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“Investment 
decisions need to 

reflect the clear scientific
evidence, and fiduciary
responsibility needs to

grasp the inter-
generational reality:

namely that unchecked
climate change has the

potential to impact and
eventually devastate the

lives, livelihoods and
savings of many, now

and well into the
future.”

Christina Figueres
UN Climate Chief

2010 - 2016
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Summary
The case for divesting 
from fossil fuel companies

There is a good deal of alignment between
the beliefs of the Pension Fund Committee,
its Officers, the Pension Board and those of
Fossil Free Oxfordshire. It seems we agree
that 1) climate change is an emergency
(given the unanimous support for the
County Council motion to that effect) and
2) that it presents risks to the pension fund
(evidenced by its inclusion in the
Investment Strategy Statement and Risk
Register). 

The key area of divergence concerns the
most appropriate response to the
emergency and the risks it poses
to the pension fund.
Currently, the Committee
has resisted calls to divest
from fossil fuel companies
and instead pursues a
policy of engagement with
a view to changing the
companies’ business practices
such that they:

1) fulfil the Committee’s fiduciary
duty to the fund’s beneficiaries and 

2) square with a safe and secure future for
pension fund members and others, free from
flooding, food shortages, civil unrest, etc. 

Fossil Free Oxfordshire’s position is that
this approach is flawed in the following
respects: 

• Engagement and divestment are not
mutually exclusive. Effective engagement
requires meaningful targets and timelines.
The consequence of non-compliance with
targets and timelines must be divestment. 

• While remaining invested in the companies
in order to pursue engagement, the fund is at
risk of losing value because these investments

are already underperforming historically
and, due to technological and

regulatory changes, are set to
continue to underperform.

• Engagement has for
decades been shown to be
ineffectual in influencing
fossil fuel companies’

behaviour. The “best” oil
and gas companies still invest

95% of capex on fossil fuels.
Any rigorous and timely

engagement process, with measurable
targets and timescales, applied to fossil fuel
companies, would rapidly lead to divestment.

• Organisations such as the National Trust,
recognising this, have abandoned their
efforts to engage and have decided instead to
divest from fossil fuels.

“Now is the 
time to abandon our

dependence on fossil fuels
and move, quickly and

decisively, toward forms 
of clean energy,” 

Pope Francis  
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• Fossil fuel investments pose an existential
threat to the entire portfolio.

• Investing in fossil fuel companies, and
thereby supporting their activities, will
directly affect existing and future scheme
members (e.g. flooding, higher food prices
and, according to David Attenborough,  “the
collapse of our civilisations and the
extinction of much of the natural
world.”)

In this briefing we provide
current evidence from
both academic and
industry sources for these
important considerations:

1. Climate change
engagement with fossil
fuel companies cannot
work. Engagement only works
when alternatives are available. A
change of core business model for a whole
industry has no precedent in corporate
history. Decades of investors’ engagement
with fossil fuel companies about climate
change has not significantly changed fossil
fuel companies’ business models.   

2. Keeping Fossil Fuel companies in the
portfolio reduces portfolio value. Shares in
fossil fuel majors such as BP and Shell were
once seen as “blue chip” stock that could not
fail. This view is now outdated and
misguided. 

3. Fossil fuel investments risk becoming
“stranded assets.” Investments for which
there are no longer purchasers and which
have thus become worthless are “stranded
assets.” 

The decreasing cost of renewable energy
production and governments’ actions to curb
greenhouse gas emissions, in line with their
commitments to the Paris Agreements,
together combine to put fossil fuel
investments at high risk of becoming
stranded assets. The only certain way to
avoid the risk of investments in the fossil fuel

industry becoming stranded assets is
to sell shares in these companies. 

4. The climate crisis is an
existential threat to the

global economy and thus
to the whole LGPS
portfolio.  The climate
crisis threatens the

wellbeing of scheme
members.   

Divesting is not only in line
with your fiduciary duty to protect

the fund that LGPS members rely on. It is a
way committee members can play their part in
averting climate breakdown that will, left
unchecked, threaten the stability of our
civilisation. The Oxfordshire Pension Fund
must play its part in reducing greenhouse gas
emissions created by fossil fuels by divesting
from fossil fuel producing companies. 

As a first step, we call on you to move the
current passive investments to Brunel’s Low
Carbon passive fund portfolio and sell the
fund’s direct investments in fossil fuel
companies immediately. Beyond that, we ask
you to work to find ways to divest the whole
portfolio of fossil fuel investments, alongside
your ongoing work to decarbonise the rest of
the fund.

