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Public hearing: investments in coal and petroleum companies  

– an investment industry view 

 
We greatly appreciate the on-going ESG investing activities of Norway’s Government Pension Fund Global 
(GPFG) and are in general agreement with the recommendations of the expert group regarding the 
importance of active ownership in addressing the challenge related to fossil fuel companies. We were 
particularly impressed by the commitment of the expert group to the goal that the Fund should be “a 
forerunner when it comes to demonstrating how climate change issues can be integrated into the investment 
strategy”i and the commitment of the Fund itself to acting where there is good consensus on the scientific 
research in this area.ii It is in this context, and in response to the invitation for a “broad and open debate”, 
that we highlight three areas, which we feel the GPFG risks failing to meet its stated ambitions. 
 
1. GPFG could invest far more in financially rewarding and environmentally beneficial investments.  
 
Although this was not in the mandate given to the expert group, we consider it important to comment, from 
a financial perspective, on the Fund’s exposure to investments aligned with a low carbon development path. 
The Fund’s environmentally focused investments amount to NOK 31.4Bn i.e. 0.57 percent of total assets 
under management as at end of 2013.iii Leading diversified asset owners that employ ESG strategies and that 
are being prudent about the risks and opportunities associated with climate change have allocations to 
investments in adaptation and mitigation well beyond this percentage.iv Whilst not in any way ignoring the 
performance of equities in pure play renewable energy, there are good reasons – not least the Fund’s time 
horizon – for investing more significantly in the transition to a low-carbon economy. For instance, given the 
Fund’s significant fixed-income allocation of 37.3%,v there is considerable scope to invest in Climate 
Bondsvi and certified Green Bonds,vii both of which have the same risk reward characteristics as traditional 
bonds. Investments in infrastructure present equally appealing opportunities in terms of GPFG’s risk return 
profile and ability to capture an “illiquidity premium”viii as other large, long-term investors have done.ix We 
note with interest that the Ministry has asked its Strategy Council to consider infrastructurex and we look 
forward to finding out how the Fund thinks it can best use this asset class to deliver sound returns whilst also 
supporting a low carbon development path.xi. 
 
Another action that GPFG could take is to screen companies according to science-based emissions 
thresholds that comply with the carbon budget. Specifically, if the carbon budget is to be maintained in 
aggregate, companies across all sectors must restrict CO2e emissions to their allocated tonnage and align 
with science-based de-carbonisation pathways. The Center for Sustainable Organizations’ Context-Based 
Carbon Metric is an example of a tool that enables this level of evaluation. Such screening could be coupled 
with engagement provided targets, as described in section 2, are clearly set. 
 
Comparable action can be taken at the portfolio level, across all sectors, using low carbon indices, such as 
those employed by AP4xii and FRRxiii. The market capitalisation weighted products typically in use, which 
are also widely criticized on pure financial grounds,xiv force portfolio allocations to the fossil fuel sector that 
are significantly misaligned with the real economy.xv To ensure diversification that more accurately 
represents the global economy, allocations must be aligned within an asset class or ‘counter-biased’ at the 
portfolio level.xvi xvii It is worth noting that infrastructure investments, in particular those associated with low 
carbon development,xviii e.g. clean energy, infrastructure, land use, resource efficiency and innovation, offer 
large, long-term investors the important collateral benefit of creating investment opportunities at a time 
when such investors have few good opportunities to gain competitive advantage.xix 
 
Allocating investments in this manner acts as a hedge against the almost inevitable portfolio losses that will 
be incurred should there be accelerated carbon re-pricing, for example as a result of reactive policy measures 
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in response to major environmental crises. Such events are typically described as “exogenous” even though 
many would consider them “predictable surprises”.xx They would result in managers being unable to sell the 
wide range of high carbon exposures quickly enough to avoid significant losses. It is for this reason that we 
question the assertion that prevailing market price is necessarily an adequate compensation for investment 
risk.xxi In this regard, we note that as a result of GPFG’s fossil fuel holdings, the Norwegian public has triple 
exposure to fossil fuel risk in that they are: (1) its primary source of GDP; (2) the basis of the Fund itself; 
and (3) because three of the Fund’s ten largest equity holdings are oil and gas companies.xxii 
 
