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With environmental and social issues becoming increasingly 
important considerations for many investors, Capital Group 
maintains its integrated approach to responsible investing. 
By engaging with companies across all sectors on these 
topics, we are able to shape our approach to subjects such 
as stranded assets and climate change.

Our integrated approach to responsible investing when it 
comes to environmental issues
Capital Group has always invested for 
the long term on behalf of our clients 
and incorporated the impact of 
environmental, social and governance 
(ESG) issues into the decision-making 
process where relevant. As an asset 
manager, we recognise that clients trust 
us to invest in a way that helps them to 
meet their long-term investment 
objectives. Responsible investing forms 
an integral part of our bottom-up 
investment process, reflecting our belief 
that successful companies are likely to 
be those that take ESG issues seriously. 

Consistent with our responsible 
approach to investing, it makes sense for 
us to be attuned to major sustainability 
issues, especially as they relate to the 
environment. With regard to those 

companies operating in industries about 
which some analysts might have 
concerns, we generally favour 
engagement rather than categorically 
restricting investment in them. For 
example, our oil and gas analyst was 
concerned that a particular company 
was taking unnecessary risks in its daily 
operations of extracting natural 
resources by not adequately maintaining 
its equipment or adhering to the highest 
safety standards, potentially 
endangering its workforce and the 
environment as a result. Through 
engagement with the company we have 
been able to highlight these concerns to 
its management, who have begun a 
review of their operations and started a 
process of improvement. 

Investing in 
a context of 
climate change: 
Capital Group’s 
approach.



In another instance, after engaging with  
a company, our metals and mining 
analyst realised that its commitment to 
mitigating risks associated with 
environment, health and safety was not 
as advanced as its peers’, and 
recommended that we do not invest. In 
this instance, the analyst’s fears were 
realised, as physical harm was later 
caused to employees and civilians as well 
as damage to the environment.

However, ESG factors can also be part of 
a positive investment decision. Our 

analysts are sometimes able to 
recommend investing in companies that 
they believe can deliver superior returns 
over the long term while providing 
sustainable environmental benefits. 
Successful investments have been made 
in companies that provide renewable 
energy and irrigation solutions in 
emerging markets, and in those that 
deliver energy efficiency benefits. We 
also follow developments in new 
technology, such as batteries for energy 
storage, which could accelerate the 
transition to a lower carbon economy.

Facing the increased risk of stranded assets: our position on 
fossil fuel companies
Among the various environmental issues, 
our investment professionals pay 
particular attention to the complex topic 
of stranded assets1 and the debate 
around divestment from fossil fuel 
companies. Whether or not to divest 
from fossil fuel companies has been 
considered carefully, and we have taken 
into account the effectiveness of such an 
approach and the impact it would have. 
The decision is made harder since the 
argument supporting whether or not a 
company has ‘green’ credentials is rarely 
clear-cut. Excluding oil companies, for 
example, will not automatically translate 
into investment in cleaner and 
renewable energy technologies. 
Furthermore, even solar and wind power, 
universally agreed as being clean forms 
of energy, require fossil fuels and other 
rare earth minerals during the course of 
production. Also, since the world’s 
energy needs cannot be met with 
alternative sources alone, more 
conventional forms of energy will still be 
needed when these renewable sources 
cannot be used.

Therefore, rather than divest, we have to 
date opted to engage with companies to 
encourage more climate-friendly action 
to accompany the transition to a low-
carbon economy.

While low fossil fuel prices may be 
temporarily reducing the economic 
viability of alternatives such as solar or 
wind, we are mindful about the impacts 
of carbon emission regulations, which 
already create winners and losers. 
According to our analysts, there is 
enough public concern and political 
action to affect industry and investment 
decisions. Coal, for example, as the most 
carbon-intensive energy source, is 
expected to suffer not only from 
divestment campaigns but also from 
increasing government support for 
alternative energy sources such as solar, 
wind and other renewables. Our oil and 
gas analyst regularly engages with 
companies to assess the impact that 
divestment campaigns and the changing 
regulatory frameworks could have on 
their business models.

Given the increased demand for 
information on our environmental impact, 
particularly through the companies we 
invest in, we are developing the tools 
and processes needed to respond to 
these requests. In the near future, 
external organisations will help us 
measure the trajectory of the carbon 
footprint of our portfolio and estimate 
our exposure to the risk of stranded 
assets. In this newly emerging area of 

Rather than divest, we have to date 
opted to engage with companies 
to encourage more climate-friendly 
action to accompany the transition 
to a low-carbon economy.

