
For professional investors only

In partnership with Longitude, a Financial Times company

Research Report

How the world’s 
asset owners are 
confronting the 
climate challenge 

From intent to action:  
Accelerating portfolio 
decarbonisation 



1 From intent to action: Accelerating portfolio decarbonisation For professional investors only

Contents

About the report 2

Towards critical mass  3

The implementation challenge  11

Chasing climate opportunities  15

The stage is set and it is time to act  17

About the research  18



2 From intent to action: Accelerating portfolio decarbonisation For professional investors only

The warnings are stark: to limit global warming to 1.5°C, 

we need to establish a net-zero economy by 2050. If we 

don’t, there will be dire consequences for the planet and  

its inhabitants. 

Asset owners are responding. Increasingly, they recognise 

that it is no longer sufficient to account for climate risk as 

part of an ESG strategy that is designed to cleanse and 

protect their portfolios. Instead, they need strategies that 

will both align portfolios with the net-zero transition and 

create impact in the real economy. 

Achieving this while they fulfil their fiduciary duty to provide 

financial returns is an enormous challenge. But there is 

some good news: the investment industry is accustomed to 

confronting complexity. 

Will it rise to this urgent challenge? To find out what 

progress asset owners are making, Fidelity partnered  

with Longitude, a Financial Times company, to survey  

750 asset owners and 50 wealth managers across  

Europe and Asia-Pacific. 

The three sections of this report explore the survey findings 

in detail: 

1. How are asset owners approaching target-setting for 

decarbonisation? And why are some of them struggling 

to set formal targets? 

2. Where are they experiencing the greatest 

implementation challenges? And what can they learn 

from the investors that have moved fastest and furthest? 

3. How can investors achieve the best outcomes for both 

returns and the transition of the real economy? 

About the report

Defining our terms 

Net zero

Achieving a balance between the GHG emitted into 

the atmosphere and those removed from it, with 

unavoidable, residual emissions compensated by using 

nature-based carbon removal solutions.

Portfolio decarbonisation

Reducing the carbon intensity (i.e. volume of  

carbon emissions per given unit of revenue) of an 

investment portfolio, based on the emissions of its 

underlying holdings. 

Formal portfolio decarbonisation 
targets

A public commitment made by an institutional  

investor to achieve specific emission reduction  

goals by a set date. 

Paris-aligned portfolio

Implementing an investment strategy that is consistent 

with achieving the goal of global net zero emissions  

by 2050, which entails both portfolio decarbonisation 

and increased investments in climate solutions. 

Investments in climate solutions

Allocating capital to enterprises that are developing  

the solutions necessary to enable a net zero economy, 

such as renewable energy, low-carbon buildings and 

energy efficient technologies. 
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“If we hit a 1.5°C scenario within our portfolio and the 

world hits 3°C, we all lose,” says Jake Barnett, Director of 

Sustainable Investment Stewardship at Wespath Benefits 

and Investments, which is a member of the UN-convened 

Net-Zero Asset Owner Alliance. 

Barnett sums up the challenge confronting the investment 

industry. Without a global transition towards Paris-aligned 

portfolios, all investors will suffer losses caused by the 

systemic risks of climate change. 

Our research reveals the full scale of this challenge, but it 

also gives cause for optimism. 

Portfolio decarbonisation is a 
priority across all markets 
More than 90% of asset owners and wealth managers 

across Europe and Asia-Pacific say that portfolio 

decarbonisation is a priority for their institution. China (12%) 

and Japan (14%) are the only countries where more than 

10% of asset owners did not consider decarbonisation a 

priority or focus. 

 

Towards critical mass 

Asset owners and wealth managers are prioritising portfolio decarbonisation
Asset owners (decarbonising their own portfolios) Wealth managers (advising/supporting their clients to  

decarbonise portfolios) 

Very high/top priority

High priority

Moderate priority

Low priority

No plans to do this

8%

49%

35%

7%

91%

8%

40%

34%

18%

92%

Very high/top priority

High priority

Moderate priority

Low priority

No plans to do this

Source: Fidelity International/Longitude institutional investor survey, Q3 2021. Source: Fidelity International/Longitude institutional investor survey, Q3 2021.



4 From intent to action: Accelerating portfolio decarbonisation For professional investors only

Shifts in policy and regulation, and accepting a 

responsibility to tackle the climate crisis are becoming key 

drivers of portfolio decarbonisation. This compounds the 

link between decarbonisation, managing risks across the 

portfolio and seeking opportunities for outperformance. 

