
 
 

ESSEX INVESTMENT MANAGEMENT COMPANY LLC 

Black and white document - low environmental impact and minimalistic 

 

Essex Global Environmental Opportunities Strategy (GEOS) - Fourth Quarter 2016 Review 
 

Performance – Fourth quarter 2016: 

 

For the fourth quarter ended December 31, 2016, the Essex Global Environmental Opportunities Strategy 

(GEOS) posted a -3.6% gross return (-3.8% net) versus 2.0% for MSCI World Total Return, and -4.8% 

for the Wilderhill Clean Energy Index. For the full year 2016, GEOS returned 1.5% gross (0.5% net) 

versus 8.2% for the MSCI World, and -22.1% for the Wilderhill Index. More than all of the 

underperformance of the Strategy relative to the MSCI World Index was due to a difficult October, during 

which many of the GEOS holdings corrected after a strong third quarter.  

 

Attribution – Fourth quarter 2016: 

 

Top contributors: 

 

BioAmber (+29.7% for the fourth quarter) was the top performer for the quarter. The sustainable 

chemicals company uses agricultural feedstocks to produce chemicals used for coatings, sealants, 

adhesives, cosmetics and nylons. BioAmber currently produces bio-based chemicals which are cheaper 

than traditional petrochemical based equivalents, and is not dependent on government subsidies. Towards 

year-end, BioAmber entered into a joint venture to produce in China, the world’s largest and fastest-

growing market. 

 

Cognex (+20.4%), a leading developer and manufacturer of vision systems was a top contributor to 

quarterly performance. Cognex systems allow rapid recognition and identification of discrete items, such 

as reading labels faster and with greater accuracy than bar codes and laser-based systems, allowing 

greater and more accurate throughput of items in a sorting facility.  Elsewhere, the systems can be used to 

identify and eliminate defects in a manufacturing process, or be used in a robotic system to more quickly, 

safely and accurately perform tasks. The result of using these systems is to reduce waste and increase 

worker safety. 

 

Azure Power Global (+16.9%), new position initiated in October, assisted quarterly GEOS performance, 

given signs of increased solar development in India, where Azure has 10% market share in solar system 

design and development. Azure has been operating in India since 2009, and the government has set very 

aggressive growth targets for renewable energy. Azure has strong revenue visibility, as revenues are 

based on long-term, fixed-price contracts.  

 

Itron (+12.7%), the smart grid technology company had a strong quarter, as demand for its electricity, 

gas and water meter and data management services increased. Itron has conducted significant 

restructuring efforts in the past year, and as end market demand increases, the company is able to 

recognize greater profitability. Itron has expanded its internet of things (IOT) product offerings, which are 

higher margin than its traditional metering business. Itron’s IOT offerings provide sensor technologies at 

the “edge of the network”, with remote sensors that gather information, providing data analytics for asset 

management. For example, in a large manufacturing plant, energy and water usage can be managed, and 

optimized using sensor technology that provides alerts for water leakage or inefficient electricity usage. 

Improved analytics save the operation energy and water, lowering operating expenses and enhancing 

premise efficiency and resource sustainability.  
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BorgWarner (+12.5%), an automotive technology supplier focused on vehicle energy efficiency such as 

direct injection and turbo charging, rounded out the top-five contributors for the quarter. BorgWarner is 

recovering from an order soft patch, as auto manufacturers increase smaller engine offerings, without a 

sacrifice in power and performance.  

 

Underperformers: 

 

Energy Recovery (-35.2%), led the pack of underperformers for the fourth quarter, after leading out-

performance the prior quarter. Energy Recovery technology uses fluid flow to harvest energy, drastically 

lowering energy usage for desalination plants. The company is working on new end markets, and 

adoption should expand in the coming year.  

