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There is no bigger macro and socio-economic challenge 
than mitigating the dramatic and imminent effects of 
climate change. Ultimately, this was the key driver in us 
launching a climate change fund after more than a year 
of planning. We expect a climate-aligned global equity 
portfolio to benefit from a structural alpha tailwind that 
could last for many years as climate risk and alignment is 
priced into global equity markets. 

This is especially true in a post-Covid world, which has 
resulted in an acceleration in green policy initiatives. As 
carbon pricing begins to take hold and asset managers and 
investors pay ever greater attention to climate change, 
we believe that climate aligned companies will benefit 
from both valuation expansion and profit growth. In our 
view, an ideal solution lies in a strategy that thoughtfully 
balances climate-alignment with expected returns and 
diversification benefits as depicted below in Figure 1. 

Figure 1: Portfolio construction 

Aligning financial flows with climate change

The Paris Agreement of 2015 asks for financial flows 
to be made consistent with low-carbon pathways and 
climate-resilient developments in order to limit global 
warming to below 2°C. This is the additional global 
warming compared to pre-industrial times, largely as a 
result of the burning of fossil fuel. 

With the planet’s temperature already warmed by 1.1°C 
and global equity markets on a 2.8°C trajectory, this is 
a challenging target that requires bold and systemic 
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Aligning Strategic Global Equity Allocations to the Paris Agreement

change. With climate change currently the greatest 
threat to human health in history we believe this is a 
challenge well worth taking on.

Figure 2: Index temperature map

MSCI World: 3.0°C MSCI ACWI: 3.1°C CS&P 500: 2.8°C STOXX Europe: 3.3⁰C

Paris-Aligned Benchmarks (PABs)

Lyxor S&P 500 Climate EU PAB: 2.4⁰C

Franklin S&P 500 PA ETF: 2.4⁰C

Lyxor S&P Eurozone EU PAB ETF: 3.1⁰C

Franklin Stoxx Europe PA ETF: 3.2⁰C

*We have used MSCI ACWI to represent Global Equity Markets. Calculation based on iShares MSCI ACWI ETF 
As at 31 May 2021. Source: S&P Trucost and Fulcrum Asset Management

In addition to its broader societal significance, a changing 
climate has major implications for investors who are well- 
positioned to support a constructive response. In order 
to align capital allocation with the low-carbon transition, 
tweaked and timid reallocations will not be enough. 

For the world to meet the Paris target of limiting global 
warming to 1.5⁰C, nations would have to slash their 
CO2 emissions to zero by 2050, according to the 
Intergovernmental Panel on Climate Change (IPCC). Even 
staying below 2⁰C of warming would require massive 
cuts. In reality, emissions are still rising under existing 
policies and environmental pledges. 

Using an Implied Temperature Rise metric

By using an innovative climate change indicator, an 
Implied Temperature Rise (ITR) metric, portfolio 
managers can measure the extent to which any individual 
company in the portfolio is aligned with the climate 
temperature targets. A company’s carbon performance 



2

can be calculated by extrapolating its historical 
emissions, adjusted by its decarbonisation ambition and 
credibility. This can then be compared with its sectoral 
decarbonisation trajectory before the difference is 
converted into a numerical ITR representing the level 
of alignment. Aggregated, these company-specific 
temperatures allow further measurement to ensure 
alignment at a portfolio level.

The ITR metric we use is closely based on climate science 
from the IPCC scenario analysis by the International 
Energy Agency (IEA) and sector-specific decarbonisation 
trajectories developed by the Science-Based Targets 
initiative (SBTi). It is unique as it considers both 
backward-looking historic carbon emissions, whilst 
adjusting for forward-looking ambition. 

Investing across sectors

Figure 3: Defining the temperature

It is also important to take an investment approach that 
directly addresses how capital allocation can be aligned 
with the low-carbon transition across sectors and 
geographies. Sectors face varying transition costs; it is 
easier for some than others to adapt due to the availability 
of low-carbon technology e.g. automobiles vs airlines, 
and as a result the decarbonisation expectations vary. 

Most sectors will still have an important role to play in 
the future, so rather than exclude sectors entirely, we 
believe that rewarding those companies who are aligning 
their operations as required to meet the decarbonisation 
targets is a more credible approach. If companies follow 
the pathways required for its respective sector, they can 
be considered climate aligned.

Investing thematically

Climate change is both a nascent and important theme 
that will play out over the coming decades, creating both 
risks and opportunities for investors. 

Figure 4: Portfolio temperature

Collaboration and engagement

Engagement has rapidly become a vital ingredient 
of any structured approach to responsible investing. 
Partnering with key initiatives that are intrinsically linked 
to the climate change space is another way to stay at the 
forefront of innovation and best practice. For example, 
since 2015 Fulcrum has been a signatory to the UN PRI, 
and in 2019 we added our support to the Taskforce for 
Climate-related Financial Disclosures (TCFD). Over the last 
year, we have also joined the Institutional Investor Group 
for Climate Change (IIGCC) who are strong promoters of 
the concept of climate alignment.

