.e. 2030-2100. The issue of climate
change and the challenge of limiting global warming to +2.0°C, even
less if possible, on the only planet we have. A new scientific report1, this
time coming from France, indicates +7.0°C as the catastrophe scenario
if nothing is done. The works of the Intergovernmental Panel on Climate
Change (IPCC) published this summer also highlight the urgency of
issues as diverse as deforestation2 and rising water levels3.
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At the same time, the biggest ever responsible investing event in history, PRI in Person, was held on 10-12 September in Paris. The main
subject addressed there was climate of course, calling on investors
not to underestimate the growing government interventionism4. Greta
Thunberg, as the spokesperson of youth worldwide, made a direct call
to these same policymakers in a speech in New York, albeit that was
somewhat awkward, but which had a strong impact.
Our contribution to this theme is based on the summary of an academic
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article that is set to stir up a reaction in the coming months. It provides a
quantitative and long-term view (1927-2016 period) of financial performance linked to the presence or absence of fossil fuels in the two main
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market indices, the S&P 500 and FTSE 100.
The most recent news with a tribute to Jacques Chirac, whose 12 years
of presidency in France may have received a mixed rating overall, but
whose speech in 2002 at the Earth Summit in Johannesburg is more
pertinent than ever, in the hope that it was not a prophecy.
«Our house is burning and we look away.” ... “Nature, mutilated and
over-exploited, can no longer regenerate and we refuse to admit it”...
“We cannot say that we did not know! Let us make sure that the 21st century does not become, for future generations, the century of humanity’s
crime against life itself.”
Lastly, responsible investment does not just concern the environment,
as you may see in reviewing the other subjects of this issue, such as
women and finance or our voting and engagement policies.
1. http://www.cnrs.fr/fr/les-deux-modeles-de-climat-francais-saccordent-pour-simuler-un-rechauffement-prononce
2. https://www.ipcc.ch/report/srccl/
3. https://www.ipcc.ch/srocc/home/
4. https://www.unpri.org/climate-change/what-is-the-inevitable-policy-response/4787.article
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NEWS

ARE WE MOVING TOWARDS
A NEW “GENDER” OF FINANCE?
Two years after the MeToo movement appeared,
the Revue de le Régulation has released a report
highlighting gender differences and inequalities
in the financial sector. Due to its rich content
that we kindly invite to read, we have therefore
focused on two themes: women’s attitudes to
financial matters and the financial sector’s attitudes towards women working in this sector.
The study first confirms gender stereotypes like
women having less appetite for risk and therefore
a preference for more cautious investments. 60% of
women say they prefer to put all their savings in safe
investments, compared to 53% for men. But what
about the reasons and the consequences? Genetic
factors like testosterone levels only play a modest
role at the most, unlike education and income/
wealth inequality. We note that women’s reduced
appetite for risk does not necessarily have a negative impact on their investment returns and consequently on their wealth and well-being. And when
women manage financial portfolios, net returns on
average are higher than their male counterparts.
Prejudice reinforces and polarises behaviour. Financial advisors, for example, tend to point women

WHEN WOMEN
MANAGE FINANCIAL
PORTFOLIOS, NET
RETURNS ON AVERAGE
ARE HIGHER THAN
THEIR MALE
COUNTERPARTS.

towards more conservative investments or offer
smaller loans.
As for women working in finance, the situation is
clearer but also less heartening. A majority of people
working in banks and finance are women but women executives are in the minority. Unsurprisingly, this
under-representation is higher in leadership roles
and increases as we go up the hierarchical pyramid.
Women are over-represented in less valued support
functions and wage gaps with men are
sometimes high, as much as 45% in one
French bank for example. Bonus differentials are even higher, as much as 85% in
one major British bank. This is largely due
to a persistently sexist culture in finance
where a masculine professional ethos
dominates. A quarter of women in finance
say they struggle to balance their private
and professional lives. Only 3% of men
have the same difficulty.
Outstanding success stories like Christine Lagarde, currently the IMF’s Chair
and soon to be Chair of the ECB, tend
to be the exception that proves the rule,
one where norms are stuck to and not
called into question. There is still a long
way to go before a new kind of finance
emerges.
Capelle-Blancard G., J. Couppey-Soubeyran & A. Reberioux, 2019,
Vers un nouveau genre de finance ?, La Revue de la Régulation, 25(1).
https://journals.openedition.org/regulation/14632
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FROM AN ACADEMIC POINT OF VIEW

FOSSIL FUEL DIVESTMENT
AND PORTFOLIO PERFORMANCE:
DIVESTING FROM FOSSIL FUEL COMPANY STOCKS DOES NOT SEEM TO
IMPAIR PORTFOLIO PERFORMANCE

ARJAN TRINKS

In a world where climate change is having an increasingly important
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in the transition towards a low carbon economy. This paper 1 looks

impact on our societies, one could wonder about the role of finance
at a fast-growing investor practice that aims to address climate
change: divesting from coal, oil, and gas companies. The paper
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investigates how divesting from fossil fuel stocks could affect asset
managers’ portfolio performance. Interestingly, it concludes that
the exclusion of fossil fuel companies’ stocks does not have an
impact on the portfolio’s financial performance.