 

SunPower (-28.2%) was indicative of continued weakness in the solar sector, as global growth moderates 

in both the residential and utility sides of the industry. GEOS is defensively positioned in solar, as we 

anticipate flat demand in 2017, with margin pressures continuing for the vertically integrated solar 

module manufacturers. We sold SunPower in November, as we see increasing risks their profitability will 

be hindered by China-based providers that may undercut on price. The SunPower sale provided funding 

for a new solar position in the Portfolio, Azure Power, which is based in one of the fastest growing solar 

markets.  

 

SolarEdge Technologies (-28.0%) was another solar underperformer, yet we believe the company has 

greater differentiation in the sector than SunPower. SolarEdge provides power optimizers and inverters to 

solar developers, to maximize the voltage extraction from solar installations. The market is concerned that 

SolarEdge margins will decrease with heightened competition. While we believe this is a valid concern, 

we believe SolarEdge will expand their commercial business, to offset the slowing residential solar 

market. Late in the quarter, SolarEdge announced a new product that will enable smaller inverters which 

are easier to install, with improved communications protocols that will enhance efficiency and lower 

cooling costs.  

 

First Solar (-18.7%) continued the solar decline. We are maintaining our modest weight to First Solar, as 

we believe utility scale solar project development to improve late this year. First Solar has strong 

differentiation in this market, given strong engineering and construction expertise coupled with 

competitive balance of system costs.  

 

Hannon Armstrong (-16.2%) was also an underperformer for the quarter, but please note we have used 

Hannon as a source of funds twice in the last several months, over concerns their cost of capital will 

increase in 2017.  

 

The Current Outlook: 

 

GEOS invests in the listed-equity shares of companies that enable sustainability. We invest in 

technologies that are disruptive and are scaling in distributed fashion. Successful clean technologies are 

taking share because they allow economies to function with greater efficiency while using less resources, 

whether natural or financial. GEOS does not invest in lab experiments, meaning technologies that are not 

cost competitive with incumbent energy sources or technologies. Successful technology adoption has 

always occurred because the new solutions save time and resources. Technological progression disrupts 

incumbent methods, or addresses completely new solutions. Successful new and disruptive technologies 

have rapidly declining costs, and they overshoot forecasts given exponential growth. GEOS invests in 
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clean technologies that are frequently decentralized and flexible, scalable solutions that improve the 

quality of life.  

 

GEOS solutions span across several areas of focus, including water, smart cities, agricultural productivity, 

power technology, and efficient transport. GEOS holds companies that are providing solutions in the form 

of services and technologies that we believe will provide economic growth with less resources: “doing 

more with less.” The solutions held by GEOS are benefiting from unprecedented catalysts, such as global 

urbanization, emerging markets economic growth, and directly-related environmental degradation. These 

catalysts provide massive opportunities, as the demographic and economic shifts are occurring with 

current disruptive technology, such as LED lighting, distributed energy, and energy efficiency services, 

such as smart metering. When the developed economies were expanding in the 1960’s, world resources 

were at a surplus – today, as the growth baton is handed to SE Asia, China and India, the world is at a 

50% deficit regarding natural resources. Commercially-viable clean technology will solve this problem, 

and is the focus of GEOS – we invest in technologies that do not solely require government support and 

favorable policy. 

 
We believe strongly that disruptive, exponentially-expanding technology will not be hindered by the 

incoming administration. Clean tech has received very little Federal support over the past several years – 

most of the catalysts and growth have been investments initiated by large multi-nationals who invest and 

purchase viable clean technologies to limit business risks, and receive attractive returns on investment. 

These technologies improve workplace safety, cut energy costs, and decrease commodity price risk – 

examples include LED lighting, which provides a better quality light, leading to increased productivity 

and safety, as well as 70% lower energy costs, with longer life of the lighting installation. Other examples 

include solar arrays, efficient building climate (HVAC) controls, and industrial automation. 70% of global 

emissions are from cities and towns, and the efforts at the municipal level have also led to swift adoption 

of clean technologies. The U.S. military is installing clean technologies of all forms, to control costs and 

harness more reliable power supplies. At the state level, 40 states have now employed renewable portfolio 

standards that cannot be retracted federally, as energy regions are de-centralized.  

