
In focus

In this paper we seek to outline how we – as multi-asset managers 
– have thought about the decarbonization journey from a practical 
portfolio perspective. We cover four main areas of discussion:

1 Recognize the path is different from the target. Net zero is a 
target, while decarbonization is a path. We think it is important 
to frame portfolio actions in terms of decarbonization.

2 Decide what and how to measure. Which assets, if not all, 
should be included in the measurement of portfolio emissions? 
What is the scope of included emissions at the asset level? 
We think that all assets should be included, scope 1, 2 and 3 
emissions should be considered, and a forward-looking view  
of implied temperature rises should also be taken.

3 Set a decarbonization trajectory. What are the trade-offs 
involved? Decarbonizing too slowly risks higher physical and 
transition costs of climate change, while decarbonizing too fast 
risks compromising the investment integrity1 of the portfolio.

4 Take practical steps to stay on the path and meet the 
target. We believe that investing in positive climate solutions 
and engagement is more important than offsets, but recognize 
that for some asset classes/sectors there will be limited choice 
at the current time.

At the end of the paper, we outline a case study of a large 
asset owner in Europe that has been addressing the issue of 
decarbonization from a total portfolio perspective.

1  By investment integrity, we mean the reason the portfolio exists in the first place. 
Unless it is a pure philanthropic fund, it is likely to have some financial objectives,  
and these need to be met.

1 Recognize the path is different from the target
Net zero is a target. Targets define what we want the future to 
look like. They are end goals. But the particular future associated 
with a chosen target can be many decades away, and a lot is 
likely to happen between now and then. With climate change,  
the path to net zero matters as much as the target itself. 

The Paris Agreement (a legally binding international treaty on 
climate change for governments) has a target to limit global 
warming to well below 2°C, preferably to 1.5°C, compared to  
pre-industrial levels. In order to reach this target, governments 
and companies alike need to make significant progress to 
reaching net zero emissions within the next 20 to 30 years,  
with targets set along the way.

But climate change, and the collective response to it, is non-
linear. There are a number of factors that mean a portfolio’s 
decarbonization journey will not be in a straight line either:

 – Scientific consensus is that climate tipping points exist, 
whereby some changes to the global climate become 
irreversible. These are structural breaks in the pattern of 
climate change, making modelling and therefore planning 
much more difficult.

 – Technological advances, which can rapidly change the odds  
in the fight against climate change, but can’t necessarily  
be relied upon in case they don’t deliver. For example, the  
large-scale rollout of green hydrogen2 as an alternative 
fuel could help accelerate the decarbonization trajectory 
as combustion engines shift from fossil fuel sources to 
renewable and clean hydrogen.

 – Changing attitudes and priorities, by consumers, 
policymakers, governments, companies and the international 
community, which can bring about an acceleration in progress 
in some areas, and lethargy or complacency in others.

2  By ‘green’ hydrogen, we mean hydrogen produced through electrolysis using 
renewable energy.

Asset owners are no strangers to targets; 
setting them, managing against them and 
revising them over time.
Our idea of a ‘sustainability budget’, which 
we introduced in March 2019, is such an 
example. It relates to the percentage of 
relevant sustainable capital allocation to target 
in a portfolio. At that time, we talked about the 
journey that asset owners would need to take 
to increase this target over time. 

Now asset owners and investment managers 
find themselves having to set new targets 
and think about replotting their journey. This 
time they need to consider applying a ‘carbon 
budget’ to target net zero emissions from their 
assets by 2050 or sooner. While Schroders has 
committed to net zero by 2040, asset owners 
will need to set their own targets, which may 
be more or less ambitious. 
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target should cover just listed equity, corporate fixed income 
and real estate (although it plans on expanding this to private 
equity and infrastructure). In relation to sovereign bonds, 
the IIGCC suggests that targets should be set to increase the 
average climate performance and increase the allocation to 
green or SDG climate bonds if possible.

