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Introduction

Franklin Templeton and Green Templeton College, University of
Oxford, recently launched a three-part series of virtual academic
sessions and investor panels focusing on “The Way Forward:
Navigating the COVID Challenge.” Academics from Green
Templeton College will be sharing and debating their latest
research with Franklin Templeton investment professionals, with
the hope of delivering actionable insights. Here are some

of the key takeaways from the second session on “Sustainable
Investment Strategies Post-COVID” held on March 23, 2021.

Key takeaways

Governments around the world responded
quickly to the COVID-19 crisis in terms of
providing much needed fiscal support—
demonstrating signs of the political will to
respond to global emergencies. The same
type of response is necessary to address the
climate crisis.

The world’s problems are addressable
through markets, from which profit seeking
companies can create scalable solutions,
while simultaneously doing good.

Impact investing continues to create attrac-
tive long-term investment opportunities,
particularly in sectors associated with
renewable energy, organic food production
and social infrastructure real estate.

Real opportunities are in companies
addressing the future, not those anchored in
the past.

Building back better will also involve the
surface of the earth, in a literal sense.
Mitigating carbon emissions will be land-
scape intensive, transforming the surface of
the planet in tangible and visible ways.

Tangible sustainability metrics are necessary
to stress-testing investor’s portfolios against
macroeconomic risks associated with the

significant climate transition that lies ahead.

All participants—governments, public
institutions, the corporate sector,

and consumers—have key parts to play in
building sustainable economic growth.

In part two of the series, “Sustainable Investment Strategies
Post-COVID,” panellists met virtually to discuss sustainable invest-
ments and the climate crisis, they assessed recent lessons
learned by governments, the corporate sector, and the general
public. The first session of the series focused on “Framing

the COVID Challenge” and the final session will tackle “Measuring
Progress towards a Better World.” This summary comes from

the Franklin Templeton Investment Institute.



The money is there...but is it
where it needs to be?

If there is a positive to be taken from
the global pandemic it is that the

crisis was a dress rehearsal for other
potential global emergencies. Broadly
speaking, governments around the world
were financially willing and able to
respond relatively quickly to COVID-19.
Local politics and the willingness

of some to adhere to best-practice
guidance from public health officials
differed by country, but the fiscal
response to the crisis was uniformly
aggressive, and fast. For example, when
the threat emerged in March 2020,

the UK government was able to mobilize
more than £200 billion (US$275
billion) within a few months to combat
the disease. This response was
mirrored in other parts of the world. As
of June 2020, stimulus packages
globally totalled nearly US$10 trillion.!

So, the good news is the money is there.
The question is whether it is being
spent in the best way to truly build
economies back better. Is it being spent
on green and sustainable economic

growth initiatives? Unfortunately, in
many programs it is not. Roughly
speaking, just one third of the USD
$10 trillion committed globally to
pandemic response is associated with
environmental issues such as sustain-
able agriculture or fossil fuel mitigation.
In some areas, the spending may

in fact be contributing negatively to
sustainable economic growth. This is
something that will need to be
addressed as we look to manage climate
crisis in the future.

Corporations playing
new roles

We are reminded of the economic
notion of the “tragedy of the commons,”
suggesting that only governments

can be expected to do what is in the
best interest of the common good in
terms of consumption and conservation.
The pandemic has thrown into question
previous assumptions on the role of
governments, corporations, and
non-profits/non-government organiza-
tions (NGOs). Historically, companies
have not been trusted to do well with

S0, the good news is the money is there.
The question is whether it is being spent in
the best way to truly build economies

back better. Is it being spent on green and
sustainable economic growth initiatives?
Unfortunately, in many programs it is

not. Roughly speaking, just one third of the
USD $10 trillion committed globally to
pandemic response is associated with
environmental issues such as sustainable
agriculture or fossil fuel mitigation.”

Dr. Giulio Boccaletti

common goods. This dynamic is
changing. There is an economic incen-
tive to do so. We see companies
developing business models that typi-
cally would have been left to
governments or NGOs, and in doing so
they are making attractive profits.

Indeed, we have seen a subset of corpo-
rates make a concerted effort to look
after their stakeholders. For example,
many corporations increased employee
wages. Currently the US federal
minimum wage is US$7.25/hour, which
does not provide a viable living income.
Many corporations raised their wages
independently to help constituents
meet the challenges of the pandemic.

