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EDITORIAL

Considering the «longer term» without ignoring current events
Our mission is a simple one: to consider and foster a ‘longer term’ perspective
and thereby contribute to the social and environmental balance of the companies
in which we invest, as they expand. In this edition, we have summarised two
articles examining the history of a company that was established 600 years ago
in Toulouse, in south-western France. An incredible life span that shows that
innovative and quality governance is the key to sustainability. This academic
work also shows that the risk premium decreases over time, a fundamental issue
when assessing very long-term investments (50 or 100 years), particularly those
relating to climate change.

Jean-Philippe Desmartin
Head of the Responsible
Investment Team

Integrating climate change - as we do with the formalisation of our 2°C1
roadmap - requires the ability for long-distance thinking, without overlooking
the intermediary stages.
Beyond the long-term, our daily work is also about factoring in current events
with a view to improving our understanding of key challenges, both present and
future. A good example of this would be the “Dieselgate” scandal. The rigging of
diesel-powered vehicles by Volkswagen precipitated the transition towards clean
vehicles for the entire automobile industry and its ecosystem.
Current events also include the upcoming 19th National Congress in China,
which will begin on October 18th and should set out the four major pillars for the
next five years (2017-2022). One of these pillars is expected to be “harmonious”
growth - more respectful of the environment and with the objective of
eradicating severe poverty, which still affects 40 million people in China.
As the most populated country in the world suffers from polluted air, soils and
water tables, and with arable land steadily disappearing, China is aware of the
risk of “dying before it ever gets rich”. This is a major turnaround at a time when
the U.S. has given in to the temptation of isolationism - at Federal level - and has
opted for ‘retreat’ on environmental issues.
The main news from our team is that we have secured the public SRI labels for
our two funds, Edmond de Rothschild Euro Sustainable Growth and Edmond de
Rothschild Euro Sustainable Credit.
We wish you a pleasant read.

1. Target for maximum global warming by 2100.

Edmond de Rothschild Asset Management is a co-sponsor of the
Sustainable Finance and Responsible Investment Chair which is
co-managed by Ecole Polytechnique and the Toulouse School
of Economics, under the aegis of the Association Française de la
Gestion financière (AFG).
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NEWS

“DIESELGATE”: THE TIME FOR CHANGE
HAS COME
Since the stepping down of Volkswagen’s CEO and
the engineers’ admission, in the autumn of 2015,
that cheating software had indeed been used to fool
emissions tests, the group has been in turmoil. In the
United States alone, VW was fined around 22 billion
dollars. Several million vehicles also had to be recalled.
The scandal has led to deep transformations across the entire
industry. Investigations have been initiated in France against
other car manufacturers and consumers are now wary of diesel
and its association with NOx (nitrogen oxide). Several research
projects have proven the harmful nature of these emissions.
Scientists based in Austria, the Netherlands and Norway
reached damning conclusions . They calculated that every year
in Europe, around 10,000 deaths1 were caused by fine-particle
pollution produced by light-duty diesel vehicles. Almost half
(4,750) would have been avoided if the actual nitrogen oxide
emissions produced by vehicles on the roads were those
observed in test laboratories.

THE END OF AN ERA
Governments throughout the world are determined to act.
China, the world’s largest automobile market, is thinking of
a possible ban on the manufacture and sale of cars powered
by fossil fuels. France and the United Kingdom have already
committed to banning new vehicles that use fossil fuels
exclusively by 2040, while the Netherlands and Norway may
set even more ambitious targets. The Scottish government is
arguing in favour of outlawing the sale of 100% petrol or diesel
fuelled cars before 2032.

Car manufacturers also intend to learn from the past. Almost
all are making announcements on their conversion to electric
vehicles. Volvo was particularly quick on the draw: by 2019,
all new models will be equipped with electric or hybrid
technology. And BMW plans to produce 12 models of this type
by 2025. During the first half of 2017, BMW sold 42 573 electric
and hybrid plug-in cars – a 80% rise over one year. While the
percentage of these vehicles in overall sales is only 3.5%, the
firm has set a target of 100,000 electric vehicles sold this year.
Jaguar Land Rover announced that its new models would all
be electric or hybrid from 2020 onwards, while Hyundai Motor
has unveiled plans to launch an electric sedan with a range of
500 km in 2021. The manufacturer and its subsidiary Kia Motors
which together form the world’s 5th largest automobile group
in terms of sales, are planning the launch of 31 environmentfriendly models by 2020, of which eight will be electric and two
will be powered by fuel cell technology. An electric fuel cell bus
is also to be unveiled by the end of the year.
Beyond regulatory issues, the lower cost of fuel cell batteries
and the still scare development development of infrastructure
are supporting a market that in still in its very early stages.
According to the most recent data published by the European
association of car manufacturers, in 2016 100% electric and
hybrid vehicles accounted for 433,847 new car registrations
(close to 3% of the total). But there is no doubt that the
“Dieselgate” scandal will continue to shake things up.