Following the Net Zero Asset Manager Initiative, we believe  
all assets should be included in the assessment of a portfolio.  
Some assets will be measured with greater confidence than 
others, and measurement frameworks are nascent, but we believe 
the conscious decision to exclude some assets will result in not 
seeing the full portfolio picture. However, some assets cannot be 
measured reliably today (e.g. commodities and private assets) and 
asset owners will need to decide whether these continue to be 
held without a score or removed entirely. We discuss this later.

In addition, 12 investment consultants have also come together 
to announce the Net Zero Consultants Initiative (NZICI), which 
is a commitment to support their clients in achieving the goal of 
global net zero GHG emissions by 2050. Its 12 signatories, at the 
time of launch, are responsible for advising on assets exceeding 
$10 trillion. While the NZICI does not specify specific asset classes, 
one of the principles is ‘where suitable net zero methodologies do 
not exist, work collaboratively for the benefit of clients to address 
these challenges, seeking harmonized methodologies’.5

The methodology used for measuring varies from provider to 
provider, such as whether scope 1, 2 and 3 emissions are included 
(or just scope 1 and 2). Scope 3 emissions are typically both larger 
than the scope 1 and 2 emissions (See Figure 1) and are key to 
helping a company understand if its business model is compatible 
with targeting the goals of the Paris Agreement.

Emissions from individual assets can just be summed up – that’s 
the easier part. There may be some issues with double-counting 
of scope 3 emissions which need addressing, given that the same 
ton of emissions may be ‘scope 3’ for several companies and also 
scope 1 for another company. But on the whole, an assessment 
of the total emissions of the portfolio – given the chosen scope 
– is fairly straightforward. In a multi-asset portfolio, securities of 
both corporate and government issuers are typically held. This 
raises another layer of double-counting complexity, but the data 
is available to measure emissions from both types of issuer and 
aggregate appropriately.

5  https://www.unpri.org/climate-change/leading-investment-consultants-form-global-
initiative-to-push-for-net-zero/8549.article

Figure 1 – Scope 3 emissions often dominate scope 1 and 2 emissions, and can be key for understanding a company’s 
decarbonization progress

 – Despite having similar looking targets, the pathways of the 
underlying issuers of assets in the portfolio are likely to differ 
in speed and magnitude. Some sectors will find it easier to 
decarbonize than others, and governments need to consider 
political, geopolitical and developmental factors that influence 
their path.

 – The relative progress of different asset classes. For example, 
green infrastructure programs have become popular and 
expand the investible universe beyond equities and bonds. 

 – Every step forward is a win. More decarbonization is better than 
less decarbonization, regardless of the end target. Less global 
warming is not something that is required at some distinct 
point in the future. It is something that pays dividends during 
the period between now and the end target. 

Asset owners will have differing preferences about the speed  
at which they would like to get to net zero, considering the  
trade-offs they might need to make at the portfolio level.  
This is something we discuss in more detail in section 3.

2 Decide what and how to measure
The key measures that we believe asset owners and asset 
managers will need to calculate are:

 – Carbon emissions (usually in tons) of the assets

 – Implied temperature rise of the assets (from the  
carbon emitted)

Targets are normally set for each e.g. ‘reach net zero carbon 
emissions by date X’ and ‘reach 1.5°C by date Y’ and are normally 
accompanied by interim targets.

Each asset owner will need to decide which assets to include in the 
calculation. Here are some examples of approaches being taken 
by groups of influential investors which may help in this decision:

 – The UN-convened Net-Zero Asset Owner Alliance3 (an 
international group of over 40 asset owners representing  
$6.6 trillion in assets under management), targets listed equity, 
public corporate debt and real estate in its net zero objectives.

