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WHY WE AVOID 

GOVERNMENT-LINKED

COMPANIES

The invasion of Ukraine has thrown a spotlight on the Russian investments of ESG and sustainable 
funds, which has surprisingly included certain companies with very close links to Putin’s government.

Although recent events have brought these issues to the fore, we have often been asked as to how we 
can invest in countries where the ruling or political regimes are frequently undemocratic and autocratic. 
In no way do we condone or endorse these governments which unfortunately exist in every region 
of the world. However as a responsible investor with a clear social mission, we do want to support 
sustainable economic development for people across Emerging and Frontier markets. So, how do 
we do this, you may ask?

INTRODUCTION

WHY ESG STANDARDS MATTER

AVOIDING STATE-OWNED COMPANIES AND POLITICALLY SENSITIVE 
SECTORS

Firstly, we set unwavering ESG standards for all our holdings. As well as strict environmental and 
social criteria, we set industry leading governance red flags. This often means we don’t invest in 
companies many ESG peers do (examples include Samsung, Alibaba and Naspers). Whilst governance 
transgressions are usually not as visible or publicised (unlike a pollution or health and safety incidents) 
they do indicate the values of the management teams that we are trusting with our clients’ assets. 
Our process thus gives us confidence that even during times of economic or political uncertainty, our 
holdings will “do the right thing” not the easy thing. 

However, if companies have some degree of “state ownership” (i.e. a significant proportion of 
their capital is owned by the government or a government controlled entity) then there is a clear 
and significant risk that during difficult times, these companies will be coerced into acting in the 
government’s interests rather than those of minority shareholders. As some of our ESG peers who 
have invested in the Russian gas company, Gazprom (or Sberbank) are belatedly discovering, no 
amount of potential upside return can mask the clear and present danger of the company being 
commandeered as a pawn in the state’s wider ambitions. These risks don’t just occur in undemocratic 
political systems; state owned banks and energy companies in India for example have been frequently 
pressed into “national service” depending on the economic or political fortunes of the government. 
We don’t invest in fossil fuels for environmental reasons, but sectors such as energy and utilities are 
highly politically sensitive and even if independent, they are often forced to act through political or 
social pressure. As a result, if the economic and political environment in a country is so dire that it is 
impossible for any company to operate with due regard to the interests of minority shareholders and 
all stakeholders, then we will have a zero weighting in that country. For this reason, we divested entirely 
from our position in Myanmar post-coup.

During a period where many investors are questioning the values of ESG funds and the prevalence of 
greenwashing, it is important for us to re-emphasise some of the often “boring but important” parts of 
our process. Like umbrellas, their true value only comes to light when that sunny morning turns into 
an afternoon thunderstorm.



DISCLAIMER

The information in this document (this “Document”) is for discussion purposes only. This Document does not constitute an offer to sell, or a solicitation of an offer to acquire, an 

investment (an “Interest”) in any of the funds discussed herein. This Document is not intended to be, nor should it be construed or used as, investment, tax or legal advice. This 

Document does not constitute any recommendation or opinion regarding the appropriateness or suitability of an Interest for any prospective investor.  

This material is for distribution to Professional Clients only, as defined under the Financial Conduct Authority’s (“FCA”) conduct of business rules, and should not be relied upon by 

any other persons. Issued by Alquity Investment Management Limited, which is authorised and regulated in the United Kingdom by the FCA and operates in the United States as 

an “exempt reportin g adviser” in reliance on the exemption in Section 203(m) of the United States Investment Advisers Act of 1940.

The Alquity Africa Fund, the Alquity Asia Fund, the Alquity Future World Fund, the Alquity Indian Subcontinent Fund and the Alquity Global Equities Impact Fund are all sub-funds 

of the Alquity SICAV (“the Fund”) which is a UCITS Fund and is a recognised collective investment scheme for the purposes of the Financial Services and Markets Act 2000 of 

the United Kingdom (the “FSMA”). This does not mean the product is suitable for all investors and as the Fund is invested in emerging market equities, investors may not get back 

the full amount invested.

This Document is qualified in its entirety by the information contained in the Fund’s prospectus and other operative documents (collectively, the “Offering Documents”). Any offer 

or solicitation may be made only by the delivery of the Offering Documents. Before making an investment decision with respect to the Fund, prospective investors are advised 

to read the Offering Documents carefully, which contains important information, including a description of the Fund’s risks, conflicts of interest, investment programme, fees, 

expenses, redemption/withdrawal limitations, standard of care and exculpation, etc.  Prospective investors should also consult with their tax and financial advisors as well as legal 

counsel. This Document does not take into account the particular investment objectives, restrictions, or financial, legal or tax situation of any specific prospective investor, and an 

investment in the Fund may not be suitable for many prospective investors. 

An investment in the Fund is speculative and involves a high degree of risk. Performance may vary substantially from year to year and even from month to month. Withdrawals/

redemptions and transfers of Interests are restricted. Investors must be prepared to lose their entire investment, and without any ability to redeem or withdraw so as to limit losses.

References to indices herein are for informational and general comparative purposes only. There will be significant differences between such indices and the investment programme 

of the Funds. The Fund will not invest in all (or any material portion) of the securities, industries or strategies represented by such indices. Comparisons to indices have inherent 

limitations and nothing herein is intended to suggest or otherwise imply that the Fund will, or are likely to, achieve returns, volatility or other results similar to such indices. Indices 

are unmanaged and do not reflect the result of management fees, performance-based allocations and other fees and expenses.

All Fund performance results presented herein are unaudited and should not be regarded as final until audited financial statements are issued.  Past performance is not necessarily 

indicative of future results. All performance results are based on the NAV of fee paying investors only and are presented net of management fees, brokerage commissions, 

administrative expenses, and accrued performance allocation, if any, and include the reinvestment of all dividends, interest, and capital gains. Net returns shown herein reflect those 

of an investor admitted at inception of the Fund, and are representative of a regular [shareholder], net of applicable expenses and reflect reinvestment of dividends and interest. 

In the future, the Fund may offer share in the Fund with different fee and expense structures.

The Fund’s investment approach is long-term, investors must expect to be committed to the Fund for an extended period of time (3-5 years) in order for it to have an optimal 

chance of achieving its investment objectives.

This Document may not be reproduced in whole or in part, and may not be delivered to any person (other than an authorised recipient’s professional advisors under customary 

undertakings of confidentiality) without the prior written consent of the Investment Manager.

CANADIAN INVESTORS

Alquity has engaged with Stikeman Elliott LLP as their legal representation and is relying on the International Dealer Exemption in the provinces of Quebec and Ontario. With 

respect to statutory rights of action along with connected and related issuer information please refer to our Canadian Wrapper and Prospectus. This material is for distribution to 

Professional Clients only and does not constitute any recommendation or opinion regarding the appropriateness or suitability of an investment for any prospective investor.

SWISS INVESTORS

Units are only distributed in Switzerland to Qualified Investors. The prospectus, the Articles of Association, the Key Investor Information Document “KIIDs” as well 

as the annual and semi-annual report of the Fund is available only to Qualified Investors free of charge. Funds other than the Luxembourg domiciled Alquity 

SICAV mentioned in this document may not be admitted for distribution in Switzerland.
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