1. Source: Environmental Research Letters; September 2017.

OTHER KEY FIGURES

100

Number of pages in the EFSA report on glyphosate a controversial weed killer - directly lifted from a 2012
Monsanto study, according to daily newspapers La Stampa in Italy
and the Guardian in the United Kingdom. Published on 15 September.

2%

Percentage of corruption in the
world’s GDP. According to a
report published by the IMF in May 2016,
1,500 to 2,000 billion dollars are paid in
bribes throughout the world.
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FROM AN ACADEMIC POINT OF VIEW

ONE SHAREHOLDING CORPORATION’S
SIX HUNDRED YEAR HISTORY
CASE STUDY: LA SOCIÉTÉ DU BAZACLE
We have chosen to highlight
two academic research projects
focusing on mill companies in
Toulouse from 1372 to 1946. In
these papers, the Professors
of Finance demonstrate that
governance has to be nimble over
time to increase a company’s
longevity, but also that the risk
premium decreases over very
long periods. A long-term vision
is therefore recommended when
considering investments.

Sébastien Pouget

is

Professor of Finance
at IAE Toulouse
and is a member
of the Toulouse
School of Economics
(University of Toulouse 1 Capitole).
He has been invited as a guest
lecturer by the University of
Princeton and the University of
New York-Shanghai campus, where
he taught portfolio management,
corporate finance and behavioural
economics.

David Le Bris

is

Professor of Finance
at Toulouse Business
School. A specialist in
the history of finance,
he reconstituted
the CAC index from 1850 to 1987.
His research has been published
in prestigious academic journals
(Journal of Financial Economics and
Economic History Review).

The Bazacle company was - and still
is - located on the right bank of the
Garonne river. A mill in this location
was ﬁrst mentioned in 1071. Twelve mill
companies merged in 1372 to form the
Honor del Bazacle. The main source
of income was a 1/16 fee on the grain
brought to the mill. The Honor del
Bazacle later converted its operations to
hydroelectricity generation in 1888 and
became a joint-stock company called
Société Toulousaine du Bazacle in 1910.
It was then nationalized in 1946 with the
creation of EDF, the public electricity
company.
The first article shows how the owners
of the Toulouse mills devised a series of
corporate governance bodies. This paper
completes research conducted by Sicard
(1954), by highlighting the economic
factors that led to the creation of these
new mechanisms. It also demonstrates
how this process relates to the lessons
taught by modern economic theory.
The first stage seems to have been
a form of mutual insurance signed
as early as 1194. In the event of a
mill being destroyed by floods, its
reconstruction was financed by the other
mills. Remarkably, this insurance was
perpetual and binding for the successors.

DEROGATION TO THE
ONE SHARE-ONE VOTE
RULE
The origins of the shareholder meetings
held for the Toulouse companies are to
be found in the mediaeval legal system.
In 1177, an arbitration tribunal ordered
that an assembly of “pariers”1 be formed

prior to the creation of new mills. The
majority rule in the voting process
was first mentioned in the minutes
of a meeting held in 1308. A general
shareholders meeting also features
explicitly in the articles of incorporation
of the Castel company, back in 1417. It
seems that decisions were taken based
on a “parier” vote. This derogation from
the one share-one vote rule is interesting
in light of recent academic research
examining how concentrated ownership
can influence a company’s externalities.
According to Hilt (2008), many New
York companies in the early 19th century
applied graduated voting rights rather
than a one share-one vote principle, with
a view to attracting small investors at a
time of poor legal protection. Hansmann
and Pargendler (2013) interpret this
differently. They point out that many
American companies were created to
provide public assets, such as a bridge
or a motorway, and that the voting
rules that were applied favoured small
investors over the larger ones. The fact
that the Toulouse mill companies were,
in effect, regulated utilities, whose
decisions had far-reaching externalities,
they are associated with this example in
the United States.
According to the notes made at a
Bazacle shareholders meeting in 1618,
a “parier” can only vote if he has heard
the presentation of the issue under
discussion. This guarantees informed
votes. In a similar vein, information on
technical choices was printed up in 1771
by Castel ahead of the shareholders’
meeting, to prepare for the vote.
It therefore appears that a system of
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shareholder representation had evolved
from an ad-hoc medieval council, to an
annual AGM with rules guaranteeing
that decisions were acceptable to all.

SEPARATION
OF OWNERSHIP AND
CONTROL
Originally, the management and
ownership of a company were one
and the same, since the shareholders
picked agents amongst themselves to
represent them and act as managers. The
conferral of management powers went
one step further with the separation
of ownership and control. In 1374, at
Bazacle, a new type of agent emerged,
(the “aconseilhars”). Their role was
to represent the “pariers” and they
effectively controlled the management of
the company.
This new institution led to the
clear dissociation of ownership
and management. The articles of
incorporation of 1417 reveal the
separation of ownership and control as
a “fait accompli” with the exception of
a critical role: the treasurer. This task
remained the responsibility of a “parier”.

