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Risk Warning
This newsletter is not intended as an
investment recommendation and should
not be treated as such. Instead it is
intended as an example summary of
the work we do looking at longer-term
changes we anticipate happening in
the market which we analyse to inform
our investment decisions. This analysis
forms only part of what is considered in
making an investment decision.
The value of investments and any income
from them can fall as well as rise. Your
capital is at risk and you may not get
back what you originally invested.
Funds which undertake ethical screening
to meet their investment aims are
unable to invest in certain sectors and
companies. Our exclusion of some areas
of the market (on ESG grounds) may
result in periods of under-performance
with respect to relevant benchmarks. For
instance if tobacco stocks were enjoying
extremely strong returns we would not
be able to participate in their gains.
If you are unsure about an investment
decision, please speak to your
financial adviser.
The information and opinions expressed
in this newsletter represent our view at
the date of publication and are subject
to change without notice.
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The Sustainable Future funds invest in companies whose activities improve our lives or help
to reduce the environmental impact from human activity. We believe that these companies
will be more successful because of this approach and that we can, therefore, deliver strong
investment returns alongside the positive impact of the companies in which we invest.
Recent research from Morgan Stanley supports this view, and on page 7 we look at their
analysis and how the Sustainable Future funds compare.
The population of the world exceeds 7bn people and is destined to increase to 9bn by
2050. Thereafter the outcome is less pre-determined with predictions in the range of
9bn to 12bn people. These numbers are important given their link with demand for
finite natural resources, but population is not the sole factor. Levels of affluence, and the
efficiency with which our economies generate this affluence, are equally important and this
is where businesses have a role. Successful businesses will be those that develop ways to
use resources more efficiently and to deliver goods and services which increase affluence in
entirely new and lower impact ways.
Emma Lupton examines how clothing companies are exposed to water constraints and
how the best are managing it on page 10. It might not be evident, but that cotton
shirt you are wearing required huge amounts of water in the growing, dyeing, and
manufacturing stages of production. Often these stages occur in already water-stressed
areas of the world. On page 3, Martyn Jones highlights research showing how the ageing
population in the UK will affect trends in consumption, savings and healthcare over the
coming decade. Well prepared companies will prosper.
We thank Rosey Hurst from Impactt, for her report on the complex relationship between
worker rights and company profitability, and how both can be improved in the textile
industry in Bangladesh. This dovetails the support Alliance Trust has given to the Modern
Slavery Bill, which we are very pleased to see has passed in one of the final acts of
Parliament this year. You can read Neil Brown’s analysis of this on page 9.
Finally we highlight five companies to watch which we believe have bright futures because
of their approach to sustainability in areas of cancer treatment, healthy eating, resource
efficiency and safety. I hope you find this newsletter informative and enlightening.

Peter Michaelis
Head of Equities

Are better quality jobs
better for business?

Why being less bad isn’t good enough.
Rosey Hurst, Founder and Director - Impactt
Academic research suggests that high quality, satisfying jobs
are better for business, in terms of optimising productivity,
quality and profits. This convenient truth, which many
thought was self-evident, is a key driver in the ‘ethical
trading’ efforts of retailers and brands seeking to de-risk their
supply chains. It would be great if it was all as simple as that.
However, it also turns out that workers without a choice - in
other words, those who suffer the ultimate abuse of labour
rights and are prevented from leaving their jobs, can also be
highly productive1. It seems apparent that denying workers
choice and compelling them to work can be a useful profit
maximisation strategy. Now that is an inconvenient truth.
If workers are dehumanised and treated badly, but can exercise
the choice to leave and try their luck elsewhere, then they will
work less productively and will jump ship at the first opportunity.
So being less bad as an employer, and allowing free movement,
doesn’t deliver more profits.
This non-linear relationship between job quality and productivity
should give us pause when we think about how to move
employers from the all too common restrictive techniques of
withholding workers’ identity cards or passports or holding
deposits to the sunlit upland of high quality, highly productive
jobs. It would appear that there may be no business case for
a small shift away from only restricting workers’ freedom of
movement, whilst continuing management practices, which
tend to dehumanise and disrespect workers. This may actually
reduce productivity. Certainly in Impactt’s work, we note a
marked reluctance amongst employers to abandon coercive
management techniques. Managers are afraid that they will lose
control of the workforce, and, since they have no experience
of management using positive techniques of empowerment,
incentives and progression, they have nothing with which to
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replace the fines and deposits. The compliance efforts of retailers
and brands have tended to focus on rooting out and forbidding
bad practice, rather than providing viable alternatives, resulting in
low productivity and high levels of worker turnover.
The answer has to be a complete re-think of these efforts, away
from bans and prohibitions and towards programmes which
promote a wholesale change of mindset, and a set of techniques
which focus on getting the best out of the workforce, focusing on
providing attractive jobs, with adequate pay, where workers are
respected for their input and have the prospect of progression.
This means a big change, but it is possible, as our Benefits for
Business and Workers (BBW) Programme in Bangladesh has
demonstrated. BBW trains factory managers, supervisors and
welfare officers in communication skills, productivity and quality
and HR management. It prompts managers to rehumanise
workers, and to develop incentives and processes which deliver
job satisfaction and higher productivity. Across 35 garment
factories, these techniques have been employed to unlock a
reduction in worker attrition of 52%, an increase in pay per hour
of 12% and an 18% increase in productivity.
So, yes, better quality jobs are better for business – but workers
need to feel real benefits in terms of money, respect and
promotion prospects in order to unlock enhanced productivity.
Being less bad isn’t good enough. Merely banning egregious
abuses won’t bring home the bacon.