2. Exclusion and engagement undertaken by GPFG could significantly reduce the effects of climate 
change.  
 
As one of the largest investors in the world, GPFG cannot escape its leadership impact. This being the case, 
GPFG’s actions will either: (a) help to perpetuate the very slow rate of response, namely “business as usual 
plus,” by most conventional investorsxxiii (and even some ESG investorsxxiv) to the growing scientific and 
economic understanding of the risks associated with uncontrolled climate change or (b) spur institutional 
investors, many of which are reluctant to be a first mover but would follow a leader, to take action that is 
actually “fit for purpose”, i.e. keeping global average temperature increases to 2 ºC. 
 
Corporations will take action to reduce their CO2e emissions once they notice serious intent on the part of 
their long-term investor base. GPFG could further demonstrate its leadership in this regard by publicly 
explaining the reasoning behind the 14 recent divestments from coal as well as any future such divestments 
and under-weightings.xxv Such actions will make it easier for smaller, less well-resourced funds to act which 
in turn, will deliver value to the Fund for having taken a conviction approach. 
 
Another suitable area for leadership, which could also help to ensure GPFG’s ability to accurately evaluate 
issuers’ ESG performance, would be to support Ceres’ Investor Initiative for Sustainable Exchangesxxvi and 
the UN’s Sustainable Stock Exchange Initiative.xxvii Working in conjunction with one another, the ultimate 
goal of these efforts is to mobilise all exchanges to adopt an ESG disclosure requirement. 
 
A more medium-term project would be to devise and publish a “road map” as well as progress updates for 
how the fund will be de-carbonised over the coming decades. 
 
Finally, and reflecting the expert group’s recommendation that “the Fund’s ownership strategy be 
enhanced”, the Fund could lead the use of “forceful stewardship”xxviii – instigating and voting on high 
benefit and low risk shareholder resolutions. Given that many fossil fuel issuers have strong business and 
personal incentives for delaying an energy transition for as long as possible, anything less than this 
engagement approach is unlikely to persuade them to develop and execute strategies aligned with a 2 ºC 
warmer world. With other sectors that are more open to meaningful change in core business models, e.g. 
aviation, the Fund could support constructively disruptive market mechanisms.xxix 
 
3. The GPFG is a unique and potentially very powerful tool to advance climate change policy and this 
is totally consistent with its fundamental purpose.  
 
We see no contradiction between the financial goals of the fund and the objective of averting dangerous 
climate change. This is especially so given the intergenerational responsibilityxxx that was the impetus for the 
creation of the fund. Harnessing the influence of GPFG in the pursuit of policies that are aligned with this 
intergenerational mission is completely consistent with its financial goals. Our assumption is that the Fund 
wishes to take a portfolio wide and long-term perspective and not simply consider short-term returns from 
fossil fuels at the expense of significantly increasing the climate risk to vast bulk of the portfolio.xxxi In 
short, we assume the Fund aspires to operate as “fiduciary capitalists”.xxxii 
 
Moreover, whether or not other investors do so at the same time, publicly acknowledging scientific findings 
and investing accordingly signals to companies, markets, and legislators that GPFG and other scientifically 
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informed long-term investors will not compromise their intergenerational principles especially when the 
consequences of our present path are of such great concern.xxxiii As more funds show leadership with 
scientifically informed investment professionals taking a confident public role, the collective agency 
problem acknowledged by the expert group will be addressed, which will help to neutralise a debate that has 
become unhelpfully ideologicalxxxiv, a seemingly intentional development.xxxv 
 
As market practitioners and researchers, we fully understand that commercial fund managers face market 
pressure to deliver short-term performance relative to peers in a way that causes them to discount risks such 
as climate change. We believe, however, that the nature of GPFG allows it to take a more joined up and 
longer-term approach to systemic risks like global warming.  
 
