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The Investor Climate Dialogue 2014-2015
Commencing in September 2014, Inflection Point Capital Management,
Groupe La Francaise, IPCM’s strategic joint venture partner, and The
Blended Capital Group have convened a globe-roaming investor dialogue
on climate change.
The objective of the dinner series is to channel investor views, notably those of large asset

W Howners
I T E such
PA PasEpension
R
funds, sovereign wealth funds and insurance reserves, into the

forthcoming United Nations Climate Summit — commonly referred to in UN parlance as
UNFCCC CoP21.

Climate Change and
Industrial Transformation

Senior UNFCCC officials joined our dinner at the World Economic Forum, Davos, on the
evening of 22 January 2015, to exchange views with pension fund leaders and high net worth
investors.

A success in Paris?
The UN Summit is scheduled to convene in Paris in late November 2015. The CoP21 meeting
is seen as a pivotal gathering to enable more than 200 governments world-wide to agree on
a common and binding agreement to tackle global warming. The gathering in the French
capital comes six years after a similar UN effort in Copenhagen in 2009 collapsed as a
humiliating failure for many global leaders, including US President Barack Obama.
The IPCM-GLF-TBCG discussions, held during dinners and tailored events, started in Tokyo
in September 2014, and then travelled through: Paris (14 December); the World Economic
Forum, Davos (15 January); Tokyo (15 February); Paris (15 April); London (15 May);
Stockholm (15 May); and London (15 September). Our new on-line Climate Investor Report,
launched on 9 September, 2015, will keep investors up to speed as we build towards CoP21.
August 2016

Report to Quai D’Orsay
In July 2015, the findings of the dinners held to date were summarised by Paul ClementsHunt, an IPCM Partner and Founder of TBCG, for a group of 40 climate policy-makers
from Brazil, Russia, India, China and South Africa (the BRICS economies). These influential
policy-makers were brought together for two days ahead of CoP21 by the French Foreign
Ministry at their historic and iconic Quai D’Orsay headquarters. France will act as the
Presidency of UNFCCC CoP21.
The discussions in Paris in July, including the key financial and investor intervention by
Clements-Hunt, helped contribute to a policy brief entitled: “The Paris Package: Setting the
Finance Point
AgendaCapital
for Climate
Action,” whichUK
wasLtd
produced in August 2015, after the two day
Inflection
Management
gathering, by the New Delhi-based Indian think tank, Observer Research Foundation (ORF),
78 Brook Street, Mayfair, London W1K 5EF, United Kingdom
that acted as a Co-Host with the French Government (see more).
www.inflectionpointcm.com
Click here to see the full ORF policy brief.