SOCIALLY RESPONSIBLE INVESTING (SRI) AND
DIVERSIFICATION COSTS
Fossil fuel divestment is viewed as a specific way of SRI, namely exclusion. Through SRI, investors aim to align ethical and financial concerns and consider the ‘social damage’ that their investment objects
might cause, one approach to achieving this being the withholding
of investments in harmful or controversial activities. The divestment
movement, which started in 2011, aims to frame fossil fuel companies
as “sin stocks”, meaning stocks belonging to companies performing
controversial activities (such as tobacco, gambling…), the justification
for this classification being explained by those companies’ high impact
on carbon emissions, therefore their important contribution to climate
change.
Nevertheless, Modern Portfolio Theory implies that any constraint
that reduces the investible universe will leave investors with a less
efficient portfolio. Divestment thus may impose an inefficiency, a cost,
by increasing idiosyncratic (diversifiable) risk, which is not fully compensated by higher returns. This study aims to analyse the potential
financial impact of fossil fuel exclusion in terms of reducing the investible universe. Furthermore, if the divestment campaign would be
generalized among investors, we could then expect an under-pricing
of fossil fuel stocks while prices of other/non-fossil fuel stocks would
increase, leading to a potential outperformance of fossil fuel stocks
when risk is adjusted. The analysis of the researchers is therefore crucial in order to understand whether divestment imposes a cost onto
investors.

DATA AND METHODOLOGY
The paper employs data on fossil fuel and non-fossil fuel stocks. To
this extent, it uses various possible industry classifications to identify
fossil fuel stocks, different definitions of fossil fuel divestment, and
different market benchmarks. Fossil fuel companies are identified by
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the Standard Industry Classification (SIC) codes as

by fossil fuel stocks and that coal stocks only rep-

well as the “Carbon Underground 200” (CU200)

resent a small share of the total number of stocks

- a list of the 100 largest coal companies and 100

(between 0.04% and 0.75%).

largest oil and gas companies. The researchers then
construct six fossil-fuel portfolios (three based
on the SIC classification and three on the CU200
list) of all American companies involved in coal, oil
and gas, or either of both, alongside with six fossil
free portfolios discarding all stocks in the same
categories listed before. The authors were then
able to gather all the monthly returns, closing stock
prices and outstanding shares of the NYSE, Amex
and Nasdaq from 1927 to 2016. The results are then
measured with the combination of two measures of
portfolio performance (the Sharpe ratio and the
2

Sortino ratio ) with the Carhart four-factor model,
3

THE IMPACT OF THE DIVESTMENT
CAMPAIGNS
Lastly, the authors compared the portfolios’ performance from the beginning of the divestment
campaigns (2011-2016). While the researchers expected an outperformance of the fossil fuel stocks
(due to an under-pricing of those stocks following
large-scale divestments), this expectation did not
materialise and coal-free portfolios significantly
outperformed since 2011, this result being however
explained by a short time period analysis charac-

which relates returns to risk factors.

terised by declines in fossil fuel prices following

FOSSIL FUEL INVESTMENTS:
NO SIGNIFICANT
OUTPERFORMANCE

ratio of fossil fuels, they did not increase over the

The authors found that, over the 1927-2016 period,
excess returns on a portfolio consisting of coal, oil

an oil price shock. If we look at the dividend price
period, suggesting that the market for divestment
is still not large enough to induce substantial price
effects.
To conclude, this study uncovers that portfolios,

and gas stocks averaged 0.73% per month with

which are divested from fossil fuel stocks, would

a risk (standard deviation) of 5.92% compared

not have underperformed significantly in a period

with 0.65% and 5.35% with the market portfolio.

of 90 years, this absence of diversification costs

However, once the risk factors are controlled, the

being explained by the fact that fossil fuel stocks

outperformance is insignificant when benchmarked

only bring limited diversification benefits. If fossil

against the market portfolio, which underlines

fuels did underperform since the beginning of the

the important systematic risk associated with the

divestment campaign, it is mostly attributable to the

fossil fuel industry, which offsets the above market

negative oil price shock. However, there is no (em-

returns. Fossil fuel stocks tend be composed of

pirical nor theoretical) support for outperformance

large capitalisation value stocks, while fossil free

of divested portfolios either. The divestment move-

stocks tend to be smaller and more growth orient-

ment may thus benefit from shifting focus from

ed. The fossil fuel industry thus does not show a

financial arguments to its potential merits as a tool

large outperformance as previously found for other

to address climate change.

controversial industries such as alcohol, tobacco or
gambling.