1 Source: Megan Miller: Should I stay or should I go? Analysing the decision of the
firm to prevent worker remigration 2014 - Better Work Programme, forthcoming.

An ageing world
Martyn Jones, Investment Analyst
The average age of the global population is rapidly
increasing, this is a result of increasing life expectancy,
declining birth rates and the post World War II ‘Baby Boomer’
generation coming to retirement age. Over 60s will account
for 22% of the global population by 2050, equating to
roughly 2bn people, outnumbering children.
This social phenomenon has led to a number of opportunities and
threats associated with old age, which will have a far reaching impact
on our economy and will affect more than just the healthcare industry.
All industries will have to adapt and appeal to older generations if they
are to benefit from this structural demographic change.

What impact will this have on our economy?
Currently just over one in ten people are aged over 60, but they
account for a much larger proportion of the economic power. For
example, the Baby Boomer generation reportedly accounts for c60%
of US consumer spending and c50% of UK spending2. In absolute
terms the numbers are also big. The spending power of consumers
aged over 60 is estimated to be $15tn globally by 20203.

In the US, the over 60’s account for the following;
$

What is causing population ageing?

44%

1. Increasing life expectancy
Global life expectancy has increased by 20 years from 48 years
old in 1950-55 to 68 years old in 2005-10. This is expected to
reach 75 by 20501.
2. Falling birth rates
The fertility decline over the last half century has been one of
the main factors explaining global ageing (Source: UN). Global
birth rates have fallen from 5 children per woman in 1950 to 2.5
today, and are expected to fall to between1.8-2.2 by 2050.

Global birth rates vs. replacement rate of 2.1 children
per woman
3. Boomer bulge
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The increasingly older population will have a profound impact
on the economy as it controls a larger proportion of wealth and
spending power.

Exposed industries
We conducted a SWOT (Strengths, Weaknesses, Opportunities,
Threats) analysis of old age, which helped us to highlight some
Strengths

Weaknesses

•
•

•
•
•
•

Wealth and more disposable income*
Free time
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Source: Bank of America Merrill Lynch, Data World Bank

‘Baby boomers’ are commonly defined as people born after World
War II, during the years 1946 and 1964. There are roughly 450m
born in the spike period who are now reaching retirement age
and are creating a bulge in the age pyramid.
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Poor health (living with chronic diseases)
Sensory loss (hearing, eye sight)
Loss of mobility (giving driving up)
Lack of technological understanding

Opportunities

Threats

•
•
•
•
•
•

•
•
•
•
•

Spending time with family
Learning new skills (hobbies & sports)
Embracing technology
Meeting new people
Visiting new places
Create a strong future for family

Loneliness (loss of family & friends)
Caring for others in old age
Lack of public transport
Diminishing healthcare services
Living longer than assets can support

New
experiences

Technology

Disposable
income

Loneliness

Duration
gap*

Failing
health

Travel
companies

Social
networking

Cosmetics

Senior living

Insurance

Senior living

Hotels

Machine
to machine
technologies

Retail

Travel
companies

Wealth
managers

Medical
devices

Transport

‘Wearables’

Travel
companies

Hotels

Pharmacies

Wealth
managers

Transport

Insurance

Marketing

Pet Stores/
Vets

‘Wearables’

Social
networking

Automation &
Robots

0.5
0

41%

of Customers Paying of Customers Purchasing
for Wireless
Apple Computers

Source: Neilson & BoomerAgers

*some are wealthy but this is not universal

3.5

40%

of Total
CPG Sales

Home
adaption

* This is the gap between how much people think they need to save and how much
they actually needed to save.

