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‘This book presents a salient truth: every investor – no matter how large or small – has the power to help address our climate crisis and build a more sustainable world. Together, we can and must act now’

Al Gore, former Vice President of the United States

‘I can’t imagine a more important book at the moment. A detailed, action-orientated guide on how to make our money matter and save us and the planet we live on’

Richard Curtis, writer, director, Co-founder of Red Nose Day and UN Sustainable Development Goals Advocate

‘Investing responsibly is one of the most powerful avenues towards addressing climate change. But it’s not only for large institutional investors. Every person’s savings account and pension can meaningfully contribute. Ross tells us how in this clear, easy-to-understand yet transformative book’

Christiana Figueres, Founding Partner, Global Optimism and former Executive Secretary, United Nations Framework Convention on Climate Change

‘People often ask me what THEY can do to act on the climate crisis. I now have yet another answer. Investing to Save the Planet explains the power you have, through your financial investment choices, to accelerate the path towards a sustainable clean-energy future. Read this book and be empowered to create a better future for the planet’

Michael Mann, Distinguished Professor, Penn State University, author of The New Climate War

‘Changing the way that we invest is one of the most powerful levers we have for solving climate change. This hugely interesting and immensely practical book not only explains why changing how we invest is so critically important but also provides a set of powerful tools for actually doing it’

Rebecca Henderson, John and Natty McArthur University Professor at Harvard University and author of Reimagining Capitalism




To Greta and Ranald




Preface

I had the idea to write this book, which started life as an article for the Financial Times, in the summer of 2019. Climate change was in the news, and it wasn’t pretty. The Amazon was burning – literally. July was the hottest month on record. Every day I seemed to be waking up to some new climate crisis, and I felt powerless to do anything about it. At the time, I was the wealth editor at the Financial Times. I spent a lot of my time talking to rich people and private bankers. That was where I first heard about some of the climate change solutions that people were investing in: new technologies that could change the world, and that needed deep pockets to finance them. But then I thought: surely the average investor on the street could get involved too, by looking at what was in their pension fund, for example, or thinking about whether they should invest in fossil fuel companies. It seemed to me that explaining what we can do to fight climate change as investors as well as consumers would give people some sense of control over the situation.

Looking back at that time, some things have changed. The bad news we got used to waking up to in 2020 was of course the coronavirus: the daily death tolls, the hit to the economy. The climate crisis seemed almost to have been sidelined. I wrote much of this book in lockdown at my home in London while my two young children were out of school. It was a busy, stressful time.

But it was also a quiet time. I was woken up, like so many others, not by planes roaring overhead to Heathrow but by birdsong. Pollution was on track to fall by a record level. Neighbours started swapping food and shopping for each other. We stood in the street and clapped for our health workers every Thursday evening. It felt like a connected time.

And people started to notice how companies were handling the crisis. Some were firing their workers. Others were guaranteeing jobs. The investors in those companies started to notice too, and began speaking out. Our global collective experience of the coronavirus drew comparisons with climate change: both were a common enemy that would best be fought through cooperation. The experience of individuals and communities helping each other, and of investors caring whether the companies they owned were treating their workers well, gave people hope that much-needed cooperation on climate change would work too. ‘Build Back Better’ became a catchphrase as governments tried to figure out how to emerge from the economic crisis in the right way.

Anyone with savings, a pension or investments has building blocks at their disposal too. If we invest our money in the right way, we can help to combat climate change and feel a sense of control in an uncertain world. This book will help you to do that.
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A Short History of Green Investing

When David Blood told his colleagues in 2003 that he was resigning to start a sustainable investment company, they laughed at him. Blood was a senior banker, working as the head of asset management at Goldman Sachs. His clients were among the largest investors in the world. But back then, not many of them were interested in investing in climate change solutions.fn1 Most experts at that time, Blood recalls, thought that sustainable investing meant limiting your horizons. In other words, it was about being a do-gooder rather than an investor: people could choose not to invest in fossil fuel companies, but they’d make less money as a result. ‘We believed differently,’ he says.

Blood joined forces with Al Gore, the former vice president of the United States, who in 2000 had narrowly lost the presidency to George W. Bush. Gore was fast becoming a leading figure in the climate change debate. In 2006, he released a critically acclaimed and widely watched documentary, An Inconvenient Truth, which warned about the dangers of climate change. The following year, he won the Nobel Peace Prize for helping to raise awareness of global warming.fn2 The rest of the world – consumers and, importantly, investors – was waking up to climate change, both to the risks it posed, and then to the opportunities. Now, Gore sees investment as key to unlocking some of the problems of cutting carbon emissions. ‘We believe that the world is in the early stages of a sustainability revolution,’ he says.

