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A Practical Challenge
In his July 2012 Rolling Stone ar cle “Global Warming’s Terrifying New
Math,” Bill McKibben highlights scien fic research sugges ng that, if
we’re to avoid environmental catastrophe, we can consume at most
20% of the world’s remaining hydrocarbon reserves. He asserts that
the remaining 80% must be le in the ground, as “stranded assets”
with no value. On this basis, he’s since launched a campaign to divest
from companies that produce fossil fuels.
We praise McKibben’s communica ng the planetary implica ons
of unconstrained carbon emissions so clearly and to such a broad
audience. His work is an important contribu on to the global struggle
to address climate change, reduce greenhouse gases, and adapt
equitably. We don’t think divestment alone can meaningfully raise
the cost of capital for hydrocarbon producers without widespread
adop on. Nevertheless, as in the an -apartheid movement, we
recognize the symbolic power of a divestment campaign. The ac vist
community must keep pushing climate change to the forefront by
bringing it to every available forum. In addi on to our own more
pragma c approach of selec ve investment and engagement, we
have long implemented strategies that allow clients to divest from
large por ons of the Energy sector at their request. Our preliminary
analysis suggests screening out McKibben’s list of 200 hydrocarbon
producers from our model por olios would lead to a minimal
increase in the expected tracking error of the resul ng por olios
versus broad market benchmarks.
But, we also see in the McKibben argument a prac cal challenge to
the broader investment community that far exceeds its symbolic value
to a small group of ac vists. What is a reasonable way forward for
the en re economy? Are there ways that an asset owner with a long
me horizon might help shape a sensible future from this quagmire?
Can long-term investors structure a reasonable return when so much
of the investable universe is at risk of impairment? Boston Common’s
approach seeks to address this prac cal challenge.

In Brief
In the last few weeks, we’ve heard from many
of you regarding a growing debate over the
appropriate way to invest in the fossil fuel
sector. Many of these ques ons have emerged
from a fossil fuel divestment campaign led by
Bill McKibben’s 350.org.
In this piece, we lay out how Boston Common
aims to provide for society’s transi on to
a low carbon economy over a manageable
me horizon by inves ng selec vely in more
carbon-eﬃcient fossil fuels, by preferring firms
with energy eﬃcient products and processes
over those with more resource-intensive
alterna ves, and by engaging the companies we
own to improve their energy use.
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The Scope of the
Problem
We believe this challenge has much broader implica ons beyond
the list of 200 hydrocarbon producers McKibben targets. Consider
for example energy services companies, which provide drilling
services, rigs, and related equipment to oil and gas producers.
McKibben’s thesis implies that we should stop drilling new wells
today, making these businesses nearly obsolete. Electric u li es
face a similar hurdle. The u li es own and operate plants designed
to burn hydrocarbons, including an unhealthy share that burn
coal, which is more pollu ve than oil and gas. If we’re to cut
emissions radically and right away, these plants should be shu ered.
McKibben’s boyco ignores the implica ons for these and similar
industries, which have as much if not more at stake than the
producers themselves.

Boston Common avoids investments in coal, which we believe should be
scaled down immediately. Instead, we favor the use of natural gas, which
we view as a necessary transi on fuel over the next 10 to 20 years. We
invest selec vely in oil, avoiding the most resource-intensive means of
extrac on. We favor renewables, to the extent they are financially sound
and fall within our opportunity set. And, most importantly, we look for
providers of and leaders in energy eﬃciency and technological solu ons
throughout the economy’s value chain, which will benefit compe vely
from the transi on to a low-carbon economy.

We extrapolate further to industries that will be deeply aﬀected
by climate change but perhaps not cut to the core, for example:
the transport and shipping sectors, energy-intensive chemicals
and fer lizers, livestock agriculture, deforesta on, and addi onal
industries further down the value chain from these. If carbon were
priced to reflect its true cost, we’d expect to see follow-on eﬀects
throughout the economy, with the most hydrocarbon-intensive
products and firms losing compe veness to more eﬃcient
alterna ves. This dynamic is admi edly too complex to bring
to an ac vist campaign such as McKibben’s, but it’s an essen al
considera on in running an investment por olio for the long run, as
we are doing.

Coal is the most pollu ve of the major hydrocarbon fuel sources, and
represents roughly two thirds of the poten al emissions inherent in
global hydrocarbon reserves.1 We believe coal consump on should be
rapidly scaled down. We avoid investments in companies that derive
their primary revenues from coal or whose businesses rely largely
on the coal industry, as their returns are subject to large risks from a
changing regulatory environment. Also, we engage financial companies
regarding the risks and climate change impacts of lending to coal-mining
companies and coal-powered electric u li es.

Another Way Forward

Sunset Coal

1

World Energy Outlook 2012 ExecuƟve Summary, InternaƟonal Energy Agency, November
2012, p3.
The Economist. “Europe’s dirty secret: the unwelcome renaissance.” Jan 05 2013.

Instead of a policy of wholesale divestment, we believe a more
reasonable framework provides a transi on to a low carbon
economy over a manageable me horizon. How abruptly that
transi on happens is a clear point of debate and one that we
monitor closely.
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Bridge Natural Gas
Natural gas is a much cleaner-burning fuel than coal, producing
about half the rate of emissions for a comparable amount of
power. Its compelling price should catalyze the move away from
coal, providing a bridge fuel for the next 10 to 20 years as we
transi on from our current state to a lower emissions future.
As a result, we invest in natural gas producers, gas pipeline
companies, LNG producers, and predominately gas-fired electric
u li es. These industries have their own environmental challenges,
for example, the repercussions of hydraulic fracturing. These
challenges, however, are surmountable at some cost. Here, we are
ac ve investors, and have built investor coali ons to demand high
standards, asking industries to address unintended or overlooked
consequences such as fugi ve methane emissions and chemical
contamina on of water sources. We believe the gas industry has
an opportunity to improve how it operates, which we can help
steward through engagement. In the near term it must grow, not
shut down, as we seek to replace more carbon-intensive coal and
oil consump on.

