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1. Introduction

Asset owners, asset managers, politicians and the general public have all grown increasingly aware of 
Environmental, Social and Governancze (ESG) issues, and how these can, and perhaps should, be incorporated 
into investment management processes to promote best practice. There are a variety of diff erent acronyms that 
are used in this discussion: Corporate and Social Responsibility (CSR), Socially Responsible Investing (SRI) and 
Environmental, Social and Governance (ESG), the latter being the most common. For the purpose of this policy, 
we use the terms ESG and ESGI, the ‘I’ in the latter standing for ‘integration’.

The question of how asset owners and asset managers approach ESG has grown in importance over recent years. 
ESG as a concept appears unlikely to diminish, indeed all signs indicate it will likely be of increasing relevance 
to a growing percentage of the global population. Much has been written on the subject of ESG yet there 
remains signifi cant disagreement within the industry as to how best asset managers should implement an ESG 
programme, or if indeed they should at all. There is an argument that ESGI may just be the latest investment 
trend, and like other investment fashions will have its moment before retreating once again into obscurity. 
Origin (the Firm) does not believe that ESG is an investment fad. The incorporation of ESGI factors is not 
comparable with other investment caprices, and is more of a fundamental shift towards creating a cultural 
norm. It is also important to note that Origin fundamentally believes in and supports the principles guiding the 
movement towards the adoption of ESG.

Even were that not the case, the regulatory umbrellas governing the global investment community have been 
slowly tilting in favour of socially responsible investors. Several countries in Europe (including the UK and the 
Netherlands) have passed laws requiring pension funds to disclose ESG related policy information, in addition 
to which there are legislative requirements in certain jurisdictions (ie banning the ownership of cluster bomb 
munitions manufacturers) that investment managers must acknowledge. 

All that said, Origin’s view is that the Firm’s primary responsibility is to fulfi l its fi duciary duty to its clients, and if 
the Firm either does not believe in the fundamental premise of ESGI, or that there is a legitimate or sensible way 
of implementing it in a way that benefi ts the Firm’s clients, then it is of paramount importance that we do not fall 
into the trap of implementing an ESG programme simply because it off ers the path of least resistance. 

As immediately attractive as ESGI appears, there are arguments against implementation. Very briefl y, from the 
viewpoint of exercising the Firm’s fi duciary duty, it could be argued that there could be a confl ict of interest 
for companies between maximizing shareholder value and ESG prudence. It could be argued that the sole 
objective of a public company is to grow shareholder value rather than dedicate resources to combatting 
externalities irrespective of its potential impact. It might be argued that the costs allocated to ESG based 
process improvements outweigh any benefi ts. Alternatively, limiting an investment universe to ESG compliant 
companies will clearly limit an investor’s breadth of investment choices and alpha opportunities. 

An opposing viewpoint might suggest that companies demonstrating ESG prudence can reduce their overall risk 
exposure and thereby increase shareholder value by mitigating large drawdowns. Furthermore, ESG investors 
can directly impact company specifi c behaviour towards ESG awareness and accountability thereby improving 
long-term economic conditions. It has also been argued that companies that demonstrate a strong awareness 
and adherence to best practice with regard to ESG experience enjoy a lower cost of capital than their less aware 
counterparts. 

Whatever the conclusions regarding integration, this policy outlines Origin’s position with regard to ESGI on 
the basis of the evidence as it stands today, and reviews some of the broader discussions, arguments and issues 
both for and against ESGI. Origin will continue to monitor the question of ESGI carefully, and should there be any 
change in the evidence, then the Firm will re-examine this policy accordingly. 

2. Origin’s current approach to ESG Integration

As a boutique investment manager, Origin focuses solely on the management of Global Equities (and subsets 
thereof ). 

As noted above, the Firm’s overriding focus is its fi duciary responsibility towards its clients, and as such will only 
ever incorporate ESG considerations into its investment process should it be felt to be in the direct fi duciary 
interest of the client.  

Origin aims to build portfolios with a specifi c set of investment characteristics, as encapsulated in the four stock 
selection criteria (capital management, valuation, earnings revisions and share price relative trend). Origin 
currently formally incorporates a measure of good governance in the due diligence process in the form of the 
accounting score which forms an element of Capital Management or Quality factor that is used in the investment 
process. Moreover, Origin’s portfolios have a skew towards companies with strong governance and sustainability 
as the investment process focuses on companies with strong capital management and high reinvestment rates. 
Origin will hold stocks for as long as they clearly continue to embody the target characteristics. 