An ageing world continued:
US investable assets transferred by year
investable assets ($ trillions)
$3.0
E - expected
$2.5

% of total US investable assets
12%
10%

$2.0

8%

$1.5

6%

$1.0

4%

$0.5

2%

$0

0%
2011E2015E

2016E- 2021E2020E 2025E

2026E2030E

2031E2035E

investment assets transformed

2036E2040E

2041E2045E

2046E2050E

% of total US investable assets

Source: Accenture based on Cerulli Associates

The financial services industry will be very important in a future
where state support is diminishing and pension savings are
now the responsibility of the individual. Evidence suggests that
people are unprepared for their financial futures, with only 6% of
households using a financial adviser (Source: BAML and Accenture).

of the industries which are developing relevant products and
solutions for an ageing population, which you can see below. We
have also taken a closer look at the financial services industry.

Financial Services
Longevity presents the risk that people live longer than expected
and have not accumulated enough savings for their life (this
is known as the duration gap). This creates opportunities for
insurers and wealth managers that are able to manage assets
during the accumulation phase and manage risk during the postretirement ‘decumulation’ phase.

Wealth of the older generation
• In the US, the 50+ population controls 80% of aggregate net
wealth with an average wealth of $765,000
• In the UK, 50+ households are worth £541,000 and this peaks
at £723,000 at age 60-64
Old people tend to have a large amount of investable assets, but
only 40% of retirees use a financial adviser. In the US there are
roughly 1.9m households with investable assets over $2m, and
56% of those households are headed by someone over 60 years
old. Globally, total wealth stands at $240trn with $46trn of this
being readily investable4.

The ‘Great Transfer’
The additional factor to consider when discussing the opportunity
of ageing populations and wealth management is the asset
transfer from people born in the 1920s and 1930s to the
Boomers. This ‘Great Transfer’ estimates a shift of $12trn of
wealth, and this will happen over the next c30 years as the
Boomers die and pass their wealth onto the next generation5.
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We have highlighted a number of companies that should benefit
from this structural theme, including global insurer Prudential,
which has emerging market exposure, an excellent management
team and a number of thriving subsidiaries. Wealth managers
including St James Place based in the UK and AMP Ltd in Australia
are also well placed to benefit from helping people prepare for
their financial future.

Important information
Examples of stocks are provided for general information
only to demonstrate our investment philosophy. It is not a
recommendation to buy or sell. Note that the view of the
Manager may have changed since this article was written.
1. United Nations: World Population Prospectus http://esa.un.org/unpd/wpp/
Documentation/pdf/WPP2012_Volume-I_Comprehensive-Tables.pdf
2. Financial Times
http://www.ft.com/cms/s/2/08bff556-52c7-11e4-a236-00144feab7de.html
3. Bloomberg
http://www.bloomberg.com/news/articles/2013-09-17/aging-boomers-befuddlemarketers-eying-15-trillion-prize
4. Bank of America Merrill Lynch - The Silver Dollar Sarbjit Nahal, Beijia Ma.
5. Accenture
http://www.accenture.com/SiteCollectionDocuments/PDF/Accenture-CM-AWAMSWealth-Transfer-Final-June2012-Web-Version.pdf
Age Concern
http://www.ageuk.org.uk/Documents/EN-GB/For-professionals/Research/Evidence_
Review_Technology.pdf?dtrk=true
Campaign to End Loneliness
http://www.campaigntoendloneliness.org/
Oxford Institute of Ageing
http://www.ageing.ox.ac.uk/
Royal Geographic Society
http://www.rgs.org/OurWork/Schools/Teaching+resources/Key+Stage+3+resources/
Who+wants+to+live+forever/Why+are+people+living+longer.htm
United Nations Department of Economic and Social Affairs
http://www.un.org/en/development/desa/index.html
World Bank
http://data.worldbank.org/
World Health Organisation
http://www.who.int/ageing/about/facts/en/

Five companies to watch in the
Sustainable Future funds

1
2
3
3
4
4
5
5
1
2

Celldex Therapeutics (A4*)
Survival rates for people with cancer have doubled over the past 40 years. Innovation
continues as biotechnology works on more effective cancer treatments using better
targeted therapies and encouraging the body’s immune system to fight tumours.
Significant numbers of patients do not respond well to chemotherapy. Celldex is a
biotechnology company listed in the US which specialises in developing more effective
ways to treat breast and brain cancer.

Whitewave (A1*)
Whitewave is a US listed company that is exposed to the ‘healthy eating’ category
which is growing as demand shifts away from high fat and high salt foods towards
healthier alternatives. We believe this shift will continue to have a pronounced effect
on food companies, with healthier products taking up a larger share of this market. For
example, one of the fastest growing segments over the past five years has been natural
and organic. Whitewave make a broad range of organic drinks and foods including dairy
substitutes and salads.