1. An asset that is worth less on the market than it is on a balance sheet due to the fact that it has 
become obsolete in advance of complete depreciation.
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Companies that do not anticipate 
regulatory developments may be at 
risk of a higher cost of capital, more 
expensive regulation or redundant 
assets.

business analysis, their independence 
and expertise will lend credibility to this 
process. Although carbon intensity will 
not in itself be a key factor in making 
investment decisions or sector 

allocations, our portfolio managers will 
continue to be mindful of these 
environmental considerations and their 
financial impact.

Investing (realistically) around climate change 
The 2015 United Nations Climate Change 
Conference (also known as COP21), held 
in Paris in December, showed that there is 
some political will to address the risks 
associated with climate change and take 
bolder steps in attempting to reduce 
carbon dioxide emissions. The conference 
negotiated a global agreement on the 
reduction of climate change among the 
196 parties attending it. The agreement 
will only become legally binding if it is 
ratified by at least 55 countries that 
together represent at least 55% of global 
greenhouse emissions. Should this 
threshold be achieved, the resulting 
implementation of the agreement could 
have broad societal, economic and 
political consequences. 

The United Nations Framework 
Convention on Climate Change estimates 
that, if successfully implemented, the 
aggregate effect of the pledges would 
reduce emissions by 18% by the year 
2030, and therefore contribute to keeping 
global warming below a temperature rise 
limit of 2°C. Given this, additional 
pressure is being put on governments to 
ratify the agreement early and carry out 
climate actions. 

Following COP21, Capital Group 
conferred widely with our investment 
teams across the globe, which comprise 
more than 350 analysts and portfolio 
managers. The consultation revealed that 

our portfolio managers and analysts are 
acutely aware of how disruptive and how 
much of a headwind the new regulatory 
environment could be for companies. As 
one analyst said, “reaction to climate 
change has financial implications that are 
too big to ignore.”

Companies that do not anticipate 
regulatory developments may be at risk 
of a higher cost of capital, more 
expensive regulation or redundant assets.  
Our long-term, fundamental research 
approach enables us to assess these risks 
as part of our investment process. 

At Capital Group, some analysts have 
started to reallocate a portion of assets in 
their portfolios according to their 
exposure to climate risks, beyond just the 
energy sector. 

However, in the absence of strong and 
stable government policy frameworks, as 
well as information that would make it 
possible to adequately reflect climate 
risks in asset allocation, it remains difficult 
to challenge companies on the 
integration of climate change in their 
business models. Since policy is still being 
written, the timing is uncertain: winners 
today may not be winners tomorrow. And 
if technology makes renewables more 
economically viable, the choice between 
them and the alternatives will become a 
major investment consideration.

Views on climate risks for carbon-intensive sectors are evolving
Utilities, metals and mining, in addition to 
autos, chemicals and oil and gas 
industries, are particularly affected by 
climate regulation. Many companies 
within these industries are readying their 

business models for energy transition to a 
low-carbon economy. Overleaf is a 
summary of some of our analysts’ views 
on these sectors.
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Utilities

Responses to climate change are forcing technology changes 
and increasingly leaving some assets stranded while 
contributing to the growth of a new energy landscape. 
Complex new regulations can also have surprising unintended 
consequences. For instance, renewable energy subsidies 
indirectly contribute to a depressed carbon price, which has 
left parts of Europe very reliant on coal and displaced much 
cleaner natural gas in the power generation mix. 

In our conversations with companies, the most “investment-
relevant” issue is what governments and stakeholders expect 
of their utilities, and the impact it has on the value and growth 
prospects across the utilities’ asset base as well as the 
sustainability of their earnings. The electricity generation mix 
is changing dramatically: there are increasing restrictions on 
building, financing, and operating new coal power plants, 
while technological improvements and government support 
are making renewable energies increasingly attractive. The 
electrification of transportation and the integration of energy 
storage will also have profound implications on the electricity 
grid.