Investing in a time of change
Investing in a time of change is risky. The early railroads transformed society, but many railroad
companies went bankrupt. The development of railroads did however create new opportunities,
such as the development of refrigerated goods. Coca Cola was one business that was able to
leverage off the development of railways to transport its “secret sauce” to bottling companies across
the US, which were in turn able to leverage off the availability of ice which was cut in blocks and
transported throughout the US across railway networks. The result was a new industry.
We believe that over the coming decades we will see winners and losers as the global economy
shifts to a low carbon future. The debate about climate change is now over with COP21 finally
arriving at a global consensus. The discussion now is what happens next. We believe that the
businesses that are more likely to succeed in the future will be those that understand change.
They will focus on horizon scanning, seeking to understand how new markets can be created as
a response to new innovations and targeted government support that is focused on addressing
climate change.
History offers valuable lessons on which businesses will succeed. Peter Drucker in his article
“The Discipline of Innovation”,1 originally published in May 1985, provides the examples of De
Havilland Aircraft Company Limited, a British aviation manufacturer established in late 1920 that
designed and built the first passenger jet. Drucker argued that “De Havilland did not analyze what
the market needed and therefore did not identify two key factors. One was configuration— that is,
the right size with the right payload for the routes on which a jet would give an airline the greatest
advantage. The other was equally mundane: How could the airlines finance the purchase of such
an expensive plane? Because de Havilland failed to do an adequate user analysis, two American
companies, Boeing and Douglas, took over the commercial jet-aircraft industry.”2
Drucker believed that innovation needs to be purposeful and systematic, “whatever the situation,
innovators must analyze all opportunity sources. Because innovation is both conceptual and
perceptual, would-be innovators must also go out and look, ask, and listen. Successful innovators
use both the right and left sides of their brains. They work out analytically what the innovation
has to be to satisfy an opportunity. Then they go out and look at potential users to study their
expectations, their values, and their needs.”3
Innovation is not just about invention. As the Industrial Revolution demonstrated, plenty of
opportunities arose from developing new processes or utilising new infrastructure in innovative
ways. Drucker’s insights are as valuable today as they were in 1985. For investors, the challenge is
to find the companies that have the right structures and processes to understand the changes that
are influencing their businesses, and ensure that they have the capacity to innovate in response.
The single most important thing for investors to understand about those changes is that
the transition to a low carbon economy amounts to nothing less than a full-scale industrial
transformation — one whose impacts cut across virtually every industry sector. We elaborate on
this idea in the sections which follow.
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Industrial transformation and COP21
We have known for many years that climate change will have an impact on society, the
environment and the economy. The seeds for an Eco-Industrial Revolution were planted many
years ago. In 1995 Dr Matthew Kiernan, founder and CEO of Inflection Point Capital Management,
wrote in his book The 11 Commandments of 21st Century Management:
In future, managing environmental risk and investment opportunities effectively will
make the difference between outperforming your companies and lagging behind – or
worse. Access to capital, customers, suppliers and committed employees will become more
and more dependent on companies’ environmental performance and efficiency. Taken
together, these changes amount to what some senior Asian industrialists have recently
termed an “Eco Industrial Revolution”. It is a revolution that will reshape the global
business environment in ways that are, to most senior executives, as mysterious as they are
unprecedented. In this unsettled new world of environmental considerations, the competitive
ante will be jacked up even higher than it already is. Not only individual companies, but
entire industrial sectors, will become obsolete and disappear. Conversely those that can
adapt and innovate will enjoy rich opportunities in supplying and improving new product,
processes, technologies and services. Given that existing corporate strategies were all
generated in the “ dark ages” before the Eco-Industrial Revolution, most will need to be
completely reinvented.4
Over the last twenty years we have seen a transformation of thinking, as businesses, investors,
communities and governments came to the realisation that action on climate change required
doing things differently. But whilst we have seen great examples of technology innovations and
changes in industrial practices, the lack of a global deal on climate change held back broad scale
industrial transformation.
Inflection Point Capital Management believes that the importance of COP21 has not yet been fully
appreciated by investors and the global economy. COP21, which in December 2015 established a
global framework for measurable progress on reducing carbon consumption will support industrial
transformation. To understand why, we reference leading thinkers including Karl Polanyi, Robert
Gordon, Peter Drucker, Nathan Rosenberg, Richard Florida and John Naisbitt.
