
 

 

The current pandemic crisis has produced a significant divergence between ESG-based portfolio models and 
the unconstrained equivalent. There has been some suggestion that, because ESG investing directs you 
away from fossil fuels, that this is a proof that ESG investing is more resilient to a downturn. Detractors of 
ESG investing will point out that this is an accident of fate, and that ESG analysis would not have uncovered 
a link between the pollutive effect of fossil fuels and the eruption of a pandemic virus, which in itself 
resulted in global transport being closed down, resulting in a glut of oil. There is clearly some truth in the 
latter statement, but I think this misses the point. 

ESG investing does not find it’s justification in short term differentials in sector performance, particularly in 
the case of cyclical versus non-cyclical industries. It takes its justification in two forms: firstly, from the 
ethical values of those who choose to invest that way - that the profit motive is not the only motive - what 
matters is how money is made and how it is distributed; and secondly, that companies behaving ethically 
are more likely to deliver good long term returns in comparison with companies behaving unethically. 

Investors in ESG portfolios know to expect to underperform major indices when oil prices are strong and to 
outperform when oil prices are weak, but that is a short-term consideration. It is entirely unrelated to their 
belief that oil companies are yesterday's business and that, in the long run, they are toast. 
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