Frank Beaudry
Investment analyst
Based in London

Ernie Nutter
Investment analyst
Based in Toronto

Metals and mining

The metals and mining business provides many of the 
essentials of modern day-to-day living but by its nature is 
often energy-intensive and at times disruptive. With increasing 
focus on the environment, the stewardship shown by company 
management and its board is a key consideration.  It is clear 
that to ignore climate change developments when it comes to 
investing would be irresponsible. 

Coal produces around twice the carbon dioxide emissions as 
other forms of fossil fuel power generation for an equivalent 
amount of energy output. This fact has led to a dearth of 
new capacity installation and, along with lower gas prices, 
to a point where US coal is a shrinking industry with over-
capacity. All this has been key to a conscious move to avoid 
investment in thermal coal-producing companies. Climate 
change developments are, however, likely to be more of a 
positive for graphite, lithium and copper markets as more and 
more electric vehicles are produced and power storage cells 
are matched with sporadic wind and solar systems to ensure a 
consistent power feed.

“Complex new regulations can 
also have surprising unintended 
consequences.”

“To ignore climate change 
developments when it comes to 
investing would be irresponsible.”
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Autos

The move towards lower/zero emission vehicles will require 
significant research and development (R&D) expenditures. 
This will ensure that some auto parts companies grow faster 
than the industry average. They may benefit in the long run 
by investing in new technologies, such as the production of 
lightweight carbon fibre to replace steel, which would 
significantly reduce vehicle weight and fuel consumption. The 
proportion of spending on R&D is a key indicator of which 
companies are prepared for increasingly restrictive emissions 
standards. Increased scrutiny of stated vehicle emissions 
seems inevitable.

Vantil Charles
Portfolio manager
Based in London

Chemicals

While some of our companies are hurt by stricter clean air 
and water enforcement, others gain by being more focused 
on those issues. It is, however, difficult to compare such a 
diverse set of chemical companies, which have different 
integrated manufacturing capabilities and products that 
vary from petrochemicals that rely on oil/gas as feedstock, 
to green or eco-chemicals. Valuation will always be a key 
driver in asset selection, but when an attractive valuation 
is linked to a business opportunity to benefit from a trend 
(for example, increasing demand for alternative energy), we 
always give it further careful consideration. 

Carlo Zola
Investment analyst
Based in Los Angeles

Oil and gas

The transition towards a low-carbon future will be a slow 
evolution rather than a revolution. Policy will notably evolve at 
first towards increased use of natural gas, and we see this as 
a long-term positive for those with the right exposure. As of 
now, our view is that climate change is still a highly uncertain 
issue for this sector, with a wide range of potential outcomes, 
making it difficult to act with conviction and determine the 
scale of those convictions. It does not mean it should be 
ignored: we have learnt that a market oversupplied by only 
2% can result in wild price gyrations; likewise, this “slow 
evolution” will impact commodity prices, investments and 
ultimately, stock prices. 

Georges Lambert
Investment analyst
Based in Geneva

“Increased scrutiny of stated vehicle 
emissions seems inevitable.”

“When an attractive valuation is 
linked to a business opportunity to 
benefit from a trend, we always give 
it further careful consideration.”

“The transition towards a low-carbon 
future will be a slow evolution rather 
than a revolution.”
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Looking beyond the facts and figures
At Capital Group, we recognise that 
corporate decisions have the potential 
to cause harm to people and the 
environment, damage a company’s 
reputation and hamper its long-term 
returns. As such, our involvement in ESG 
issues stretches back many years and 
has evolved over time as challenges 
such as climate change have emerged.

Our intensive on-the-ground research 
and long-term approach allows our 
analysts the opportunity to meet 
regularly with companies we invest in 
and monitor. We can engage in open 
dialogue with senior management, as 
well as key policymakers across different 
geographies and industries. In terms of 
environmental considerations, we 
promote stronger environmental 
policies to companies and consider 
alternatives to divesting. These include 

concepts such as monitoring the carbon 
footprint of a portfolio, managing our 
exposure to physical and regulatory 
risks, and positive discrimination 
whereby investments are made in 
companies that follow energy-efficient 
business practices.

We have the experience of managing 
segregated portfolios with exclusion 
lists but clients need to be aware that 
these lists may be detrimental to long-
term returns.

Finally, in addition to climate change, 
our investment policies and approach 
have a focus on sustainability and best 
governance practices. Given our long-
term investment horizon, it makes sense 
for us as investors to be attuned to 
major issues around sustainability for 
the companies in our portfolio.
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