In effect COP21 provides the framework that will support industrial transformation to a low
carbon economy because it creates the necessary regulatory and policy framework in much the
same way as governments supported innovation during the Industrial Revolution by supplying
courts of law to enforce trading agreements, supplied legal modes of organisation, subsidized
railways and canals, as well as providing free compulsory education and transport systems.5
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Why COP21 matters
Even if we accept that we are heading towards a low carbon economy, a very important question is
what will that future economy look like? Is it as simple as simply replacing fossil fuel energy with
renewable energy?
We do not believe that it is; we think that virtually every industry sector will be affected, yet this is
not yet widely recognized.
Transition to a low carbon economy will support new business models and new ways of organising
society. The reason is that over the last one hundred years cheap fossil fuel energy shaped the way
we built our society and economy. One example is that cheap fossil fuel energy produced urban
sprawl, as the automobile enabled workers to commute to work over longer distances.
Any projection of the future is inherently risky. In order to understand the way in which the global
economy is likely to respond to transitioning to a low carbon economy, it is useful to consider the
history of the Industrial Revolution.
Karl Polanyi in his 1944 tome, The Great Transformation, demonstrated that the Industrial
Revolution was not the result of self-regulating markets and that governments played a critical role
supporting transformation. When examining the history of the Industrial Revolution it has been
natural to concentrate on the transformative impacts of transport, including both railways and
automobiles. Whilst it is natural to focus on iconic changes, our preoccupation with them tends to
mean that we miss other important changes that shape the economy and society.
One example is the story of the ice industry. As Robert Gordon Jr points out in his book, The Rise
and Fall of American Growth: The U.S. Standard of Living since the Civil War,6 over the course of
the 19th century an ice trade developed which involved the large scale harvesting, transport and
sale of ice. Originally a luxury good, ice enabled the transport in railway cars of meat, supporting
the development of Chicago as a meat processing centre and enabling fruits and vegetables to be
transported across the country. According to Gordon as much as one-half of the improvement in
nutrition in the 1890s might have been directly attributable to refrigeration.
Just as the Industrial Revolution, with the support of governments, led to new unexpected business
models, so too will shifting to a low carbon economy.
Eminent economists Nathan Rosenberg and L.E Birdzell introduced the concept of “gradualness”
in How The West Grew Rich to describe the day to day changes that occur in a time of change.
According to Rosenberg and Birdzell, “there here was never a day, nor even a generation, when
a television anchor or a newspaper editor, however astute, could have led off with news of an
economic or technological development which “rescued the West from poverty.” 7
We expect that industrial transformation that COP21 will support, will create opportunities for
businesses, many of which, like the importance of the ice industry, may not be recognised for years
to come. The skill for investment managers is to recognise change as it is happening, and not wait
until history books of our era are written.
But how can investors recognise the difference between megatrends and fads?
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In 1982, John Naisbitt established the word megatrends in our vocabulary with his book Megatrends:
Ten New Directions Transforming Our Lives. Writing at the time of the rapid development of com
puter technology, Naisbitt rightly identified that society was in a time of flux, stating, that “although
the time between eras is uncertain, it is great and yeasty time, filled with opportunity. If we can learn
to make uncertainty our friend, we can achieve much more than in stable eras”. 8
One of the challenges that Naisbitt identified was the need to differentiate between trends and fads.
Trends which represent fundamental change were according to Naisbitt “like horses are easier to ride
in the direction they are already going.” Naisbitt’s edict applies to our current era. We are living in an
era where new innovations come to market on a daily basis. Block chain technology, driverless cars
and drone technology are just some of the innovations that have the potential to be transformative.
Government support under the COP21 framework creates an environment that will favour
companies that ride in the same direction as governments are heading. Our contention is that
innovations that are targeted at supporting transition to a low carbon economy are “sailing with the
wind”, that is they are supported by government.
Up until now, whilst there have been individual national, regional, and local government actions that
have supported economies to reduce their carbon intensity, the lack of a global deal meant that we
only got so far in reducing the overall carbon intensity of the economy.
Whilst there has been significant government support to address climate change, including the
establishment of carbon trading in parts of the world, we believe that COP21 is important in that it
finally provides the global regulatory and policy framework that will catalyse long term action by all
nations.
There is already significant evidence that we are seeing an energy transition. Evidence includes:
●●
●●
●●
●●