While it is currently our opinion that most ESG metrics under consideration by the fund management industry 
do not meet our criteria of having a direct fi duciary impact on the shareholder, the Origin investment team have 
identifi ed the potential for contingent liability driven by the emissions of carbon to be a signifi cant risk factor for 
the sustainability of a companies returns going forward.  
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 So within our Capital Management component we consider the extent to which a companies future returns 
and indeed its cost of capital today could be adversely impacted by the levying of a tax on its carbon emitted.  
Other things being equal, we will express a preference for businesses without that risk.  The team have created a 
bespoke carbon risk measure and are able to decile rank all companies based on this particular measure of risk 
and by so doing reduce the relative attractiveness of the heaviest carbon emitters.

Of course this particular metric is only one of many under consideration and so will not be the dominant source 
of portfolio risk, but nonetheless, it does deliver a measurable eff ect on portfolio construction. 

In order to retain objectivity and to ensure that stocks are judged using a uniform data set, Origin does not 
engage with company management over governance or any other issues. However, while direct company 
contact is – intentionally – not part of the Firm’s systematic investment approach, Origin is aware of the increasing 
importance of corporate governance and shareholder activism to clients, and the Firm wishes to provide an 
active governance and voting solution on the stocks held in clients’ portfolios.  In order to do this, Origin uses 
the international governance research and voting specialist Glass Lewis, via the Broadridge ProxyEdge voting 
platform. 

Origin automatically votes stock on all portfolios (whether pooled or segregated), in line with the policy agreed 
and set out annually by the Origin Proxy Voting Committee.  Presently the Origin position is to follow the principles 
set out in Glass Lewis’ Proxy Paper Guidelines. The Glass Lewis policy specifi cally addresses key governance 
issues such as board composition, remuneration, the appointment of auditors, dividend distributions and Long 
Term Incentive Plans. 

The Firm has worked closely with clients in the UK, Netherlands, Canada and Australia for nearly ten years to 
address specifi c requirements in implementing bespoke solutions for ESG integration, and naturally the Firm 
remains open to discussing any proposed approach a client may have in this regard  We currently have more 
than $1bn of client monies invested in bespoke portfolios where clients have asked us to “turn the dial” or 
upweight the importance of our carbon risk measure relative to other data sets under consideration.  This has 
allowed us to further reduce exposure to heavy carbon emitters where opur clients demand it.

3. The Fundamentals of ESG Integration

There appear to be four underlying fundamentals driving the integration of ESG into an asset manager’s 
investment process:

1. Business - Given the rising demand by clients for ESG incorporation, is it necessary for asset managers to 
incorporate ESG into their process in order to prosper? 

2. Ethics - is incorporating ESG into an investment process the right thing for an asset manager to do from an 
ethical standpoint and should asset managers and asset owners alike recognize that there may be a cost that 
needs to be borne in this respect?

3. Risk Management - Should ESG be treated as a formal risk in the same way as volatility, liquidity or any other 
risk consideration? 

4. Alpha - Does incorporating ESG add alpha to the investment process (in whatever format, whether as a 
naïve score based inclusion, ESG momentum or other), or at the underlying level add to a company’s corporate 
fi nancial performance (CFP)?

3.1 Business

It is undeniable that there is an increasing demand from institutional clients around the globe for some sort of 
ESG incorporation. Nevertheless, as a standalone reason for any ESG consideration, business development or 
asset gathering can be dismissed immediately. While some asset managers may adopt this approach, Origin feels 
that without substance behind ESGI, any entity stands to lose its credibility, should any cynicism or hypocrisy on 
this part be exposed. 

Certain jurisdictions, particularly northern Europe and the UK are demanding not only greater transparency with 
regard to adherence to ESG principles (on a look-through basis), but also in some case have legal and regulatory 
requirements preventing investing in certain industries/companies. In the UK, the Parliamentary Pension Fund 
recently divested from all investments (on a look-through basis) in fossil fuels in a move towards investing in 
renewables. In this regard, as noted in section 2 of this policy, Origin already works with a number of clients to 
implement specifi c requirements, and the Firm will continue to retain an awareness of the broader legal and 
compliance requirements in this arena and implement them in collaboration with clients wherever required. 

