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the next economic revolution

The next economic revolution is already underway. At 
Lombard Odier Investment Managers, we believe it will 
drive returns in the next three to five years and beyond. 

The notion of ‘sustainability’ has most commonly been 
associated with climate change, but this current revolution 
goes way beyond that single, albeit very important, issue. 
It is transforming our economies and the companies that 
drive them. We believe it will affect every corner of the globe 
and every asset class in every investment portfolio.

Our current economic, governance and social models are 
unsustainable, in our view. We are facing some significant 
long-term structural trends, which are already changing 
aspects of the ecosystem within which companies exist.

These include, but are by no means limited to: 

 Changes in our physical environment caused 
 by climate change;

 Human demographics as our population expands, 
 gets older and becomes more mobile;

 The depletion of natural resources in the face 
 of a growing population;

 Increasing digitalisation and connectivity, 
 which is disrupting traditional governance, 
 social and consumption models;

 Rising inequality, in all its forms, which is already 
 undermining our post-World War II geopolitical stability.

Our operating model has been under pressure for some time, 
but now we believe it simply has to change. 

We have to more fundamentally rethink our approach to 
many established norms, such as transport, food systems, 
healthcare, education, data management, infrastructure 
and on and on. No country, sector, company, or asset class 
will be untouched.

This is the Sustainability Revolution, and, we believe, it is the 
largest investment driver in history.



This is the Sustainability Revolution.
Our operating model has to change.
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pressure for change

The corporate world has been facing significant pressure to transition to a more 
sustainable model for years. However, forces are now rapidly converging from several 
different directions to accelerate the Sustainability Revolution by forcing companies to 
adapt. These include:

 Social consciousness - an increasingly 
informed and increasingly formidable 
social consciousness expressed through 
consumer preferences, voting patterns, 
social media and the traditional media. 
The increasing granularity and 
availability of data continues to educate 
and shape this growing social 
consciousness.

 The political agenda - given growing 
social consciousness, the political 
agenda is turning its focus increasingly 
towards sustainability in many 
jurisdictions around the world, which is 
leading to the rapid implementation of 
new rules and regulations. These affect 
companies directly, but also indirectly 
by forcing investors and consumers to 
behave differently.

 Increasing focus from investors - a 
recent study by McKinsey & Co found 
roughly 26% of global assets are now 
invested according to environmental, 
social and governance principles1 as 
investors increasingly understand the 
role these factors can play in driving 
value. In doing so, investors are 
increasingly directing the flow of capital 
towards sustainable companies.

 Rapid development of sustainability 
enablers - the digital revolution is 
providing an unparalleled opportunity 
to create more sustainable business 
models and disrupt the unsustainable 
ones.

 The growing and ever more apparent 
cost of climate change - companies 
already have to adapt to the 
consequences of climate change, such 
as the cost of increasingly frequent and 
increasingly severe weather events, or 
shortages of natural resources such as 
water.
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2015 was particularly formative in the 
Sustainability Revolution, particularly as 
it relates to the political agenda. That year 
governments globally came together in a 
unanimous, collaborative effort to 
fundamentally alter the course of our 
economies in the coming decades to 
make them more sustainable.

This culminated in 193 countries signing 
up to the UN’s 17 Sustainable 
Development Goals aimed at ending 
poverty, fighting inequality and tackling 

climate change. Only months later, 195 
countries agreed to adopt the Paris 
Accord, which established a wide-
reaching set of global goals to address 
climate change specifically over the 
coming decades.

In combination, these initiatives provide 
a roadmap for the future direction of 
policy and regulation. We are already 
seeing an acceleration in the 
implementation of this sustainability-
focused legislative agenda. The 
European Commission’s Action Plan on 
Financing Sustainable Growth, 
announced in early 2018, is one example 
of how these formative events are now 
being translated into policy frameworks. 
The planned bans of diesel cars in many 
European cities is another, as is the UK’s 
recently-imposed requirement for all 
companies with over 300 employees to 
publish data on gender diversity and pay 
in their workforce.

As the momentum behind the political 
agenda continues to build, it is 
encouraging companies to continue to 
focus on their business practices and to 
transition towards more sustainable 
business models as the primary way to 
drive results for their shareholders.

1 From Why to Why Not: Sustainable investing 
as the new normal, McKinsey & Co: https://
www.mckinsey.com/industries/private-
equity-and-principal-investors/our-insights/
from-why-to-why- not-sustainable-investing-
as-the-new-normal.



06.
The Sustainability Revolution

embedding sustainability into 
portfolio management

The need for companies to adapt to long-term structural 
trends is not new. They have been doing it for centuries, and 
we, at Lombard Odier, have recognised this basic principle 
for over 200 years.

