June 2021

Investing in
companies shaping
the future
The fast view
ɽ Both traditional global equity investors and those committed
to sustainable investment agendas could benefit from an
actively managed allocation to the decarbonisation theme.
Benefits include:
Deirdre Cooper
Co-Head of Thematic Equity

ɽ A differentiated source of potential returns
through exposure to long-term structural growth
which we believe will drive higher revenues, and
profitability, for companies with strong competitive
advantages — and hence superior share‑price
appreciation.
ɽ A diversified alpha stream with low correlation
to typical core and growth equity exposures.

Graeme Baker
Portfolio Manager

ɽ Access to companies that are innovating, disrupting
and reinventing themselves in the environmentalsolutions universe that are poised to grow and
outperform.
ɽ A hedge against systemic exposure to carbon, which
is likely underestimated.
ɽ We believe we are in the early stages of a decades-long
trend towards a decarbonised economy, creating compelling
investment opportunities.
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Introduction
In this paper, we explore an investment theme that we believe is too big to ignore:
the transition to a lower-carbon economy. This energy transition presents a significant,
long-term structural growth opportunity that is compelling for both investors who have
made a pledge to net-zero emissions and investors in search of new return drivers.
We believe that this theme will drive new business opportunities for the foreseeable future.

A different kind of growth
Decarbonisation is a powerful and potentially valuable structural growth trend. The speed
at which climate-related developments are occurring — across policy, technology and
consumer trends — is accelerating. There aren’t many growth stories that include ‘human
survival’ among their drivers.
Many of the companies behind decarbonisation solutions are in renewables and
transportation, where rapidly improving technology and lower costs are contributing
to long-term structural growth opportunities. But the range of companies exposed to the
energy transition extends far wider, sitting across multiple sectors and regions, and with
a spread of market capitalisations, but generally with higher-than-average growth rates.
We believe the Global Environment portfolio offers exposure to the next wave of longterm, innovation-driven structural growth. An analysis of Global Environment’s holdings
suggests that this type of structural growth exposure is not replicated in typical ‘growth’oriented strategies — which we believe tend to focus on businesses that are already
maturing. In fact, Global Environment has no significant style bias to either growth or value,
and zero exposure to sectors that account, on average, for about 40% by weight of the
portfolios of a selected peer-group of active growth managers. In other sectors crucial to
decarbonisation, such as industrials and utilities, Global Environment’s exposures contrast
sharply with those of selected growth managers.
Figure 1: Current managers are underweight the next wave of long-term structural growth
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as at end Q4 2020.
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Decarbonisation’s
diversification potential
Indeed, one of the compelling characteristics of decarbonisation as an investment theme
is that it comprises a hugely diverse group of businesses: from wind-power developers,
to logistics firms, to software companies, to biotech businesses, and more. We saw the
benefits of this diversity during the global equity sell-off in Q1 2020. The defensive utilities
in the Global Environment portfolio — we are overweight utilities relative to broad equity
indices because we hold a number of leading providers of renewable energy — did their
risk-mitigating job, offsetting in benchmark-relative terms the heavy falls in cyclically
exposed companies, such as auto-sector businesses (we also hold various technology
companies that are enabling the shift to electrified and ultimately autonomous transport).
While being diversified itself, the Global Environment universe is also a potential diversifier,
since it has little overlap with traditional equity allocations and broad benchmarks such as
the MSCI All Country World Index (ACWI) or the FTSE 100.
Figure 2: Different exposures than the major indices
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We therefore consider this to be a universe of largely undiscovered companies, and hence
complementary to core equity allocations. Only about one-third of Global Environment’s
proprietary decarbonisation universe is included in the MSCI ACWI, and the universe only
accounts for 7% of the ACWI by weight. Simply put, these new-economy businesses are
little represented in standard indices, thereby offering opportunities for diversification.

Hedge systemic carbon risk
in portfolios
Investors are rightly paying attention to how climate change and the transition to a
low-carbon economy may impact the risk/return profile of their portfolios. The average
investor is highly exposed to fossil fuels, given the amount of carbon-intensive exposure
in their underlying investments.
Transition risks linked to climate change — as opposed to physical risks, such as higher
incidence of extreme weather events — include policy changes, reputational impacts
and shifts in market preferences, supply and demand and technology1 . As climate action
accelerates, these headwinds for traditional, carbon-heavy businesses will grow stronger.
We believe one approach to manage this risk is through an investment process that seeks
companies for which these same factors are tailwinds, and hence we would expect an
opposite effect on investment performance.
1. ClimateWise Transition Risk Framework, University of Cambridge Institute for Sustainability Leadership, 2019.
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Innovation and adaptation
Environmental solutions by their nature require innovation. To solve the climate challenge,
we need to reinvent many aspects of the way the world produces and consumes —
from transforming energy generation and transmission, to changing industrial processes,
to transitioning to new ways of transporting people and goods. Electric vehicles,
for instance, look similar to traditional cars on the outside, but contain very different
components and technologies, and require different infrastructure. Innovation is therefore
a key driver of the competitive advantages, growth potential and profitability of the
companies Global Environment invests in.
Adaptation is also key, since climate change is already occurring and likely to continue
even if emissions-reduction targets are met. Alongside the decarbonisation innovators,
we believe that companies that help the world adapt to an unstable climate will also
be presented with significant growth opportunities. For examples of businesses that
are leading the way in innovation and adaptation, please see the case studies later
in this report.

