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Historically, Fossil Fuel companies such as oil, gas, and coal companies have had a constant place within an investment 
portfolio. While this is currently the norm, the world is now ushering in a new era, one that is seemingly focused on combating 
climate change. 

The planet’s climatic system is getting more unstable, and the primary drivers of global temperature rise are greenhouse 
gases. The Paris Agreement became one of the first global stepping stones to fight climate change as 197 countries agreed 
to keep the global temperature increase to well below 2°C and to pursue efforts to limit it to 1.5°C above pre-industrial 
levels. Since then, the topic of emissions has become a major focal point in policy changes. This structural trend has been 
supercharged over the last 2-years, the first catalyst proved to be the Covid-19 pandemic and the second green shoots 
came from the back of the Russian invasion of Ukraine. With countries around the world now looking to cut their dependency 
on Russian commodities, it also triggered a serendipitous effect, one that is pushing economies to become greener and the 
goal of achieving net-zero has been fast-tracked. This transition is also occurring within the investment world, in 2018 around 
$25billion poured into sustainable funds; in 2021 this was $357billion1.

What does it mean for investors?

Many of the recent events aforementioned have accelerated the pace of renewable technologies, which could cause a 
sharper and quicker loss in the value of fossil fuel companies. The fear is that many current portfolios hold a big position 
in fossil fuel assets and this could cause huge financial losses to investors. This may come from tighter climate action 
regulations and a faster pace of transition to net-zero could cut the valuations for these companies. While this structural trend 
has increased pace, investors should be aware rather than alarmed as it’s also worth noting that transitions such as these 
are not instant and rather staggered - Rome wasn’t built in a day.

How is ebi positioned to deal with this threat? 

ebi’s portfolios are already ahead of the curve in regards to stranded assets  (assets that suffer unanticipated or premature 
large devaluations). The ESG metrics used in the construction of the ESG funds we employ assess the risks associated 
with the underlying companies based on a wide range of ESG issues, including their exposure to fossil fuels and stranded 
assets. We have worked with fund managers to push for a 50% reduction in carbon emissions versus the funds’ respective 
benchmarks. 

ebi does not invest in any commodities and has no direct holdings of fossil fuels. The equity portfolio has a 1.3% exposure 
to the energy sector compared to the global equity market exposure of 4.7%, due to the ESG overlay.
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The chart below compares the carbon involvement of the Earth equity portfolio against the MSCI ACWI IMI, a proxy for the 
global equity market, we can see that in all measures the Earth portfolio has a lower exposure to companies that derive 
revenue from fossil fuels. Hence the portfolio is better protected against these risks than a vanilla market portfolio.

Conclusion 

Timing an exit is difficult and something that evidence suggests is unrewarding. In the short term, the world will need fossil 
fuels to continue. However, long-term investors should be cautious about excess weighting towards these companies as the 
world begins to wean away and head toward greener pastures.
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Disclaimer

We do not accept any liability for any loss or damage which is 
incurred from you acting or not acting as a result of reading any of 
our publications. You acknowledge that you use the information 
we provide at your own risk.

Our publications do not offer investment advice and nothing in 
them should be construed as investment advice.  Our publications 
provide information and education for financial advisers who have 
the relevant expertise to make investment decisions without 
advice and is not intended for individual investors.

The information we publish has been obtained from or is based 
on sources that we believe to be accurate and complete. Where 
the information consists of pricing or performance data, the data 
contained therein has been obtained from company reports, 
financial reporting services, periodicals, and other sources 
believed reliable. Although reasonable care has been taken, 
we cannot guarantee the accuracy or completeness of any 
information we publish. Any opinions that we publish may be 
wrong and may change at any time.  You should always carry 
out your own independent verification of facts and data before 
making any investment decisions.

The price of shares and investments and the income derived from 
them can go down as well as up, and  investors may not get back 
the amount they invested. Past performance is not necessarily a 
guide to future performance.
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