To conclude, this study uncovers that a strong
sense of corporate purpose is indeed associated

THE IMPACT OF DIVESTMENT FROM
FOSSIL FUEL STOCKS

with better firm performance, but only if that

The researchers compared the fossil-free portfolio

directions and resources from management.

sense is held within the middle ranks of an organization, and only if accompanied with clear

with the unconstrained market portfolio, and found
a slightly higher risk and lower return, both not
being significant. It was then found that, over the
1927-2016 period, there was no outperformance of
fossil-free portfolios when they were risk adjusted.
As such, following a divestment strategy did not
lead to a significant reduction in diversification
opportunities. These results could be explained by
the lack of portfolio diversification benefits offered

ASSET MANAGEMENT - THE SRI CHRONICLES

1. Trinks, A., Scholtens, B., Mulder, M., Dam, L., 2018. Fossil Fuel Divestment
and Portfolio Performance. Ecological Economics, 146, 740-748. https://doi.
org/10.1016/j.ecolecon.2017.11.036
2. The Sharpe ratio measures the performance of an investment (e.g., a security or
portfolio) compared to a risk-free asset
3. The Sortino ratio measures the risk-adjusted return of an investment asset,
portfolio, or strategy
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COMPANY MEETINGS

RECOMMENDED READING

CARL ZEISS MEDITEC AG

ARTIFICIAL
INTELLIGENCE,
JOBS AND
INEQUALITY?

Carl Zeiss Meditec AG, a specialist in ophthalmology and microsurgery, is a successful example of a
company which has integrated a long-term global
strategy based on innovation and responsibility.
Carl Zeiss Meditec AG is a listed arm of the Carl Zeiss
Group which was named after its founder. It was set
up in 1846 and has always been a specialist in optics.
Environmental data for 2018 provided confirmation
of the group’s ambitions. Carl Zeiss AG, the parent
company, had promised to reduce carbon and
energy intensity by 50% between 2010 and 2020
and had already cut them by 47% and 46% in the
2010-18 period. In its eco-design efforts, the group
examines each product to see by how much it can
reduce its carbon footprint.

We recommend two new books on
artificial intelligence. Kai-Fu Lee’s book
focuses on China. He has worked in this
field in companies like Apple, Microsoft
and Google and also has experience as
an investor. The other book is by Carl
Benedikt Frey and focuses on the US.
Frey is a Fellow at Oxford University and
previously published a successful book
on the subject in 2013. Both writers discuss the social impacts of the artificial
intelligence revolution. Optimistic and/
or terrifying? In any case, both books
present artificial intelligence as a real
challenge for jobs and inequality, two of
today’s major social issues.

The group also stands out for its high-quality social
policy. Health and safety at work is a priority. The
company is targeting a 43% drop in work accidents
by 2023. It is also prominent in fair sharing of added
value. For example, the CEO’s salary is 12.5 times the
company average of €102,000. The company also
strives to meet client and shareholder expectations
with a policy of constant innovation.
The group’s governance also stands apart for its
minority shareholder culture, particularly evident
in its decision to stick to its one-share, one-vote
policy. Germany’s co-determination culture means
employee participation in top-level supervisory
boards. And the integration of sustainable development in the group’s strategy is facilitated by its
long-term vision and a strong culture of innovation,
all of which has ensured the group’s success over
successive generations.

AI SUPERPOWERS.
CHINA, SILICON VALLEY
AND THE NEW WORLD
ORDER
Houghton Mifflin Harcourt
Publishing, 2018

THE TECHNOLOGY
TRAP - CAPITAL,
LABOR, AND POWER
IN THE AGE OF
AUTOMATION,
Princeton Edition 2019

The information about the companies cannot be assimilated to an opinion of
Edmond de Rothschild Asset Management (Suisse) on the expected evolution
of the securities and on the foreseeable evolution of the price of the financial
instruments they issue. This information cannot be interpreted as a recommendation to buy or sell such securities.
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2 200 000 000

7°C

Number of people without safely
managed drinking water services,
according to the WHO and UNICEF.