Furthermore, we believe the insights so gained will have important knock-on benefits. For example, the 
results of analyses performed by GPFG to determine which investments are likely to outperform and which 
investments are most at risk (including possible stranded assetsxxxvi) as society moves to a low-carbon 
economy could be used to help policy-makers to devise legislation that will foster a market environment 
supportive of the identified winners.  
 
Building on this scenario, by heightening GPFG’s level of contact with government agencies (including 
mainstream financial regulators), and key information intermediaries (including sell side and credit rating 
analysts, investment consultants and auditors) a more climate-aware policy framework could be devised. 
That is to say, if climate-aware policies and regulations, which all investors had to adhere to, were 
implemented, the degree to which commercial fund managers face market pressure to deliver short-term 
performance and enable the externalisation of environmental costs would be decreased. In turn, this would 
make it easier for GPFG to do what is best for the citizens of Norway. 
 
An area where GPFG can play a major role alongside other concerned long-term investors, is to urge 
investee companies to stop lobbying against climate change measures, both directly and via trade 
associations and think tanks or as Christiana Figueres, Executive Secretary of the UN Framework 
Convention on Climate Change said, when speaking at the 2014 PRI conference in Canada, corporate 
lobbying should be “scrubbed”.xxxvii Specifically, since corporate political capture is arguably the biggest 
factor contributing to policy failures we currently experiencexxxviii, GPFG could use its ownership status to 
help insure issuer transparency around lobbying and political contributions. As described by the former head 
of corporate governance at Norges Bank Investment Management (NBIM) in his personal submission to this 
consultation:xxxix  
 

“There is a real problem -- indeed, what economists would call a principal-
agent problem -- involved in the fact that several such companies continue to 
lobby hard against the exact sorts of policies that their owners – the principals 
– truly need and wish for. Not least in the US, we have seen how effective 
such lobbying has been, and how much the results of such lobbying often have 
gone against the interests of the principals. Investors, including the GPFG, 
should challenge companies within their portfolios on this exact issue through 
their active ownership, and press for more transparency and long-term 
responsibility vis-à-vis one’s principals when it comes to lobbying strategies.” 

 
Such disclosures will enhance the ability of GPFG and its asset managers to identify and evaluate issuers’ 
contribution to solutions or conversely, their maintenance of political gridlock, thus building upon the 
aforementioned ability to accurately evaluate issuers’ ESG performance. Such an approach is fully 
consistent with the expert group’s recommendation that the Fund should take a “conduct based approach” to 
its assessments and use engagement and exclusion in an integrated manner to focus most assertively on 
companies that are “severely harmful” to the global climate.xl  Whilst the expert group focused on physical 
impact, there is a strong case for arguing that public policy impact is a much bigger problem and that indeed, 
some of the most harmful companies may not be brown energy producers or heavy energy users.xli We hope 
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the Council of Ethics, having been charged with implementing this more robust approach, will consider 
these arguments seriously.xlii 
 
In a similar vein, GPFG could contribute to Norwegians’ awareness of the implications climate change has 
on the value of the investments that will fund their retirement as well as the purchasing power of the income 
so attained in a climate damaged world. By explaining the reasoning behind reductions in the fund’s carbon 
exposure, public understanding and concern of the issues at play will be increased. Done professionally, 
such outreach efforts will enhance public support for more proactive corporate, investor, and government 
action to lead Norway, as well as the international community, to a successful energy transition. 
 
In summary, given GPFG’s eternal horizon and intergenerational perspective, the scale of its 
investment, and the scope of its wider responsibilities across Norwegian society, it has a strong rationale for 
taking a proactive stance to avoid long-term risks associated with climate change, such as mis-pricings in the 
market, and an educational approach towards its external communications so as to encourage industry-wide 
risk mitigation. 
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