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Rethink net 
zero

Decarbonisation 
solutions 
beyond simple 
exclusions

The transition to a global economy with net-zero greenhouse gas emissions is the 
defining challenge of our time. Currently we emit 52 Gt in CO

2
 (2019),1 excluding 

land-use change. At the current rate of emissions, we have 10 years left of our 
carbon budget before we breach 1.5°C of global warming by the end of the century.2 
Slowing emissions won’t solve this crisis: only stopping emissions will. As a 
consequence, no sector will be untouched as companies across all industries and 
regions race to achieve net-zero targets and the Paris Agreement goal to limit global 
warming to 1.5°C by 2050.

Investors must be alert to the risks – and USD 5.5 trillion in opportunities – 
embedded in this transition. We believe businesses and assets that are on a viable 
pathway to achieve carbon neutral status and successfully manage transition risks 
will benefit from premium valuations versus their peers, and may enjoy cheaper and 
more plentiful access to capital.

What does the net-zero challenge encompass and what solutions are available?

1 Source: United Nations Framework Convention on Climate Change (UNFCCC) Report on Climate Change, 2020. Climate change indicators 
and impacts worsened in 2020 | World Meteorological Organization (wmo.int).

2 Source: UNFCCC Report on Climate Change, 2020. Climate change indicators and impacts worsened in 2020 | World Meteorological 
Organization (wmo.int).

The race is on – and investors need to join

Government efforts to address climate change are global, broad, 
deep and accelerating: more than 125 countries have committed 
to net-zero targets and the US has re-joined the Paris Agreement. 
In November, we expect the COP 26 conference to ramp-up further 
the number and ambition of governmental climate pledges, and their 
translation into regulation.

The transition to net zero is also being driven by powerful market 
forces. Falling technology costs are enabling more companies 

to decarbonise amid heightened reputational risk for those not 
transitioning fast enough: as cleaner becomes cheaper, consumers 
simply shift their preferences accordingly.

Investors cannot rely solely on technological advances and 
policymakers to resolve the net-zero challenge. They must take the 
initiative to address the issue by incorporating decarbonisation into 
their capital allocation decisions.

https://public.wmo.int/en/media/press-release/climate-change-indicators-and-impacts-worsened-2020
https://public.wmo.int/en/media/press-release/climate-change-indicators-and-impacts-worsened-2020
https://public.wmo.int/en/media/press-release/climate-change-indicators-and-impacts-worsened-2020
https://public.wmo.int/en/media/press-release/climate-change-indicators-and-impacts-worsened-2020
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Why other approaches fall short

The time to act is now, yet we believe the current approaches 
available to investors are inadequate because:

 · Most low-carbon strategies reduce diversification, increase 
concentration risk and by allocating only to specific sectors do 
not help accelerate the economy-wide transition

 · Carbon offsets do not drive decarbonisation in the operations of 
businesses, nor do they reduce transition risks or accelerate the 
transition

 · Avoided emissions should not be used to reduce footprints, and 
only partially reduce transition risk. They typically lead to ‘double 
counting’ of carbon reduction

 · Going “net short” on high-CO
2
 emitters does not create a 

negative carbon footprint

 · EU decarbonisation benchmarks adopt a linear approach to the 
transition, avoid hard-to-abate industries, and rely on exclusions 
of some of the best-aligned, fastest transitioning utilities.

Our solutions to the net-zero challenge go far beyond simple 
exclusions or offsets. We believe investing in businesses across 
the real economy that are truly decarbonising enables investors 
to gain several advantages where other approaches fall short. 
These include:

 · Accessing transition opportunities

 · Reducing transition risk

 · Maintaining diversification

 · Including industries where emissions are hard to abate

 · Accelerating the transition.

A CHECKLIST FOR CARBON REDUCTION STRATEGIES

Source: LOIM analysis. For illustrative purposes only. 

Low-carbon strategies 

Avoided emissions
(as an offset)

Net shorts
(of high CO2 positions)
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climate
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for wider
economy

Target
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through dynamic management
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EU Climate Benchmarks
Ex-ante, but static adjustments
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Carbon expertise: An investment skill-set for a net-zero future

Our fiduciary duty is to help clients manage the risks and capture 
the investment opportunities arising from the race to net zero. 
To this end, we have prioritised building carbon expertise at 
LOIM in order to help clients find clear pathways through such 
unprecedented change.

Net zero is an all-encompassing theme across every sector and all 
asset classes. The transition is far more than a simple sector play: 

all industries need to change, from energy, construction, logistics 
and agriculture to banking, real estate and telecommunications.