 – The Institutional Investors Group on Climate Change (IIGCC)4, 
with over 330 members representing €39 trillion of assets, 
outlines that the greenhouse gas (GHG) emissions reduction 

3  https://www.unepfi.org/net-zero-alliance/

4  https://www.iigcc.org/resource/net-zero-investment-framework-implementation-
guide/

Source: Schroders, SBTi Corporate Manual. Data shown for S&P 500 companies. Units in tCO2 e/$m.
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A further complexity arises when we begin to consider ‘avoided 
emissions’. Some companies, through the offering of their product 
or service, can contribute to the reduction in total economy-wide 
emissions but in so doing they actually emit GHGs themselves. For 
example, consider a wind turbine manufacturer - the manufacture 
of wind turbines necessarily emits greenhouse gases through the 
use of raw materials (such as steel), electricity consumed, and the 
transportation of parts. However, the manufacturer can credibly 
claim that its business is on balance a reducer of total emissions, 
given that the wind turbine will eventually generate clean energy. 
If avoided emissions are included in the calculation, the turbine 
manufacturer may have a negative contribution to portfolio 
emissions, while if avoided emissions are excluded, they will likely 
have a positive contribution. 

To reach a net zero world, it is generally accepted that some 
advances in technology will need to occur, such that our collective 
ability to decarbonize will likely be greater in the future. Avoided 
emissions therefore play a major role in decarbonization efforts 
and should be holistically considered over medium- to long-term 
decarbonization time frames. In the short term, however, it may 
be more practical to focus on measuring what can be observed 
and managed, that is, scope 1, 2 and 3 emissions. This is in line 
with the GHG Protocol and World Resources Institute, which 
stated in 2019 that “assessments of avoided emissions should 
neither take precedence over nor detract from efforts to set 
science-based reduction targets for scope 1, 2 and 3 emissions”. 

It is also worth noting that at the macroeconomic level, avoided 
emissions could either mean not growing as much as a company 
otherwise might have, or growing in a more sustainable way than 
it otherwise might have. Clearly the latter is preferred as investors 
don’t want companies and economies not to grow. Growing with a 
lower emissions-intensity may still not be good enough, because 
it could still mean emissions are increasing, which still means 
further warming. We suggest that avoided emissions should be 
considered carefully and not overemphasized at the portfolio  
level in the short term. 

The Task Force on Climate-Related Financial Disclosures (TCFD) 
encourages companies and other entities to report “clear, 
comprehensive, high-quality information on the impacts of 

climate change” on their activities. As adherence to TCFD grows, 
disclosures will support the effective measurement of climate-
related metrics, and help investors to identify where issuers 
exceed industry benchmarks or fall short of the standards that 
the investors require. The TCFD has been a key step towards the 
formation of a global industry standard for mandatory climate-
related disclosures by companies. We expect more developments 
in this area, including forthcoming Securities and Exchange 
Commission (SEC) regulations which would likely be mandatory  
in the US and could set a new global standard.

3 Set a decarbonization trajectory
In setting a decarbonization strategy, there is a trade-off between 
the physical and transition costs of climate change, and the 
investment integrity of the portfolio. An earlier, more aggressive 
decarbonization strategy (ahead of the 1.5° consistent linear 
trajectory) is likely to incur higher transition costs to protect 
against physical costs. Given the limited number of underlying 
issuers that have a credible science-based decarbonization 
target, an aggressively steep decarbonization curve will reduce 
the investment universe drastically, possibly compromising the 
investment integrity of the portfolio. 

However, decarbonizing too slowly (behind the linear trajectory) 
risks much higher physical risks from climate change as emissions 
stay elevated, while still necessitating high transition costs at 
some point in the future. Measuring and understanding the 
implied temperature rise of a portfolio, and comparing it to 
the Paris benchmarks, helps with calibrating this trade-off and 
keeping track of the portfolio’s decarbonization progress. Keeping 
in a close channel around the linear trajectory reduces the risk 
of compromising investment integrity while still maintaining a 
decarbonization path that is consistent with the 1.5° warming 
objectives of the Paris accords. An illustrative comparison of 
two different decarbonization strategies is shown in Figure 2. 
The realized trajectories, however, will be subject to a number 
of uncertain factors, such as changes in policy and regulation, 
changes in the price of carbon, technological advances, climate 
tipping points, and the reality that there are some ‘low-hanging 
fruits’ and some ‘sticking points’ in the fight against climate change.