“The so-called 
‘long-term investors’ 

must recognize their fiduciary
responsibility to future pension
holders who will be affected by

decisions made today.”

Jim Yong Kim, President 
of the World Bank 

2012 to 2019



D. The Oxfordshire Pension Fund invests a sizeable
chunk into Brunel’s Global Passive Fund portfolio.
This portfolio holds an important subset of fossil
fuel companies, that have a majority of their shares
held by governments, and in these cases, shareholder
engagement will be completely ineffective

We discuss each of these in more detail (below). 

A. No industry in history has changed its core
business model in response to shareholder
engagement 
Engagement only works when alternatives are
available, so engagement on climate change with
companies involved in power generation, car
manufacturing or steel production may be effective
because they can continue their business using
alternative methods such as, respectively, renewable
energy, electric motors or electrolysis for steel
production. Production of fossil fuels is the raison
d’être for coal, oil or gas companies and requests to
reduce their production to honour the Paris
Agreement is asking them to dig their own grave. 

A recent TPI report on the Carbon Performance of
Energy Companies1 indicates that, despite protracted
engagement efforts by shareholders, the vast majority2

of fossil fuel companies are not aligned with the Paris
goals. In contrast, engagement with power generating
companies seems to bear fruit, because alternatives are
available.  This is illustrated in figure 1 from the TPI-
report.
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Part 1 
Climate change engagement with 
fossil fuel companies cannot work

We have identified four impediments to Oxfordshire
Pension Fund engaging effectively on climate change
with fossil fuel companies:

A. No industry in history has changed its core business
model in response to shareholder engagement 

B. Other investors have tried and failed to engage on
climate change with fossil fuel companies

C. Engagement is outsourced to third parties who
engage without quantitative, measurable targets or
milestones and engagement activities are decoupled
from investment decisions so there are no
meaningful consequences for non-compliant
companies

Fig. 1. Analysis of Compliance of 50 Oil & Gas
Companies and 51 Electric Utility Companies
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B.  Other investors have tried and failed to
engage on climate change with fossil fuel
companies
Failed efforts to engage with the fossil fuel industry
have caused other investors to divest from fossil fuel
companies:

“Many organisations have been working hard to
persuade fossil fuel companies to invest in green

alternatives. These companies have made insufficient
progress and now we have decided to divest from

fossil fuel companies” 
Peter Vermeulen, 

CFO National Trust, 4 July 2019 3

“…we were extremely disappointed that, despite your
public commitment to act on climate change, the

strategy that Shell published at its Management Day
on 4th June aims to deliver rising fossil fuel

production to at least 2030” 
Sarasin & Partners, 8 July 2019 4

“IEEFA notes it is entirely questionable whether
Blackrock’s engagement activities are achieving

material results, particularly given that the firm does
not provide full disclosure or evaluation of its

company engagement actions” 
IEEFA report on BlackRock, August 2019 5

C. Engagement is outsourced to third parties
who engage without quantitative, measurable
targets or milestones and engagement
activities are decoupled from investment
decisions so there are no meaningful
consequences for non-compliant companies
We would like to highlight particular problems with
the approach to engagement carried out on behalf of
Oxfordshire LGPS. Engagement for the Oxfordshire
Pension Fund is delegated to the Brunel Pension
Partnership, who outsource engagement to Hermes
EOS (previously, engagement was outsourced to
LAPFF). 

Outsourcing to umbrella funds and engagement
companies has the disadvantage that it dilutes any
stringent climate change commitments the Pension
Fund may have. The engagement goals set by Hermes
EOS are currently tailored for individual companies
often in negotiation with those companies. This
means there is no consistency in addressing climate
risk with engagement. Third party engagement
companies do not have the authority to divest, and
their work is decoupled from the investor. In the
absence of a divestment ultimatum, the engagement
activities amount to ineffective quarterly meetings
with fossil fuel companies which do not lead to
compliance with Paris goals.

Fig. 2. Current engagement process for climate change (via Hermes EOS, LAPFF)



A different engagement process is
needed, such as using TPI’s Carbon
Performance or the Oxford Martin
Principles for Climate-Conscious
Investment6, with one goal: to be
compliant with the Paris Agreement
and to use only quantitative,
measurable, yearly targets, together
with a clear divestment option. 