The distinction between ownership and
management became fully effective in
1679.
As early as 1390, shareholders supervised
the running of the company through a
rotating Board of Directors. The rotating
process was two-fold: the elected
directors sat on the board for one year,
while the position of Chairman was held
by two of these directors on a quarterly
basis. Some of the directors remained
on the board for an additional year to
ensure continuity in the management
of the company. This modus operandi
is similar to that of the Capitouls, who
governed the city of Toulouse.
On several occasions, the “pariers”
successfully raised external capital
through ad hoc temporary solutions,
such as double shares in 1644 and a
takeover by a shrewd shareholder
in 1714. The Bazacle milldam was
destroyed by ice in 1709 and it proved
impossible to repair the facilities despite
substantial expenditure. At the time,
an engineer, Mr Abeille, agreed to
manage the repair work (technically
and financially) in exchange for half the
“uchaux”1 and the position of perpetual
chairman of the company while he

continued to own half of the equity. Mr
Abeille sold all his “uchaux” in 1732,
which enabled the company to return to
its initial governance structure with an
elected board of directors.
The second fundamental governing body
used to monitor management were the
auditors. As early as 1381, a handful of
shareholders were designated to audit
the company’s accounts on an annual
basis. Two “pariers” from the Bazacle –
who did not sit on the Council – would
check the accounts that had been drawn
up by the Treasurer. The articles of
incorporation of 1587 stated that a couple
of days before the end of the year, a vote
was held to appoint these two auditors.
Financial incentives were in place to
align the interests of agents with those
of the “pariers”. The main directors
received, in addition to a fixed salary,
a variable bonus based on the quantity
of wheat that was milled. Investors
were involved in a third type of control:
shareholder engagement. To ensure
that the mills were managed in their
interest, by 1433, institutional investors
had formalised their investment policy which included engagement.

TERM STRUCTURE OF THE RISK PREMIUM
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Source: Le Bris, D., Goetzmann, W. N., Pouget, S., 2017

In the second article, the two professors
examine six centuries of financial data
from the Bazacle company. This data
offers interesting results, particularly as
far as the risk premium 2 is concerned, for
long-term investors such as ourselves who are likely to consider challenges and
issues that may not materialize until 2050
or even 2100, such as climate change.
The risk premium carried by the Bazacle

36

41

46

Years

“uchaux” appears to decrease with time.
The one-year risk premium is close to
15%, whereas the 50-year risk premium
is virtually zero. The quantitative results
are undoubtedly related to the assumptions used by the model and to the nature
of the company; however, the decreasing
term structure of the risk premium is in
line with the empirical results observed
when analyzing modern data.

To summarise, our analysis periods
are too short to allow us to assess
investments correctly. A very long-term
perspective is required for a better
understanding.
1. The old words “pariers” and “uchaux” were used to refer to
shareholders and shares, respectively.
2. Risk premium: additional performance expected by investors to
offset higher than average risk.
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COMPANY MEETINGS

SPIE

RECOMMENDED
READING

Spie, the European leader in multi-technical services in the areas of
energy and communications, supports its 25,000 customers with
the design, construction, operating and maintenance of energyefficient facilities.

THE HIDDEN LIFE OF TREES
Peter Wohlleben

Editions Les Arenes, 2017
(300 pages, 20,90 euros)
Today’s recommended reading is an

© istockphoto.

In 2016, 92% of the group’s business was carried out in Europe, particularly
in France and Germany. Spie’s 38,000 employees work from 600 sites. The
business model guarantees a recurring income, with maintenance contracts
accounting for 43% of the company’s activity in 2016.

invitation to explore the amazing world
of trees. The book, by German forester
Peter Wohlleben, is an easy-to-read and
fascinating combination of academic
research and personal experience on
the hidden life of trees. Wohlleben
argues that the world of trees is

The group’s strong presence in facility management (technical management
of facilities and related services) as well as electrical engineering creates
many opportunities in the field of energy efficiency, and enables the group
to display a unique environmental impact business profile. However, the
company is aware that it needs to improve its ESG reporting (Environment,
Social & Governance), particularly on the Environmental pillar.
The stability of Spie’s executive team and the attention paid by local
management teams to employee empowerment and respect enable the group
to stand out from the crowd. Spie is managing its growth by leveraging on
a high quality human resource policy. A few examples include employee
shareholder schemes – with 42% of employees owning 4% of the capital,
a moderate staff turnover (6.8% in 2016) and the many opportunities for
mobility or internal promotion.