This is a key part of our DNA as a firm, which runs through 
everything we do, whether that is managing our clients’ 
assets, or running our own firm. Above all, our independent, 
partnership structure allows us to focus on the long term. In 
doing so, we recognise the need to protect capital, rethink 
our approach to investment and embed sustainability in the 
heart of our investment philosophy.2

As asset managers, we believe it is our job to invest in 
companies that are well positioned to benefit from this 
Sustainability Revolution as they are likely to generate 
substantial excess returns. At the same time, we want to 
avoid investing in businesses which are not able, or willing, 
to adapt in an orderly fashion because of the risk those 
business models may become ‘stranded’.

We believe that excess returns will be driven by companies 
with a combination of sustainable financial models, 
sustainable business practices and sustainable business 
models.

We translate this into a three-pillar approach, designed to 
identify which companies are more sustainable over the 
long-term, and therefore best positioned to benefit from the 
significant opportunities the Sustainability Revolution 
presents.

2 Capital protection/Capital preservation represents a portfolio 
construction goal and cannot be guaranteed.
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our three-pillar approach

1. Sustainability of a company’s financial model

The starting point for any investment is the financial viability of the company, whatever 
the asset class. For equities, for example, we look to identify companies with the 
ability to generate excess economic returns. To do this, we believe they must be capital 
efficient, cash generative and be able to balance their books independently from capital 
markets.

In credit, we assess the overall solvency of a company. We do this by looking at a 
company's financial data to assess the fundamental credit quality, the ability to pay back 
debt and refinance. In contrast to traditional market-cap benchmarks, our starting point 
is the quality of debt, rather than the quantity.
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2. Sustainability of a company’s business practices

We believe that, for a company to deliver long-term value, it needs to be focused on 
its broad ecosystem of business stakeholders consisting of regulators, shareholders, 
employees, clients, suppliers, the environment, and its local community. In other 
words, to be as focused on its business practices as on its financial performance. In fact, 
we believe that business practices drive financial performance in the same way that 
revenues or costs would.

This includes, for example, having programmes in place to address gender diversity, 
adhering to best practice on board composition, having solid and robust policies in place 
to ensure the health and safety of employees, and minimise any negative impact on the 
environment.

We have several tools to assess the sustainability of a company’s business practices:

 Long-term metrics – ESG scoring
We use 115 distinct, identifiable and credible data points to analyse whether companies 
are aligned with best practice in terms of Environmental, Social and Governance 
matters, whether they are making progress in adapting to the transition, and how their 
business practices are positioned for the likely direction of future regulation. 

We have developed a proprietary ‘CAR’ methodology, which helps us differentiate between 
companies that are talkers, doers or achievers when it comes to sustainability. We believe 
this methodology, which breaks the ESG data down into Consciousness, Action and Results, 
is more valuable than relying on external aggregated ratings as it helps identify companies 
making genuine progress towards more sustainable business practices.

We place great emphasis on collecting, verifying and enhancing large amounts of raw 
data in relation to business practices, which we can use to enhance our proprietary ESG 
methodology. We collect the most granular level of non-financial data possible from a 
range of traditional and alternative sources. Our portfolio managers then fully integrate 
this data in their investment process. They are also able to enhance the quality of our 
ratings through their dialogue with companies, as we build a better understanding of a 
company’s business practices.

The raw data also allows us to carry out additional forward-looking analysis and identify 
whether companies are talkers, doers or achievers when it comes to sustainability.

 Short-term metrics – controversies
A company’s exposure to controversies in the short term is a strong signal that it is not 
focused on best business practices over the long term. We therefore look at companies’ 
exposure to controversies and the severity of those issues as a means of managing 
portfolio risk.

 Impact metrics
We also analyse companies’ carbon emissions and water consumption. This helps us to 
assess how companies are trying to improve their business practices in a carbon and 
water constrained economy.
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our three-pillar approach

3. Sustainability of a company’s business 
  model

In addition to looking at a company’s financial sustainability 
and the strength of its business practices, we also look at the 
sustainability of its business model. This means assessing a 
company in light of the long-term transformative trends 
that will result from the transition of the global economy 
towards a more sustainable model. How well is the company 
positioned to take advantage of the opportunities the 
transition presents? This forward-looking analysis is a 
critical step in understanding if companies’ performance is 
repeatable and sustainable over the long term. It starts with 
the identification of the mega trends that will shape our 
economic and social outcomes over the same timeframe.

At Lombard Odier Investment Managers, we believe there 
are five mega trends that are driving the Sustainability 
Revolution: Demographics, Climate Change, Natural 
Resources, Digital Revolution and Inequality.