Kingspan PLC (A2*)
Kingspan generates 80% of its sales from insulation products and the rest from renewables
and other building products. Insulation of buildings is one of the most cost-effective energy
efficiency strategies and is seeing strong take up, in part driven by increasingly stringent
building standards worldwide. Kingspan has succeeded because of its investment in
innovation and design which has allowed it to grow strongly while helping its clients attain
‘Outstanding’ BREEAM ratings (BREEAM, BRE Environmental Assessment Method, is the
world’s foremost environmental assessment method and rating systems for buildings).

Continental (B2*)
Continental is exposed to two key themes that we believe will drive returns over the
next five years - tightening emissions regulations and road safety. The UN Decade of
Action for Road Safety, targets halving the forecast annual fatalities to 1.8m by 2020.
Widespread use of active safety technologies represents the best chance of achieving
these targets in our view and we believe Continental’s above peer exposure to active
safety technologies will deliver above peer growth. Using integrated analysis from Kepler
on the scale of the opportunity and engagement with the company’s management team,
and CSR staff to assess its strategy, we are confident that it will deliver solid returns in the
medium term.

Novozymes (A2*)
Novozymes is all about resource efficiency - allowing consumers to wash laundry at lower
temperatures, more effective take up of phosphate fertilisers in plants, and allowing
chemical processes to occur at lower temperatures. This is achieved through the use
of enzymes which can work at lower temperatures and reduce the energy intensity of
numerous processes and save very meaningful amounts of CO2 emissions.

Please note these companies are held in the Sustainable Future equity funds, but are not necessarily
represented in all of the funds. For example, the non-UK listed companies will not be held in the UK
fund. A full list of all holdings in the funds is available in our Fund Centre on our website
www.alliancetrustinvestments.com
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How we identify
sustainable companies
Our comprehensive ‘Sustainability
Matrix’ helps us to pinpoint how
well a company responds to our
sustainability criteria and applies
two evaluative criteria:
1 A product sustainability rating (rated from
A to E): this assesses the extent to which a
company’s core business (the products or
services it offers), helps or harms society
and/or the environment. An ‘A’ rating
indicates a company whose products or
services provide solutions to sustainable
development (e.g. renewable energy); an ‘E’
rating indicates a conflict with sustainable
development (e.g. tobacco business).
2 A management quality rating (rated from 1
to 5): this assesses whether a company has
appropriate structures, policies and practices
in place for managing its environmental,
social and governance risks. Management
quality in relation to the impacts and
opportunities represented by social,
environmental and governance issues are
graded from 1 (excellent) to 5 (poor).

Sustainability Matrix
		 MANAGEMENT QUALITY
		1
2
3
4
PRODUCT SUSTAINABILITY

Below are five companies the team has identified which demonstrate our investment
philosophy in practice. This is not a recommendation to buy or sell. By Mike Appleby,
Investment Manager.

5

A

✔

✔

✔

✔

✘

B

✔

✔

✔

✔

✘

C

✔

✔

✔

✘

✘

D

✘

✘

✘

✘

✘

E

✘

✘

✘

✘

✘

✔ suitable for investment
✘  not suitable for investment

We use our influence and strength as a major
investor to engage with companies which
currently sit outside our investable area, based
on our management and sustainability criteria.
We work with these companies to enhance
their ratings by suggesting improvements to
processes, management structure and more.
We believe this approach is mutually
beneficial, providing us with a more diverse
range of companies in which we can invest for
our customers, as well as assisting companies
to develop their sustainability process which
can ultimately have a positive effect on
financial performance.

Peter Michaelis,
Head of Equities

Simon Clements,
Investment Manager

Fund in focus:
The Alliance
Trust Sustainable
Future Managed
Fund

The Alliance Trust Sustainable Future Managed Fund is a balanced fund, which invests via four separate portfolios, in UK
equities, global equities, fixed income and cash. Typically between 45% and 85% will be invested in shares. The Fund will only
invest in companies that meet our rules for environmental and social responsibility and further information about this can be
found in our Screening Document at www.alliancetrustinvestments.com.

Fund objective
The Alliance Trust Sustainable Future Managed Fund aims for
long-term growth (generally regarded as five years or more)
by investing in companies which benefit from the tailwind of
sustainable development, which also display strong business
fundamentals, and are undervalued by the market.

to remain overweight UK and global equities, gilts (government
bonds) appear vulnerable over the longer term, as deflationary
pressures begin to ease across the developed world, and this
will dampen returns from corporate bonds as well. Therefore
the Sustainable Future Managed Fund will remain strategically
positive on equity markets and cautious on fixed income markets.

