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The quarter in review

Markets today are representative of us being in the midst of a global transition out of the pandemic. Some countries
are struggling to contain another outbreak and others experiencing days with no deaths at all, with a successful vaccine
rollout. Most investors are asking themselves the same questions - what will the long term impact of the last 18 months
of disruption to the global economy be, what will it do to labour supply, what will the impact on prices be, and how
quickly will we get back to 'normal’?

Over the course of the quarter, the sustainable portfolios generated strong returns: our highest risk portfolio returned
over 6%, the lowest risk defensive portfolio with circa 25% in equities returned 3%. All holdings in the sustainable
portfolios returned positive performance for the quarter, however this overall positive set of returns, masked what was
a fairly volatile period in markets.

At a glance
= US and green stocks perform strongly over the quarter
= Activism against energy companies gathers pace
= Biodiversity loss becomes more of a corporate mainstream issue

Economic reopening

The twists and turns that we have seen impact markets since the start of the year show no signs of abating. This is characteristic of
an economy emerging from recession, as background risk factors, such as rising COVID-19 variants, are played off against positive
macroeconomic data releases. We are seeing this reflected in the performance of more cyclically orientated stocks (such as industrial
companies and materials sectors aligned to the green transition) and at other times, in the defensive ‘stay at home stocks’ (such as
consumer goods businesses). The value rotation that we saw develop over March reversed at the start of Q2 as growth and tech
stocks rallied strongly, which benefited the performance of the sustainable portfolios. During June, growth stocks once again signifi-
cantly outperformed value sectors, leading to outperformance of MSCI World Growth by over 6% versus MSCI Value over the quar-
ter as a whole.

Q2 2021 style returns
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As a sustainable investment team, we are responsible for implementing sensible asset allocation calls to navigate these changeable
markets over the medium term, but more importantly we are focused on the fundamental strength and long term appeal of sustain-
able themes, which continue to grow in dominance worldwide. Right now is an exciting time for sustainability, but these themes are
not just for ‘right now' they will continue to touch and impact every sector for the years and decades to come.

Inflation

Over the course of Q2, expected inflation crept up. In the US, price rises were recorded at 5% Year-on-Year in May, driven by en-
ergy and used car cost increases. The median Federal Reserve (Fed) forecast now expects two interest rate rises in 2023, however in
the previous meeting to June, it hadn’t expected any rate hikes in 2023, instead predicting the first increase in interest rates in 2024.
Perhaps even more surprisingly, seven out of the 17 policymakers suggested interest rates would rise as soon as 2022. This unex-
pected hawkish stance from the Fed led to the biggest one day jump in the value of the US dollar since March 2020. Further factors
driving inflation are a recovery in the sectors worst hit by COVID-19, which may mean we see price rises for travel and leisure, and
disruptions in supply chains which could mean a shift to local suppliers.

Interest rate hikes
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policymakers
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rates will rise as
fast as 2022

Source: the Fed

However, many deflationary pressures remain in place. In Europe and Japan, we have had near-zero interest rates for many years,
without seeing any inflation. In the US, pre-pandemic record low unemployment was not inflationary; with many jobs lost perma-
nently. Globalisation has kept costs down and, while there are concerns about supply chains, this will remain a deflationary influ-
ence. Automation and artificial intelligence will also reduce the need for expensive labour so, even where production is localised, it
may not raise costs. Furthermore, ageing populations will generally be deflationary, although the cost of care in old age may rise.

Impact on green metal prices

A strong dollar tends to be negative for commodities priced in dollars, and we saw the impact of this on so-called ‘green metals’
over the course of the quarter. The prices of commodities such as copper, lithium and aluminium have been increasing since summer
of last year due to the surge in expected demand because of the amount of these metals required for the achievement of net zero
carbon goals as green metals used in everything from semi-conductors, to electric car batteries. With the recent strengthening of the
dollar and a surge in Chinese copper supply, the prices in these metals weakened somewhat towards the end of the quarter, but this
is a small dent in what in some cases has been triple digit increases in prices.

Essential to the green transition

Big oil's judgement day
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The quarter has been a momentous one for big oil activists. In May we saw a landmark ruling in the Dutch courts that ordered Shell
to cut its direct and indirect emissions by at least 45% over the next nine years, relative to 2019. Whilst it is likely to take some years
for appeals to be concluded, the reverberations of this result will be felt for even longer. The impact of this legal action is amplified
by the successful activism by a small hedge fund against Exxon leading to the oil giant to accept ‘climate friendly’ directors to their
Board. It feels as though fossil fuel industry is undergoing a bit of an identity crisis. Some of the major oil companies are publicly
committing to net zero, although the extent and authenticity of these goals in some cases look weak, other oil companies aren’t yet
making clear how they are planning to adapt to the world of sustainable development. We believe that it is clear that we are at the
start of a long term structural shift in how energy is consumed, and where that energy is sourced from.