Figure 2: Investors must balance speed of transition with investment integrity 

Source: Schroders. The views shared are those of the author and are subject to change. Forecast may not be realized.
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In our work on the sustainability budget, we talked about asset 
owners targeting a specific percentage of sustainable assets in 
their portfolio and possibly increasing this percentage as time 
went on. We highlighted the trade-off in removing assets from the 
portfolio in order to get to a higher sustainability budget/target 
and the impact on diversification in a multi-asset portfolio. 

For some asset owners, having higher sustainability credentials 
is more important, but for others the investment integrity of 
the portfolio is paramount. Similarly, as asset owners evaluate 
their carbon emissions, some may want to get to net zero earlier 
than others, particularly as meeting carbon targets might be 
more urgent than meeting broader sustainability goals. Those 
that move significantly earlier are likely to have to make some 
substantial changes to their portfolios to attain this.

An asset owner wanting to demonstrate net zero alignment in 
their portfolio today would either have to significantly reduce  

the companies in which they invest, or use a considerable amount  
of carbon offsets (more on this latter point later). Using a simple 
illustrative equity/credit portfolio (data is not available on 
government bonds yet), Figure 3 shows how much the investable 
universe is impacted in order to get to 3.2°C, 2.0°C and 1.5°C 
alignment. We use these alignment scenarios because 3.2°C is 
an estimate of the current trajectory while 1.5°C and 2.0°C are 
the Paris goals. As can be seen, constraining the portfolio to only 
invest in assets that are 1.5°C aligned reduces today’s bond issuer 
universe by 86% and the equity issuer universe by 88%. 

In addition, removing this number of companies has a significant 
effect on the sector and industry composition of the universe. 
Figure 4 shows the increase in industry and country concentration; 
at the lowest temperature alignment, country concentration falls 
because of the reduction in the weight of the US, which dominates 
equity and credit indices. 

Figure 3: Temperature alignment reduces the investable universe of corporate bonds (LHS) and stocks (RHS)

Figure 4: Industry and country concentration increases as temperature alignment improves (credit on LHS, equities on RHS)

Source: Schroders, MSCI, September 2021. Temperature alignment is based on MSCI’s calculation methodology, not necessarily reflecting actual science-based target commitments.

Source: Schroders, MSCI, September 2021. Temperature alignment is based on MSCI’s calculation methodology, not necessary reflecting actual science-based target commitments 
Concentration index uses a HHI measure, calculated as the sum of squared weights in a portfolio. The higher the concentration of the portfolio in a small number of securities/
industries/regions, the higher the HHI measure. 
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Figure 5: The top 10 equity industry exposures change drastically and become more concentrated

Looking at the top 10 equity industry exposures for the four 
differently-aligned portfolios (1.5°C, 2.0°C, 3.2°C and the full 
universe) in Figure 5, we can see how drastically the top 10 
industry weights, especially for the more constrained  

temperature rises. The composition of the top 5 industries also 
becomes much more concentrated and dominates the overall 
portfolio. We’ve highlighted some examples that change across 
the universes.

Combining equities and credit into a multi-asset portfolio and 
running 1000 different weight combinations within each asset 
class, we find that reducing implied temperature rise requires 
taking active risk relative to a passive benchmark that does not 
take climate into account. In Figure 6 we measure the active 
industry positioning of each portfolio relative to the passive 

benchmark, by measuring the deviations in industry weights 
relative the benchmark. In most cases, a meaningful reduction 
in implied temperature rise requires significant active industry 
risk. That is, extensive deviations from benchmark positioning are 
required to reduce implied portfolio temperature rise, introducing 
investment tracking error risk and impacting investment integrity. 