We have created a methodology that is science-based and 
forward-looking, enabling investors to move beyond mere carbon 
footprint analysis or a focus on low or high-carbon industries, to a 
thorough analysis informing us of whether companies are aligned or 
misaligned with a net-zero future.

3 The Portfolio Alignment Team addresses the improvement in ITR tools in its report, “Measuring Portfolio Alignment: assessing the position 
of companies and portfolios on the path to net zero,” published in Q4 2020.

4 See “Oxford University and Lombard Odier launch strategic partnership on Sustainable Investment”: https://www.smithschool.ox.ac.uk/
news/articles/200910-sustainable-finance-partnership.html.

We assess not only the 
current emissions of a 
company, sovereign bond 
or portfolio, but also how 
these are expected to evolve. 
We evaluate the trajectory 
of emissions to assess 
whether these are sufficiently 
ambitious to be consistent 
with Paris-aligned and net 
zero pathways.

We recognise that 
climate commitments of 
companies are in a state 
of constant evolution. We 
track developments within 
industries as well as the 
increasing ambition of 
government commitments 
to assess the potential 
and likelihood of a further 
acceleration in companies’ 
climate commitments as a 
result of these internal, peer 
and regulatory pressures.

We continuously track new 
information on the climate 
transition to adjust our 
assessment. This includes 
tracking new regulatory 
commitments, new company 
announcements and 
initiatives, and new carbon 
data received. We leverage 
such new information to 
evaluate changes across 
the wider economy and the 
investable universe and 
assess the need for portfolio 
adjustments.

An assessment of the level 
of emissions and level of 
carbon risk in portfolios today 
including both direct (scope 
1) and indirect (scope 2 and 
3) emissions. We recognise 
that a carbon footprint 
analysis alone does not 
provide adequate insight into 
exposure to financial risks 
and must involve a further 
assessment to understand 
exposure to at-risk 
industries from transitional 
(regulatory, technological, 
and behavioural), physical 
and liability risks.

STEP 

2
STEP 

1
STEP 

3
STEP 

4

To identify and manage a client’s climate value at risk, we use a four-step process:

https://www.smithschool.ox.ac.uk/news/articles/200910-sustainable-finance-partnership.html
https://www.smithschool.ox.ac.uk/news/articles/200910-sustainable-finance-partnership.html
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FIRE AND ICE: WHO’S CARBONISING AND WHO’S NOT
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nor reducing global warming signi�cantly

Source: LOIM analysis. For illustrative purposes only.

Ice cubes and burning logs

Our approach highlights the importance of not simply ignoring 
carbon-intensive industries, which are the most climate-relevant, 
as these are often vital mainstays of our economy but most urgently 
need to decarbonise. These companies are in “hard-to-abate” 
industries such as agriculture, cement, steel, chemicals, energy, 
materials, construction and transport. 

We call companies in these carbon-intensive industries, which have 
understood the urgency of the transition and are decarbonising 
towards net-zero alignment, ice cubes, as they have the effect 
of disproportionately cooling down the economy or a portfolio’s 
aligned temperature.

We also seek to identify (and avoid or underweight) carbon-intensive 
businesses which are not making progress towards net-zero 
alignment. We call these burning logs, as they are carbonising: 
generating huge emissions and failing to transition. These 
companies, thus far, are not committed to the net-zero transition 
and may be exposed to significant stranded assets or no longer 
being able to operate in a net-zero regulated world.

Investing in burning logs today will disproportionately raise the 
temperature of a portfolio, unless effective engagement can 
encourage a change in trajectory.
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Our TargetNetZero solutions

The net-zero transition is the focus of select LOIM strategies, 
integrated more broadly across our investment range and a 
principal area of our engagement activities. Our TargetNetZero 
range includes:

Fixed income:

 · TargetNetZero Global IG Corporate and TargetNetZero Euro 
IG Corporate strategies: global and European investment-
grade ( IG) strategies focused on companies with temperature 
trajectories declining towards 2050 net-zero targets (aligned 
with the Paris Agreement). These strategies combine high return 
potential and low turnover in a concentrated portfolio with an 
overall target of net-zero temperature alignment.

 The strategies will use insights from LOIM’s credit and 
sustainable research to understand the creditworthiness of the 
underlying issuers to pay back their debt. Today’s high carbon 
emitters that are aligned to rapid decarbonisation and minimising 
levels of global warming are an important opportunity set in the 
strategy’s universe to capture companies well-exposed to the 
opportunities linked to the climate transition.

 · We will also shortly be offering our clients a range of low 
tracking-error TargetNetZero IG credit funds (EUR, USD, CHF 
and GBP).

