LIONTRUST

Should 2020’s unpredictability force a
sustainable rethink?

June 2020

Fund managers: Peter Michaelis

2020 is certainly not turning out as we expected: we did not predict Covid-19 nor the death of George Floyd
that has set off global protests against persistent racial discrimination. In fact, we started the year optimistic
for further progress towards a cleaner, healthier and safer world. Does this mean that we, as investors, had
naively underestimated the risks from a global pandemic and social inequality? The answer is partly yes, but
mostly no.

Partly yes, because we did not precisely see the impact and rapid spread of either event, but mostly no, because
we have long recognised our current system is unsustainable and needs dramatic reform if it is to ‘meet the
needs of the present without compromising the ability of future generations to meet their own needs’ (a quote
from Gro Harlem Brundtland, who chaired a pioneering commission on sustainable development, from 1987).

On a social level, we can see the amazing success of our market-based economy at generating wealth has not
fed through to all. | witnessed this every day when | walked to our offices on the Strand in London: on the one
hand, there is the opulent Savoy Hotel catering to the world’s wealthy, on the other, the soup kitchen for the
homeless by St Martin-in-the-Fields.

Nowhere on earth has generated as much wealth as San Francisco over the past two decades and yet the streets
there are also home to thousands who have experienced no trickle-down effect. We know the system is
definitely not working when in a country as wealthy as ours, those essential nurses, carers and teachers cannot
afford housing in the areas they work and particular ethnic groups are persistently disadvantaged.

Then we come to our environment. The parlous state of our natural world was summed up in a recent podcast
by Inger Anderson, head of the United Nations Environment Programme (UNEP), in which she gave a dismal
report card on the effect of human impacts on land, sea and air. In each area, we have drastically decreased the
resilience and abundance of the natural ecosystems upon which we ultimately rely. We are altering the
chemistry of our atmosphere and oceans in ways that will negatively impact future generations, and on land, we
deplete our soil more rapidly than it can possibly replenish.

We do not ascribe a financial value to our forests, oceans and atmosphere, in spite of understanding how
essential they are to our livelihoods as well as those of future generations; the system is definitely not working
for our environment either.

And yet despite all this, | believe our system of capital markets and competition between companies has to be
a major part of the solution to these twin (and inextricably linked) failures. People working together with
companies, putting capital to work towards a common purpose, has delivered immense good in many areas.
Much of the progress towards the higher quality of life and reduction in poverty has been at least partially driven
by this, leading to the vaccines and cancer treatments, the solar and wind generators, the electric vehicles, the
LED lighting, the internet and modern communications, and countless other products and services that make
our lives better and more sustainable.

The best outcomes have occurred in situations where societies, via their governments, set the correct
framework, and then profit-driven, competing companies deliver the solution. Over nearly twenty years on the
Sustainable Future Funds, our investments in businesses focused on innovative healthcare, energy efficiency,
waste recycling, renewables, and mobile networks have all been successful precisely because these companies




have provided something positive that society needs. The best investments have been in companies doing this
better than their competitors and then reinvesting excess returns to deliver future growth.

However, what the events of the first half of 2020 show us all too clearly is that the economy and capital markets
have to be the servants of society and not the other way around. Capital markets have to deliver widespread
prosperity without destroying our society or environment. The events have also laid bare areas where resilience
should be prioritised over efficiency, such as when it comes to protective equipment and spare capacity in our
health service.

A sustainable society needs to provide opportunities for everyone to live purposeful, fulfilled lives; it also needs
to operate within our planetary boundaries in a way that preserves and even enhances nature. One cannot
happen without the other and as investors, we support initiatives such as the Just Transition, which examines
how we can manage the move to a low carbon economy while preserving jobs and livelihoods.

In addition, we have long engaged with companies to improve diversity. While we have seen some success in
terms of more female directors on Boards, we hope this sets a precedent for greater ethnic diversity too, which
lags even further behind gender diversity in senior management of our investee companies.

We have a long way to go before we arrive at an entirely sustainable and inclusive model of capitalism. As
sustainable investing grows, it is helping to accelerate this transition, but only as part of a broader movement
that will need governments, businesses, academics, NGOs, supra-national organisations and each and every one

of us working together towards a more sustainable future.
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