Dow Jones Coal Index loses 93% of its value over last 5 years
Peabody Energy (largest private sector coal co.) files for Chapter 11 bankruptcy April 2016
52 Oil and Gas cos filed for bankruptcy since start of 2015
Currently, clean power capacity being developed is 2 X the COMBINED capacity of coal, gas, and
oil combined

The transformation of the energy sector has resulted in some companies changing their energy mix,
reflected in the Bloomberg’s analysis of Cumulative Clean Energy Equity and Debt Deal Value for
major energy companies:
Cumulative
clean energy
equity and
debt value
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While most of the focus to date about the transition to a low-carbon economy has focused on the
energy sector, in fact the climate-driven industrial transformation is much broader than that. There
is already significant evidence that the accelerating focus on climate change is influencing the
business environment across all industry sectors. The following are just some examples:

THE MINING SECTOR
The mining sector is responding to new demands for commodities and is utilising new technology
to improve energy security in remote mining operations that have traditionally been powered
by diesel, which exposes mining companies not only to volatile oil prices but to the vagaries of
transport. A case study is Rio Tinto’s Diavik Diamond Mine, located on an island in a subarctic lake
in Canada’s remote Northwest Territories, where the company has built a four turbine 9.2 megawatt
wind farm. In 2015, the wind farm reduced the mine’s annual diesel fuel requirement by 5.2 million
litres, offsetting 14,404 tonnes of CO2. The wind farm, which utilises specialist turbines designed
to operate in temperatures as low as -40°C, reduces reliance on winter ice roads, which are only
available for a short period of time each year to transport oil. At Rio Tinto’s Weipa bauxite mine
located in northern Australia, the company has worked with the Australian Government’s renewable
energy agency ARENA, to develop a 2,620 MWh solar photovoltaic (PV) facility. Consisting of
18,000 solar panels, the project saves up to 600,000 litres of diesel annually, reducing reliance on
imported oil and reducing CO2 emissions. Rio Tinto has also been selling coal assets and looking
to invest in lithium, which is the critical component in battery storage for electric cars and energy
storage. It is developing the Jadar Basin, near Belgrade, Serbia. The Jadar Basin contains the mineral
jadarite, the only place in the world where the mineral can be found. Due to its high lithium and
boron concentrations Jadar has been ranked as one of the largest lithium deposits in the world. If
developed, it has the potential to supply more than 10% of global demand for lithium. Given that
lithium is likely to feature prominently in the next-generation battery energy storage solutions which
will accelerate the transition to low-carbon energy sources such as wind and solar, Jadar looks to be
an increasingly strategic asset indeed.

THE AVIATION SECTOR
The aviation sector emits between 2-3% of global emissions of greenhouse gases. The growth of air
traffic over the last decade means that airlines are one of the most energy intensive sectors. New
generation aircraft are coming on the market that are more energy efficient. The aviation sector
has reached agreement for a 1.5 percent annual fleet fuel efficiency improvement, carbon neutral
growth from 2020, halving CO2 emissions by 2050 relative to 2005. The global accord means that
airlines cannot afford to sit still. Airlines that are investing in innovation will be better placed to
meet more stringent standards going forward. An example of the way airlines are responding is Air
France-KLM. The airline has announced that it has ordered 21 Boeing 787 Dreamliners that have
the capability to reduce CO2 emissions by at least 20%. Air France —KLM refitted its medium haul
fleet with new lighter seats that weigh only 11.6kg. Each kilogram that is not on board saves around
69 tons of CO2 per year. Since September 2014, Air France-KLM began operating a weekly flight
between Toulouse and Paris powered by biofuel and is working to support the development of a fullfledged French biofuel industry through the airlines Lab’line initiative. Whilst Air France-KLM’s
air fleet is not the youngest amongst its peers, the airline is managing energy in a complete manner.
Established energy efficiency targets, evidence of investments to improve energy efficiency, a strong
order book of new efficient airplanes and a strong innovation strategy mean that the airline is well
placed to transition to a low carbon economy.

THE AUTO SECTOR
The automotive industry is facing disruption. U.S. vehicle sales peaked at 17.3 million 15 years ago.
There has been a lot of discussion about whether millennials have the same interest in cars as baby
boomers. Driving and ownership patterns are changing. In response the car industry is seeking to

engage Millennials with electric cars and driverless cars, two areas of focus. Tesla took an early lead
in 2012 with the development of the Tesla Model S, a 5 door electric luxury car, and followed up
with the Tesla Model X SUV. The Volkswagen Group, hit by the diesel emissions scandal in 2015,
has developed its “Strategy 2025” with a strong move towards developing electric vehicles including
its concept BUDD-e electric van. Daimler AG is said to planning an all-electric heavy-duty delivery
truck. Tesla’s founder and visionary Elon Musk has mused publicly about extending his company’s
production into trucks as well. Two of the biggest secular trends in the auto sector today — new
energy sources and drive trains and materials light-weighting — both stand to accelerate thanks to
the low carbon transition.