“There’s a broadly held conviction among investors within 

the [Net-Zero] Asset Owner Alliance that they aren’t signing 

up just to find out how they can engineer their portfolio to 

align with 1.5°C,” says Barnett. “It really is a commitment to 

try to effect real-world change.” 

For many asset owners, the protection of portfolios against 

risks such as stranded assets will be a key step in their 

decarbonisation efforts. Research from the Carbon Tracker 

Initiative and PRI, among others, has shown that fossil-fuel 

assets could become stranded as a result of regulatory, 

economic and physical factors arising in the low-carbon 

transition. And a proliferation of new investment tools and 

indices mean investors can now mitigate some of this 

exposure with relative ease. 

Prudential, which in May 2021 pledged to make its portfolio 

of assets held on behalf of its insurance companies net 

zero by 2050, has taken action to divest from businesses 

that derive 30%+ of their income from coal, with equities 

to be fully divested by the end of 2021 and fixed income 

assets by the end of 2022. 

“We’re committed to an inclusive transition,” says Kerry 

Adams-Strump, Group Director of ESG, Prudential. “But 

you need a policy that recognises that some companies 

are on the transition and some companies are not – and 

send a signal to those that are not that this is no longer an 

acceptable position.” 

Investors’ top reasons to prioritise decarbonisation: risk mitigation and regulatory change 
(The proportions that rank these factors among their top three)

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

Wealth managers Pension funds Insurers Endowments and foundations All respondents
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Increase in 
climate-focused 
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Mitigate risks 
to investment 
performance
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But investors have a long way to go. Although more than 90% 

of our survey respondents are prioritising decarbonisation, 

just 14% have set Paris-aligned decarbonisation targets. 

And this falls to just 8% in the Asia-Pacific region, excluding 

Australia. Insurers have gone the furthest, with 28% 

committing to net-zero portfolios by 2050 or sooner. 

“The current climate trajectory will lead to 
less insurable geographies and activities, 

and natural catastrophes will hit the bottom 
line to the point where the business case 
to offer some insurance products will be 
gone. Therefore, we see climate risk not 

only as financial risk but also as existential 
risk for our industry.” 

Patrick Peura, ESG Engagement Manager at Allianz and  
Track Lead at the UN-convened Net-Zero Asset Owner Alliance 

There is strong target-setting 
momentum, but it’s hard to get there 
More than half (52%) of the asset owners we surveyed are 

exploring formal portfolio decarbonisation targets and are 

hoping to introduce them within the next 18 months. 

The case for target-setting is strengthening: 137 countries 

have made net-zero pledges,1 implementation guidance 

such as the Institutional Investors Group on Climate 

Change’s (IIGCC) Net Zero Investment Framework has 

emerged, and there is rising awareness of the value 

of targets to setting a decarbonisation roadmap and 

measuring progress. Climate strategies and associated 

commitments are becoming more ambitious, supported 

by science – such as climate scenario analysis – and 

expressed as time-bound, quantitative goals. 

1  Race to Net Zero: Carbon Neutral Goals by Country, Visual Capitalist,  
June 2021. 

Most asset owners are hoping to introduce formal portfolio decarbonisation targets within the next 18 months 

Just 14% of asset owners have Paris-aligned targets – i.e. net zero by 2050 – and Asia-Pacific (excl. Australia) is 
significantly behind 

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

19%

52%

4%

10%

15%

Not set a formal target for 
portfolio decarbonisation 

and no plans to do so

Exploring a formal 
decarbonisation target 
and hope to introduce 

within 12–18 months

Set a formal 
decarbonisation target 
and aiming to achieve 

net zero earlier than 2050

Set a formal 
decarbonisation target 
and aiming to achieve 

net zero by 2050

Set a formal 
decarbonisation target 

but not aligned with 
net zero by 2050

Asset owners with ‘Paris-aligned’ targets

18%
16%

8%

Europe Australia Asia-Pacific (excluding Australia) 

https://www.visualcapitalist.com/race-to-net-zero-carbon-neutral-goals-by-country/
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“The research we did led us to the belief that, first of  

all, physical risks are more significant than transition  

risks,” says Kim Farrant, HESTA’s General Manager for 

Responsible Investment. “And that there is essentially 

a positive optionality associated with aligning to the 

transition, such that you’re certainly no worse off, and,  

in most circumstances, you’re better off under a range  

of different scenarios.” 