The path to a low-carbon future
The economic transformation required to limit the worst effects of climate change has
only just begun. The world is currently spending only US$500 billion of the US$1.6-US$3.8
trillion of public and private investment required annually to keep temperature rises below
20C (350F). As a result, the massive growth opportunity lies ahead. Moreover, we believe
the market is yet to price the potential of companies likely to benefit from decarbonisation,
providing opportunities for active investors.
We invest in select companies across the main pathways to decarbonisation,
which include:
ɽ Renewable energy: The world needs a complete change in how we generate
electricity, moving away from fossil fuels towards renewable energy, mainly wind
and solar.
ɽ Electrification: Increased electrification is essential, including an overhaul of ground
transportation, making the fleet more autonomous and efficient, and ultimately moving
away from internal combustion engines to self-driving electric vehicles powered by
renewable energy.
ɽ Resource efficiency: More efficient use of resources is key to decarbonisation,
including achieving higher standards of efficiency in many domestic and industrial
processes, and in buildings and appliances.
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Tap into a long-term structural growth trend
Despite the pandemic, the past year suggests governments the world over are committed
to decarbonisation, further fuelling the structural growth trend. Most recently, the Biden
administration has set an ambitious agenda to mitigate climate change, including new
commitments to infrastructure, wind energy and energy-efficient homes as part of his
affordable housing proposal.
However, government policy isn’t the only driver of decarbonisation. The costs of lowcarbon technologies are declining, and green solutions’ performance continues to catch
up to, and increasingly exceed, that of traditional, high-carbon products and services.
For example, it’s now cheaper to generate electricity from wind power than any other
source in many parts of the world, while the first electric-vehicle (EV) with a 1,000km
range is due to go into production next year. Add to this growing consumer preferences
for low-carbon solutions, and decarbonisation looks hard to stop.
Figure 3: Drivers of decarbonisation — technology
Costs have fallen considerably as technologies have improved
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In our view, the growth potential of some of these businesses is significant. To get to
net-zero, or close to it, the green energy and transport sectors will have to be multiple times
their current sizes. Wind and solar must dominate electricity generation, and 100 million EVs
must be sold every year by 2050, up from about 2 million in 2019. This implies substantial
growth not only for renewable-energy utilities and EV manufacturers, but for companies
in their supply chains. The same applies to businesses whose products and services drive
energy efficiency. Growth potential, sustainable returns and competitive advantage are key
attributes of these businesses and we think make for a compelling investment opportunity.
It’s important to note that the Global Environment investment strategy is not predicated
on the world achieving net zero. Rather, the strategy is simply positively leveraged to
decarbonisation, meaning we would expect it to benefit from efforts to make progress
towards net zero, and to outperform in an environment of faster decarbonisation.
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Case studies: leading decarbonisation
companies at the forefront of innovation
and adaptation
Waste Management
Inc
Waste Management is the
largest waste collection and
processing company in the US
and a leader in technologies
such as methane capture.

NextEra
NextEra Energy is the world’s
largest producer of wind and
solar energy, with historical
roots in oil, coal and nuclear
energy production.

Wuxi Lead Intelligent
Equipment
Wuxi Lead predominantly
designs, manufactures and sells
battery production equipment
and services to leading
electric vehicle (EV) battery
manufacturers in China.

Croda

Iberdrola

Voltronic

Croda produces biochemicals
and ingredients-based
solutions including crop and
seed technologies that help
to improve agricultural yields,
thereby saving carbon in the
production process.

Electric utility company
Iberdrola, the number one wind
producer in Europe, pivoted
towards renewable energy
20 years ago from fossil-fuel
based production.

Voltronic supplies
uninterruptible power systems
(UPS) and photovoltaic (PV)
inverters, which support
sustainable decarbonisation,
by enabling the move towards
electrification.