full of surprising interconnections
that are invisible to our eyes: from
communication between neighbouring
plants, to the care a parent tree can
have for its descendants, the book
covers all aspects of the life of trees
- with an undeniable talent at making
complex issues accessible to all readers.
The book is also a plea for an ecofriendly forestry that respects the
diversity and the long-term horizon that
characterises forests. This transition has
enabled the city council which employs
Peter Wohlleben to create jobs and to
convert the financial burden of forestry
management into a source of profit.
After reading this book, a walk in the

The information about the companies cannot be assimilated to an opinion of Edmond de Rothschild Asset Management
(France) on the expected evolution of the securities and on the foreseeable evolution of the price of the financial instruments
they issue. This information cannot be interpreted as a recommendation to buy or sell such securities. The composition of the
portfolio may change in the future.

woods will never be the same again.
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THE RESPONSIBLE INVESTMENT TEAM IN ACTION

A CLEAR 2°C ROADMAP
Edmond de Rothschild Asset Management (France)
took a keen interest in climate-related issues well ahead
of the Paris Agreement (COP 21) or Article 173 of the
Act on Environmental and Energy Transition (TEE).
The Responsible Investment team has included climate
change as a major research axis ever since the launch of
the expertise 10 years ago.
Edmond de Rothschild Asset Management (France) also signed
the United Nations’ Montreal Carbon Pledge in 2015. As a
signatory, we are committed to disclosing the carbon footprint
of 16 of our opened funds. In these first days of the Autumn of
2017, we have moved one step further with the formalisation of
our 2°C scenario. This scenario draws on the in-house expertise
of our RI and Commodity/Infrastructure teams, on the final
recommendations of the Task Force on Climate-related Financial
Disclosures (TFCD)1 and on the most recent scenario of climate
stabilisation, called scenario 450, issued by the International
Energy Agency (IEA), whose mission is to forecast the world’s
energy outlook.
The 2°C roadmap applies to both Equity and Fixed Income asset
classes. We have developed a proprietary rating model that

quantifies the main climate-related risks and opportunities, at
sector and sub-sector level. At this stage, our 2°C roadmap is
global and does not provide distinctions for different geographical
regions (Europe, U.S., Japan and emerging countries). It should
be seen rather as a lever for future development. As far as climate
risks are concerned, our roadmap recommends staying focused
and concentrating on a limited number of sectors and issuers. In
practical terms, 90% of climate-related risks are to be found in
10% of issuers, across ten industries at most.

LONG-TERM HORIZON
Following the review of four main pillars (regulation, technology,
markets and reputation) we have identified 10 particularly
high risks related to climate change, 5 of which are to be
avoided instantly and for the entire duration of the 2017-2020
period - starting with coal. The review of five pillars (resource
management, sources of energy, products and services,
markets, and degree of resilience) has enabled us to identify 19
opportunities related to climate change, 10 of which are to be
seized immediately. The first covers the many opportunities found
in the area of energy efficiency.
In all modesty, the aim of the roadmap is to outline a course that
will make Edmond de Rothschild Asset Management (France)
strategy compatible with the 2°C scenario. The project extends
over the long term and may go as far as 2040. It also aims to spur
the continued improvements that are essential if we are to address
the complexity of current and future concerns, notably those related to understanding, identifying and measuring climate-related
issues. The roadmap is more about opening up questions and lines
of thinking than about providing absolute quantitative answers;
it encourages investors to remain cautious. The roadmap will be
updated every 12 to 24 months, depending on progress made.
1. The Task Force on Climate-Related Financial Disclosures (TFCD) has been created at the end of 2015
at the Paris climate conference (COP21) by the G20’s Financial Stability Board (FSB) to prevent market
shocks stemming from climate change.

October 2017. Non-binding document. This document is for information only.
Disclaimer: The data, comments and analysis in this bulletin reflect the opinion of Edmond de Rothschild Asset Management (France) and its
affiliates with respect to the markets and their trends, their regulation and tax treatment, on the basis of its own expertise, economic analysis
and information currently known to it. However, they shall not under any circumstances be construed as comprising any sort of undertaking
or guarantee whatsoever on the part of Edmond de Rothschild Asset Management (France). All potential investors should consult their service
provider or advisor and exercise their own judgement independently of Edmond de Rothschild Asset Management (France) on the risks inherent to each investment and its suitability to their own personal and financial circumstances. To this end, investors must acquaint themselves
with the key investor information document (KIID) that is provided before any subscription and available at http://funds.edram. com or on
request from the head office of Edmond de Rothschild Asset Management (France). Main investment risks for Edmond de Rothschild Euro
Sustainable Growth and Edmond de Rothschild Euro Sustainable Credit funds: risk of capital loss, equity risk, interest-rate risk, credit
risk, risk linked to the SRI selection, risk from investing in small and mid-caps, credit risk from investing in high yield bonds.
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