This is supported by the outcomes from the testing phase of 

the IIGCC’s Net Zero Investment Framework, in which five 

investors constructed Paris-aligned portfolios and modelled 

their financial performance in a range of different climate 

scenarios. While reweighting between sectors was 

required, they achieved aligned portfolios with changes 

that represented no more than 1 or 2 percentage points for 

any individual sector, on average. 

Additional scenario analysis run by ASI and Planetrics, 

meanwhile, found that Paris-aligned portfolios only 

underperformed their benchmarks in scenarios where 

governments made no further efforts to strengthen climate 

policy. Even then, the effects were minimal.2

Central to their outlook on performance is investors’ 

attitudes to the scale of the climate threat and the 

anticipated speed of transition. 

Asset owners that have committed to formal decarbonisation 

targets are likely to believe that faster and more robust 

climate action from governments and corporates is 

Our results suggest that asset owners worry that target-

setting would be detrimental to investment performance. 

 

South Korea’s Public Officials Benefit Association (POBA) 

has more than 50% of its c.$16bn portfolio allocated to 

alternative assets. Chief Investment Officer Dong Hun Jang 

says that although ESG has become much more integrated 

into their investment process over the past five years, there 

are several factors holding POBA back from introducing 

formal decarbonisation targets. 

“Public pensions in Korea are quite conservative when it 

comes to new investment approaches,” he says. “So even 

though ESG has grown, there are still few proven ESG 

managers in the alternative asset classes we have large 

holdings in, and track record is very important to us. 

“Also, when we consider setting decarbonisation targets, 

we’ll need to be sure we have objective data to verify that 

we are meeting them, otherwise it could create problems,” 

he adds. “And that data is not available in some of those 

asset classes today.” 

Some investors are breaking the 
performance barrier 
For the overwhelming majority of asset owners that have 

already set formal decarbonisation targets, performance 

is not an issue. Just 21% of them are concerned that 

committing to climate targets might affect investment 

outcomes. 

One common performance concern is the extent to which 

becoming Paris-aligned will shrink the investable universe 

and limit exposure to certain sectors – and the potential 

implications for risk-adjusted returns. But investors that have 

gone further on exploring and modelling these impacts 

appear to have been reassured by the results. Take HESTA, 

which was the first major Australian super fund to commit to 

net zero by 2050. 

Respondents concerned that introducing targets 
may cause unintended consequences for investment 
performance: 

67% 
of those 

asset owners 
yet to set targets 

61% 
of Asia-Pacific 
respondents  

46% 
of European 
respondents 

Paris-aligned portfolios were found to outperform  
benchmark portfolios in scenarios without strong  
climate action 

Source: ASI, Planetrics and Vivid Economics (IIGCC Net Zero Investment 
Framework: Portfolio Testing Results). 
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There are many unresolved challenges here, and no 

single solution. For instance, investors might need to 

decide whether to set reference targets for absolute 

carbon emissions or for emissions intensity, which looks at 

emissions in relation to a particular company metric such 

as its revenues. Or both. 

Either approach can be subject to distortions, such as 

increases in assets under management driving up absolute 

emissions, or shifts in company revenues that affect the 

emissions intensity. And both raise questions about whether 

and at what level to include scope 3 emissions, which are 

more difficult to measure than scope 1 and 2. 

Balanced targets should also include goals for scaling 

up allocations to climate solutions. However, there are 

challenges here in defining appropriate criteria. The 

EU taxonomy for sustainable activities is a valuable 

tool, and it shows how forward-thinking policymakers 

can help investors to progress, but it has its limitations. 

And Asia-Pacific regulators have not yet published such 

taxonomies, although China and Singapore, for instance, 

are developing their own and have been coordinating with 

the EU. 

inevitable. That would make the performance benefits 

of Paris-aligned portfolios more material, and, in such a 

scenario, any short-term shrinking of the investable universe 

would be reversed over time as more companies put 

credible transition plans in place. 

Perfection is unattainable,  
but inaction is inexcusable 
An industry whose lifeblood is high-quality data will  

find it hard to commit to climate targets when standards 

are fragmented and information is inconsistent, and our 

research highlights that difficulty. 

Respondents are struggling with: 

 � How to set decarbonisation targets and metrics that will 

ensure positive impact in the real economy 

 � How to establish appropriate portfolio reference targets 

 � How to navigate inconsistent definitions, measurement 

methodologies and reporting standards related to 

decarbonisation. 