 

Clean technology success is dependent on a viable solution set that can scale with end market adoption 

because it provides a better service - beyond smart cities, to the passenger car, with technologies such as 

offered by Delphi Automotive. Delphi content allows drivers to save fuel, with interfaces in the cockpit 

that enable enhancements to driver behavior. Delphi is also positioned for increased electric vehicle 

penetration - auto manufacturers are all planning EVs because of increased demand given lower operating 

costs and enhanced performance than gas engines. Successful clean technologies are adopted when they 

can provide solutions for consumers or businesses that improve experience, efficiencies, with equal or 

lower cost. 

 
Regarding the incoming administration, there are pockets of risk to the portfolio, such as limiting 

renewable energy tax credits, which were passed by our Republican Congress in an omnibus spending bill 

early last year. The credits have step-down clauses, as the authors and supporters recognize that wind and 

solar energy are becoming very competitive with incumbent energy sources. Republicans continue to 

defend the subsidies, as Republican constituents in states such as Iowa profit from leasing property to 

wind companies. We do believe the net-metering battles, initiated by large utilities could continue in 

states such as Nevada and Arizona, but please note that GEOS is defensively postured in the solar sector 

currently, with the lowest weight in 3 years. There has been chatter and concern about a retraction of the 

Clean Power Plan (CPP), which requires utilities to mothball dirty, uneconomic coal fired power plants. 

The CPP could be retracted after a Federal Court battle, yet our conversations with utility executives lead 
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us to conclude that the power mix in the U.S. is tilted to natural gas and renewables because of cost. High 

cost coal is no longer competitive. With regard to the Paris Accord, exiting will be difficult, and there is a 

three-year draw-down. Our Federal Government could rescind the Accord all together, but as has been 

signaled by France and China, doing so could well lead to tariffs on our exports, which could lead to a 

trade war and associated economic liabilities.  

 

Technology transitions have always occurred because they provide solutions that lead to greater 

productivity or quality of life. The railroads, industrial and digital revolutions evolved given robust 

service and economic solutions, with progress that was not pre-determined by the vagaries of politics. 

Today, there are 1,000 times more sensors in the world than five years ago. This technological trend is 

now providing safer and much more efficient road transport, as well as smarter cities, and we are in the 

very early innings. The new energy and clean technology revolution will have great disruption, and we 

believe will not be stopped by potential new Federal intent. Clean technology is now a competitive 

national advantage, and may increasingly be viewed by politicians as an asset we should not lose.  

 

 
Disclosures: 

This commentary is for informational purposes only. It does not constitute investment advice and is not intended as an 

endorsement of any specific investment. The opinions and analyses expressed in this commentary are based on Essex Investment 

Management LLC’s (“Essex”) research and professional experience, and are expressed as of the date of its release. Certain 

information expressed represents an assessment at a specific point in time and is not intended to be a forecast or guarantee of 

future results, nor is intended to speak to any future periods. Accordingly, such statements are inherently speculative as they are 

based on assumptions that may involve known and unknown risks and uncertainties. 

This does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product, nor does it 

constitute a recommendation to invest in any particular security. An investment in securities is speculative and involves a high 

degree of risk and could result in the loss of all or a substantial portion of the amount invested. There can be no assurance that the 

strategy described herein will meet its objectives generally, or avoid losses. Essex makes no warranty or representation, 

expressed or implied; nor does Essex accept any liability, with respect to the information and data set forth herein, and Essex 

specifically disclaims any duty to update any of the information and data contained in the commentary. This information and data 

does not constitute legal, tax, account, investment or other professional advice. Essex being registered by the SEC does not imply 

a certain level of skill or training. 