Ration Oil
We believe widespread use of oil as a transport fuel over the next 10
to 15 years will be a prac cal necessity if we’re to maintain or raise
global standards of living, even in scenarios where we drama cally
ratchet down our consump on over the longer term.We believe
excessively resource-intensive forms of extrac on, such as Canadian
oil sands, will prove unsustainable. We invest in what we consider
best-in-class oil producers, but avoid companies primarily focused on
oil sands. We con nue to assess the risk/reward of these investments
in comparison to our other opportuni es in the marketplace.
We currently own the following names from 350.org’s divestment
list in our U.S. Core and Interna onal Equity por olios: EOG, Apache,
BG, and Statoil. 2 These companies engage in the explora on and
produc on of both oil and natural gas. We also own some firms that
provide equipment and services to the oil and gas industry.

Stop Nukes
Although it is carbon-free, we don’t invest in nuclear power. We
believe that the tail risks are too great, as the Fukushima Daiichi
disaster demonstrated, and that long-term disposal of radioac ve
wastes remains unresolved. We believe bridge fuels, eﬃciency
savings, renewables, and carbon capture and storage technologies
can provide a safer and ul mately more eﬀec ve long-term
solu on.

Grow Renewables
Renewables such as solar, wind, and second-genera on biofuels
have tremendous promise over the long-term. They also require
large investments with substan al lead me to scale up, as well
as addi onal innova ons to improve their economics. While the
promise of these industries is great, they’ve been challenging for
public equity investors given rapidly changing technologies, cu hroat
global compe on, unstable subsidy regimes and unreliable bank
financing. We con nue to look for opportuni es as these industries
evolve. We’ve generally avoided investments in certain biofuel
feedstocks, such as corn ethanol, which we don’t think are truly
viable given their poor energy return on investment. Earlier-stage
technologies such as ocean power, fuel cells, and second genera on
biofuels generally are be er suited to venture capital than public
market investments.

2

The informaƟon in this document should not be considered a recommendaƟon to buy
or sell any security. There is no assurance that any securiƟes discussed in this report will
remain in an account’s porƞolio at the Ɵme you receive this document. The securiƟes
discussed do not represent an account’s enƟre porƞolio and may represent only a
small porƟon of an account’s holdings. It should not be assumed that any securiƟes
transacƟons we discuss were or will prove to be profitable. Past performance does
not guarantee future results. All investments involve risk, including the risk of losing
principal.
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Seek Eﬃciency Everywhere
Across all sectors, we seek companies who have achieved compe ve
advantages in energy eﬃciency, either by developing leaner
manufacturing processes or by providing energy-saving products
and services, such as fuel-eﬃcient engines, be er ba eries, smart
electricity meters, and specialty chemicals. We typically view
skep cally firms and industries that have large emissions footprints, for
example, in basic chemicals and unsustainable forestry. By considering
climate change issues across our en re investment opportunity
set, we believe we can be er posi on our investments to embrace a
sustainable, low emissions future.

Where the World is Going

Engage Where Invested
We believe divestment is appropriate in certain segments such as coal,
oil sands, and nuclear energy. S ll, we’ve used engagement to good
eﬀect in improving prac ces where we have investments: with natural
gas producers, in the emerging solar industry, in banking (where we
have ques oned capital flows to mountain-top coal removal), and in
pharmaceu cals (encouraging fleet eﬃciency).
We think of global climate change and the carbon challenge as relevant
to our investment choices in all economic sectors, and direct our
shareholder engagement eﬀorts accordingly. S ll, like Bill McKibben,
we think it unlikely that one could resolve the climate risk in a por olio
simply by owning and engaging in dialogue with the most deeplyaﬀected companies. Shareowner engagement is a cri cal tool in
reforming how a company conducts its core business - for example
whether it has taken proper safety precau ons and is maintaining
construc ve rela ons with its workers. In our experience, engagement
makes less headway when you’re asking a company to shut down its
core business.

As a en on on climate change grows, we see more investors moving
to our way of thinking, new avenues for discussion and engagement,
and greater possibili es for construc ve change. We believe
divestment can be an important tool in bringing awareness to this
issue, but we think a more carefully-framed approach will appeal
to a much broader cons tuency, and ul mately will add the most
value. This more pragma c approach requires that we recognize: (1)
climate change carries challenges for all manners of businesses, not
just fossil fuel companies; (2) the inves ng public needs to abandon
its unsustainable course and put its stake not in divestment per se,
but in a prac cal transi on to a low-emissions future; (3) owning and
engaging threatened firms won’t be enough on their own to protect
shareholder value. At Boston Common, we’re pu ng our stake in a
prac cal transi on, and advoca ng for it as shareowners where we see
opportunity. We believe in me the world must do likewise.

Boston Common Asset Management
is an investment manager and a leader in global sustainability ini a ves. We specialize in long-only equity and balanced strategies and pursue
long-term capital apprecia on by seeking to invest in diversified por olios of high quality, socially responsible stocks. Through rigorous analysis of
financial, environmental, social, and governance (ESG) factors we iden fy what we believe are a rac vely valued companies for investment. As
shareholders, we urge por olio companies to improve transparency, accountability, and a en on to ESG issues. Our focus is global; we manage
U.S. and interna onal por olios to meet the needs of ins tu onal and individual investors. We are independent, employee-owned, and field a
seasoned, close-knit team of professionals.
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