Barriers to making progress on portfolio decarbonisation 

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

Asset owners Wealth managers

24%

34%

32%

26%

38%

44%

32%

38%

34%

0%

26%

32%

33%

34%

37%

40%

41%

43%

Not being prioritised by our clients

Policymakers and companies are transitioning too slowly

Identifying best approaches to decarbonising at asset class level

Insufficient data on carbon footprint of investee companies

Challenges integrating climate risk into our SAA processes/
capital markets assumptions

Concerns about investment performance

Lack of a common definition of ‘portfolio decarbonisation’
in our home market 

Difficulty determining appropriate portfolio reference targets

Difficulty setting balanced targets to ensure impact on
decarbonising the real economy
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The investors that are ahead on decarbonisation are 

finding ways through this complexity. 

“I think data is used too much as a fig 
leaf by those saying, ‘We don’t have the 
numbers, therefore we can’t influence it.’ 
Even if you don’t have the numbers, you 

can still ask companies to take immediate 
climate action, while also starting to report 
on scope 1, 2 and 3 emissions. Sooner or 
later, the data becomes more transparent, 
more precise and more consistent. But we 

shouldn’t be waiting for perfect data before 
we start asking for action.” 

Patrick Peura, ESG Engagement Manager at Allianz and  
Track Lead at the UN-convened Net-Zero Asset Owner Alliance

Kerry Adams-Strump says that Prudential started its analysis 

to support its decarbonisation journey by looking at 

intensity and absolute emissions in its portfolios because 

those are the most readily available data points. “Even 

then, not all our markets are covered with actual data,” she 

says. “So sometimes we have to work with estimated data, 

but we don’t want perfect to be the enemy of good.” 

Kim Farrant, meanwhile, says that HESTA is exploring the 

best ways to set targets for investments in climate solutions 

– something that very few asset owners have done so far. 

“The developments with the EU taxonomy and work we’re 

supporting to develop a similar local taxonomy in Australia 

are driving more people to think in a consistent way 

about how they can measure their investments in climate 

solutions,” she says. “We’re looking to set a target for 

positive investments in climate solutions in the near future, 

and as a starting point we’re doing some benchmarking of 

our portfolio based on the EU taxonomy.” 
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Diving in a shallow pool? Time to make a bigger 
splash in climate solutions 

More than nine in 10 investors are prioritising portfolio decarbonisation, so the industry seems ready to take action on 

climate change. But our survey tells a different story when we look at increasing investments in climate solutions: this is 

a priority for only 49% of asset owners. 

In the short term, investors appear to be placing more emphasis on risk mitigation within their climate investment 

strategies. But if investors are serious about supporting the transition, they also need to scale up their allocations to 

innovations that can drive adaptation. 

These investments could provide an opportunity for outperformance for first-movers, because companies that are 

developing climate solutions tend to be more growth-orientated. 

Shallow pools and murky water? 
In practice, however, increasing allocations to climate solutions comes with two big challenges. 

First, there is a limited pool of suitable investment opportunities – something that is acknowledged by the IIGCC in its 

Net Zero Investment Framework and in recent research from ISS ESG and Adelphi. 

In the latter’s report, an assessment of companies listed on EURO STOXX 50, DAX and CAC 40 found that less than a 

third of their revenues come from economic activities that are defined as ‘taxonomy-relevant’ in the EU taxonomy for 

sustainable activities. And of those revenues, just a fifth meet the criteria for ‘substantial contributions’ to climate change 

mitigation and/or adaptation.3

Second, how do investors identify and qualify a climate solutions investment? This involves setting criteria and 

understanding the limitations of metrics. For instance, data on the share of green revenues has been integrated into 

some investment indices to help investors increase exposure to climate solutions, but these metrics should not be 

viewed in isolation. 

3 European Sustainable Finance Survey 2020, Adelphi, ISS ESG

https://www.issgovernance.com/file/publications/european-sustainable-finance-survey-2020.pdf
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Consider, for example, a company that makes turbines for renewable energy. It is creating solutions, but its turbines 

may be made of steel – so there are trade-offs. Investors need to interrogate and go beyond the data to truly 

understand each company’s business model, its net climate impact and how it can help decarbonise their portfolios. 

Taking the plunge in public and private markets 
Despite these complex challenges, many investors will seek to scale their allocations to climate solutions over the  

next few years. 