Benefits
•

Invests via four separate portfolios; UK equities, global
equities, fixed income and cash

•

Separate specialist managers in each of these asset classes

•

Asset allocation overlay - allows the Fund to benefit
from opportunities both within, and across these asset
classes in order to take advantage of tactical and strategic
opportunities

Outlook
As we move through 2015, the outlook is somewhat brighter
than it has done for a few years. The US, and UK are recovering,
and central banks around the world remain focused on ensuring
global growth improves. Rising interest rates in the UK may lead
to some volatility in equities but, longer term, we are comfortable

Fluctuations in interest rates are likely to affect the value of
bonds and other fixed-interest securities held by the Fund. If
long-term interest rates rise, the value of your shares is likely to
fall. The Fund can invest in derivatives. Derivatives are used to
protect against currencies, credit and interest rates move or for
investment purposes. There is therefore a risk that losses could be
made on derivative positions or that the counterparties could fail
to complete on transactions.
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Launch Date: 19 February 2001
Fund Size: £482.7m as at 31/03/2015
No. Stocks: 60-100*
IMA Sector: Mixed Investment 40%-85% Shares
* Please read the fund factsheet for the actual number of stocks held at
the most recent quarter end.

For further information about the Fund, including
performance, visit the fund centre on our website
www.alliancetrustinvestments.com. Read on to find
out why sustainable stocks can generate stronger
returns.

The Fund has holdings which are denominated in currencies
other than Sterling and may be affected by movements in
exchange rates. Consequently the value of an investment may
rise or fall in line with the exchange rates.
Investments in emerging markets may involve a higher element
of risk due to less well regulated markets and political and
economic instability.

SF HUB
Sustainable Future
Join the conversation

Best bits from the SF hub

SF HUB sustainable stocks can
Why
generate stronger returns
Sustainable Future
www.alliancetrustinvetments.com/sri-hub

A recent report (March 2015) from Morgan Stanley found
that there is a positive relationship between corporate
investment in sustainability and stock price and operational
performance. We are not surprised by this result. We strongly
believe that companies which take environmental, social and
governance issues seriously are inherently in a better position
to prosper than those that don’t, because these factors can
have a very real effect on the value of a stock.

Peter Michaelis, Head of Equities

(Published 9 April 2015)

The report focuses on the US market, and found that 64% of
sustainable equity mutual funds had equal or higher median
returns and equal or lower volatility than traditional funds over
seven years. This reinforces our beliefs and provides evidence that
integrating sustainability into the investment process does not
hinder performance, a myth which is still commonly believed.

So how do the Alliance Trust Sustainable Future
funds compare?
We believe in comparing our funds to mainstream benchmarks –
that includes mainstream Investment Association peer groups, in
order to present our performance in a clear way and so we can
stand up to our bold claims.
We also take the long-term view. Investing should be done
in a responsible way, and that means holding on for the long
term, which is why we look at three and five year performance
in the table below. As you will see over three and five years the
majority of our funds have outperformed their peer group.
AT SF Absolute Growth
IMA Flexible Investments
Quartile Ranking
AT SF European Growth
IMA Eur ex UK
Quartile Ranking
AT SF Global Growth
IMA Global
Quartile Ranking
AT SF Managed
IMA Mixed Inv. (40-85% shares)
Quartile Ranking
UK Ethical
Peer Group Average
Quartile Ranking
SF UK Growth
IMA UK All Cos.
Quartile Ranking
AT SF Corporate Bond
IMA Sterling Corporate Bonds
Quartile Ranking

3 years
40.8%
31.1%
1
44.8%
49.7%
3
43.7%
41.5%
3
39.7%
31.7%
1
50.6%
41.7%
2
47.9%
41.7%
2
26.4%
24.6%
2

5 years
55.7%
38.3%
1
41.1%
45.7%
3
49.0%
49.1%
3
49.8%
40.3%
1
74.7%
58.7%
2
72.0%
58.7%
2
39.3%
38.0%
3
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Net cumulative performance as at 31/03/2015. Share class 1. Source FE.
Past performance is not a guide to future performance.