Figure 6: In most cases, a meaningful reduction in implied temperature rise requires significant active industry risk

Source: Schroders, MSCI, September 2021. Tracking error is calculated by comparing the industry weights of the simulated portfolios with a passive 50/50 benchmark. Shown for 
illustrative purposes and should not be viewed as investment guidance. 
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Shown for illustrative purposes and should not be viewed as investment guidance.
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Obviously, few asset owners would want to make such a drastic 
change to their portfolios today in order to demonstrate 
alignment to net zero by 2050. However, as more companies 
make commitments and more data becomes available on a wider 
set of assets, interim targets can be set and progress monitored.  

In addition, some asset classes cannot be measured today in 
terms of carbon emissions such as commodities and private 
assets. Asset owners have the choice of continuing to include 
these asset classes in the portfolio to maintain investment 
integrity but know that at some date in the future when these 
assets can be measured, the intended path to net zero is likely  
to need to be re-evaluated.

As time goes on and new technologies become available to 
support decarbonization efforts, this portfolio will be able to 
reduce emissions further while continuing to maintain the 
investment integrity of the portfolio.

4 Take practical steps to stay on the path and meet the target
There are four tools that asset owners and multi-asset managers 
can use to decarbonize a portfolio, and we suggest using a 
combination of them:

1 Disinvest from the assets with the very worst carbon scores 
which do not have a transition pathway, e.g. pure thermal coal, 
if permitted by local fiduciary regulation

2 Invest in positive climate solutions, without significantly 
compromising the integrity of the portfolio where possible

3 Engage with issuers – use TCFD to measure and encourage 
progress on weak spots

4 Use carbon offsets

Disinvest from the assets with the very worst carbon scores

We have argued previously that divesting from assets which don’t 
meet the portfolio’s sustainability requirements should form 
merely the baseline of a multi-asset approach to sustainable 
investing6. But those assets which are truly at the worst end of 
the sustainability spectrum, such as thermal coal, by definition 
only make up a small part of the portfolio. Removing these assets 
from the portfolio, i.e. cutting off the very far right tail of the 
carbon distribution, will bring improvements in the portfolio’s 
overall measured score, reduce the risk that comes with exposure 
to the very worst assets, and have an insignificant impact on the 
portfolio’s ability to diversity risk. 

Figure 7 estimates the temperature alignment of all the stocks 
in the MSCI All-Country World Investable Market Index and plots 
them in a distribution. We recognize that not all asset owners 
may be permitted to do this depending on the relevant local 
regulations. Removing the very worst stocks by temperature 
alignment (those that have been assigned 10°C by MSCI) only 
reduces the equity universe by about 2%, as opposed to the  
more aggressive constraints associated with targeting lower 
implied temperature rises.

6  https://www.iigcc.org/resource/net-zero-investment-framework-implementation-
guide/

Figure 7: Portfolios can divest from the very worst companies in the temperature alignment distribution, without 
compromising the investment opportunity set

Source: Schroders, MSCI, September 2021.

2,500

2,000

1,500

1,000

500

0

Number of stocks

[1
.3

0,
 1

.6
0]

[1
.6

0,
 1

.9
0]

[1
.9

0,
 2

.2
0]

[2
.2

0,
 2

.5
0]

[2
.5

0,
 2

.8
0]

[2
.8

0,
 3

.1
0]

[3
.1

0,
 3

.4
0]

[3
.4

0,
 3

.7
0]

[3
.7

0,
 4

.0
0]

[4
.0

0,
 4

.3
0]

[4
.3

0,
 4

.6
0]

[4
.6

0,
 4

.9
0]

[4
.9

0,
 5

.2
0]

[5
.2

0,
 5

.5
0]