They have a growing number of options in public markets. Investors can build thematic exposures in listed equity 

by targeting companies involved in sectors such as electric vehicles, green hydrogen, agricultural efficiency and 

alternative meat/dairy. If these allocations are going to make up a bigger share of investors’ equity portfolios,  

they will need to diversify their exposure across a range of technologies, sectors and business models. They will  

also need to be careful about the timing of investments as these sectors experience increased capital flows and  

new market entrants. 

Investors also need to think about appropriate metrics to measure the decarbonisation impact of these strategies.  

For example, measuring the potential greenhouse gas emissions prevented if the underlying climate solutions are 

adopted may be more appropriate than looking at the carbon footprint, given the objectives of such investments. 

To achieve direct impact, many of the best opportunities will be in private markets: funding climate technology  

and innovation through private equity and venture capital, or investing in renewable energy infrastructure or green  

real estate. 

Assessing private market opportunities through a climate lens will likely lead to many asset owners growing these 

allocations to levels that would have been hard to envisage in the past. And when investors become direct owners of 

a private asset, they can wield greater influence over climate policies than they would with public market investments. 

To be credible, climate solutions must be additive. This means that if a solution does not exist, carbon emissions would 

be higher. As with any disruptive innovation, investors will have to perform a thorough assessment of the technology 

and its feasibility in the marketplace, as well as ongoing monitoring.

How taxonomy-relevant and taxonomy-aligned revenues compare 

Source: ISS ESG, Adelphi.

Taxonomy-relevant Taxonomy-relevant and SC criteria met Taxonomy-aligned
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As investors decarbonise, mapping the carbon footprint of 

portfolios and building internal consensus to set emissions 

reduction targets will be important first steps. 

But they have a bigger challenge. They need to put their 

policies into practice, and this will have to happen at the 

strategic level as well as within individual asset classes. 

It is time to incorporate climate-
aware capital markets assumptions 
Only a minority of the asset owners and wealth managers 

in our survey have incorporated climate risks into their 

long-term capital markets assumptions (CMA) and strategic 

asset allocation (SAA) frameworks. 

Investors must address this urgently. If they fail to model 

the impact of projected physical and policy transition risks 

on macro variables such as growth and inflation, they will 

miss critical influences that will affect the risk and return 

profiles of asset classes over various time horizons and 

geographies. 

CMA stress testing by Fidelity’s macroeconomic analysts 

finds that if increases in greenhouse gases (GHGs) 

continue at the current pace – leading to global average 

temperature increases in excess of 4°C above pre-industrial 

levels by 2100 – there is significant downside risk to  

long-term equity returns, especially in emerging markets.4

“The assumptions we used in our stress-testing model are 

actually quite conservative, and even under that scenario 

the long-term projections are severely impacted versus our 

baselines,” says Salman Ahmed, Global Head of Macro 

and Strategic Asset Allocation at Fidelity International. 

“If you don’t take a view on climate change at the CMA 

level, then you’re basically misevaluating future projections, 

because it’s going to have such a meaningful impact on 

the global economy.” 

The implementation challenge 

Wealth managers are more likely to have incorporated climate risk into their CMA/SAA frameworks 

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

Don't include climate scenarios in CMA/SAA process, and no plans to do so Don't include climate scenarios in CMA/SAA process, but exploring this

Already use climate scenario analysis to inform CMA/SAA decision-making

20%
28%

16%

53%

56%

38%

28%
17%

46%

European asset owners Asia-Pacific asset owners Wealth managers

4  Planetary risk: mapping climate pathways to macro and strategic asset 
allocation, Fidelity global macro insights, July 2021
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Perhaps in light of this, asset owners in our survey say that 

the cost implications of incorporating climate risk into CMA/

SAA processes are a problem. Performance implications in 

terms of risk-adjusted returns are also a concern. 

As more asset owners take this step, they should consider: 

 � Adopting a clear framework for scenario modelling 

Investors need plausible scenarios to assess the impact 

of physical and transition risks around the world on 

key macroeconomic variables. Fidelity based the 

assumptions used in its own scenario analysis on the 

Network for Greening the Financial System (NGFS) 

framework, to ensure consistency between its approach 

and the one that is increasingly used by central banks 

and supervisors globally. Standardisation across the 

industry will become increasingly important as climate-

driven CMA and SAA proliferates; all parties need to 

speak the same language. 