THE BUILT ENVIRONMENT SECTOR
With elevators and escalators accounting for up to 15% of the building sector’s use of energy,
the major global businesses serving the market such as Kone Corporation, Schindler Holding
& ThyssenKrupp AG are competing to build eco- friendly products utilising smart technology.
Schindler has developed energy efficient elevators including its Schindler 7000, high rise elevator
that achieved an A class energy rating from the VDI 4707, the highest rating under the classification.
The elevator changes includes use of regenerative drive technology and gearless motor technology
that reduce energy consumption. The way in which consumers use lifts also changes with a traffic
management system that reduces empty car operation and ensures faster availability of cars. Kone’s
innovations include carbon-fiber elevator cables that have higher tensile strength and a destination
control system will use information about desired destination floors and the number of waiting
passengers to maximise handling capacity and minimize energy usage.

THE UTILITIES SECTOR
For the utilities sector, the low carbon industrial transformation creates the conditions for significant
disruption. Utility companies can no longer rely on making money simply as demand for energy
increases. With new “distributed” energy technology, including more advanced solar and commercial
battery storage, consumers will increasingly have the ability to go off grid. The power balance
between utilities and their customers is being fundamentally switched, with consumers taking
their rightful place at the top of the food chain. In this new environment utility companies have to
adapt their business models with new focus on service and alternative energy offerings. Australian
integrated energy company, AGL Energy Limited, recently responded to a combination of volatile oil
prices, which had made its gas exploration and development activities marginal, and the threat posed
by increased consumer demand for solar, by shifting focus to renewables. AGL announced that it
would develop an AUD 3 billion Powering Australian Renewables Fund (PARF) that would focus
on developing new, large-scale renewable generation projects. AGL has also announced plans to
invest in the world’s largest battery storage plant in South Australia. The $20m project will connect
a network of 1,000 residential and business battery storage systems with a combined total of 7MWh
capacity that will both store rooftop solar power.

THE TECHNOLOGY SECTOR
Technology businesses are forced to constantly adapt their business models in response to shifting
consumer and business demands. An example is Japan’s Panasonic Corporation, which responded
to slumping sales in its consumer division by transforming its business. Panasonic is now focusing
on high-tech auto parts and high-end appliances, moving away from traditional markets including
plasma television sets and computer chips. Panasonic’s vision is to become a Green Innovation
Company. One area of focus is manufacturing of lithium-ion batteries, which the company supplies
to Tesla for its electric cars. Panasonic is also promoting the development of Fujisawa Sustainable
Smart Town project which aims to build a town that integrates technology into sustainable living.
Panasonic’s focus on manufacturing electric batteries and development of sustainable cities will
support a transition to a low carbon economy.

Conclusions
We believe that the solutions offered to investors so far, have been limited in their scope and
ambitions, and that there should be more innovative approaches to climate change and industrial
transformation risks and opportunities. We believe that the emergence of a low-carbon economy is
creating asset management opportunities, especially at a time when competitive renewable energies
are making it possible to consider investments that are both vital to contain climate change and
offer the potential for better financial performance.
Our Carbon Zero strategy has been developed to broaden the choices offered to investors and
combines the ability to take into account the world’s reality and transitioning process as well as the
financial constraints of diversification. Being carbon neutral, it fits into the decarbonisation efforts
of investors.
Our investment thesis is simple: companies able to manage the risk and rewards of climate change
are more responsive and more agile; in other words better managed and therefore, in our opinion,
more likely to outperform their competitors.
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Climate Change Investor Series
Climate Change and Industrial Transformation is the fifth paper in our Climate Change Series.
In the lead up to COP21, Inflection Point Capital Management organised dinner discussions across
the globe with more than 130 investors and policy-makers. Two themes ran through the 15-month
series of the dinners on the Climate Investor theme:
●●

The growing prospect of legal action against asset owners that do not proactively manage
climate risk

●●

The associated issue around the expectations of 21st Century fiduciaries in a world marked by
a range of evolving and poorly understood investment challenges and opportunities

