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Environmental, social and governance (ESG) are the criteria that establish 
the framework for assessing the impact of the sustainability and ethical 
practices of a company on its financial performance. This special feature will 
explore the increasingly prominent role of these three pillars for today’s 
business managers and investors.

Proposed topic highlights:
ESG LEADERSHIP – Companies leveraging ESG performance for business 
success.
IMPACT INVESTING – Using ESG criteria as guiding principles for sound 
investment decisions.
INNOVATION – Green bonds, sustainable investment tools and innovation.
TRENDS – From social justice to product safety, data security and sustainability.
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GROWTH: ENVIRONMENTAL THEMATIC INVESTING 

The cost of electricity from renewable sources like windmills can be half that of gas or coal generation. GETTY IMAGES

1 International Energy Agency - https://www.iea.org/reports/renewables-2020/renewable-electricity-2

Investing in sectors that actually address environmental problems will drive the transition to a renewable energy economy. GETTY IMAGES

hen it comes to investing, 
people generally think 

about risks through a backward-
looking lens: historic security 
price performance and volatility, 
liquidity (ability to sell without 
affecting price), or traditional market 
risks like inflation and interest 
rate movements. But “there are 
new risks that investors need 
to consider,” says John Cook, 
senior vice president and portfolio 
manager for Mackenzie’s Greenchip 
Team. “Climate change poses 
both physical and transition risks 
to assets, as does the availability 
of resources that companies 
need to operate. The idea of risk 
management needs to adjust to 
these new realities.”    

The risks associated with climate 
change pose ample threat to 
people – our homes, businesses 
and infrastructure – around the 
world. We’re already seeing it 
happen in the form of floods, heat 
waves, droughts and other extreme 
weather events that have increased 
wildfires, reduced agricultural 
yields, and caused costly damage to 
properties, crops and human health. 
Declining water supplies and other 
limited resources also pose perils 
for many major industries such as 
manufacturing.

THE GREAT ENERGY 
TRANSITION
In order to stem the tide of climate 
change, we need to make a giant 
economic and societal leap from 
existing ways of producing and 
consuming energy based on fossil 
fuels to a new energy economy 
based on renewable sources that 
are sustainable. At the same time, 
the integration of new energy-
efficiency technologies is helping 
business produce more with 
less. Known as the “Great Energy 
Transition,” this shift is already 
underway, driven by a large and 
growing set of industries, sectors 
and companies that are doing and 
making what’s needed to support 
the transformation.

Right now, more than 80 per 
cent of the energy consumed to 
power the global economy comes 
from fossil fuels. And much of our 
current power infrastructure will 
exceed its operating lifespan and 
need to be replaced. That means 
the opportunity for investment is 
immense. Many of the solutions to 
these challenges already exist. For 
example, solar and wind power 
have become the cheapest way to 
generate new electricity in most 
parts of the world. The cost of 
electricity from new renewable 
plants is half that of new gas or 
coal generation. It’s not surprising 
then that in 2020 alone, 90 per 

space tend to be mispriced because 
they have different geographical 
and industrial exposures than 
most core North American funds, 
offering great investment value and 
growth potential. “We believe these 
companies have great growth ahead 
of them, and they are cheap,” he 
affirms. “We want investors to grow 
with us over the long term because 
that’s where you get the best 
investment.”

Investors can look for sustainable 
investment products that meet the 
specific themes they’re interested 
in, but perhaps more important is 
looking for those that are actively 
managed by firms taking a global 
approach, offering a strong value 
strategy and that possess a strong 
track record in environmental 
investing. “There’s a pretty small 
group of us who have been 
doing this for almost 15 years. 

cent of new electricity-generating 
investment went to renewables.1

“It’s not just about replacing fossil 
fuels with renewable sources, but 
also the myriad of technologies that 
make the economy more efficient,” 
says Cook. “This transition will 
take a very long time and be very 
disruptive. It will not be a straight 
line, and it’s in investors’ best 
interest to pay attention to both 
emerging opportunities and risks.”

Many investors are becoming 
familiar with environmental, social 
and governance (ESG) factors 
like carbon emissions, customer 
satisfaction, diversity and labour 
standards when it comes to 
deciding who or what to invest in. 
However, ESG integrated strategies 
alone are not enough to capture 
adequate exposure to the Great 
Energy Transition. Only by looking 
thematically can investors harness 
the potential to benefit from the 
growth and hedge risks. 