3.2 Ethics

While ethical considerations are arguably the most important concept underpinning the entire question of how 
asset owners and managers should use their infl uence in order to attempt to improve the world, Origin believes 
this is beyond the scope of its remit as an investment manager. 
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Origin does not stand as, nor claim to be, a moral or ethical arbiter. While there is likely a majority who would 
agree that the manufacture of cluster munitions is something that it may be preferable not exist, equally there are 
others who view their manufacture as an unpleasant necessity. More contentiously, should gambling companies 
or alcohol distilleries and distributors be viewed as ethically questionable? The line is a blurred one and it is clear 
that one size does not fi t all when it comes to applying an ethical framework to an investment process. 

Furthermore, the data that is available is, from an ethical perspective, very suspect. The majority of data providers 
to whom Origin has spoken score a company solely on the basis of its exposure to fi nancial risk as a result of ESG 
related behaviours rather than on the basis of their ethical leanings.  This is not a particularly strong argument 
from an ethical standpoint as companies are very capable of exploiting regulatory arbitrage to improve their ESG 
score/diminish their fi nancial risk.

Most fundamentally, as stated previously, as an asset manager Origin believes its fi duciary duty is to its clients, 
and in that respect consists of constructing portfolios of stocks that the Firm believes stand the greatest chance 
of outperformance. As noted previously, this does not mean the Firm will actively seek out stocks with negative 
ESG characteristics, merely that it may impede our ability to fulfi l our fi duciary duty should the Firm either reduce 
the size of its investable universe on these grounds, or incorporate data that does not add value.

As noted previously, Origin is very happy to work with clients and prospective clients to determine parameters 
which can govern the Firm’s ability to invest in particular stocks, but this is not a decision that Origin believes it 
should be making on behalf of its clients. 

3.3 Risk Management

In an era of increasing awareness of ESG and in which companies fi nd themselves under increasing scrutiny to 
demonstrate an adherence not only to environmental laws, but also laws around corporate governance and 
sustainability, and in which companies may fi nd themselves the subject of increasing litigation, does Origin’s 
investment process ‘price’ this risk into the decision-making framework eff ectively?

It would be simple to incorporate ESG further as a formal risk fl ag, in a way similar to that of liquidity, beta, 
days above/below moving average etc. In keeping with Origin’s approach of outsourcing non-core investment 
management functions, such an approach would require incorporating data from an external vendor.  Currently 
Origin access the full suite of MSCI ESG data and as such could use the overall MSCI ESG risk rating should 
we choose to.  As stated above though, while we have identifi ed the particular fi nancial risk around carbon 
emissions to be a signifi cant risk factor that requires attention, we do not at present feel that other ESG metrics 
have signifi cant impact either on the path of future returns or on the cost of capital enjoyed by the company 
today.  This may change of course and it is certainly the case that fi ve years ago, the emission of carbon was not 
the fi nancial risk factor that we consider it to be today.

While the absolute ESG ‘rating’ of a company might not then potentially be useful, it has been suggested there 
may be more effi  cacy in incorporating an ESG-momentum criterion. Introducing an explicit ESG momentum risk 
signal would again be a very simple matter given the process driven nature of our approach, however such a risk 
signal is arguably already embedded in Origin’s Earnings Revisions characteristic. Looking at the evidence, any 
ESG-momentum input is by defi nition ex-post. As momentum investors, the fact that it is ex-post is not in itself 
an issue, however it is diffi  cult to argue what additional benefi t such a measure would bring to the process that 
isn’t already covered in the Earnings Revisions and Share Price Relative trend measures. 

3.4 Alpha generation

From Origin’s perspective the most signifi cant question with regard to fi duciary responsibility is whether it is 
possible to add alpha through ESGI.
As noted in the Introduction, there is a huge amount of research on this subject, the results of which are certainly 
mixed. Depending on data set, timeframe, geographical focus, it’s possible to manipulate the outcome in either 
direction, added to which there is a lot of opinion, speculation and susceptibility to data quality clouding the 
entire issue. 

That said, Origin DO believe that the consideration of the fi nancial risk associated with emitted carbon (potential 
for contingent liabilities) should be a source of alpha in and of itself.  So why is that?

