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We currently have a favorable view of the energy sector, which is largely driven by attractive fundamentals.
However, there are many considerations beyond fundamental valuation that should be taken into account,
including stranded assets and an increasing focus on environmental, social, and governance (ESG) factors.
Stranded Assets Should Drive Write-Downs
Oil companies draw on reserves in the ground to produce the raw material that is sold to refiners and then sold
again as gasoline, jet fuel, and such.
With the signing of the Paris Accord in 2016, member countries around the world agreed to reduce greenhouse gas
emissions, predominantly CO . Assuming signing countries actually comply with the agreement, it is likely that
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significant portions of identified oil reserves will not be used, for fear of creating more pollution than they agreed
to through the accord. This essentially leaves oil stranded in the ground. In fact, in following the standards set by
the Paris Accord, research suggests that as much as 30% of all oil on the planet will be left in the ground.
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There will also be natural gas reserves stranded in the ground. The amount of those reserves is less clear because
there exists a very wide range of estimates. Interestingly, while natural gas is clean-burning from a CO
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perspective, it is dirty-burning from a methane perspective, and methane is a more insidious greenhouse gas than
CO . But based on our current understanding, we believe about 40% of all natural gas will be left in the ground if
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the terms of the Paris Accord are met.
With this in mind, we sought to determine the amount of write-downs the companies in the energy sector are likely
to take, and it is significant. It appears that about 40% of all energy, oil, and gas assets will be written down. The
value of stranded assets is about $31 trillion.
Now, those numbers assume that compliance—which is designed to keep global average temperatures from rising
by 2 degrees Celsius—is 100%. But recall that the Paris Accord is voluntary and language is kept purposefully
vague. It has so many equivocations and ambiguous statements that it clearly is not intended to be legally
enforced.
About 75% of the world’s oil reserves are in Venezuela, Iraq, and Iran, and most of the coal in the ground today is
located in the United States and China. We do not believe that all of these countries will fully comply. In fact, we
estimate that compliance may be about 30%. There would likely still be a significant write-down of assets in the
sector, however.
ESG Places Pressure on Oil Assets
At the same time, pressure has been placed on oil prices by an increasing focus on ESG factors. Auto companies,
for example, may require their fleets to achieve a certain number of miles per gallon, which ultimately means that
cars are more efficient. This in turn drives down demand for oil.
Despite Challenges, Energy Sector Still Attractive
Looking at the impairment of assets by stranding, combined with pressure on earnings from ESG considerations, it
might appear that the overall attractiveness of the energy sector is impaired. But, in our view that’s not the case.
The sector is still fundamentally attractive based on our assumptions, and we have long exposure to the energy
sector.
The bulk of our energy-sensitive equity exposure is in the United States, Europe, and the United Kingdom, with
some in Russia as well.
We also have exposure that is sensitive to the price of oil through a number of currencies. Five of the constituents
of our Energy Macro Theme are actually currencies: the Colombian peso, Russian ruble, Norwegian krona,
Canadian dollar, and Mexican peso. Currently, we are long the Colombian peso, Russian ruble, and Mexican peso
and slightly short the Canadian dollar. We do not currently have an active position in Norwegian krona.
This is a non-trivial long exposure to energy through our currency positioning.
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Commodities Also Compelling
Our broader commodity exposure is also worth noting. We have long exposure to Chilean equities and the Chilean
peso, for example—both of which typically move in line with the price of copper. Much of the demand for copper
comes from China.
We anticipate that a widely available vaccine for COVID-19, which is an important consideration for demand, will
help boost investor confidence and, importantly, economic activity. We continue to see signs that this is taking
place.
Brian Singer, CFA, partner, is a portfolio manager on and head of William Blair’s Dynamic Allocation Strategies team.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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