ESG INTEGRATION VS. 
ENVIRONMENTAL THEMATIC 
INVESTING
“Environmental thematic investing 
refers to investments in companies 
that actually address environmental 
problems; the companies whose 
products and services drive the 
transition,” explains Cook. “ESG 
integrated strategies focus more on 
company behaviour. For example, 
a company in a high-polluting 
industry can have strong ESG 
scores, but still be on the wrong 
side of the transition. Right now, a 
lot more money is going towards 
ESG integrated investments than 
thematic, and investors may not 
realize the difference.”

Environmental thematic investing 
represents an unprecedented 
opportunity for investors to invest 

We understand the risks and the 
business drivers,” says Cook.

The key then to successful 
thematic investing is to take the long 
view. Previous energy transitions 
have taken 60 to 100 years to play 
out, but have created enormous 
wealth for those who made 
investments to reach the other side. 
“You must have a long-term horizon 
to realize any value. We’re trying to 
lay down the bits and pieces to get 
us to a more sustainable place, but it 
won’t happen quickly.”

That said, the transition will 
undoubtedly happen, and 
sustainable investing will help us 
get there. “In our view, all investors 
should have at least a small 
portion of their portfolio invested 
to help mitigate this transition,” 
affirms Cook. “If you’re overly 
exposed to the wrong side of it, 
that’s a big risk.”

early and make a meaningful 
contribution to a sustainable future. 
“This is a ‘have your cake and eat it 
too’ situation,” emphasizes Cook. 
“There are sound financial reasons 
to invest in these types of funds. 
The ‘feel good’ side is a bonus.”

In order to meet the 
commitments of the Paris 
Agreement, at least $60-trillion USD 
would need to be globally invested 
in renewable energy and carbon-
reducing technologies by the year 
2050. According to early research by 
the Greenchip Team, $2.5-trillion in 
annual capital investment is required 
to deliver on these climate change 
goals. In each of the past four years, 
however, investment has only 
been about $800-billion leaving a 
$1.7-trillion gap.

“We’ve been under investing in 
the transition for years,” says Cook. 
“There’s a significant capital gap. 
The good news is that you can do 
very well investing in this gap. We 
are talking about investing in the 
most basic necessities – water, 
food, transportation and energy. 
Yet the market often misprices basic 
infrastructure and technologies 
related to these sectors.”

WHERE THE  
OPPORTUNITIES LIE
Thematic strategies identify 
industries and companies based 
on themes addressing climate 
change such as alternative energy 
or clean technology as well as 
solutions to facilitate the leap from 
old to new forms of energy. These 
opportunities are vast, but many 
are with companies likely to be 
unfamiliar to most people. That 
is where thematic fund managers 
must actively do the legwork 
to find manufacturers of power 
infrastructure and companies that 
produce and sell the equipment 
needed to make the economy more 
resilient for the future. 

“In our Greenchip funds, where 
we are finding value right now 
is not necessarily in nameplate 
technologies,” explains Cook. “We 
find value under the hood so to 
speak. We look at the materials 
that go into making electric cars 
or materials that connect solar 
panels. Electric cars sales are 
growing rapidly. While Tesla and 
other electric car company stocks 
have climbed to unprecedented 
valuations, the materials and 
technologies needed to build those 
cars have often been overlooked.”

Many of these holdings are 
not found in North America, so 
thematic portfolios tend to provide 
greater diversification. Add to 
that, many of the securities in this 

Investing in the future  
of energy    
Huge growth investment opportunities exist with companies driving the 
energy transition from fossil fuels to sustainable sources    
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Many of us try to make conscientious 
choices when it comes to the 
environment and being socially 
responsible. We shop local. We 
recycle. We choose products and 
services that require fewer resources, 
result in less waste and support 
causes we support. Yet when it 
comes to responsible investing, an 
area where we can potentially make 
a significant long-term impact with 
our dollars, we’ve barely scratched 
the surface.

Responsible investing (RI) refers 
to an investment approach that 
incorporates environmental, social 
and governance (ESG) factors such 
as carbon emissions, diversity 
and corporate policies, which can 
greatly affect shareholder values. 
RI is also known as sustainable, 
socially responsible or ESG investing. 
Ultimately, RI products invest money 
in companies and funds that have 
positive environmental and social 
impacts.

RI represents billions of dollars 
in investments, but only makes up 
a tiny percentage of total mutual 
fund and ETF assets. Still, RI fund 
assets grew by 55 per cent in 2020, 
compared to only 11 per cent growth 
for the fund industry overall in 2020. 
And the number of firms offering RI 
has grown exponentially.

This growth is likely because 
research shows that RI portfolios 
have outperformed traditional 
portfolios more often than not, as 
outlined in the Investment Funds 
Institute of Canada (IFIC) Report on 
RI from June 2020. This suggests 

that an intentional and systematic 
approach to RI has the potential to 
improve risk-adjusted returns. That is, 
it can pay to be environmentally and 
socially responsible.