Within each of these mega trends, we can then map out the 
likely path of future development to better understand which 
sectors will be impacted, and how. This, in turn, allows us to 
identify opportunities that can be translated into investment 
themes. In the case of Climate Change, for example, positive 
investment themes include renewables, energy storage, 
transmission, distribution and efficiency, electric cars and 
smart transportation. Negative themes would include 
carbon-intensive natural resources, traditional utilities and 
other carbon-intensive activities.
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stewardship

On top of our investment analysis, we also believe strongly in the importance of active 
ownership. It offers us a means to make a positive contribution to the Sustainability 
Revolution, by promoting the sustainability of the companies and economies we invest in 
through board-level and regulatory engagement.

This is a valuable tool to help companies transition in an orderly fashion, to adapt and 
increase their resilience. We enter into dialogue with companies, engage with them, and 
use our votes to influence them towards a more sustainable operating model. We also use 
this dialogue to enhance our understanding of a company’s sustainability, giving us an 
information advantage that can feed back into the investment analysis.

conclusion

We believe that sustainability will be 
the single largest engine of the global 
economy in the years to come. We believe 
the transition to a sustainable economic 
model will affect every corner of the 
globe and every asset class in every 
investment portfolio. It is the largest 
investment opportunity in history.

We believe that sustainability needs to 
be approached through three main 
lenses: the financial model, business 
practices and the business model. 
Each one of these is a necessary 
condition to build a sustainability-
focussed portfolio that will generate 
real excess return.
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IMPORTANT INFORMATION

For professional investor use only.
This document is issued by Lombard Odier Asset Management (Europe) Limited, authorised and regulated by the 
Financial Conduct Authority (the “FCA”), and entered on the FCA register with registration number 515393.
Lombard Odier Investment Managers (“LOIM”) is a trade name.
This document is provided for informational purposes only and does not constitute an offer or a recommendation 
to purchase or sell any security or service. It is not intended for distribution, publication, or use in any jurisdiction 
where such distribution, publication, or use would be unlawful. This document does not contain personalized re-
commendations or advice and is not intended to substitute any professional advice on investment in financial pro-
ducts. Before entering into any transaction, an investor should consider carefully the suitability of a transaction to 
his/her particular circumstances and, where necessary, obtain independent professional advice in respect of risks, 
as well as any legal, regulatory, credit, tax, and accounting consequences. This document is the property of LOIM 
and is addressed to its recipients exclusively for their personal use. It may not be reproduced (in whole or in part), 
transmitted, modified, or used for any other purpose without the prior written permission of LOIM. The contents 
of this document are intended for persons who are sophisticated investment professionals and who are either au-
thorised or regulated to operate in the financial markets or persons who have been vetted by LOIM as having the 
expertise, experience and knowledge of the investment matters set out in this document and in respect of whom 
LOIM has received an assurance that they are capable of making their own investment decisions and understan-
ding the risks involved in making investments of the type included in this document or other persons that LOIM 
has expressly confirmed as being appropriate recipients of this document. If you are not a person falling within the 
above categories you are kindly asked to either return this document to LOIM or to destroy it and are expressly war-
ned that you must not rely upon its contents or have regard to any of the matters set out in this document in relation 
to investment matters and must not transmit this document to any other person. This document contains the
opinions of LOIM, as at the date of issue. The information and analysis contained herein are based on sources belie-
ved to be reliable. However, LOIM does not guarantee the timeliness, accuracy, or completeness of the information 
contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All infor-
mation and opinions as well as the prices indicated may change without notice. Neither this document nor any copy 
thereof may be sent, taken into, or distributed in the United States of America, any of its territories or possessions or 
areas subject to its jurisdiction, or to or for the benefit of a United States Person. For this purpose, the term “United 
States Person” shall mean any citizen, national or resident of the United States of America, partnership organized 
or existing in any state, territory or possession of the United States of America, a corporation organized under the 
laws of the United States or of any state, territory or possession thereof, or any estate or trust that is subject to United 
States Federal income tax regardless of the source of its income.
Source of the figures: Unless otherwise stated, figures are prepared by LOIM.
Although certain information has been obtained from public sources believed to be reliable, without independent 
verification, we cannot guarantee its accuracy or the completeness of all information available from public sources.
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by 
LOIM to buy, sell or hold any security. Views and opinions are current as of the date of this presentation and may be 
subject to change. They should not be construed as investment advice.
No part of this material may be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed 
to any person that is not an employee, officer, director, or authorised agent of the recipient, without Lombard Odier 
Asset Management (Europe) Limited prior consent. In the United Kingdom, this material is a financial promotion 
and has been approved by Lombard Odier Asset Management (Europe) Limited which is authorised and regulated 
by the Financial Conduct Authority.
©2018 Lombard Odier IM. All rights reserved.
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The slogan "No Plan B" is projected on the Eiffel Tower as part of the World Climate Change Conference 2015 
(COP21) in Paris, France, December 11, 2015.  REUTERS/Charles Platiau
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