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Executive Summary
Key findings
Within a short timeframe (3-5 years), asset managers believe, climate
change-related financial risk will cause a revaluation of listed oil and gas
companies.
New Divest Invest aligned investment products, especially for passive
investors, are urgently needed to manage climate change-related financial
risk.

This survey reveals a growing interest from investors in fossil fuel free products but a lack of supply
from the fund management sector, especially for investors in passive funds. In March 2017, the
Climate Change Collaboration conducted a survey of the 28 largest asset managers (by the size of
assets under management) operating in the UK (see Appendix) to find out what fossil fuel free
investment strategies and products they offer to UK investors and whether they have any new
products in the pipeline. We also asked their views regarding the timescale of the revaluation of fossil
fuel companies arising from climate change related financial risks.
A key finding of this survey is that most of the asset managers expect that climate change related
financial risks will significantly impact the valuations of oil and gas majors in the next 3-5 years. This is
a major risk for all investors, especially those invested in passive funds. The latter group includes
pension savers, many charities and universities who currently face a lack of availability of financial
products that invest in ways that appropriately manage climate change related financial risks.
Given the short timescale over which asset managers anticipate major gas and oil companies will be
revalued and the extent to which many passive investors rely on the dividend payments from these
companies, there is an urgent need for new fossil fuel free passive investment products that manage
the climate change related financial risks associated with fossil fuels and provide income and capital
growth for investors as we transition to a zero-carbon economy.
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1 Introduction
Many investors, especially charities and pension funds, are increasingly aware of the need to respond
to the financial risks and opportunities of climate change to their investments. They recognise that a
‘business as usual’ or even a "wait and see" approach would be irreconcilable with the fiduciary duty
of a trustee to act with prudence on financial risks.
One popular strategy for addressing the risks and opportunities from the transition to zero carbon is
Divest Invest, where investors exclude investments in certain fossil fuel companies and increase
capital invested in "climate solutions" such as renewable energy, energy and water efficiency,
sustainable agriculture, and sustainable housing, which are anticipated to be growth sectors in coming
decades. Over 700 organisations – including universities and local authority pension funds - worth
more than $5.5 trillion have moved their money, or have a policy to do so in line with Divest Invest.
2016’s annual charity investment survey of 80 charities with combined assets of £15 billion by Newton
Investment Management’s found that 16% of them have adopted a policy to exclude all or some fossil
fuel investments from their portfolio – a fourfold increase in 12 months1. A recent YouGov survey for
the UK Sustainable Investment Forum found that 35% of individuals would like their bank, pension or
savings provider to offer a fossil free option, rising to 46% for under 35s.2
Despite the interest in this approach, UK asset managers have not yet responded at the scale investors
might expect.
There are some exceptions to this trend for actively managed funds. BMO Global Asset Management
recently moved to exclude fossil fuels from their responsible investment funds. At the same time, it
increases exposure to climate solutions through these funds. Acadian Asset Management has
introduced an actively managed fossil fuel free sustainable emerging markets equity fund. Several
smaller fund managers such as WHEB, Impax and Ecofin, offer active managed fossil free funds that
specialise in positive screening. Further important innovation is in progress with "climate aware" funds
coming from LGIM and UBS, allowing investors with passively managed portfolios to introduce a tilt
away from carbon-intensive investments. However, these approaches are uncommon and don’t meet
the demand for full exclusion of fossil fuel companies of many investors. Nor do they include other
factors such as ESG or ethical exclusions such as tobacco and pornography.
In March 2017, we conducted a survey of the largest asset managers (by assets under management)
operating in the UK. The aim was to find out what fossil fuel free investment strategies and products
they offer to UK investors and if they have any new products in the pipeline. We also asked their views
regarding the timescale of the revaluation of fossil fuel companies because of climate change related
financial risks. This report summarises the results.
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https://www.newton.co.uk/uk-charities/file/2016-newton-charity-investment-survey-report/ page 3
http://goodmoneyweek.com/media/press-releases/new-good-money-weekyougov-poll-results-announced
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2 Survey Response
We invited 28 of the largest asset management companies to participate in the survey. 13 companies
completed the survey:
•
•
•
•
•
•
•
•
•
•
•
•
•

Acadian Asset Management
Aviva Investors
Blackrock
BNY Mellon
Columbia Threadneedle
First State Investments
Insight Investments
Kames Capital
Legal & General Investment Management
M&G
Northern Trust
Schroders
Stewart Investors

3 Survey content
The right time for investors to get out of fossil fuels and into ‘climate solutions’?
We categorised climate change-related financial risks into four types:
•

Regulatory risk – the prospects of severe physical impacts of climate change, which have a
direct human and financial cost, will drive more effective policy in response to climate
change