The company that Blood and Gore founded, Generation Investment Management, is now one of the most successful investors in climate change solutions. In fact, it is one of the most successful investment managers full stop. Its flagship global equity fund returned more than 11 per cent a year on average to investors between its launch in 2005 and March 2020, compared to an average 6 per cent a year from its benchmark, the MSCI World Index. And it has been followed by countless other sustainable investment specialists. Investing with the environment in mind has become extremely popular, with investment houses falling over themselves to market new products to consumers – or, as they are known, retail investors.

What has changed between the turn of the century and now? Until very recently, sustainable investment was seen as a specialist, niche area. It was assumed that investing responsibly meant that you wouldn’t make as much money. Investing ethically was more of a hobby, or a philanthropic pursuit. A serious investor who wanted to make real money shouldn’t be troubled too much by morals, went the thinking. Things could hardly be more different now.

Ethical investing in its modern form can be traced back decades: from investors shunning companies profiting from South African apartheid in the 1970s and 80s to those dumping tobacco holdings in the 90s. Investing with the environment in mind started as a niche area in broader ethical investment, but it shared a key characteristic: it was about avoiding things – in this case, fossil fuel companies. As it became obvious that the world needed more renewable energy, investors started to see positive opportunities too. The first years of this century saw venture capitalists and private equity funds pour millions into solar and wind energy technologies.

This proved to be an early setback for the environmental investment movement, however. First, government subsidies made it hard to value the market properly and oversupply led prices to fall. And then came the global financial crisis of 2008. The collapse in financial markets heaped pressure on a sector that had already been struggling. Lots of renewable energy companies went bust, and investors lost millions. Big oil majors like BP and Shell who had tentatively dipped a toe in the water of solar energy rapidly pulled out, believing it to be unprofitable. Some people reverted to their view that investing sustainably was a mug’s game.

Since then, however, there have been major changes in the way mainstream investors think about the environment, and crucially in how they think about risk. From government pension funds to billion-dollar investment funds to hedge fund tycoons, everyone in finance is waking up to the fact that climate change is going to change the world, so we had better change our investment portfolios as well. The recent explosion in interest in sustainable investment can be traced back to two key moments in recent history: the 2015 Paris Agreement, and the publication of the UN sustainable development goals the same year.

In September 2015, the United Nations published 17 sustainable development goals as part of its 2030 Agenda for Sustainable Development. All UN members signed up to implement the goals, which range from no poverty and zero hunger to climate action and responsible consumption and production, and are intended to be achieved by 2030.

Later that year, representatives from all corners of the globe met at the UN climate change conference in Paris to discuss ways to combat the growing climate crisis. Nearly every country in the world agreed to limit the increase in the global average temperature to well below 2 degrees Centigrade above pre-industrial levels, with an aim of limiting the increase to just 1.5 degrees. The 2 degrees target would require carbon dioxide emissions to peak by 2020 then be reduced to ‘net zero’ before the end of the century. Net zero doesn’t mean that there wouldn’t be any carbon dioxide emissions, but that any remaining emissions would be offset through other measures, from planting trees on the low-tech end to carbon capture and storage on the high-tech end. To limit warming to 1.5 degrees, net zero needs to happen by 2050. Various countries and companies have set themselves net zero targets by 2050 as a result, including the United Kingdom, Norway and New Zealand, and oil companies BP and Shell.

The year the world woke up to climate change

Developments since 2015 have hastened the interest in climate change solutions, as global warming has led to volatile weather conditions, economic damage and increasing species extinction. According to analysts at UBS, 2019 was the year the world really woke up to climate change, following a report from the UN Intergovernmental Panel on Climate Change (IPCC) the previous year, which set out a stark difference in outcomes for people around the world even in the event of a 2 degrees change versus a 1.5 degrees change. This growing sense that climate change, far from being a niche concern, was the most important problem the world faced thrust it into the mainstream. Politicians and celebrities alike burnished their green credentials. New poster children for the movement emerged – literally, in the case of Greta Thunberg, the Swedish environmental activist who shot to fame at the age of just 15, having pioneered the movement for school students to strike over the climate in 2018, and who told attendees of the 2019 Davos summit that ‘our house is on fire’.

Waking up to climate change in the investment world means looking to see where risks can be avoided and profits can be made. A report by Bank of America declared that the 2020s ‘are shaping up to be the decade of climate opportunity’, predicting that what it calls the climate solutions market could double in value from $1tn to $2tn by 2025.