As the world embraced change in Paris in December 2015 we understood that this only marked the
beginning of our work. Our plan is to produce a series of Climate Change Investor White Papers
that provide deep insight into the way climate change is shaping the global economy.
Climate Change and Industrial Transformation considers how COP21 will shape the global
economy. We argue that in effect COP21 provides the framework that will support industrial
transformation to a low carbon economy because it creates the necessary regulatory framework
much in the same way as governments supported innovation during the Industrial Revolution
by supplying courts of law to enforce trading agreements, supplied legal modes of organisation,
subsidized railways and canals, as well as providing free compulsory education and transport
systems.
Our previous papers in the Climate Investor Series were:
Energy Management White Paper
(April 2016)
IPMC’s Energy Management White Paper examines the important role of energy management in
determining whether a company is positioned to generate long term profits for investors. Meeting
CO2 reduction targets is likely to come from a combination of increased use of renewable energy,
combined with measures that will increase the value that is generated from each unit of energy.
For investors, analysing a company’s energy management strategy is critical to understanding
which companies will thrive in a volatile and disruptive world. Energy management is itself an
indicator of management quality. This is because long term improvements in energy management
performance can only be achieved through a real and sustained commitment.
Climate Risk White Paper
(March 2016)
IPCM’s Climate Risk White Paper examines the options available to investors to respond to
climate change risks. The debate on whether climate change will impact the environment is
now settled, reflected in the unanimity at COP21 around the science of climate change. In this
environment companies are already subject to increasing pressure to adapt to and mitigate the
effects of climate change. IPCM’s Climate Risk White Paper examines the options that investors
have to respond. We argue that investors need to select and allocate capital to those companies
that are playing ahead of the curve, anticipating the changes in order not to be constrained when
regulation is in place, and able to benefit from the opportunities emerging from such an industrial
restructuring.

Gavelling the world with diplomatic genius
(December 2015)
Madame Pompadour, much-loved official mistress of Louis XV, would have relished the diplomatic
genius of the current French Foreign Minister, Laurent Fabius, in delivering the breakthrough Paris
climate agreement on 12 December 2015. And so it was appropriate, four days ahead of Minister
Fabius gavelling the world’s nations to universally back the investor-friendly United Nations
COP 21 agreement that forty-plus investors, financiers and policy specialists met in the Salon
Pompadour at the historic, 180-year-old Hôtel Le Meurice in the heart of Paris. Paul ClementsHunt, IPCM Partner, writes:
The investors and policy-makers gathered in the Salon Pompadour did so just four days ahead of
the big, booming, definitive political signal delivered by the politicians and diplomats at CoP21.
Unequivocally, COP21’s break-through message to the world’s cities, capital markets, businesses
and industries, confirms that a full blown, low carbon energy transition at the dawn of a new
industrial revolution is coming. The “how, when and exactly what” remain unanswered and will
form the focus of the next five years of climate negotiations starting in 2016 in Marrakech.

Dealing in T’s not B’s
(September 2015)
On the evening of September 7th, 2015, some 25 pension funds, endowments, and policy-makers
gathered at the Royal Automobile Club (RAC) in London for the 8th IPCM dinner in the global
Climate Investor series. IPCM’s first Climate Investor Report summarised the dinner. Paul
Clements-Hunt writes:
Several years ago at an Inflection Point Capital Management climate investor dinner at the World
Economic Forum in Davos, Switzerland, George Soros quipped that he now only deals in US$
figures starting with a “T”. In that one remark, quixotic for most mortals, the master investor
succinctly captured the core of the climate change challenge that demands US$ trillions of dollars
to be mobilized annually. The circa US$ 330 billion2 plus being deployed by 2013 for climate
finance falls critically short of the mark. Despite a promising direction of travel in terms of the
flow of low carbon finance and investment in clean and renewable energy technologies in the past
decade, the financing gap remains devastatingly wide in terms of achieving the goal of capping
global warming at a 2 degree centigrade (2°C) rise. The 2°C goal is slipping through mankind’s
fingers with recent estimates3 that the planet is heading for a dangerous 4°C rise above preindustrial levels by this century’s end.”
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