SF HUB
Sustainable Future
Join the conversation

Best bits from the SF hub

Why sustainaible stocks can generate stronger returns continued:

SF HUB

So how is it that investing in companies with fewer impacts on
Sustainable Future
the environment and products which improve quality of life yields
better outcomes? Surely there should be a trade off between
‘being good’ and ‘making money’?
www.alliancetrustinvetments.com/sri-hub

We believe not. Indeed companies which are better for society
should experience greater support from society, either through
buying more of their product, or through Government regulation
or fiscal measures. Conversely, companies operating against
the interests of society will face headwinds of regulation and
consumer preference.
Of course this is not the only metric that matters. This
sustainability analysis has to be combined with rigorous analysis
of business fundamentals and valuation. However it is an
important, and often overlooked, metric in identifying higher
quality companies likely to experience strong growth.

Wealth generation for our clients can proceed hand in hand
with generating broader sustainable prosperity. This is what the
Sustainable Future fund range aims to achieve.
Read the full report: Sustainable Reality: Understanding the
Performance of Sustainable Investment Strategies (Morgan
Stanley, March 2015) http://www.morganstanley.com/
sustainableinvesting/pdf/sustainable-reality.pdf

Important information
The value of investments and any income from them can fall as
well as rise. Capital is at risk and investors may not get back what
they originally invested.
Funds which undertake ethical screening to meet their investment
aims are unable to invest in certain sectors and companies.

Discrete performance
31/03/14
31/03/15

31/03/13
31/03/14

31/03/12
31/03/13

31/03/11
31/03/12

31/03/10
31/03/11

AT SF Absolute Growth

13.3%

7.0%

16.1%

-4.9%

16.3%

IMA Flexible Investments

11.6%

4.6%

12.3%

-2.0%

7.7%

2

2

1

4

1

AT SF European Growth

5.3%

16.0%

18.6%

-9.7%

7.9%

IMA Eur ex UK

6.9%

17.4%

19.3%

-10.0%

8.1%

3

3

3

2

2

AT SF Global Growth

15.8%

7.5%

15.5%

4.7%

-0.9%

IMA Global

15.3%

7.1%

14.6%

-2.2%

7.7%

Quartile Ranking

3

2

3

1

4

AT SF Managed

11.3%

9.2%

15.0%

2.2%

4.9%

IMA Mixed Inv. (40-85% shares)

10.6%

5.6%

12.7%

0.1%

6.5%

2

1

1

1

4

UK Ethical

8.7%

18.0%

17.4%

-0.5%

16.6%

Peer Group Average

5.8%

14.2%

17.3%

0.5%

11.5%

1

2

2

3

1

SF UK Growth

8.9%

16.6%

16.4%

1.1%

15.0%

IMA UK All Cos.

5.8%

14.2%

17.3%

0.5%

11.5%

1

2

3

2

1

AT SF Corporate Bond

10.6%

2.1%

12.0%

6.6%

3.4%

IMA Sterling Corporate Bonds

10.6%

1.3%

11.2%

6.1%

4.4%

3

1

2

3

4

Quartile Ranking

Quartile Ranking

Quartile Ranking

Quartile Ranking

Quartile Ranking

Quartile Ranking
Source FE as at 31.03.2015
Past performance is not a guide to future performance.
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SF HUB
Sustainable Future
Join the conversation

SF HUB
Sustainable Future
www.alliancetrustinvetments.com/sri-hub

Best bits from the SF hub

The Modern Slavery Bill
enters a critical stage

Neil Brown, Investment Manager (Published 06 March 2015)

Modern Slavery is an issue that affects us all. None of us can
feel comfortable in clothes made in sweatshop conditions or
enjoy food that we know has been grown by child, forced,
bonded or trafficked labour. Products made under such
exploitation have no place in our shopping baskets; we would
argue that the companies who sell them have no place in
your investment portfolio either.
Company profits that are artificially inflated by exploiting cheap
labour are simply not sustainable. We believe that our increasingly
information based and interconnected world makes it ever harder
to conceal such practices. It simply cannot make sense, either from
a values or value perspective, to save for your child’s education
with profits gained in the forced labour of someone else’s.
So how do we address this highly complex issue that concerns
an estimated 21 million people around the world (International
Labour Organisation) and an estimated 10,000-13,000 people
here in the UK? (UK Government).
The first step is transparency. We have all enjoyed the economic
benefits of lengthening and globalising supply chains. To ensure
those benefits are evenly distributed they must now become
transparent. As consumers and investors we need to know who
made our clothes, who grew our food and who assembles our
technology.
For the past year the UK Parliament has been debating a Modern
Slavery Bill which could hold the answer and is now reaching its
final stages in Parliament. Business, investors and civil society have
come together around this issue to call for a
mandatory provision to be included in the
Bill on transparency in supply chains.
We welcome the Government’s
commitment to this cause.
Legislation requiring
businesses above
a certain size
to identify
issues of
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modern slavery is a crucial part of the business community’s
global responsibility.
As part of our work on human rights in the supply chain we at
Alliance Trust have engaged directly with companies and other
stakeholders on transparency. We have also lent our support
to the Modern Slavery Bill and the inclusion of mandatory
transparency measures within it.
We believe the Transparency in Supply Chains measure will
give businesses more certainty and clarity when producing their
slavery and human trafficking statements and we are supporting
an event being held in the House of Commons on the 11th
March to highlight the issue.
Please get in touch if you would like any further information on
the Modern Slavery Bill. We acknowledge that this is a huge and
highly complex issue but will continue to drive for disclosure
to allow us to identify companies that are exploiting trends in
sustainable development rather than the men, women and
children in their supply chains.