The general public has taken note. More and more people want their investments to be sustainable and are conscious of where their money is going. A report by the UK’s Department for International Development found that 68 per cent of UK savers wanted their investments to consider the impact on people and planet alongside financial performance. Record sums of money were poured into sustainable investment funds in 2019 by US investors alone, with nearly four times as much – $20.6bn – ploughed into US sustainable investment funds as in the previous year, according to Morningstar, the data provider. Appetite was even stronger in Europe, where European investors pumped more than twice as much cash into sustainable funds in 2019 as in the previous year, totalling a record €120bn.

Ethical investing used to be about avoiding things. But green or sustainable investing is now about finding opportunities as well. The investment world is on the cusp of a huge transformation in the way it thinks about risks and making money. Because this change in mindset is taking place right now, though, the sands are still shifting on a lot of important things, such as what sustainable investing really is, or should be, how regulators should define it and how investors should do it.

When retail investors – that’s you and me, as opposed to institutional investors, who run things like pension funds – say they want to invest to save the planet, they usually mean one of two things: they want to avoid certain companies, usually oil and gas companies; or they want to invest in companies, usually smaller, newer ones, that are explicitly helping to reduce carbon emissions. These could be wind farm companies like Vestas, alternative meat companies like Beyond Meat, or green transport companies like Tesla. But when institutional investors offer you a sustainable fund, they might mean something quite different. They could just be investing in ‘best in class’ companies in their sector, for example, so you might find yourself owning companies that seem to have nothing to do with the environment, like Starbucks or Microsoft. Or they could be investing in companies in transition, so you might find yourself still owning oil and gas companies. As we’ll see later in the book, this misalignment between institutional and retail investors in terms of their understanding of sustainable investing can sometimes be a problem.

The alphabet soup

The fund management industry does not help itself with its alphabet soup of terminology. The terms ‘sustainable investing’, ‘ethical investment’ and ‘socially responsible investing’ (SRI) are often used interchangeably and usually refer to investments that are made not just with financial returns in mind, but take account of an investor’s values and morals as well. SRI is the older term, and people who have already dipped a toe in the water of sustainable investing will probably recognise it. In the past, it didn’t necessarily have anything to do with climate change – if you didn’t want to hold tobacco stocks, for example, that would class you as an ethical, or socially responsible, investor.

These days, the main term used by the financial industry for all socially responsible investment is ESG (environmental, social and governance). ESG investing is intended to be more financially rigorous: investors are supposed to be considering the way in which ESG risks and opportunities can affect companies’ financial returns. Sustainable funds tend to have this ESG acronym somewhere in their name. In theory, an investor could select companies with high ESG ratings purely because they believe their performance is likely to be better, rather than for any ethical reason.

On a global level, the percentage of both retail and institutional investors applying ESG principles to at least a quarter of their portfolios jumped from 48 per cent in 2017 to 75 per cent in 2019, according to a report from Deloitte. This enthusiasm is only expected to grow. In February 2020, Deloitte predicted that ESG funds could make up 50 per cent of the total of professionally managed investments by 2025. But do all these ESG investors know that they’re not necessarily investing to help the environment?

People who want to invest to save the planet should do their homework before picking an ESG fund, as it might invest in companies that score highly only on the social or governance side. A company might be in an ESG fund if it has a good environmental score – a renewable energy company, for example. It might be ESG if it has a good social score – it treats its workers well. And it might be ESG if it has a good governance score – it has fair bonus schemes and holds its executives to account for their actions. So just because you invest in an ESG fund doesn’t mean you’re investing to save the planet. While climate change solutions funds are almost certainly going to be ESG funds, not all ESG funds include companies that care about the environment. It surprises a lot of investors to learn, for example, that oil giant BP is in some ESG funds because it scores well on governance. A report by UK wealth manager SCM Direct in 2019 found that the L&G Future World ESG UK Index, for example, had nearly 11 per cent of its holdings in tobacco, alcohol, gaming and defence stocks.

But even investing in the E of ESG is not always straightforward. Some companies may be in environmental funds because they are making something that will help to change the world – like alternative meat or hydrogen fuel cells. But others may be in such funds because, for example, the fund manager is pursuing a strategy of ‘best in class’. It could be a fossil fuel company, but one that is investing more in renewable energy than its peers. It could be a global car company that is investing more in electric vehicles than its rivals. How you feel about this is your personal choice, but it may not be clear in the fund labelling.

With so many investment companies keen to jump on the ESG bandwagon and profit from the trend, there have been concerns about greenwashing. A play on the term whitewashing, where problems are covered up, greenwashing happens when companies or fund managers pretend their products are more environmentally friendly than they really are. Some financial advisers and investors worry that investment firms are launching new products to try and ride the recent wave of interest without putting too much thought into them. The fact that ESG labelling is currently so confusing for investors only makes it easier to greenwash.