We are acutely aware that capital allocation and exposure 
management is not enough – those investing also need 
to act as stewards of the assets they hold with active 
engagement serving as an important element of success. 
As part of any voting framework, measures should be 
in place allowing managers to override independent 
advice if it will benefit climate mitigation. We engage 
actively with companies when we meet them, with the 
main engagement topic being to encourage setting 
science-based targets as they form an important part 
of the methodology behind the ITR. We work with 
initiatives such as ClimateAction 100+ and CDP to further 
encourage target setting and carbon disclosure as part of 
a collaborative network.
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*We have used MSCI ACWI to represent Global Equity Markets. Calculation based on iShares MSCI ACWI ETF
As at 31 May 2021. Source: S&P Trucost and Fulcrum Asset Management
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Conclusion

Climate change is inherently complex and any measures 
or efforts to limit its severity will always require an 
evolving framework. However, we do not wish to let 
perfect become the enemy of good. We have strong 
confidence in the use of a temperature metric to indicate 
alignment and find it an incredibly useful tool to measure 
how we can position global equity allocations for a 
low-carbon future.

Responsible Investing at Fulcrum
At Fulcrum we believe that to be able to act in the best interests of our clients we need to be a responsible investor. 
By this we mean being transparent about how we manage money and our role as an asset manager. The latter 
includes considering risks and opportunities resulting from long-term trends such as climate change and other 
sustainability issues and how these could impact our investments and, ultimately, our clients.
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Contact us

Chris Gower
T: +44 207 3817 0451
chris.gower@fulcrumasset.com

Fulcrum Asset Management LLP
Marble Arch House, 66 Seymour Street, London W1H 5BT
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Disclaimer

This material is for your information only and is not intended to be used by anyone other than you. It is directed at professional clients and eligible counterparties only and is not intended for retail clients. This is not an offer or 
solicitation with respect to the purchase or sale of any security. The material is intended only to facilitate your discussions with Fulcrum Asset Management as to the opportunities available to our clients. The given material is 
subject to change and, although based upon information which we consider reliable, it is not guaranteed as to accuracy or completeness and it should not be relied upon as such. The material is not intended to be used as a general 
guide to investing, or as a source of any specific investment recommendations, and makes no implied or express recommendations concerning the manner in which any client’s ac- count should or would be handled, as appropriate 
investment strategies depend upon client’s investment objectives. The price and value of the investments referred to in this material and the income from them may go down as well as up and investors may not receive back the 
amount originally invested. Past performance is not a guide to future performance. Future returns are not guaranteed and a loss of principal may occur.
It is the responsibility of any person or persons in possession of this material to inform themselves of and to observe all applicable laws and regulations of any relevant jurisdiction. Fulcrum Asset Management does not 
provide tax advice to its clients and all investors are strongly advised to consult with their tax advisors regarding any potential investment. Opinions expressed are our current opinions as of the date appearing on this 
material only. Any historical price(s) or value(s) are also only as of the date indicated. We will endeavor to update on a reasonable basis the information discussed in this material.
References to market or composite indices, benchmarks or other measures of relative market performance over a specified period of time (“benchmarks”) are provided by Fulcrum Asset Management for your information purpos-
es only. Investors cannot invest directly in indices. Indices are typically unmanaged and the figures for the indices shown herein do not reflect any investment management fees or transaction expenses. Fulcrum Asset Management 
does not give any commitment or undertaking that the performance or risk profile of your account(s) will equal, exceed or track any benchmark. The composition of the benchmark may not reflect the manner in which a portfolio is 
constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility or tracking error targets, all of which are subject to change over time.
Simulated, modelled, or hypothetical performance results have certain inherent limitations. Simulated results are hypothetical and do not represent actual trading, and thus may not reflect material economic and market 
factors, such as liquidity constraints, that may have had an impact on actual decision-making. Simulated results are also achieved through retroactive application of a model designed with the benefit of hindsight. The results 
shown reflect the reinvestment of dividends and other earnings and other expenses a client would have paid, which would reduce return. No representation is being made that any client will or is likely to achieve results 
similar to those shown. Funds managed by Fulcrum Asset Management LLP are in general managed using quantitative models though, where this is the case, Fulcrum Asset Management LLP can and do make discretionary 
decisions on a frequent basis and reserves the right to do so at any point.
Certain transactions, including those involving futures, options and high yield securities and investments in emerging markets may give rise to substantial risk and may not be suitable for all investors. Foreign currency denominated 
investments are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment; such investments are also subject to the possible imposition of exchange 
control regulations or other laws or restrictions applicable to such investments. Investments referred to in this material are not necessarily available in all jurisdictions, may be illiquid and may not be suitable for all investors. 
Investors should consider whether an investment is suitable for their particular circumstances and seek advice from their investment adviser.
For US Investors: This document is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation. In particular this document 
is not intended for distribution in the United States or for the account of U.S. persons (as defined in Regulation S under the United States Securities Act of 1933, as amended (the “Securities Act”)) except to persons who are 
“quali-fied purchasers” (as defined in the United States Investment Company Act of 1940, as amended), “accredited investors” (as defined in Rule 501(a) under the Securities Act) and Qualified Eligible Persons (as defined in 
Commodity Futures Trading Commission Regulation 4.7).
This material has been approved for issue in the United Kingdom solely for the purposes of Section 21 of the Financial Services and Markets Act 2000 by Fulcrum Asset Management (“Fulcrum”), Marble Arch House, 66 Seymour 
Street, London W1H 5BT.
Fulcrum Asset Management LLP is authorised and regulated by the Financial Conduct Authority (No: 230683) © 2021 Fulcrum Asset Management LLP. All rights reserved.
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