Figure 3 illustrates a rigorous and
effective engagement process
which, if applied to fossil fuel
companies, would lead
immediately to divestment.

D. An important subset of fossil
fuel companies have a
majority of their shares
held by governments, and
in these cases,
shareholder
engagement will be
ineffective
An important subset of
fossil fuel companies have
a majority of their shares
held by governments (for
example Russia, China, India,
Brazil, Middle East).
Shareholder engagement will be
completely ineffective for this subset. 
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Brunel’s Global Passive Fund (EPD)7

invests in at least 150 fossil fuel
companies. Figure 4 lists a

number of these companies,
which are majority owned or
heavily influenced by foreign
governments and support
the infrastructure of national
economies, such as fossil fuel
exports or cheap electricity

generation. These companies
are extremely unlikely to be

influenced to reduce their fossil
fuel production or electricity

generation by the engagement of
western investors.

“Pension funds 
have an exciting role to play in

financing the transition to a net zero
future, and it is really positive to see such
a large group of cross party MPs coming

together to pressure our pension fund trustees
to phase out carbon intensive investments,
and to ramp up positive investments into a

green and prosperous future.”  

David Warburton 
Conservative MP for Somerton 

and Frome 

Fig. 3. Engagement process for a climate emergency situation

Fig. 4. Some large fossil fuel companies that are majority owned by governments 
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Part 2 
Keeping fossil fuel companies in a 
portfolio reduces total portfolio value
Pension Funds routinely spread investment risks to
minimise any losses and to generate a higher risk
adjusted return. Consequently, their portfolios
include a wide range of geographic and industrial
sectors. Research by the London School of Economics
(LSE)8 has shown that omitting any single industrial
sector from equities in a portfolio has no significant
effect on returns.

As we know, past performance is no guarantee of
future performance. Regarding shares in Shell and BP,
once seen as “blue chip,” as stock that can not fail, is
now outdated and misguided. Morgan Stanley9 tracks
the MSCI ACWI index, which includes large and
mid-cap stocks across 23 Developed Markets and 26
Emerging Markets countries as well as the same index
excluding companies that own coal, oil and gas
reserves. Figure 5 shows that the index without fossil
fuels outperforms the parent index.

An Institute of Energy Economics and Financial
Analysis (IEEFA) report5 into the fossil fuel
investments of BlackRock, the world’s biggest investor,
also highlights the poor performance of fossil fuel
companies. 

It is estimated that BlackRock lost $90 billion in
share value over the period 2009-2019 by retaining
investments in fossil fuel Companies.10 Below (figure
6) is the report’s comparison of the four biggest major
oil and gas companies over the last 10 years against
standard stock exchange indices.  

Fig. 5. Gross returns of MSCI ACWI (GBP) 
Nov 2010 - Sep 2019

Fig. 6a. Exxon Mobil (Green) vs S&P 500 (Blue)
Jan 2009 - Mar 2019

Fig. 6b. Chevron (Grey) vs S&P 500 (Blue)
Jan 2009 - Mar 2019
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Part 3 
Fossil fuel investments 
risk becoming “Stranded Assets”
“Stranded assets” are investments for which there are
no longer purchasers, which thus become worthless.
Right now fossil fuel investments are exposed to two
significant and increasing risks: technological change
and government regulation to combat greenhouse gas
emissions. Ongoing Technological changes include
reductions in the cost of renewables, electricity storage
and electric vehicles. Together these developments
combine to put fossil fuel investments at high risk of
being stranded assets.

The economics of renewables in tandem with EVs
are set to become irresistible over the next decade.
Due to the reduced cost of energy generation from
solar and wind, along with the higher efficiency of
electric vehicles compared with fossil fueled
equivalents, the break-even oil price is coming down
dramatically. (The break-even oil price is the
production cost of oil that oil projects need to achieve
to avoid making a loss). 

Research by BNP Paribas11 suggests that, for new
projects, oil prices need to come down below
$20/bbl12 in order to compete with renewables. 
Figure 7 (overleaf ) from the report illustrates this by
showing that dramatically more mobility (measured in
equivalent TWh) can be created using EVs with
renewable energy from a $100 billion solar or wind
project, compared with a similarly priced fossil fuel
project and diesel vehicles at the current oil price
($60/bbl)13.

