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– To help reduce the impact of climate change, the world needs to reach Net Zero emissions
by 2050.

– As large providers of capital to companies, pension schemes in the UK have a key role to
play.

– Reaching Net Zero is a journey, and we want our actions to have “real world” impact.

– There are different metrics to consider, and forward-looking metrics, like Implied
Temperature Rise will be important.

– Engagement should be the primary tool to reduce real-world emissions, with exclusion used
as a last resort.

– Schroders Plc have made the Net Zero Asset Management commitment and we can support
you in travelling the journey to Net Zero.

What is Net Zero? 

Net Zero refers to a state in which the removal of 
greenhouse gases (GHG) balances those going into the 
atmosphere. The goal of the Paris Agreement in 2015 is to 
limit global warming to well below 2 degrees and preferably 
to 1.5 degrees, compared to pre-industrial levels.  

Climate science published by the UN Intergovernmental 
Panel on Climate Change (IPCC) says to achieve this, we 
need to reach a global peak of greenhouse gas emissions 
as soon as possible. And we need to achieve Net Zero by 
2050. The “Net” in Net Zero is important, as achieving 
absolute zero is likely to be very difficult in many industries. 

“Engagement is key to having real world impact 
on the journey to Net Zero” 

Ajeet Manjrekar, Head of UK Client Solutions

How does Net Zero affect investors? 

Investors, such as UK pension schemes, can have a 
tremendous impact on the transition to Net Zero. They are 
large providers of capital to businesses, and hence have a 
significant influence. The UK Government is encouraging 
and regulating, to ensure pension schemes use this 
influence to achieve good outcomes for the wider society. 

Pension schemes have a fiduciary duty to act in the best 
interest of members and to consider any financially 
material aspects. It is now widely accepted that many 
Environmental, Social, Governance, and particularly 
Climate factors can most definitely be considered as 
financially material. Especially given the wider backdrop of 
a global shift towards Net Zero. For example, if a company 
is not in line, or getting in line, with this trajectory to a low 
carbon world, they may well find themselves financially 
weaker and unable to compete.



The importance of 1.5 degrees 

Pollution in the atmosphere traps heat and causes the 
Earth’s surface temperature to rise. The pollution emitted 
by human activity has already caused an estimated 
warming of over 1 degree since the industrial revolution1. 
This pollution will continue trapping heat for years to 
come, but at current levels in the air, it’s unlikely that this 
will cause another 0.5 degrees of warming. That said, we 
are adding to that level of pollution all the time.  

There is a big difference between 1 degree and 1.5 
degrees, although it might not seem so. At 1.5 degrees, 
storms are even more powerful and oceans become more 
acidic, causing coral reefs to decline by 70% to 90%2. Entire 
sections of landmass will transform from one ecosystem 
to another. But it’s liveable.  

At 2 degrees, sea levels would be 10cm higher than at 1.5 
degrees affecting millions of people who live in coastal 
areas. Many parts of the world would no longer be 
habitable, leading to mass migration.  

Governments representing over 80% of global GDP have 
committed to decarbonising their economies3.  

These governments and industrial groups lobbying for 
and supporting the transition to Net Zero are encouraging 
us to be ambitious in our carbon reduction plans. It’s easy 
to see why. 

Net Zero is a journey 

The only way to invest in a Net Zero portfolio today would 
be to concentrate on investments in particular sectors and 
countries, or to buy carbon credits to offset the current 
portfolio emissions. The carbon credit market is relatively 
immature, and there is unlikely to be  enough available to 
offset the current carbon omitted. Therefore, Net Zero 
today is not a realistic goal. The focus should be on 
reducing carbon emissions over the next 30 years as far as 
possible and only relying on carbon credits for the very 
hard to abate emissions that are left.  

However, we can’t wait for 30 years to reduce emissions. 
The IPCC outlines that to hit a 1.5 degree level of 
warming, we need to reduce carbon emissions by 45% 
by 2030 from 2010 levels, i.e. within the next 8 years. This 
is not tomorrow’s problem; we have to take action 
today. 

Figure 1: Emissions and expected temperature warming based on government policy, pledges and 
targets. Highlighting the current ambition gap that the public and private sectors need to help to 
bridge. 

Source: Climate Action Tracker 

1 IPCC Sixth Assessment Report (AR6) 2021 
2 The IPCC 2018 special report on global warming 
3https://assets.publishing.service.gov.uk/government/uploads/syste
m/uploads/attachment_data/file/1033990/net-zero-strategy-beis.pdf 

https://www.ipcc.ch/assessment-report/ar6/
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Figure 2: Example of the upstream and downstream activities to be measured as part of Scope 3 
emissions, where data is currently incomplete.  
Source: GHG Protocol

Measurement - Scopes 1, 2 and 3 

The first step in achieving Net Zero is to measure the 
current carbon emissions of the portfolio. Scope 1 
emissions that a company is directly responsible for 
producing and Scope 2 indirect emissions purchased 
or acquired for electricity, steam, heat and cooling, 
are fairly easy to measure and the data is improving. 
Scope 3 emissions, including supply chain operations 
and customer use, are often the much larger part of 
the carbon footprint of a company and are more 
difficult to estimate. For this reason, data coverage for 
Scope 3 emissions is more patchy and often 
estimated.  