 � Ensuring flexibility to evolve the base case 
When it calibrated the base case that informs its  

climate-aware CMA, Fidelity drew on insights from 

its analysts monitoring the actions of more than 

3,000 companies around the world, as well as policy 

developments. Importantly, these working assumptions 

will be adjusted over time as targeted bottom-up 

research uncovers changes at the corporate, national 

and global levels. Understanding what is happening to 

policy, technological innovation and pace of adoption is 

key to determining a realistic base case. Over time, this 

data will be used to gauge how the baseline scenario 

for GDP growth, inflation and rates (which feed into CMA 

models) need to be adjusted. 

However, incorporating climate risk at SAA level is complex, 

and most investors are not equipped to do it alone. 

“If we just approach ESG from a short-horizon, tactical 

perspective, we will not succeed, so we’ll definitely have 

to include ESG factors in our strategic asset allocation in 

future,” says POBA’s Dong Hun Jang. “But we would need 

external advisors to support with scenario modelling and 

exact calculations of potential impact to risk-return profiles 

of asset classes.” 

Long-term excess return projections (2020–2040) under 
baseline and extreme climate change scenarios 
(Baseline = baseline scenario for GDP growth, inflation 

and rates; RCP 8.5 Extreme = representative concentration 

pathway 8.5 scenario, whereby increases in greenhouse 

gas emissions continue at the current pace)

Cost and performance are investors’ biggest challenges when incorporating climate risk into CMA/SAA processes
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broadest cross-section of the market, and this demands 

that they confront the systemic risk posed by climate 

change in an inclusive fashion. 

“It’s really important that the economies we operate within 

– particularly across Africa and Asia – continue to grow 

and develop,” says Prudential’s Kerry Adams-Strump.  

“If we were to just walk away from everything that might 

be seen as problematic holdings and cut off capital to 

those companies, that’s not going to deliver a successful 

transition. 

“We looked carefully at the appropriate level to set our 

coal policy,” she adds. “So companies that were not on  

the path to transition will no longer be in our portfolio,  

but others would be able to remain.” 

Our survey results also suggest that engagement may 

become more widely favoured than exclusion as investors 

go further with decarbonisation. 

 � Bringing together top-down and bottom-up analysis 
When investors decide whether to adjust their 

allocations, they should combine top-down assessments 

of climate scenario impacts on macro variables with 

a bottom-up analysis, because what is happening 

at the micro level then aggregates up to affect the 

macro environment. This means understanding the 

profile of different asset classes or markets in terms of 

their readiness for transition, how they will fare in that 

transition, and the relative opportunities. 

Should size matter when it comes  
to exclusion? 
Investors have another implementation dilemma: can 

they strike the right balance between exclusion and 

engagement of carbon intensive companies and industries? 

We asked survey respondents whether their near-term 

decarbonisation strategies would focus on exclusion of high 

emitters or a ‘hold and engage’ (or ‘inclusive transition’) 

approach, and a clear split emerged between smaller 

investors and larger investors. 

The largest investors are much more likely to be keeping 

exclusions to a minimum as they pursue decarbonisation 

of their public markets portfolios. One explanation for this 

is that the size of their portfolios means they will hold the 

77% 
of asset owners with  

portfolio decarbonisation  
targets will limit exclusion

22% 
of asset owners without  
targets say the same 

 

Larger investors are less likely than smaller investors to pursue an exclusionary approach to decarbonisation in the 
next three years 
(Respondents segmented based on assets under management in US$) 

Focusing on significant underweighting and/or exclusion of carbon intensive industries

Focusing on transition with no or minimal exclusion

26%

43%

65%

67%

71%

61%

74%

57%

35%

33%

29%

39%

$20bn+

$10bn to $19.99bn

$5bn to $9.99bn

$3bn to $4.99bn

$1bn to $2.99bn

All respondents

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.
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can attest that a flexible approach is needed in different 

parts of the portfolio to strike the right balance between 

exclusion or underweighting and performance. “HESTA 

has had a low-carbon international equities portfolio for a 

number of years where we’ve given the manager a small 

tracking error to achieve emissions reduction targets,” she 

says. “It has performed very well against the benchmark 

and is enabling emissions reduction, and hasn’t changed 

the sector compositions in any material way – but it’s such 

a large universe that even if you could, you wouldn’t invest 

in all the stocks in that segment. 

“We are looking at a similar approach for Australian 

equities,” she adds. “But there you have a more 

concentrated portfolio, so if you were to exclude a handful 

of names it could create significant changes in sector and 

style bias. So, the approach won’t be focused on exclusion 

– it’s about the reduction in carbon risks we can achieve 

within a certain level of tracking error, and there are still 

very material reductions that can be achieved.” 