[5
.5

0,
 5

.8
0]

[5
.8

0,
 6

.1
0]

[6
.1

0,
 6

.4
0]

[6
.4

0,
 6

.7
0]

[6
.7

0,
 7

.0
0]

[7
.0

0,
 7

.3
0]

[7
.3

0,
 7

.6
0]

[7
.6

0,
 7

.9
0]

[7
.9

0,
 8

.2
0]

[8
.2

0,
 8

.5
0]

[8
.5

0,
 8

.8
0]

[8
.8

0,
 9

.1
0]

[9
.1

0,
 9

.4
0]

[9
.4

0,
 9

.7
0]

[9
.7

0,
 1

0.
00

]

Temperature alignment

6



Figure 8: Divestment from entire sectors is an easy way to reach net zero quickly but is unlikely to solve the problem of getting 
less green companies to improve

Source: Schroders, September 2021. Shown for illustrative purposes and should not be viewed as investment guidance.

Having a granular view of the underlying assets in the investable 
universe is beneficial, because taking the approach of divesting 
from entire sectors based on their overall emissions could have 
a significant impact at the portfolio level. Figure 8 shows that five 
sectors account for the bulk of scope 1 and 2 emissions7, which 
suggests that divesting from these sectors would be a good 
idea. But divesting just puts those assets into the hands of less-
climate-concerned investors who would be willing to own them 

7  https://www.iigcc.org/resource/net-zero-investment-framework-implementation-
guide/

despite their emissions profile. It might help a portfolio ostensibly 
reach net zero but does nothing for the planet because the 
divested assets continue to function. Similarly, divestment misses 
potentially opportunistic investment discrepancies between 
companies within a given sector. Instead, owning and engaging 
with companies in these sectors is likely the more effective 
decarbonization strategy.

Engage with issuers

The majority of assets – even those with negative sustainability 
characteristics – are not lost causes. It is in this bulk of securities 
in the middle of the carbon distribution where the largest 
opportunities lie for making progress towards decarbonization. 
Transforming a portfolio into one that measures well in terms 
of consistency with a net zero target is theoretically easy if the 
portfolio divests from everything that measures unfavorably on 
the carbon distribution, but as we’ve already mentioned, this 
would massively reduce the universe of investable assets and 
compromise the integrity of the portfolio. This is especially true  
if we constrain our definition of ‘temperature aligned’ to only 
those that have science-based targets today, defined as being 
approved by the Science Based Targets initiative, or SBTi (see 
Figure 9). Practically, this would be highly undesirable. In addition, 
it would not reflect genuine progression towards decarbonization. 
Owning those assets responsibly, by engaging with issuers, will 
make a more meaningful contribution to decarbonization.

As mentioned earlier in the paper, TCFD disclosures can help 
investors understand the absolute and relative performance of 
companies on climate-related metrics. These disclosures can  
then provide talking points and milestones for engagement 
between investors and management. 

Figure 9: The number of companies with science-based targets 
is low, and those with a 1.5°C commitment are even fewer

Source: Schroders, Science-based targets initiative (SBTI), September 2021.
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Invest in positive climate solutions

Some assets lie at the left-hand side of the carbon distribution. 
That is, some assets measure particularly well on emissions 
grounds. Within the bounds of what is practical for a given 
portfolio, investment in these assets should be actively pursued. 
Many of these issuers are making active progress towards 
decarbonization, and as investor appreciation of their potential 
picks up momentum, the assets can deliver strong returns too.  
However, the path that a given sustainable portfolio will take 
on its decarbonization journey will be determined in part by the 
degree to the which the pure investment case for some of these 
positive climate assets is still intact, for example because they 
have become overpriced by the market. This is a topic for further 
investigation and we’re keeping it outside the scope of this paper.

Again, disclosures under TCFD can help investors identify such 
issuers and provide bases for positive engagement on progress. 