Why then aren’t we all jumping 
at the chance to make money by 
investing in those doing good? 
Well, it’s not as easy as one would 
hope. Many of us simply don’t 
know enough about what to invest 
in or how to figure it out. According 
to the IFIC Canadian Mutual Fund 
& Exchange Traded Fund Investor 
Survey 2020, most investors do 
not have responsible investments 

in their portfolio. Knowledge of 
these products is relatively low. But 
investors anticipate including or 
expanding portfolios in the next few 
years to include RI, and many are 
looking to advisers to guide them.

However, many advisers are still 
figuring out how best to incorporate 
RI. To help with this, RI regulation 
has increased significantly, and a 
standard is being developed for 
the integration of sustainability 
considerations and ESG practices 
into investment decision making. 
“As interest in RI products grows, 
there continues to be mounting 
pressure to develop standards and 
definitions to help provide investors 
with clarity around these products,” 
says Ian Bragg, vice president of 
research and statistics at the IFIC. 
“IFIC will continue to support efforts 
that facilitate clarity and harmonized 
standards to enable investors 
to make informed decisions 
and effectively align investment 
strategies with the issues that matter 
to them.”  

Such clarity will aid investors in 
properly assessing which RI products 
truly make positive contributions 
to the world. Some funds, just like 
some consumer products, espouse 
to be “green” without actually being 
so. Similarly, some companies rank 
high on ESG metrics, but do little in 
the way of moving the needle on 
solutions to combat major issues 
like climate change. Environmental 
thematic investing, on the other 
hand, goes beyond ESG factors to 
screen for companies that actually 
address environmental problems 
with products and services that 
drive the transition to a renewable 
energy economy. Having objective 
tools to compare funds helps ensure 
that capital goes to genuine game 
changers.

WHAT IS 
RESPONSIBLE 
INVESTING? 

Continued on next page, 
bottom right. See GROWTH

CHECKLIST: CHOOSING 
AN ENVIRONMENTAL 
THEMATIC FUND  
q Takes a global approach 

q Holds a proven track 
record of performance

q Holdings may look very 
different from most investor 
portfolios

q Gives access to growth-
type stocks at value-type 
prices

q Its fund manager is 
knowledgeable in sustainable 
investing

q Its fund manager has 
years of experience in the 
environmental investing 
space

RESPONSIBLE INVESTING 
IN 2020  
q At the end of 2020, there 
was a total of $17.3-billion in 
responsible investment (RI) 
mutual funds and $2.8-billion 
in RI ETFs. This represents 1 
per cent of total mutual fund 
assets and 1.1 per cent of 
total ETF assets, respectively. 

q There were 26 firms 
offering a total of 94 RI 
mutual funds and 13 firms 
offering 50 RI ETFs.

q The number of firms 
offering RI mutual funds grew 
by 10 from 2019 to 2020, and 
the number of firms offering 
responsible investment ETFs 
grew by three. 

q RI fund assets grew by 55 
per cent, compared to 11 
per cent growth for the fund 
industry overall.

Source: Investment Funds Institute of 
Canada 2020 Investment Funds Report

Environmental 
thematic investing 

refers to investments 
in companies that 
actually address 
environmental 
problems; the 

companies whose 
products and services 
drive the transition.

John Cook 
Senior Vice President and 

Portfolio Manager for 
Mackenzie’s Greenchip Team

DISCLAIMER: Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. 
Please read the prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past performance 
may not be repeated.

The content of this article (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) 
is not to be used or construed as investment advice, as an offer to sell or the solicitation of an offer to buy, or an endorsement, 
recommendation or sponsorship of any entity or security cited. Although we endeavour to ensure its accuracy and completeness, we 
assume no responsibility for any reliance upon it.

This document may contain forward-looking information which reflects our or third-party current expectations or forecasts of future 
events. Forward-looking information is inherently subject to, among other things, risks, uncertainties and assumptions that could cause 
actual results to differ materially from those expressed herein. These risks, uncertainties and assumptions include, without limitation, 
general economic, political and market factors, interest and foreign exchange rates, the volatility of equity and capital markets, business 
competition, technological change, changes in government regulations, changes in tax laws, unexpected judicial or regulatory 
proceedings and catastrophic events. Please consider these and other factors carefully and not place undue reliance on forward-looking 
information. The forward-looking information contained herein is current only as of August 31, 2021. There should be no expectation 
that such information will in all circumstances be updated, supplemented or revised whether as a result of new information, changing 
circumstances, future events or otherwise.
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