In addition, many companies increased
or extended health benefits, particularly
around mental health. Companies

also made commitments to limiting staff
reduction, instead opting to reduce
senior management compensation.

The retail industry modified hours to
facilitate early store access so that
seniors could shop without crowds.
Some broadband telecom companies
committed to providing expanded
cellular data at no charge, and to main-
tain internet data for all communities,
especially lower-income demographics
hardest hit by the pandemic. Ultimately,
we saw corporations step up and
provide a civic service.

Looking ahead, as it pertains to
addressing the global climate crisis, the
lessons of corporate institutions doing
their part as they did during COVID-19
can be carried forward. Investors often
imagine a false choice, that is focusing
on profit versus seeking a greater
good. The reality is the two are entirely
compatible; indeed, the argument
could be made they are inseparable for
sustainability of growth. The world’s
problems are addressable through
markets from which profit seeking
companies can create scalable solu-
tions, while simultaneously doing good.
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Investors often imagine a false choice, that is focusing on profit
versus seeking a greater good. The reality is the two are entirely
compatible; indeed, the argument could be made they are
inseparable for sustainability of growth. The world’s problems are
addressable through markets from which profit seeking companies
can create scalable solutions, while simultaneously doing good.”

Mary Jane McQuillen

Renew, recycle, real estate

We know real estate is a major contrib-
utor to climate change. The good

news is we are seeing improvements in
new construction practices to address
green initiatives, such as carbon neutral
buildings. The issue, however, is that
65% of the buildings that will exist in
the year 2060 have already been built
today.? So, we can’t adequately address
the issue with new green construction
alone. We must make improvements

to the buildings that already exist.
Improving existing facilities may not get
the headlines that new green construc-
tion gets, but it is a critical step towards
a sustainable future. We see many
investment opportunities in this space.
New technologies that can make older
facilities more energy efficient, for
example, providing financial incentives
in terms of lowering utility costs.

Naturally, in renewable power there are
many opportunities as well, including
idiosyncratic downstream opportunities.
For example, equipment manufacturers
that make tracking units for solar
panels. These devices autonomously
track the path of the sun across

the sky and move the panels accord-
ingly, adjusting for date and time.

Waste is another area of opportunity.
For example, plastic waste such as
single use bottles. Tolerance for the use
of plastics in packaging is at a
generational low among consumers.

Companies addressing this include
aluminium container manufacturers.
While aluminium is not perfect from an
environmental standpoint, it does
present a solution to the overuse of
single use plastic containers. It is
infinitely recyclable and efficient in
terms of energy use in the recycling
process. Currently, countries like

Brazil recycle 97% of aluminium
containers, Europe 75%, and the United
States 50%.3

While some of these companies may

be deemed expensive near term, we see
them as long-term plays, out to 2040
and beyond.

Dismissing anchoring bias

We all have anchoring bias when making
investment decisions, often experienced
across asset classes. We are familiar
with risks that have already happened,
and so we seek to mitigate only those.

We are comfortable with business
models that existed 10 or 20 years ago,
where we can see an established

track record that worked, and so we
settle for similar investment
opportunities. Instead, we should be
considering the risks of the future.

We should be looking to invest in
companies being built to manage tomor-
row’s problems—those addressing big
risks including climate change and
inequality. These are real opportunities.

In many ways, environmental, social and
governance (ESG) investing gives a
competitive advantage. If we consider
the United Nation’s Sustainable
Development Goals (SDGs), there are so
many creative business models that
could be developed to address them.
Attractive opportunities to invest for a
better planet.

We are comfortable with business models
that existed 10 or 20 years ago...

instead, we should be looking to invest

in companies being built to manage
tomorrow’s problems—those addressing
big risks including climate change and
inequality. These are real opportunities.”

John Levy
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It’s not just technology,

its topography

The narrative on the street is that
surviving the climate crisis will come
down to the development of superior
technology. Indeed, Bill Gates’ recent
book, How to Avoid a Climate Disaster,
is a compendium of solutions that are
technology based (not surprisingly).
Fundamentally we agree that the path-
ways to success are technology

related. Technology, and technology
substitution, will play fundamental roles
and represent large chunks of the
resources allocated to the problem. But
this is not the end of the story. The
problem of building back better will also
involve the surface of the earth, in a
literal sense. Fundamentally, what we
will need to do is transform the surface
of the planet in tangible and visible
ways. Mitigating carbon emissions will
be landscape intensive. Wind turbines
as far as the eye can see, concentrated
solar power arrays covering vast swaths
of land, large agricultural compounds
growing biofuels, sustainable livestock
and produce.