For investors at an earlier stage, risk mitigation may be the 

primary driver of the short-term steps they are taking to 

divest from and exclude heavy emitters. 

“A lot of investors think of divestment as a way to protect 

themselves from stranded assets – not for effecting 

change,” says Allianz’s Patrick Peura. “But, ultimately, 

investors have a role to play in helping industries that 

have the ambition to transition to net zero but are facing 

systemic hurdles – we can’t ask them to change and then 

retreat into the corner and leave them to do it alone.” 

That investors with less mature decarbonisation strategies 

are prioritising risk mitigation may also explain their 

outlook on exclusion and investment performance. While 

72% of asset owners with decarbonisation targets feel that 

focusing on exclusion as a key strategy to reduce emissions 

will lead to negative investment consequences, just 19% of 

those without targets think the same. 

As an asset owner that is further down the track than 

most with its decarbonisation efforts, HESTA’s Kim Farrant 
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Asset owners are long-term investors responding to a 

systemic threat, so managing climate risk within portfolios 

is an obvious starting point. And this is certainly top of 

the agenda for regulators in many markets, which require 

investors to disclose their approach to mitigating ESG risks. 

But there is another big reason to decarbonise: investors 

will want to ensure that they can capitalise on the 

opportunities associated with the low-carbon transition. 

Investors seek climate-driven alpha 
Investors seeking out climate-driven alpha-generating 

opportunities over the next decade will be drawn to sectors 

that are driving decarbonisation solutions. 

Most of our survey respondents expect these opportunities 

to provide a strong source of excess returns over the long 

term, although there is less consensus about the prospects 

of this in the short term. 

Fidelity analysis has concluded that >80% of 

decarbonisation can be achieved through widescale 

adoption of existing decarbonisation solutions such  

as renewables, green hydrogen and electric vehicles.  

The remaining 20% will be achieved through carbon-capture 

technologies, carbon sinks and further technological 

innovation. 

The necessity for an accelerated timeframe for mass 

adoption creates huge investment opportunities. For 

example, electric vehicles are expected to present a  

$46trn market opportunity between today and 2050,5  

while renewables adoption needs to accelerate to 19x 

current levels to meet global decarbonisation targets.6 

As competition intensifies in these sectors, the use of 

bottom-up fundamental analysis can help investors to 

identify which companies have superior technologies that 

are capable of building scale and outpacing competitors. 

That is how they will capture the highest returns. 

The hunt for arbitrage 
Another strategy is to find arbitrage opportunities in the 

relative immaturity of companies’ climate disclosures in 

some markets. 

For instance, when Fidelity analysts compared the 

sustainability ratings of a global agency with Fidelity’s  

own in-house ratings, they discovered a systematic  

under-rating of Japanese companies compared with 

European ones. 

There are several reasons for this. While Japanese 

companies are often keeping up with their European 

counterparts on ESG, their disclosure policies are lagging 

behind and there is a cultural tendency to underplay their 

achievements. Global ratings agencies, meanwhile, tend 

not to have many on-the-ground analysts in Japan, and are 

often dependent on corporate reports written in English, 

which are not always forthcoming. 

So disclosures may not fully reflect a company’s 

sustainability efforts in a format that can be systematically 

identified by ESG ratings providers, which leads to a 

negative bias compared with companies that have 

consistent disclosures. 

Chasing climate opportunities 

Long term, investors expect companies developing  
climate solutions to provide a reliable source of  
excess returns 

Somewhat strong source of excess returns

Very strong source of excess returns

26%

44%

9%

22%

Short term (<3 years) Long term (5 years+)

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

5 Long-Term Electric Vehicle Outlook 2021, Bloomberg NEF, 2021.
6 Internal analysis, Fidelity International, 2021.

https://about.bnef.com/electric-vehicle-outlook/
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years as they hunt for climate-driven opportunities for 

outperformance. Aside from their interest in China, most 

expect to focus most keenly on opportunities in developed 

and emerging markets in Europe. From an alpha-

generating perspective, it may serve them well to broaden 

their horizons to less familiar markets over the next decade. 

But as company disclosures improve, ESG ratings will be 

upgraded, and this is likely to cause a correction in market 

pricing and a premium for investors. These opportunities 

will not just affect Japan, but also many emerging markets 

in the near term. 