This data must improve, so we are better able to 
measure the carbon we are financing. There are many 
initiatives to tackle that, including the Carbon 
Disclosure Project (CDP) and Taskforce for Climate 
Related Financial Disclosure (TCFD). TCFD reporting 
for companies is becoming mandatory, just as it is for 
pension schemes. But even with this requirement, 
carbon data is slow-moving, and it can be many 
months before this historic data is available for 
investors to consider. 

Having “Real World” Impact 

Decarbonising an investment portfolio does not 
necessarily equate to decarbonising the world. It may 
be easy to reduce your reported carbon emissions by 
selling investments in oil and gas, thermal coal, and 
steel manufacturing, for example. But for every 
investment sold, there must be a buyer, and we do 
not know whether this buyer has the same desire to 
reduce emissions. They may even increase emissions 
for short term financial gain. By holding on to the 
higher emitting companies or sectors, investors can 
use their influence to engage for change. This can be 
direct engagement with the companies, through 
underlying managers and as part of collectives (e.g. 
initiatives like Climate Action 100+). 

Sometimes, it may be appropriate to divest from a 
company. This can be for two reasons: 1) to reduce 
risk in the portfolio, whether physical risk from the 
impact of climate change or the risk of stranded 
assets, which may become obsolete; or 2) as the final 
escalation if engagement with the company doesn’t 
produce the desired results. Ultimately, a company 
that has no ability or desire to change is unlikely to be 
a good long-term investment. 
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The energy transformation 

Energy use in industry, transportation and buildings 
creates over 70% of GHG emissions4. To reduce these, 
we need alternative sources of energy, such as wind, 
solar, hydro or biofuels, as well as electric vehicles and 
alternative heating systems for buildings. Building the 
infrastructure required needs investment, and in 
some cases, carbon. To build a wind farm today is 
highly carbon-intensive, and therefore an investor 
seeking a low carbon portfolio might not invest. 
However, this doesn’t allow for the future benefit that 
this wind farm can bring to reducing carbon 
emissions over (potentially) many decades. 

This is sometimes referred to as “avoided emissions” 
or “Scope 4 emissions” and many investors use it 
when considering how to invest in the climate 
transition. It also might influence which metrics we 
consider when putting in place a plan to reach Net 
Zero i.e. it might not be best to focus on current 
carbon emissions alone, as a forward-looking metric 
might provide more insight.  

Implied Temperature Rise (ITR) 

TCFD asks trustees to report on absolute carbon 
emissions, carbon intensity and one other metric. 

For fiduciary clients, we currently report on the 
portfolios’ carbon data coverage. There is also a 
consultation to require pensions schemes to report on 
the Implied Temperature Rise as a fourth metric. 
Simply speaking, this metric helps to identify the 
warming potential of the underlying investments. For 
example, a company with an ITR of 1.5 degrees 
implies that there is a plan in place to reduce its 
carbon emissions to Net Zero by 2050. We might also 
say this company is “1.5 degrees aligned” or “Paris 
aligned”. Similarly, by aggregating all the holdings, we 
can also provide the ITR of a portfolio of investments. 
This is a forward-looking metric and allows investors 
to see that there is a plan in place to reduce carbon 
emissions at the required pace.  

The data for the ITR needs to improve, partly because 
this is such a new area. The Science Based Targets 
Initiative (SBTi) guides companies in terms of how 
much and how quickly they need to reduce their GHG 
emissions. This is based on climate science and 
provides independent assessment and validation of a 
company’s targets. There are currently only 11555 
companies worldwide with a validated science-based 
target, and we think this will increase rapidly over the 
coming years. This is an area we can certainly help to 
influence with engagement.    

What do Trustees need to do? 
As stewards of capital, trustees will need to demonstrate their awareness of this area and how their 
investments are engaging in the transition to Net Zero. Here are our recommended actions: 

1. Review your governance structure and risk management processes to ensure that you explicitly consider 
climate related risks and opportunities.

2. Measure the carbon from your portfolio today and consider forward-looking metrics like ITR. Set targets 
to improve these.

3. Understand your Fiduciary Manager’s policies and engage with them to push for real-world change.

4 The World Resources Institute (2020) 
5 Science based target initiative, February 2022. 
https://sciencebasedtargets.org/companies-taking-action 

Important information 
This document has been issued and approved by Schroders 
Solutions, a division of Schroders IS Limited, which is authorised and 
regulated in the United Kingdom by the Financial Conduct Authority 
(Firm Reference No. 195028; registered in England and Wales No. 
03359127) and is a subsidiary of Schroders PLC (registered in 
England and Wales No. 03909886), with its registered office at 1 
London Wall Place, London, England, EC2Y 5AU. Please note that all 
material produced by Schroders Solutions is directed at, and 
intended for, the consideration of professional clients. Retail clients 
must not place any reliance upon the contents. 
The information expressed has been provided in good faith and has 
been prepared using sources considered to be reliable and 
appropriate.  

While the information from third parties is believed to be reliable, 
no representations, guarantees or warranties are made as to the 
accuracy of information presented, and no responsibility or liability 
can be accepted for any error, omission, or inaccuracy in respect of 
this. This document may also include our views and expectations, 
which cannot be taken as fact. 
The value of investments and any income generated may go down 
as well as up and is not guaranteed. An investor may not get back 
the amount originally invested. Past performance is not a guide to 
future performance. Changes in exchange rates may have an 
adverse effect on the value, price, or income of investments. 
This document is confidential. It should not be distributed to any 
third parties and is not intended and must not be, relied upon by 
them. Unauthorised copying of this document is prohibited. 
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