Implicitly this need for more space
makes sense if we think about how we
got here. In a way what we are doing

is reverse engineering the efficiency of
fossil fuels. Coal and oil, for example,
effectively represent millions of years of
sunlight concentrated and efficiently
compacted deep underground. What we
need to do is bring that concentration
of energy to the surface, dilute it over
large landscapes, and access it daily for
use. Essentially, that is what technolo-
gies like wind power and solar do.

In this way it is easy to recognize that
developing these technologies to

their full potential will have a significant
impact on the landscape.

The challenges of measuring
real impact

A continuing challenge we see with ESG
investments is the difficulty of
quantifying in a meaningful way the real
ecological impact we are making.

For example, we can invest in programs
designed to minimize deforestation,
assuming that by protecting forests we
will be absorbing more carbon from

the atmosphere. But are we truly
absorbing more carbon? That is what
ultimately matters if we intend to
change the trajectory of the planet.

So, we need to establish tangible
sustainability metrics. This is a hard
thing to do, but progress is being
made, especially with technological
developments. For example, satellites
that can measure carbon stock and
habitat conditions on a scale and preci-
sion unimaginable 10 years ago

will help answer our carbon questions.

And, we are seeing it in some invest-
ment categories. In social infrastructure
investments, for example, logic models
can be used to measure outcomes and
map quantifiable results to specific
SDGs. The issue is defined, the strategy
and tactics the investment will use

to address the issue are determined,
and tangible data is measured after to
determine efficacy. This is how we
transition from feel good investing to
real good investing.

Ultimately, these metrics are necessary
to stress-testing investor’s portfolios
against macroeconomic risks associated
with the significant climate transition
that lies ahead.

Punched in the face

Mike Tyson purportedly said that
“everybody has a plan until you get hit
in the face.” A perfect allegory for

the pandemic. Governments and agen-
cies had plans. Some worked and

some didn't. As investors we should
take this experience into account.

A very significant transition is ahead of
us in terms of climate change, and

it is impossible to consider all the risks.
For example, a global mean temperature
rise of 2°celcius by the end of the
century could result in countries like
Italy and Spain having a climate like
Libya. Today, Italy is the second

largest exporter of Durham wheat in the
world. We doubt this will be possible

in the future given these projections.

In addition, significant investments

in water infrastructure, energy, and agri-
culture will likely be necessary. These
are only the most obvious of potential
risks and unforeseen circumstances
global warming will bring. The possibili-
ties are endless.

The point is, ESG monitoring and
activity needs to happen very quickly
and become real. Sometimes it feels
like conversations around the topic

are rhetorical and not real. The planet is
changing. It will change and in very
dramatic ways. Developing countries
may not have the resources to confront
these changes.

All together now...

Perhaps the biggest consensus take-
away from the discussion was the

need for unity. In order to achieve scal-
able, sustainable strategies for the
long term, consumers must demand,
companies must provide, and govern-
ments must facilitate transition.

Just like we needed a unified response
to COVID-19, we need a unified
response to climate crisis.

The biggest driver of government action
is citizen engagement. Citizens around
the world are perhaps more uniformly
engaged on climate change than on any
issue in a generation or more. This is a
good thing.
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There is now a singular opportunity for the asset management
industry to take a leading role in channelling investments that

support economic growth while also helping to address climate
change, in a transparent and ethical way.”

Kim Catechis

There is now a singular opportunity for
the asset management industry to
take a leading role in channelling invest-

ments that support economic

growth while also helping to address

climate change, in a transparent
and ethical way.