Aptiv

Trane Technologies

Infineon

Aptiv provides solutions for
electric and autonomous
vehicles including smart
vehicle architecture, electrical
distribution systems, software
solutions, e-mobility and
connected services.

Trane sells products and
services for HVAC and
refrigeration systems. With
an estimated 15% of global
emissions caused by heating
and cooling of buildings,
innovation in this sector is key
to decarbonisation.

Infineon is a market-leading
power semiconductor company
utilising new materials and
production innovation. It is the
first power semiconductor
company to manufacture
on 300m wafers.

Novozymes
Novozymes has developed
enzyme technologies that
include those allowing
consumers to wash clothes at
lower temperatures and hence
saving energy/carbon.

No representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the past,
or that significant losses will be avoided.
Source: Ninety One, 31 May 2021. Companies shown are the top 10 by weight in the Global Environment portfolio as at 31 May 2021.
The portfolio may change significantly over a short space of time. This is not a buy, sell or hold recommendation for any particular security.
For further information on specific portfolio names, please see the Important information section.
Based on a pooled vehicle within the strategy and is not available at the composite level.
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Additional impact considerations
From an investment and climate-risk perspective, the potential benefits of allocating
capital to decarbonisation are easy to understand. Less talked about is the potential
positive social impact of a decarbonisation-focused portfolio.
The economic transformation required to achieve net-zero presents an opportunity
for unprecedented wealth creation. The global energy sector, for example, could
employ 100 million people by 2050 under the most ambitious climate scenario
put forward by the International Renewable Energy Agency, 72% more than today.
According to the Agency, “new jobs in transition-related technologies and sectors
are expected to outweigh job losses in fossil fuels and nuclear energy”. 2
To enhance impact, the Global Environment team believes strongly in engaging
actively as shareholders to advocate for positive change. It is also committed to
transparent reporting, providing detailed sustainability analysis for every company
in the Global Environment portfolio in its annual Impact Report.

2. https://www.irena.org/-/media/Files/IRENA/Agency/Publication/2020/Apr/IRENA_Global_Renewables_Outlook_2020.pdf
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Aligning portfolios for the future
We believe the shift towards a decarbonised future is accelerating and will create
compelling investment opportunities for decades to come. Decarbonisation is still
at an early stage, which should give investors the potential to capture meaningful
alpha and diversification. Investors who align portfolios with the clean-energy
transition may be able to tap into new and diverse sources of growth, and address
the climate risk in their portfolios.
As investors consider how best to position themselves for the future, we believe
robust partnerships are needed with experienced managers who have the
necessary tools — data, research capabilities, a forward-thinking mindset and
a genuine commitment to sustainability — in order to marry risk, return objectives
and impact over the long-term.

