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Sustainable and impact investing has come  
a long way. When Credit Suisse began the 
sustainable investments journey with our clients 
nearly two decades ago, there were very few 
sustainable options available in the market and 
even fewer that proactively sought to address 
climate change. In the early days of values- 
aligned investing, we started by offering port- 
folios that excluded so-called “sin stocks,”  
such as tobacco and controversial weapons.  
In 2002, we helped co-found one of the  
first impact fund managers, responsAbility 
Investments, focused on financial inclusion 
through microfinance lending in developing 
markets.

As early-adopter investors began to link the 
power of their capital to drive positive change, 
the sustainable finance field took a significant 
step forward with the launch of the UN Princi- 
ples for Responsible Investment (UNPRI) in 
2006. 

At Credit Suisse, we want to play a meaningful 
role in helping to ensure that our clients’ portfoli-
os are “climate transition ready.” Not only do we 
view climate risk as a material issue that needs 
to be integrated into our mainstream investment 
process, but we seek to offer our clients oppor-
tunities to gain exposure to the sectors which  
will benefit from this transition, such as green 
energy, sustainable and regenerative food 
production, smart cities and water access.

While our clients increasingly recognize the 
importance of climate change, many do not yet 
know how to go about integrating these consider-
ations into their portfolios. Adding to the com-
plexity, the methodologies are developing fast. 
For example, carbon footprinting was considered 
cutting edge a few years ago, whereas investors 
can now analyze the climate preparedness of 
their portfolios and the degree to which they  
align with a 1.5°C global warming scenario. 

This publication is designed to help clients 
explore the issue of climate change from an 
investment perspective, and how it can be 
addressed in a portfolio context. We look at 

ways to assess the climate preparedness of a 
portfolio and steps investors can take to manage 
the risks and leverage the opportunities that will 
come from the climate transition. The “decarbon-
izing portfolio” has two meanings: first, that the 
portfolio reduces its exposure to carbon risk and 
aligns with a low-carbon future; and second, that 
the portfolio proactively contributes to decarbon-
izing the economy. It is not only important that 
clients take climate risk and opportunity into 
account from a financial perspective, but it is also 
vital that they help fund the solutions required to 
address this global challenge. 

Today at Credit Suisse, we are pleased that we 
are able to offer dozens of funds and single 
instrument options that capture the broad climate 
thematic. Our goal going forward is to continue 
to expand our investment suite to provide our 
clients with an increasingly larger diversified set 
of options to decarbonize their portfolio, in line 
with our motto, “Generate returns. Sustainably.”

We hope you enjoy reading this publication and 
we look forward to engaging with you on this 
important topic.

Foreword

Marisa Drew
Chief Sustainability Officer & Global Head 
Sustainability Strategy Advisory and Finance

Michael Strobaek 
Global Chief Investment Officer

With an ever greater number of signatories 
committed to following the UNPRI guidance, the 
number of asset managers launching environ-
mental, social and governance (ESG) strategies 
grew in parallel, and sustainable finance was 
transformed from a retail “ethical” investment 
niche into an institutional market focusing on 
improved risk/return through the integration of 
material sustainability factors. 

The last decade and indeed the last year alone 
have seen unprecedented growth in sustainable 
and impact investing, driven in part by an even 
greater recognition from the world’s leading 
investors that exciting opportunities exist to 
tackle systemic challenges while also generating 
attractive returns. The existential threat of 
climate change may be the greatest challenge of 
our lifetime, which presents tangible physical and 
valuation risk for investors, but also offers 
significant returns potential from the inevitable 
shift to a low-carbon economy. 
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Credit Suisse’s 
sustainable 
investing focus

Traditional 
investments

Exclusion

ESG Integration

Thematic
& impact 
investing

Thematic & impact
aligned

Philanthropy

Impact 
investing

Return 
first

Impact 
first

Targeting competitive financial returns

Pursuing ESG opportunities

Source Credit Suisse

Mitigating ESG risks

Focusing on measurable high-impact solutions

Investing for 
a sustainable future

At Credit Suisse, we focus on the part of the 
spectrum that combines financial returns 
(comparable with traditional investment strate-
gies) and sustainability. These range from 
simple exclusions of controversial sectors such 
as weapons and adult entertainment, through  
to environmental, social and governance  
(ESG) integration strategies that seek to 
outperform or manage risks associated with 
sustainability, as well as thematic/impact- 
aligned and impact investing approaches that 
focus on companies and projects whose 
products and services directly solve social  
and environmental challenges. 