Update: At the Parliamentary Event earlier in March we heard
Dr McQuade from Anti-Slavery International say slavery is so
widespread that the question to ask of multinational companies
in the clothing, agriculture, food, and mining industries was not
whether their goods involved slave labour; but: ‘How much,
and what they were doing to eradicate it?’ At the same event
our CEO, Katherine Garrett-Cox, explained why this is such
a material issue for investors and why we fully supported the
passage of the Modern Slavery Bill. We are, therefore, extremely
pleased that Modern Slavery Act was passed as one of the last
Acts of the outgoing Parliament. It is an important step towards
eliminating slavery (estimated to involve 20-30million people
worldwide and 13,000 in the UK).
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Best bits from the SF hub

Integrating water into
our investment decisions

Emma Lupton, Research Analyst (Published 02 February 2015)
Access to usable water is one of the most critical aspects of
both personal and corporate survival. This most basic need
for humanity and the environment has increasingly become a
critical input for a range of industrial activities. Yet, for such an
important issue, it has remained stubbornly difficult to value.
The difficulty in valuing water lies in both its pervasiveness - it
impacts the whole supply chain, and its critical importance to
people and the environment - industry must drink last.
So while investors are beginning to measure and value factors
like carbon emissions or employee injury rates, water is different.
We argue that data on the volume of water withdrawn, or even
consumed by a company is of little use to an investor without
context. The issues are local. We need to know the degree of
water stress in that location, the condition of the water pre
and, of course, post consumption. A litre of harvested rainwater
returned unaltered to the natural environment simply cannot be
valued in the same way as a litre drawn away from a desperate
community and returned in a toxic state.

So, why are we assessing water?
It is becoming clear that this plentiful and infinitely reusable
resource is becoming increasingly scarce and constrained. Part
of this is natural; 97% of the water on earth is salt water. Of the
remaining, 68% is frozen and 30% is locked away underground,
leaving less than 1% of our global supply economically accessible
with current technologies.
Part of this is demographic. Water use has been growing at more
than twice the rate of the population in the last century and as
the global average income increases, the demand for protein
rich diets increases in turn. This adds to the pressure as protein
requires far more water in the production process. And part of
this is just poor management; our simple economic systems
will not properly price long-term constraints on what is seen as
plentiful resources. As a result, we take water for granted.
McKinsey and the Water Resources Group estimate that if this
‘business as usual’ attitude is not altered within the next twenty
years, the demand for water resources will be 40% greater than
the availability, the World Economic Forum list a water-supply
crisis as one of their top global risks within the next ten years. The
era of abundance is over and as sustainable investors we want
to know who will profit from doing the right thing in our waterconstrained future.
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From risk…
We do see grounds for hope as companies across a broad range
of sectors begin to respond to this critical issue. Significant
numbers of companies are now analysing how they use water
and are evaluating the risks they face. 68% of respondents to
the 2014 CDP Water Program questionnaire reported that water
poses a substantive risk to their business. 22% reported that
water related issues could limit the growth of their business and,
of these, one-third expected that constraint to be felt in the next
12 months.

…To opportunity
This is an important start but we want to identify those companies
that are seeing the opportunities in transitioning from being simply
better takers of water to water managers. We are particularly
interested in those looking to their suppliers or counterparts to
exploit the opportunities in becoming water-stewards by working
throughout their supply chains and at the basin level.
Being a clean fish in a dirty pond may look good on the company
website, but it does little for people, planet or profit.

Identifying the winners
We want to analyse how companies are managing water and
integrate this into our understanding of their financial growth
prospects. To enable this, water management needs to be
integrated into forecast cash flows and valued.
Our report used the apparel sector as a case study. Water use
may be more straightforward in the food and beverage sector
for example, but this would limit the applicability of conclusions
drawn to wider sectors. The apparel supply chain is widely
impacted by, and vulnerable to, water related issues at the
manufacturing and agricultural levels. Pressure at any of these
points can negatively impact upon retailers’ financial returns
and conversely, there are financial opportunities for those who
manage water issues throughout their supply chains.