Action from citizens and the corporate
sector is not sufficient. The COVID-19

pandemic and the broader
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environmental crisis have shown that
the state must intervene and make
tough choices. The good news is we've

already made progress on this front

in some areas. Consider the European
Union’s (EU) green deal. The EU
represents the biggest consumer market
in the world, some 500 million

people. This could potentially create

a domino effect, where trade partners
to the EU will have to adopt green

programs as well. For example, if a
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Investment Strategist
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Director of Impact,

Franklin Real Asset Advisors
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The mission of the Investment Institute is to deliver research-driven insights, expert views
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expertise of our autonomous investment groups, select academic partners and our unique

global footprint.
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business in a third country wants to
export to the EU, they will have to pay
attention to carbon tax, and so on.

If we can hold this course—we
humanity and we investors are part of
this—then we can be optimistic

about what the next generation will find.
Starting now, not in the future,

we need all actors on the same page
and singing from the same song book.

Mary Jane McQuillen
Portfolio Manager &
Head of ESG

Clearbridge Investments

ClearBridge

Investments



Endnotes

1. Source: McKinsey & Company. “Total stimulus for the COVID-19 crisis already triple that for the entire 2008-09 recession,” Featured Insights. June 11, 2020.

2. Source: UN Environment and International Energy Agency. 2017. Towards a zero-emission, efficient, and resilient buildings and construction sector. Global Status Report 2017.
Nairobi: United Nations Environment Programme.

3. Source: International Aluminum Institute. 2009. Global Aluminum Recycling: A Cornerstone of Sustainable Development. London: IAI.

WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. The value of investments can go down as well as up,
and investors may not get back the full amount invested. Stock prices fluctuate, sometimes rapidly and dramatically,
due to factors affecting individual companies, particular industries or sectors, or general market conditions. Impact
investing and/or Environmental, Social and Governance (ESG) managers may take into consideration factors beyond
traditional financial information to select securities, which could result in relative investment performance deviating
from other strategies or broad market benchmarks, depending on whether such sectors or investments are in or out of
favor in the market. Further, ESG strategies may rely on certain values-based criteria to eliminate exposures found in
similar strategies or broad market benchmarks, which could also result in relative investment performance deviating.
Investment in the commercial real estate sector, including in multifamily, involves special risks, such as declines in the
value of real estate and increased susceptibility to adverse economic or regulatory developments affecting the sector.
Investments in infrastructure-related securities involve special risks, such as high interest costs, high leverage and
increased susceptibility to adverse economic or regulatory developments affecting the sector. Investments in fast-
growing industries, including the technology and health care sectors (which have historically been volatile) could result
in increased price fluctuation, especially over the short term, due to the rapid pace of product change and development
and changes in government regulation of companies emphasizing scientific or technological advancement or regulatory
approval for new drugs and medical instruments. Special risks are associated with investing in foreign securities,
including risks associated with political and economic developments, trading practices, availability of information,
limited markets and currency exchange rate fluctuations and policies. Investing in the natural resources sector involves
special risks, including increased susceptibility to adverse economic and regulatory developments affecting the sector.
Diversification does not guarantee profit nor protect against risk of loss. Any companies and/or case studies referenced
herein are used solely for illustrative purposes; any investment may or may not be currently held by any portfolio
advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for
any particular security, strategy, or investment product and is not an indication of the trading intent of any Franklin
Templeton managed portfolio.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice
or a recommendation or solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not
constitute legal or tax advice.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at
publication date and may change without notice. The information provided in this material is not intended as a
complete analysis of every material fact regarding any country, region or market. All investments involve risks, including
possible loss of principal.

Data from third party sources may have been used in the preparation of this material and Franklin Templeton (“FT")
has not independently verified, validated or audited such data. FT accepts no liability whatsoever for any loss arising
from use of this information and reliance upon the comments opinions and analyses in the material is at the sole
discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other
FT affiliates and/or their distributors as local laws and regulation permits. Please consult your own financial
professional or Franklin Templeton institutional contact for further information on availability of products and services
in your jurisdiction.

Issued in the U.S. by Franklin Templeton Distributors, Inc., One Franklin Parkway, San Mateo, California 94403-1906,
(800) DIAL BEN/342-5236, franklintempleton.com—Franklin Templeton Distributors, Inc. is the principal distributor
of Franklin Templeton U.S. registered products, which are not FDIC insured; may lose value; and are not bank
guaranteed and are available only in jurisdictions where an offer or solicitation of such products is permitted under
applicable laws and regulation.