In this paper, we explore how to create a portfo-
lio containing investments that reach across this 
spectrum, and address the risks and opportuni-
ties that will come from the carbon transition.

Sustainable investing covers  
a variety of investment strategies 
and approaches.

ƏƏ Systematic avoidance of 
exposure to controversial 
business areas or unethical 
behaviour 

ƏƏ Norms-based exclusions

ƏƏ Values-based exclusions

ƏƏ Country exclusions 
(sanctions)

ƏƏ Exclusions based on 
business conduct  
(UN Global Compact 
breaches)

ƏƏ Consideration of financially 
material ESG risks and 
opportunities

ƏƏ Based on industry specific 
sustainability expertise

ƏƏ Reflects the Credit Suisse 
House View on ESG topics

ƏƏ ESG integration in 
investment processes in 
combination with financial 
analysis

ƏƏ Approach adapted to  
asset class, product 
characteristics and 
investment objective

ƏƏ Participation in sustainable 
growth themes

ƏƏ Contribution to the UN 
Sustainable Development 
Goals (SDGs)

ƏƏ Alignment of investor  
and enterprise mission to 
generate impact

ƏƏ Address societal challenges 
that target competitive 
financial returns

ƏƏ Impact investing fully com- 
pliant with the International 
Finance Corporation’s 
Operating Principles for 
Impact Management

ƏƏ Clear and direct investor con- 
tribution to the impact of the 

enterprises via financing 
growth or active ownership

ƏƏ May include models where 
the risk and return to 
investors may be blended 
(i.e. catalytic capital to  
crowd in for-profit investors)

ƏƏ Limited or no consideration 
of ESG aspects in the 
investment approach

ƏƏ Address societal challenges 
without generating a financial 
return



8 Credit Suisse     The decarbonizing portfolio 9

800,000 km2 

26 m people

+ 78% 5 years2020

2015

1998

Heat stress
The past five years were the hottest 
since records began, and the  
20 warmest years on record were  
in the past 22 years.

+ 2 feet

Extreme weather conditions
A recent World Bank report states that the 
impact of extreme weather conditions is driving 
26 million people into poverty each year.

Threats from climate 
change

Rising sea levels
Under a 2ºC global warming scenario, sea levels  
are predicted to rise by a minimum of 2 feet. 
By 2050, this could displace approx.1 billion people. 

Fossil fuels
Burning fossil fuels is the main cause of global warming 
and climate change. Between 1970 and 2011, green- 
house gas (GHG) emissions caused by fossil fuels  
increased by 78%.

Deforestation
Forests play an integral role in the carbon 
cycle. Yet 80 million hectares of primary forest 
have been destroyed in the last 30 years.

Air pollution
Concentrated energy consumption  
in urban areas leads to greater air 
pollution, with significant effects on 
human health. Cities cause more 
than 70% of global CO2 emissions.

+ 70% 

Sources United Nations, WWF, NASA, World Bank, Credit Suisse
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2019

2018

2016

2014

Global sustainable investing1

+122% (2014–2019)

USD 40 trn

Global impact investing2 
+1,092% (2014–2019)

Market size in USD

USD 715 bn

USD 30.8 trn 
Sustainable investing1

USD 502 bn
Impact investing2

USD 22.9 trn
Sustainable investing1

USD 18.0 trn
Sustainable investing1

USD 114 bn
Impact investing2

USD 60 bn
Impact investing2

Source 1 Global Sustainable Investment Alliance. Data provided every 2 years
             2 Global Impact Investing Network. Data is based on self-reported impact Aum figures from GIIN members

A growth story

According to the Global Sustainable Investment Alliance,1 
sustainable investments, broadly defined, have more than 
doubled in volume over the last five years. Impact invest-
ment – the subset of the sustainable investing spectrum 
that can demonstrate measurable impact – has grown even 
faster over a similar period. While traditional investment 
funds have seen outflows, sustainable and impact funds 
have experienced strong growth and are one of the few 
bright spots in the asset management industry. There are 
many drivers of this growth, including the recognition of the 
urgency of climate change.