General risks. The value of investments, and any income generated from them, can fall as well as rise.
Past performance is not a reliable indicator of future results. If any currency differs from the investor's home
currency, returns may increase or decrease as a result of currency fluctuations.Investment objectives and
performance targets are subject to change and may not necessarily be achieved, losses may be made.
Specific risks. Geographic / Sector: Investments may be primarily concentrated in specific countries,
geographical regions and/or industry sectors. This may mean that the resulting value may decrease whilst
portfolios more broadly invested might grow. Currency exchange: Changes in the relative values of different
currencies may adversely affect the value of investments and any related income. Derivatives: The use of
derivatives is not intended to increase the overall level of risk. However, the use of derivatives may still lead
to large changes in value and includes the potential for large financial loss. A counterparty to a derivative
transaction may fail to meet its obligations which may also lead to a financial loss. Equity investment: The value
of equities (e.g. shares) and equity-related investments may vary according to company profits and future
prospects as well as more general market factors. In the event of a company default (e.g. insolvency), the
owners of their equity rank last in terms of any financial payment from that company. Concentrated portfolio:
The portfolio invests in a relatively small number of individual holdings. This may mean wider fluctuations in value
than more broadly invested portfolios. Commodity-related investment: Commodity prices can be extremely
volatile and losses may be made. Emerging market (inc. China): These markets carry a higher risk of financial
loss than more developed markets as they may have less developed legal, political, economic or other systems.
Sustainable Strategies: Sustainable, impact or other sustainability-focused portfolios consider specific
factors related to their strategies in assessing and selecting investments. As a result, they will exclude certain
industries and companies that do not meet their criteria. This may result in their portfolios being substantially
different from broader benchmarks or investment universes, which could in turn result in relative investment
performance deviating significantly from the performance of the broader market.
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This communication is for institutional investors and financial advisors only. It is not to be distributed to the public or within a country where such
distribution would be contrary to applicable law or regulations. If you are a retail investor and receive it as part of a general circulation, please
contact us at www.ninetyone.com/contactus.
The information may discuss general market activity or industry trends and is not intended to be relied upon as a forecast, research or investment
advice. The economic and market views presented herein reflect Ninety One’s judgment as at the date shown and are subject to change without
notice. There is no guarantee that views and opinions expressed will be correct and may not reflect those of Ninety One as a whole, different views
may be expressed based on different investment objectives. Although we believe any information obtained from external sources to be reliable,
we have not independently verified it, and we cannot guarantee its accuracy or completeness. Ninety One’s internal data may not be audited.
Ninety One does not provide legal or tax advice. Prospective investors should consult their tax advisors before making tax-related
investment decisions.
Nothing herein should be construed as an offer to enter into any contract, investment advice, a recommendation of any kind, a solicitation of
clients, or an offer to invest in any particular fund, product, investment vehicle or derivative. Investment involves risks. Past performance is not
indicative of future performance. Any decision to invest in strategies described herein should be made after reviewing the offering document
and conducting such investigation as an investor deems necessary and consulting its own legal, accounting and tax advisors in order to make
an independent determination of suitability and consequences of such an investment. This material does not purport to be a complete summary
of all the risks associated with this Strategy. A description of risks associated with this Strategy can be found in the offering or other disclosure
documents. Copies of such documents are available free of charge upon request.
In the US, this communication should only be read by Institutional Investors (Accredited Investors and Qualified Purchasers), Financial Advisors
(FINRA-registered Broker Dealers) and, at their exclusive discretion, their eligible clients. It must not be distributed to US Persons apart from
the aforementioned recipients. THIS INVESTMENT IS NOT FOR SALE TO US PERSONS EXCEPT ACCREDITED INVESTORS AND QUALIFIED
PURCHASERS. Note that returns will be reduced by management fees and that investment advisory fees can be found in Form ADV Part 2A.
In Australia, this document is provided for general information only to wholesale clients (as defined in the Corporations Act 2001). In Hong Kong,
this document is intended solely for the use of the person to whom it has been delivered and is not to be reproduced or distributed to any other
persons; this document shall be delivered to professional financial advisors and institutional and professional investors only. It is issued by Ninety
One Hong Kong Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong (SFC). The Company’s website has
not been reviewed by the SFC and may contain information with respect to non-SFC authorised funds which are not available to the public of
Hong Kong. In Singapore, this document is for professional financial advisors and institutional investors only, issued by Ninety One Singapore Pte
Limited (company registration number: 201220398M) and has not been reviewed by the Monetary Authority of Singapore. In Indonesia, Thailand,
The Philippines, Brunei, Malaysia and Vietnam this document is provided in a private and confidential manner to institutional investors only.
Ninety One Botswana Proprietary Limited, Unit 5, Plot 64511, Fairgrounds, Gaborone, Botswana, is regulated by the Non-Bank Financial Institutions
Regulatory Authority. In Namibia, Ninety One Asset Management Namibia (Pty) Ltd is regulated by the Namibia Financial Institutions Supervisory
Authority. In South Africa, Ninety One is an authorised financial services provider.
Except as otherwise authorised, this information may not be shown, copied, transmitted, or otherwise given to any third party without Ninety One’s
prior written consent. © 2021 Ninety One. All rights reserved. Issued by Ninety One, June 2021.
Additional information on our investment strategies can be providewd on request.
Indices
Indices are shown for illustrative purposes only, are unmanaged and do not take into account market conditions or the costs associated with
investing. Further, the manager’s strategy may deploy investment techniques and instruments not used to generate Index performance. For this
reason, the performance of the manager and the Indices are not directly comparable.
If applicable MSCI data is sourced from MSCI Inc. MSCI makes no express or implied warranties or representations and shall have no liability
whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for other
indices or any securities or financial products. This report is not approved, endorsed, reviewed or produced by MSCI. None of the MSCI data is
intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be
relied on as such.
Investment Team
There is no assurance that the persons referenced herein will continue to be involved with investing for this Fund, or that other persons not
identified herein will become involved with investing assets for the Manager or assets of the Fund at any time without notice. References to specific
and periodic team meetings are not guaranteed to be held or fully attended due to reasonable priority driven circumstances and holidays.
Specific Portfolio Names
References to particular investments or strategies are for illustrative purposes only and should not be seen as a buy, sell or hold recommendation.
Unless stated otherwise, the specific securities listed or discussed are included as representative of the Fund. Such references are not a complete
list and other positions, strategies, or vehicles may experience results which differ, perhaps materially, from those presented herein due to different
investment objectives, guidelines or market conditions. The securities or investment products mentioned in this document may not have been
registered in any jurisdiction. More information is available upon request.
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