In preferring companies with lower levels of carbon emissions in their production processes, asset owners are 
eff ectively increasing the cost of capital associated with carbon heavy processes and rewarding companies 
without heavy emissions with lower costs of capital.  As more and more asset owners build in explicit targets 
around portfolio level emissions, capital is withdrawn from certain heavily emitting areas and the cost of capital 
charged for such projects will rise.  While this trend is in place, companies subject to rising cost of capital will 
inevitably see a reduction in their enterprise value.

There is an argument to say that once this trend is complete, the steady state return of companies with higher 
cost of capital should actually be higher, as investors demand higher returns to compensate them for the extra 
risk.  That is true, but here is the crucial point.  We do not consider that this trend is complete.  Those that know 
us will be aware that the following of trends is a big part of our investment process.  We never anticipate turning 
points in advance, rather, as a point of principal, we consider the trend to be our friend. 
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Consequently we would consider this trend to rising cost of capital associated with carbon emitting projects to 
be indefi nite and as a result would consider that the tilting away from companies enduring this increasing cost 
of capital to be a source of future excess return over benchmark.

4. Conclusion

ESGI is, and will remain, an important and divisive topic. There is an ever-expanding canon of research, data, 
information and disinformation on the subject. It is also an emotive topic and there are few studies conducted 
without any hidden (or not so hidden) agenda. 

Philosophically, Origin supports the underlying themes of environmentalism, social responsibility and good 
governance, and the goals behind the promotion and expansion of the incorporation of ESG considerations into 
the investment management industry. As noted previously in this paper, the Firm actively incorporates fi nancial 
risk metrics around carbon emissions into its investment process along with additional metrics on governance 
(accounting quality).  However, Origin does not believe there is suffi  cient evidence that blanket incorporation of 
a broad swathe of ESG factors into the investment process will be of further benefi t to its clients, and if anything 
may ultimately harm the Firm’s ability to generate alpha on behalf of those clients. 

Origin continues to work with its clients on implementing their specifi c requirements with regard to ESG 
integration, and given the systematic and process driven nature of Origin’s investment approach, the Firm is 
very capable of incorporating any client’s individual needs in this regard. 

For further information on any of the topics discussed in this paper, or to discuss the options available to clients, 
please do not hesitate to contact the team at information@originam.com.

Important Information 

Origin Asset Management LLP (“Origin”) is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United 
Kingdom and is registered as an Investment Adviser with the Securities and Exchange Commission (“SEC”) in the United States. 
Origin is an investment management fi rm focused on managing global equity portfolios for institutional clients. The company’s 
registration number is OC310250 and is located at 1 Carey Lane, London, United Kingdom, EC2V 8AE. Origin has issued and 
approved the contents in this document. Distribution of this document is for Europe and US purposes only and is directed 
exclusively at Professional Clients and Eligible Counterparties. This document should not be relied upon by Retail Clients (all as 
defi ned by MiFID). The information in this document contains general information only on investment matters and should not 
be considered as a comprehensive statement on any matter and should not be relied upon as such nor should it be construed 
as specifi c investment advice, an opinion or recommendation. The general information it contains does not take account of any 
investor’s investment objectives, particular needs or fi nancial situation, nor should it be relied upon in any way as a forecast 
or guarantee of future events regarding a particular investment or the markets in general. All expressions of opinion and 
predictions in this document are subject to change without notice. The information in this document has been derived from 
sources believed to be accurate as of the date indicated. The value of an investment may fall as well as rise and an investor 
may not get back the full amount of their original investment. Where an investment involves a foreign currency, changes in 
exchange rates may also cause the value of an underlying investment to fall or rise. Past performance is not a reliable indicator of 
future returns. All performance returns are gross of management fees but net of all other costs. If fees were taken into account, 
performance returns would be lower. The portfolios selected may change periodically at Origin’s discretion. For administrative 
purposes, graphs, portfolio statistics and portfolio valuation characteristics included in this update utilise ratios and data from 
portfolios that Origin believes are illustrative of its investment program.     

The Principal Financial Group (“PFG”). Origin is an affi  liate of PFG. The information derived from sources other than Origin is 
believed to be reliable; however, PFG do not independently verify or guarantee its accuracy or validity. Subject to any contrary 
provisions of applicable law, no company in the PFG nor any of their employees or directors gives any warranty of reliability or 
accuracy nor accepts any responsibility arising in any other way (including by reason of negligence) for errors or omissions in 
this document.
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