Material impacts on financial performance
One of the key factors for the apparel sector is the Cost of Goods
Sold (COGS) as a driver of gross margin. Raw material pricing and
manufacturing production costs in the supply chain can both be
impacted by water, which can therefore have a material impact
on the financials of a company.
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Integrating water into our investment decisions continued:

SF HUB

We assessed the falls in retailer profits and share prices as the
Sustainable Future
drought influenced scarcity of supply and raised cotton prices in
2011. We believe extreme drought was one factor in that cotton
price rise and, in such a fiercely competitive industry that cost
inflation could not be passed on. Share prices fell as the cotton
price rose.
www.alliancetrustinvetments.com/sri-hub

Today, with cotton prices relatively low and evidence that water
could impact the supply of cotton and the cost of processing it,
we assessed the potential impact on retailer profits. We want to
avoid complacent companies in this environment and invest in
those preparing for water constraints.
Our report assessed the retailers’ ability to diversify their
supply chains away from water-constrained basins and select
suppliers using water management processes such as new ‘dry’
technologies in production and dying. We have more confidence
in the forecast revenues and margins of companies who have
strong water management policies extending all the way through
their supply chains.

Alliance Trust Investments strategy
At Alliance Trust Investments, we will be furthering our
engagement with companies over financially material water
issues. We will be demanding a higher level of data disclosure
throughout supply chains and are working to incorporate this
into our investment process.
We recognise that water is an extremely complex and localised
issue but we do believe that companies can deliver solutions to
the benefit of all of their stakeholders, not least our clients.
Companies that can manage a resource that is so vital to local
communities, the natural environment and gross margins are
quite simply better investments.

About the author
Emma Lupton worked with the Sustainable Future team for
three months highlighting the importance of integrating water
further into the investment decision process. She holds an MSc in
Environmental Technology, specialising in Water Management,
from Imperial College London and has worked for industry
experts Global Water Intelligence, managing their Corporate
Water Stewardship programmes. Prior to her Masters, Emma
worked in the investment management industry and holds the
Investment Management Certificate.

SUSTAINABLE FUTURE FUND RANGE
We have nine funds in our
Sustainable Future fund range - a
comprehensive suite encompassing
options for those seeking income,
growth or a combination of the two
from their investment. You can find
further information on each fund in
the fund centre at
www.alliancetrustinvestments.com

Aim

Name

Invests in

Growth

Sustainable Future Absolute Growth

Global equities (biased towards the UK)

Income & Growth

Sustainable Future Cautious Managed Fund

Global and UK equity/corporate bonds

Income

Sustainable Future Corporate Bond

Corporate bonds

Income & Growth

Sustainable Future Defensive Managed Fund

Global and UK equity/corporate bonds

Growth

Sustainable Future European Growth

European equities

Growth

Sustainable Future Global Growth

Global equities

Income & Growth

Sustainable Future Managed Fund

Global and UK equity/corporate bonds

Growth

Sustainable Future UK Growth

UK equities

Growth

UK Ethical

UK equities

For further information on what we invest in, please see our document ‘Position on Sustainability and Ethical Issues’ which is
available on our website www.alliancetrustinvestments.com

Alliance Trust Investments Limited is a subsidiary of Alliance Trust PLC and is registered in Scotland No. SC330862, registered office, 8 West Marketgait, Dundee DD1 1QN; is authorised and
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There’s sense in
sustainability

Introducing the Alliance Trust
Sustainable Future Managed Fund.
A multi-asset fund which invests in equities, bonds and cash.
Call: 0808 234 1888
Visit: www.alliancetrustinvestments.com/sri-hub
@ATinvestment
Important information
Past performance is not a guide to future performance. The value of investments and any income from them
can go down as well as up. Your capital is at risk and you may not get back what you originally invested.
Funds which undertake ethical screening to meet their investment aims are unable to invest in certain
sectors and companies. Our exclusion of some areas of the market (on ESG grounds) may result in periods
of under-performance with respect to relevant benchmarks. For instance if tobacco stocks were enjoying
extremely strong returns we would not be able to participate in their gains.
For a full list of the risks associated with the funds please read our Fund Section on our website
www.alliancetrustinvestments.com
Alliance Trust Investments Limited is a subsidiary of Alliance Trust PLC and is registered in Scotland No. SC330862, registered office, 8 West Marketgait, Dundee DD1 1QN;
is authorised and regulated by the Financial Conduct Authority, firm reference number 479764. Alliance Trust Investments gives no financial or investment advice.