Use carbon offsets

Some asset classes and some sectors within asset classes will 
be harder to decarbonize. We all need to recognize that some 
pragmatism is required around using offsets for these assets, 
which include activities related to the production of cement, 
chemicals and steel, as well as heavy transportation and even  
the intensified production of those assets which will actually help 
with the transition, such as the manufacture of wind turbines.

Carbon offsets are a means of voluntarily paying for the cost of 
the portfolio’s emissions, that is, choosing to internalize the cost 
of the externalities associated with the emissions. We believe that 
demonstrably reduced emissions rank above offset emissions. 
That is, in the order of how net zero is pursued, companies and 
governments should first try to reduce emissions, and then for 
those emissions which are hard-to-abate with current technology, 
such as cement, chemicals and steel manufacturing, offsets may 
be appropriate. Even here, however, the use of offsets should be 
time limited; offsets may help facilitate a transition but, ultimately, 
these activities also need to reach zero emissions. In other words, 
offsets are only appropriate for residual emissions in the portfolio. 

Practically, that means asset owners and multi-asset  
portfolio managers should seek to reduce their portfolio 
emissions to a point where further reductions would place too 
much pressure on the investment integrity of the portfolio. 

Case study: large asset owner starts journey to net zero

This asset owner, with around $120bn of assets including both public 
and private asset exposure, has stated an intention to reduce the 
carbon exposure across all its assets by 50% by 2030 and to reach net 
zero by 2050. 

They recognize that the precision with which they can measure carbon 
exposure varies across the assets they own, but that has not stopped 
them from outlining their intention.

The challenge is how to get there.

This asset owner, like many in Europe, has chosen to exclude 
companies that have exposure to fossil fuels above a certain revenue 
threshold across both their passive and actively-managed assets. 
While this is only a first step in tackling their carbon footprint, 
effectively screening out the worst offenders, it demonstrates their 
serious commitment to carbon emissions reduction. Burning coal 
is the largest source of CO2 globally and tar sands extraction and 
refining requires significant amounts of energy (and can also deplete 
and pollute freshwater).

Other than these exclusions, this asset owner has chosen not to 
change their actively managed equity and fixed income mandates 
at this stage because they want their asset managers to have 
accountability by integrating sustainability and the cost of transition 
to a lower carbon economy into their investment approach. The 
asset owner has made it clear that they do not want to hamper the 
managers’ ability to deliver alpha and meet customer expectations. 
They anticipate that their actively-managed assets will have lower 
carbon exposure than the benchmarks against which they are 
compared over the long-term, although this is not a specific mandated 
target at this stage.

In reality this may mean that this asset owner is slower on their 
decarbonization journey than some others that mandate specific 
carbon goals but they are comfortable with this, as they intend 
to review this approach periodically to assess the impact of this 
‘influence’ approach to emissions, and may take steps to mandate 
further constraints as required in the future.

As ever, data availability and reporting is key to understanding the 
overall carbon emissions picture and being able to adjust the path  
of the journey dynamically.

Summary
Getting to net zero is about understanding the implied 
temperature alignment of the portfolio and planning a 
journey for how to get to net zero in a suitable period.

Factors that may influence this journey are:

–    Beliefs of the asset owner/fiduciary in relation to 
investment portfolio integrity vs net zero importance

–    Relevant regulation

–    Speed of change by the companies and governments in the 
portfolio and the wider universe

–    The valuation of investments that decide to reach net zero 
sooner/later

Trying to get to net zero quickly is likely to significantly 
impact the available assets in which an asset owner can 
invest - which can impact both performance and risk. A 
skilled manager, working with the board of the asset owner, 
will need to evaluate when valuations encourage quicker or 
slower pursuit of a decarbonization journey.

But as time goes on and new technologies become available 
to support decarbonization efforts, asset owners will be able 
to reduce emissions further while continuing to maintain the 
investment integrity of the portfolio.
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