Now more than 70% of global GDP by country is signed up to net zero, in the first nine months of last year there was a 300% in-
crease in corporate commitment to net zero. This is feeding through to represent trillions of USDs in investment in infrastructure to
support this transition, across Europe, UK, the US and many parts of Asia. The pandemic has certainly played a part, providing the
opportunity for policymakers to spend and rebuild economies to support the move towards a lower-carbon economic model. The US
infrastructure bill is an obvious example of this, as is Europe's allocation of 30% of the EUR750bn recovery package to spending on
climate initiatives.

Net-zero commitments
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Sowurce: Envirolab, Mew Climate Institute

Outside of the energy complex, as is very well documented, supply chains are currently challenged by pandemic (and trade bloc)
disruption. However looking further out, supply chains are being redesigned to become increasingly circular, less resource intensive
and kinder to the environment. Investors are demanding transparency from businesses on not only their goals around minimising
environmental and social impact, but also progress made towards them. These sustainable themes, which have longer-term tailwinds
have only been strengthened during the COVID-19 crisis.

Biodiversity

During the quarter, world leaders met to discuss sustainability issues such as net-zero and biodiversity at the G7 summit in Cornwall.
Our Chairman signed a letter published by the World Economic Forum's Alliance of CEO Climate Leaders, a global community of
CEOs and Chairmen who continue to set the bar higher and catalyse action across all sectors and engage policymakers to help de-
liver the transition to a net-zero economy.
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To coincide with the G7 summit, the new Taskforce on Nature-related Financial Disclosures (TNFD) was also launched. This is a new
global market-led initiative for organisations to report and active on evolving nature-related risks (such as biodiversity loss), in a simi-
lar way to TCFD (carbon disclosures). We are seeing some significant momentum within the investment industry behind mitigating
biodiversity loss, and this framework provides a helpful structure to corporate reporting on this crucial issue.

Valuation discipline

One reason for holding actively managed third-party funds within a sustainable portfolio is the deep and dynamic sustainable analy-
sis undertaken on each and every company, by specialists. Another reason is for the valuation discipline they apply. This means that
the managers of the third-party funds don‘t invest in companies at any price, and instead carefully consider the valuation at which
investing in a business makes sense. The benefit to this is clearly demonstrated in one of the largest green energy trackers in the
world ($6bn), and the performance of this versus two of the actively managed specialist environmental energy funds in the portfo-
lios. The green energy tracker has attracted a significant amount of investor cash over the past year, and invests in companies deliv-
ering on the energy transition. These companies include Plug Power, one of the top holdings of the tracker, which makes hydrogen
fuel cells. Blackrock, the fund management company that manages the tracker, is the biggest holder of the company. The company
was trading at over 75 times 2021 revenue (Bloomberg data), but since the start of the year the share price has halved. The passive
green energy tracker does not take these valuation metrics into consideration, and whilst it held the company as the share price in-
creased this year, it has also held it as it’s halved since January.

Returns of active and passive environmental funds, year to date
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Important information

This document is for information only and is for use of the recipient. It is not to be reproduced, copied or made available to others. This document is consid-
ered to be a general market and informational commentary and does not constitute any type of investment or other professional advice, it is not a personal
recommendation and does not take into account the particular investment objectives, financial situations or needs (including tax) of individual clients. This
document is not intended and should not be construed as an offer, solicitation or recommendation to buy or sell any specific investments or participate in
any investment (or other) strategy. Investors should be aware that past performance is not an indication of future performance and the value of investments
and the income derived from them may fluctuate and you may not receive back the amount you originally invested. Professional advice should always be
sought.

Any information herein is given in good faith, but is subject to change without notice. No liability is accepted whatsoever by Eden Park Investment Manage-
ment Ltd or LGT Vestra, employees and associated companies for any direct or consequential loss arising from this document. This document is not for
distribution outside the European Economic Area.

Eden Park Investment Management Limited is authorised and regulated by the Financial Conduct Authority. A Registered in England number 10953727.
Registered office: The Pavilions, Eden Park, Ham Green, Bristol, BS20 0DD.

LGT Vestra is a limited liability partnership registered in England & Wales. Registered Office: 14 Cornhill, London EC3V 3NR. Registration number OC
329392. LGT Vestra is authorised and regulated by the Financial Conduct Authority and is a member of the London Stock Exchange.

Eden Park Investment Management Limited, The Pavilions, Eden Park, Ham Green, Bristol, BS20 0DD, 01275 404 880, enquiries@edenparkim.co.uk,
www.edenparkim.co.uk

Thoughts from the sustainable investing team — July 2021 5/5


mailto:enquiries@edenparkim.co.uk
http://www.edenparkim.co.uk/