Many fund managers have been quick to piggyback on the Paris Agreement when marketing environmental funds to consumers with a growing interest in climate change solutions. When the UN launched its 17 sustainable development goals (SDGs) in 2015, for example, it laid them out as a series of little coloured boxes with a logo on each one. Not all were directly climate change related – no poverty, zero hunger, and quality education were among the goals, for example. Others included climate action, affordable and clean energy, and clean water and sanitation. Fund managers now often say that their fund is investing in line with one or more of these goals. The well-designed logos have proven particularly impactful in marketing materials. ‘The person who invented those icons should be given a job at [advertising giant] Saatchi, as every investment manager is using them,’ jokes Michael Lewis, head of ESG thematic research at DWS, the German asset manager.

But some investors think fund houses are using these goals to try to make existing or new funds appear more relevant. Some funds have been renamed in recent years: Morningstar found that in 2019, more than 250 funds had repurposed themselves from traditional to sustainable. When it investigated, it found that in some cases fund managers had adapted a fund purely for marketing purposes, without changing the structure or investment philosophy. That doesn’t mean the fund didn’t change its holdings at all, but in some cases managers simply made tweaks, removing controversial companies. In October 2019, for example, the BMO European Equity fund was renamed the BMO Sustainable Opportunities European Equity. It made ‘few changes’, according to Morningstar, though it did remove Richemont, which owns British gunmaker James Purdey and Sons, as well as jewellery company Cartier, which was criticised by Human Rights Watch in 2018, among others, for failing to ensure that its jewels were ethically mined. Many fund managers tweak existing funds for regulatory reasons: new rules in Europe require fund managers to offer a sustainable product to investors who want one. But there is also a view in the investment industry that some managers create products that might be compared to spaghetti – throwing them at the wall to see what sticks – in order to take advantage of a trend.

One fund manager gives the example of water funds that say they invest in line with the SDG goal of clean water and sanitation. The goal is to address the lack of sanitation and improve access to safe drinking water, mainly in poor countries. Yet many water funds are stocked with Western utility companies, which, the manager says, ‘are processing rich people’s sewage when the problem is a lack of drinking water in the Third World. That dislocation and hypocrisy is important to avoid.’

A 2019 report from market researcher Cicero found that 97 out of 100 financial advisers were either very or fairly concerned about the possible mis-selling of products marketed as having strong ESG credentials as consumer interest in the responsible investment sector surged. Neville White, head of sustainable research at EdenTree, the asset manager that sponsored the research, told the Financial Times at the time that ‘The language in this part of the market has become dense and confusing. There is little regulation over what you label a product.’

We’ll look more at this issue of greenwashing in the course of the book.

‘You know it must be serious’

Regardless of whether they’re institutional or retail, investors around the world are starting to realise that they need to take climate change risk into account when considering whether to invest in a particular company or sector. There are various movements among professional investors to achieve this, which we’ll look at later. Thousands of pension funds, foundations and institutional investors, for example, have signed up to the UN Principles for Responsible Investment (PRI), which require signatories to publicly report on their responsible investment activity.

Many professional investors are becoming increasingly outspoken on climate change – and, in a sign of how mainstream the issue has become, they are not necessarily running climate change funds or specialising in sustainable investment. Take Christopher Hohn, one of the world’s best-known hedge fund managers. In an unusual crossover between the financial world and that of the eco-warrior, he backed the climate change movement Extinction Rebellion, which rose to prominence in 2019 after its supporters held sit-ins at key sites across London, blocking off major bridges and shutting down traffic. Hohn gave the movement £50,000 of his own money, making him its biggest individual donor, and contributed even more through his philanthropic fund. In December 2019, he said his activist hedge fund, TCI – which is not a sustainable investment specialist – would vote against directors at companies that failed to disclose their carbon dioxide emissions. As the Financial Times drily put it: ‘When a hedge fund manager worries about the rest of humanity, you know it must be serious.’

The biggest investment manager in the world, BlackRock, caused headlines in January 2020 when its chief executive, Larry Fink, wrote to the heads of the companies BlackRock invested in saying that there was about to be a ‘significant reallocation of capital’ as investors around the world considered how they should invest wisely given climate change. ‘Every government, company, and shareholder must confront climate change,’ he wrote – adding that BlackRock would be increasingly likely to vote against companies on sustainability grounds.

Whether promises by professional investors to consider climate change seriously can be taken at face value is something we will explore in this book. It is notable, for example, that Hohn has been one of BlackRock’s most vocal critics, accusing the fund manager before its January letter of being ‘full of greenwash’.

The muddy waters of ‘green’ billionaires

Finding solutions to climate change has proven to be a far cry from the philanthropic activity it was once believed to be. In fact it has made, and continues to make, some






The boom in wealth
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