Global temperature rise by 2100 in the
most pessimistic scenario according
to calculations by French scientists.

Source: https://www.who.int/fr/news-room/
detail/18-06-2019-1-in-3-people-globally-do-nothave-access-to-safe-drinking-water-–-unicef-who

Source: http://www.cnrs.fr/fr/les-deux-modeles-de-climat-francais-saccordent-pour-simuler-un-rechauffement-prononce

THE RESPONSIBLE INVESTMENT TEAM IN ACTION

AN ACTIVE STEWARDSHIP
AWARDED BY THE INTERNATIONAL
FINANCIAL FORUM
The 2019 AGM votes are not yet over, but the season has been rich in
events: beyond the emblematic case of the Climate Action 100 + resolution at BP’s AGM, demanding greater transparency on the group’s
strategy with respect to the Paris agreement, that passed with over
99% shareholder approval thanks to the support of the management,
we have seen several resolutions asking for more transparency on
a various number of themes such as deforestation or human rights.
Edmond de Rothschild AM exercises its responsibility as a shareholder
with rigour and independence: As a reminder, in 2018, we voted on
95% of our scope, of which 99% in France (67 AGMs out of 68). On a
global level we have a rejection rate of 20%, notably with regard to the
composition of boards of directors or supervisory boards, for which we
demand independence, diversity and availability.
Furthermore, as part of our engagement approach, we participated
in the submission of a motion for a resolution initiated by Phitrust at
EssilorLuxottica.
In 2018, we had already participated in submitting a motion alongside
Phitrust to lower the age limit of the CEO from 95 to 75 years, which
would have automatically resulted in a separation of functions. Unfortunately, this resolution did not receive the necessary capital to make it
on the agenda of the AGM.
In March 2019, in a context of governance that could have blocked the
functioning of the Board of Directors, Edmond de Rothschild AM once
again joined forces with Phitrust and a coalition of investors to contribute to finding a positive solution to the crisis. These motions were not
approved, but were strongly supported by the minority shareholders.
The work done with respect to these resolutions led to a start of tangible

October 2019. This document is non-binding and its content is exclusively for information purpose. Any
reproduction, disclosure or dissemination of this material in whole or in part without prior consent from
the Edmond de Rothschild Group is strictly prohibited. The information provided in this document
should not be considered as an offer, an inducement, or solicitation to deal, by anyone in any jurisdiction
where it would be unlawful or where the person providing it is not qualified to do so. It is not intended
to constitute, and should not be construed as investment, legal, or tax advice, nor as a recommendation
to buy, sell or continue to hold any investment. EdRAM shall incur no liability for any investment
decisions based on this document. This document has not been reviewed or approved by any regulator
in any jurisdiction. The figures, comments, forward looking statements and elements provided in this
document reflect the opinion of EdRAM on market trends based on economic data and information
available as of today. They may no longer be relevant when investors read this document. In addition,
EdRAM shall assume no liability for the quality or accuracy of information / economic data provided by
third parties. Past performance and past volatility are not reliable indicators for future performance and
future volatility. Performance may vary over time and be independently affected by, inter alia, changes
in exchange rates. “Edmond de Rothschild Asset Management” or “EdRAM” refers to the Asset
Management division of the Edmond de Rothschild Group. In addition, it is the commercial name of the
asset management entities of the Edmond de Rothschild Group.

improvement in the governance
of the EssilorLuxottica group.
At the ceremony of the Grand
Prix de l’AG 2019 award for the
best AGMs, as part of the International Financial Forum (IFF) of
Paris EUROPLACE, the jury made
an exceptional decision to award
its special prize not to an issuer
but to this coalition of investors
led by Phitrust and Comgest
alongside Baillie Gifford, Edmond
de Rothschild AM, Fidelity International, GuardCap AM and
Sycomore AM. The jury especially
noted the “originality of the
approach of the joint campaign
of these institutional investors,
the first of its kind in Continental
Europe”.
The information provided in this document should
not be considered as an offer, an inducement, or
solicitation to deal, by anyone in any jurisdiction
where it would be unlawful or where the person
providing it is not qualified to do so. It is not
intended to constitute, and should not be construed as investment, legal, or tax advice, nor as
a recommendation to buy, sell or continue to hold
any investment. EdRAM shall incur no liability for
any investment decisions based on this document.
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WE DON’T
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ON THE
FUTURE.
WE BUILD IT.
EDMOND DE ROTHSCHILD
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