However, the majority of European investors in our survey 

will focus on in-region opportunities over the next three 

Japanese companies are rated low on ESG by the market but high by Fidelity 

Many investors expect the strongest climate opportunities to come from their own regions 
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Japan Europe Japan Europe Japan Europe

Source: Fidelity International, Average rating of third party rating agencies, data as of 13/11/2020. Universe consists of companies covered by Fidelity analysts. 
For illustrative purposes only. Representative of typical ESG criteria but may change from time to time to ensure that desired investment characteristics are 
reflected. Fidelity Sustainability Ratings were launched in June 2019 and cover more than 4,600 equity and fixed issuers as of 31 December 2020. 

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.
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Australia China Hong Kong Japan Singapore France Germany Italy Sweden Switzerland UK 

Developed markets 
Europe 24% 14% 20% 22% 20% 64% 59% 54% 56% 56% 59%

Emerging markets 
Europe 29% 24% 23% 21% 30% 48% 56% 46% 40% 54% 52%

Emerging markets 
Asia-Pacific 49% 48% 50% 43% 48% 22% 23% 22% 30% 18% 19%

Developed markets 
Asia-Pacific (exc. Japan) 36% 40% 54% 45% 50% 22% 18% 32% 18% 30% 20%

China 37% 18% 23% 19% 28% 42% 43% 24% 34% 42% 50%

Japan 29% 62% 33% 19% 40% 14% 13% 14% 20% 16% 22%

US 20% 17% 21% 68% 22% 10% 22% 18% 20% 14% 8%

LatAm 14% 12% 14% 10% 10% 18% 10% 22% 22% 26% 13%

Middle East & Africa 11% 11% 10% 10% 20% 8% 13% 24% 16% 20% 13%

≤25% respondents anticipate strong opportunities in these markets 26%-39% anticipate strong opportunities 40%+ anticipate strong opportunities 

Third party agencies’ rating distribution 

among FIL rating A companies

Third party agencies’ rating distribution 

among FIL rating B companies

Third party agencies’ rating distribution 

among FIL rating C companies
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Our survey shows that the investment industry now possesses a collective understanding and willingness to  

decarbonise portfolios. 

The industry has a fiduciary duty to help drive the transition to net zero, and only by adapting portfolios to account  

for the risks and opportunities presented by climate change can it continue to deliver attractive risk-adjusted returns. 

It can accelerate action by: 

1. Assessing portfolio emissions, starting with the highest-impact sectors. Where data is not available, it can engage  

with issuers to encourage better disclosures. 

2. Setting quantitative, time-bound targets across scope 1, 2 and 3 emissions. 

3. Incorporating climate modelling into CMA and SAA to get a truer perspective on future risk-return projections. 

4. Increasing allocations to the climate solutions that are most likely to drive the transition and contribute significantly  

to future returns. 

5. Stepping up engagement activity to better understand how companies are managing climate-related risks. 

6. Collaborating with other stakeholders to spur development of a globally consistent set of non-financial reporting 

standards. 

The stage is set and it is time to act 
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During Q3 2021, Fidelity partnered with Longitude, a 

Financial Times company, to survey 800 senior investment 

and ESG professionals at European and Asia-Pacific asset 

owners and wealth managers. 

The survey was conducted using a computer-assisted 

telephone interviewing (CATI) methodology. The full 

demographic breakdown of respondents is detailed below. 

Survey demographics 

We also conducted a series of in-depth qualitative 

interviews with senior executives at asset owners in Europe 

and Asia-Pacific to find out how leading institutions are 

putting portfolio decarbonisation strategies into practice. 

We would like to thank those organisations that 

participated in both the qualitative and quantitative 

elements of the study. 

About the research 

Country breakdown

Institution breakdown Assets under management

13% 13% 13% 13%

9% 9%

6% 6% 6% 6% 6%

China Germany Japan United
Kingdom

Australia Hong Kong France Italy Singapore Sweden Switzerland

Endowment fund Pension fundFoundation

Insurer Wealth manager Sovereign wealth fund

25% 24% 23% 22% 6%

1%

$1bn to $2.99bn

$3bn to $4.99bn

$5bn to $9.99bn

$10bn to $19.99bn

$20bn+

34%

24%

19%

13%

10%

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.

Source: Fidelity International/Longitude institutional investor survey, Q3 2021.
Source: Fidelity International/Longitude institutional investor survey, Q3 2021.
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