•

Litigation risk - increasing likelihood of successful legal action against fossil fuel companies
for the impacts of climate change, for delaying policy and regulation on climate or denial of
scientific evidence and failure to report climate risks to shareholders

•

Transition risk - fossil fuel and high-carbon assets stranded as the adoption of low carbon
energy technologies increases faster than expected

•

Reputation risk - stigma associated with investment policy contrary to the Paris Agreement
or from remaining invested in companies with plans that conflict with the Paris Agreement

We asked asset managers over what timescale they considered these risks would significantly
impact the valuations of oil and gas majors. Most of the fund managers surveyed consider that this
range of risk factors will significantly affect valuation of the oil and gas majors in the next 3-5 years:
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Measuring the (growing) interest from investors
We asked how client interest in fossil fuel free products and investment strategies has changed in the
last 12 months. All asset managers reported a growth in client interest with around a third reporting
a significant increase in client interest
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Availability of ‘Divest Invest’ funds for investors
We asked asset managers about investment products available for investors wishing to exclude fossil
fuels and invest in climate solutions.
12 respondents said they offer or could offer fossil fuel free options for clients with actively managed
portfolios. Six respondents have products for passive investors. Of these, only one, Insight Asset
Management, has a fossil fuel free product. Four others said that it would be possible if client demand
is clearly articulated. These were Aviva Investors, BNY Mellon, Legal and General, and Northern Trust.

Some asset manager managers are responding to growing client demand. BMO Global Asset
Management decided in May 2017 to remove fossil fuels from its responsible funds range. Vicki
Bakhshi, director in the governance and sustainable investment team at the asset manager explained,
“We see a growing investor demand, from both institutions and individuals, for investment strategies
that allow them to avoid investment in these [fossil fuel] companies, yet there is a distinct lack of
choice of such strategies in the market.”3
Reasons cited by two firms for reluctance to develop fossil free funds was the concern over missing
out on opportunities to engage with fossil fuel companies and missing out on future returns if these
companies develop low-carbon sources of energy. This may be at odds with the findings of the recent
Transition Pathway Initiative report4 which found that a current carbon emission intensity is an
important determinant of future carbon performance.
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http://www.bmogam.com/documents/bmo-responsible-funds-and-the-transition-to-a-low-carbon-globaleconomy/
4
http://www.lse.ac.uk/GranthamInstitute/tpi/wp-content/uploads/2017/06/Commentary-on-electric-utilitiesresults-7-June-with-disclaimer.pdf
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4 Conclusion
There is a growing interest from investors in fossil fuel free products and clients are raising this with
investment management firms. All the asset managers surveyed are willing to provide products for
investors with actively managed portfolios. However, of the smaller group of investors that offer
passive investment products, only one has a fossil fuel free product for investors in passive funds, and
this is fixed income.
The revelatory finding of this survey is that most of the asset managers consider that climate changerelated financial risks will significantly impact the valuations of oil and gas majors in a very short
timeframe. This is an immediate, and a significant risk for investors invested in passive funds including pension savers and many charities including universities. These investors are not currently
given options to invest in ways that appropriately manage climate change related financial risks.
Given the short timescale over which the asset managers anticipate the major gas and oil companies
will be revalued and the extent to which many passive investors rely on the dividend payments from
these companies, there is an urgent need for new passive investment products that manage the
climate change-related financial risks associated with fossil fuels and provide income and capital
growth for investors as we transition to a zero-carbon economy.

Key recommendations
Asset Owners: assess the climate change-related risk of their investments and
review options to manage these risks including Divest Invest, and communicate
their demand for new products to asset managers.
Asset managers: assess and report climate-related risks of investments (including
the anticipated revaluation of major oil and gas companies) to clients and develop
products, including fossil free products for active and passive investors, that
manage and mitigate climate change related financial risks.
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Appendix: List of Fund Managers contacted
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.

Aberdeen Asset Management
Acadian Asset Management
Aviva Investors
Baillie Gifford
Barclays
Blackrock
BNY Mellon Investment Management
Brewin Dolphin
Charles Stanley
Columbia Threadneedle Investments
First State Investments
Franklin Templeton Investments
Henderson Global Investors
HSBC Global Asset Management
Insight Investments
Invesco Perpetual
Kames
Legal & General Investment Management
M&G
Newton
Northern Trust Asset Management
Royal London Asset Management
Sarasin
Schroder Investment Management
Standard Life
State Street Global Advisors
Stewart Investors
UBS

About The Climate Change Collaboration
The Climate Change Collaboration is an initiative of 4 of the Sainsbury Family Charitable Trusts; The
Ashden Trust, Mark Leonard Trust, JJ Charitable Trust, and the Tedworth Charitable Trust. This group
came together in 2011 to support pilot and research projects to find ways of reducing CO2 emissions
quickly.
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