Australia: Issued by Franklin Templeton Investments Australia Limited (ABN 87 006 972 247) (Australian Financial Services License Holder No. 225328), Level 19, 101 Collins Street,
Melbourne, Victoria, 3000 / Austria/Germany: Issued by Franklin Templeton International Services S.a r.l., Niederlassung Deutschland, Frankfurt, Mainzer Landstr. 16, 60325 Frankfurt/
Main, Tel 08 00/0 73 80 01 (Germany), 08 00/29 59 11 (Austria), Fax +49(0)69/2 72 23-120, info@franklintempleton.de, info@franklintempleton.at / Canada: Issued by Franklin
Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax (416) 364-1163, (800) 387-0830, www.franklintempleton.ca / Netherlands: Franklin Templeton
International Services S.a r.l., Dutch Branch, World Trade Center Amsterdam, H-Toren, 5e verdieping, Zuidplein 36, 1077 XV Amsterdam, Netherlands. Tel +31 (0) 20 575 2890 / United
Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate,
East Wing, Level 2, Dubai International Financial Centre, P.0. Box 506613, Dubai, U.A.E., Tel +9714-4284100, Fax +9714-4284140 / France: Issued by Franklin Templeton International
Services S.a r.l., French branch., 20 rue de la Paix, 75002 Paris France / Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 17/F, Chater House, 8 Connaught

Road Central, Hong Kong / Italy: Issued by Franklin Templeton International Services S.a.r..—Italian Branch, Corso Italia, I—Milan, 20122, Italy / Japan: Issued by Franklin Templeton
Investments Japan Limited / Korea: Issued by Franklin Templeton Investment Trust Management Co., Ltd., 3rd fl., CCMM Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea
150-968 / Luxembourg/Benelux: Issued by Franklin Templeton International Services S.a r.l.—Supervised by the Commission de Surveillance du Secteur Financier—8A, rue Albert
Borschette, L-1246 Luxembourg, Tel +352-46 66 67-1, Fax +352-46 66 76 / Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC
Asset Management Sdn. Bhd / Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw / Romania: Franklin Templeton International Services S.A
R.L. Luxembourg, Bucharest Branch, at 78-80 Buzesti Str, Premium Point, 8th Floor, Bucharest 1, 011017, Romania. Registered with Romania Financial Supervisory Authority under no.
PJM07.1AFIASMDLUX0037/10 March 2016 and authorized and regulated in Luxembourg by Commission de Surveillance du Secture Financiere. Telephone: + 40 21 200 9600 / Singapore:
Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E. 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore / Spain: Issued by Franklin
Templeton International Services S.a r..—Spanish Branch, Professional of the Financial Sector under the Supervision of CNMV, José Ortega y Gasset 29, Madrid, Spain. Tel +34 91 426
3600, Fax +34 91 577 1857 / South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd which is an authorised Financial Services Provider. Tel +27 (21) 831 7400, Fax +27 (21)
831 7422 / Switzerland: Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich / UK: Issued by Franklin Templeton Investment Management Limited (FTIML),
registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL, Tel +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority /
Nordic regions: Issued by Franklin Templeton International Services S.a r.I., Contact details: Franklin Templeton International Services S.a r.l., Swedish Branch, filial, Nybrokajen 5, SE-111
48, Stockholm, Sweden. Tel +46 (0)8 545 012 30, nordicinfo@franklintempleton.com, authorised in the Luxembourg by the Commission de Surveillance du Secteur Financier to conduct
certain financial activities in Denmark, in Sweden, in Norway, in Iceland and in Finland. Franklin Templeton International Services S.a r.I., Swedish Branch, filial conducts activities under
supervision of Finansinspektionen in Sweden / 0ffshore Americas: In the U.S., this publication is made available only to financial intermediaries by Templeton/Franklin Investment
Services, 100 Fountain Parkway, St. Petersburg, Florida 33716. Tel (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax (727) 299-8736. Investments are not FDIC
insured; may lose value; and are not bank guaranteed. Distribution outside the U.S. may be made by Templeton Global Advisors Limited or other sub-distributors, intermediaries,

dealers or professional investors that have been engaged by Templeton Global Advisors Limited to distribute shares of Franklin Templeton funds in certain jurisdictions. This is not an offer
to sell or a solicitation of an offer to purchase securities in any jurisdiction where it would be illegal to do so.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
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