Apart from price competition from cheaper and
cheaper renewables, the other emerging constraints on
the profitability of fossil fuel production are the
national commitments to the Paris Agreement. For
example, France has already banned fossil fuel
exploration, UK is closing all its coal-fired power
stations, whilst Canada has delayed sanctioning oil
sand projects.14

Fig. 6c. Shell (Orange) vs AEX (Blue)
Jan 2009 - Mar 2019

Fig. 6d. BP (Green) vs FTSE 100 (Blue)
Jan 2009 - Mar 2019
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These commitments will also cause fossil fuel
projects to become stranded assets. 

The most expensive fossil fuel sources to develop
(oil sands, oil and gas shales with fracking, Arctic oil
and gas and ultra-deep water) will rapidly become
uneconomic. 

In particular the non-approved (unsanctioned) fossil
fuel projects, with higher breakeven prices, are very
susceptible to this.15 In
figure 8’s schematic graph
every bar represents a new
oil field development. The
bars have been colored to
indicate their nature:
Onshore, Offshore (shallow
/ deep / arctic), Shale oil or
Oil Sands. In general,
onshore oil developments
are cheapest to develop
(low breakeven price),
whilst oil sands are already
largely uneconomic, since
their breakeven price is
higher than the current oil
price ($60/bbl).

The downward pressure on
the oil price, caused by
competition of cheap
renewable projects and
governments’ compliance
with the Paris agreement, will
render many of these
unsanctioned projects
worthless. There are already
some early signs of stranded
assets, for example, Exxon’s
Aspen Oil Sands14 in Canada
and buyers of bonds in US
oil/gas shales are becoming
more cautious as more
producers are defaulting16.  

While remaining invested in fossil fuel companies,
the fund is left at risk of holding stranded assets. The
only certain way to avoid the risk of investments in
the fossil fuel industry becoming stranded assets is to
sell shares in these companies. 

Fig. 7. Net Energy Return (in Tera Watt hour) for a $100 billion project

Fig. 8. Break-even price for various new oil developments
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Part 4
The climate crisis impacts 
the portfolio and scheme members
The impact of the climate crisis is not limited to the
poor performance of fossil fuel equities.  If humanity
does not stop burning fossil fuels eventually the
global economy will stop functioning. In
such a scenario the Oxfordshire LGPS
will not be able to meet its
liabilities. Scientists believe that a
global temperature increase
beyond 4 degrees C is probable
under a business-as-usual
scenario. Just one example of the
global impact: insurers have said
that they would be unable to insure
the world at 4 degrees C warmer.17

The climate crisis threatens the
wellbeing of current scheme members. Extreme
weather events leading to flooding and large increases
in the cost of food are just two examples of likely
impacts. The Oxfordshire fund must take the future
welfare of its members seriously.  

Eliminating greenhouse gas emissions requires
action from everyone including the fund. The

Oxfordshire Pension Fund must play its part in
reducing greenhouse gas emissions

created by fossil fuels by divesting
from fossil fuel production.

To quote the former
Archbishop of Canterbury, Lord
Rowan Williams of
Oystermouth, “Reducing our
dependence on fossil fuels is

probably the single most urgent
challenge we face if we are to avoid

a really unmanageable climate crisis in
the next few decades, with all the human

cost this will entail…  Divestment will send a
positive and hopeful message to the people of this
country – and to those in vulnerable communities
across the globe who will be most immediately
affected by climate-related disasters.”

Next steps for the Oxfordshire Pension Fund
We would like the Oxfordshire Pension Fund to act in the following ways:

1.  Sell any direct investments in fossil fuel producing companies and related service companies
with immediate effect.

2.  Transfer all investments in Brunel’s passive portfolios (EPD and EPU) to Brunel’s low
carbon portfolio, EPL, over a period of one year. 

3.  Urge Brunel to reduce the low carbon fund (EPL) to a zero carbon fund as soon as possible.
4.  Urge Brunel to make an active zero carbon fund portfolio available so that the Brunel’s

active Equity Fund portfolio (EUK) can be transferred.
5.  Actively engage with non-fossil fuel producing companies, using rigorous quantifiable

engagement techniques, compliant with the Paris Agreement. 

“It makes no sense 
to invest in companies that

undermine our future. To serve
as custodians of creation is not an
empty title; it requires that we act,
and with all the urgency this dire

situation demands.” 

Desmond Tutu, 
Former Archbishop
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“Smart investors can see that
investing in companies that rely
solely or heavily on constantly

replenishing reserves of fossil fuels
is becoming a very risky decision”

Professor Lord Stern
former World Bank Chief

Economist