Equity:

 · TargetNetZero Global Equity and TargetNetZero Europe 
Equity strategies: global and European core equity strategies 
focused on companies with temperature trajectories declining 
towards 2050 net-zero targets. We enhance strong engagement 

and low-carbon footprint approaches with a clear TargetNetZero 
framework using future temperature pathways.

 In particular, we focus on companies evolving towards net-zero 
alignment. These companies, often in sectors that are high-
emitting today, are frequently misinterpreted as laggards by 
investors who may only consider a company’s current footprint, 
rather than the trajectory it is on and the targets that a company 
may have set. At the same time, the strategies will tilt away from 
companies in these same climate-relevant, high-emitting sectors 
that remain poorly-aligned to the transition ahead and are likely 
to contribute to higher levels of global warming. The strategies 
also control for better business practices and have 30% lower 
carbon emissions relative to their benchmarks from inception, 
and will endeavour to pursue a further acceleration in emission 
reductions to reach net zero emissions by 2050.

 We seek to have an ex-ante tracking error of 0.5%-1% (using the 
MSCI World and MSCI Europe indices).

Net zero is integral to our core sustainability conviction: the 
evolution of the CLICTM economy. We also offer select CLICTM core 
conviction funds with a “clean” focus:

 · Climate Transition strategy: an equity strategy seeking growth 
as the transition to a climate-damaged and carbon-constrained 
economy continues to accelerate

 · Climate Bond strategy: a fixed-income impact strategy 
investing in the debt of entities helping to mitigate the adverse 
effects of climate change on society.

Please contact your sales representative to discuss the 
opportunities.
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This document has been issued by Lombard Odier Funds (Europe) S.A. 
a Luxembourg based public limited company (SA), having its registered 
office at 291, route d’Arlon, 1150 Luxembourg, authorised and 
regulated by the CSSF as a Management Company within the meaning 
of EU Directive 2009/65/EC, as amended; and within the meaning 
of the EU Directive 2011/61/EU on Alternative Investment Fund 
Managers (AIFMD). The purpose of the Management Company is the 
creation, promotion, administration, management and the marketing of 
Luxembourg and foreign UCITS, alternative investment funds (“AIFs”) 
and other regulated funds, collective investment vehicles or other 
investment vehicles, as well as the offering of portfolio management 
and investment advisory services.
Lombard Odier Investment Managers (“LOIM”) is a trade name.
This document is provided for information purposes only and does 
not constitute an offer or a recommendation to purchase or sell any 
security or service. It is not intended for distribution, publication, or use 
in any jurisdiction where such distribution, publication, or use would be 
unlawful. This material does not contain personalized recommendations 
or advice and is not intended to substitute any professional advice on 
investment in financial products. Before entering into any transaction, 
an investor should consider carefully the suitability of a transaction 
to his/her particular circumstances and, where necessary, obtain 
independent professional advice in respect of risks, as well as any legal, 
regulatory, credit, tax, and accounting consequences. This document 
is the property of LOIM and is addressed to its recipient exclusively 
for their personal use. It may not be reproduced (in whole or in part), 
transmitted, modified, or used for any other purpose without the prior 
written permission of LOIM. This material contains the opinions of 
LOIM, as at the date of issue.

Neither this document  nor any copy thereof may be sent, taken into, 
or distributed in the United States of America, any of its territories or 
possessions or areas subject to its jurisdiction, or to or for the benefit 
of a United States Person. For this purpose, the term “United States 
Person” shall mean any citizen, national or resident of the United 
States of America, partnership organized or existing in any state, 
territory or possession of the United States of America, a corporation 
organized under the laws of the United States or of any state, territory 
or possession thereof, or any estate or trust that is subject to United 
States Federal income tax regardless of the source of its income.
Source of the figures: Unless otherwise stated, figures are prepared 
by LOIM.
Although certain information has been obtained from public sources 
believed to be reliable, without independent verification, we cannot 
guarantee its accuracy or the completeness of all information available 
from public sources.
Views and opinions expressed are for informational purposes only 
and do not constitute a recommendation by LOIM to buy, sell or 
hold any security. Views and opinions are current as of the date of 
this presentation and may be subject to change. They should not be 
construed as investment advice.
No part of this material may be (i) copied, photocopied or duplicated 
in any form, by any means, or (ii) distributed to any person that is 
not an employee, officer, director, or authorised agent of the 
recipient, without Lombard Odier Funds (Europe) S.A prior consent. 
In Luxembourg, this material is a marketing material and has been 
approved by Lombard Odier Funds (Europe) S.A. which is authorized 
and regulated by the CSSF.
©2021 Lombard Odier IM. All rights reserved.