ƏƏ Public sentiment and policy  
We are seeing a rapid shift in public sentiment 
around sustainability, and regulators are 
stepping up to introduce policies to decarbon-
ize the economy. This has significant implica-
tions for business and investment. 

ƏƏ Consumers 
As climate change and other sustainability 
issues become more important to ordinary 
consumers in their purchasing decisions, 
companies are increasingly seeking out these 
“responsible consumers,” creating new 
opportunities for sustainable products and 
services. 

ƏƏ Investment case 
There is now a recognition of the importance 
of ESG risks and opportunities to the future of 
business and investment. Many investors now 
see climate change as one of the key material 
issues to be considered throughout the 
investment process.

ƏƏ Demand from clients 
Institutional investors, and increasingly family 
offices and ultra high net-worth (UHNW) 
individuals, are putting capital to work in ESG 
and, in particular, climate-related solutions at 
unprecedented volumes to leverage this 
investment case. They are also demanding 
that their fund managers integrate climate  
and other ESG risks into core investment 
processes. 

ƏƏ Supply from fund managers 
As demand has increased, so too has the 
supply of sustainable, impact and climate- 
related investment strategies. The graphic on 
page 11 highlights this growth. 

ƏƏ Civil society campaigns 
Activist groups are campaigning successfully 
for institutional investors (particularly university 
endowments) to divest from fossil fuels and 
invest into climate solutions.



Growth in climate-related finance has 
been rapid. Green bonds, in particular, 
are one of the fastest-growing segments 
within the climate-focused investment 
sector. Green bonds are fixed income 
instruments that finance green or 
climate-related projects, from renewable 
energy infrastructure to public transpor-
tation, and are typically backed by the 
issuer’s balance sheet. More than  
USD 100 billion of sustainable bonds 
were issued globally in the first half of 
2020. 

Indeed, 2020 was a record year for 
clean investment, with historic levels of 
capital committed for clean energy 
investing and sustainable finance despite 
the COVID-19 pandemic.2
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2013

2018

546 bn

349.5 bn

+64.1%
Green bonds are red hot 
Annual green bond volume from 2013–2018 (USD billion)

+2,350%

2013
2018 Source Climate Bonds Initiative

Source Climate Policy Initiative
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Adaptations

+2,700%

+4,550% +3,300%

+3,112%

+6,587%

+3,148%

+1,272%

ICT2 Industry Land use Waste Water Transport Buildings Energy Total

Total global climate finance flows 
in USD

Transition bonds
While green bonds are used to finance 
investments that have a long-term role to 
play in the low carbon economy, transition 
bonds are used to finance investments 
that are making a substantial contribution 
to global emissions but do not have a 
long-term role to play. Unlike green bonds 
with fund-specific green projects, 
transition bonds can finance “brown” 
companies in the reduction of their 
emissions. 
 
For example, to finance:

ƏƏ Investments to eliminate gas flaring

ƏƏ Early fossil fuel plant closure

ƏƏ Upgrading gas networks for green 
hydrogen

Beyond equities: A look at emerging 
climate-related investments 

Product innovation
There has been tremendous innovation in the 
climate-focused investment space in recent 
years, including:

ƏƏ The first climate-focused hedge funds.

ƏƏ Fossil fuel-free portfolios for those investors 
who would like to completely exclude these 
sectors. 

ƏƏ A vibrant climate innovation venture capital 
space, including entirely new climate-friendly 
industries such as plant-based and cellular 
meat.

ƏƏ The emergence of transition bonds. 

ƏƏ Methodologies to assess carbon exposure in 
portfolios.

ƏƏ Impact metrics to assess the contribution of  
companies’ products and services to climate 
solutions.

Climate-focused hedge funds
Hedge funds have been largely missing from 
sustainable portfolios until recently. We now see 
the emergence of long-short equity strategies 
premised on the view that the rapid shift in public 
sentiment and policy-making regarding the 
climate will lead to a large variation in the 
fortunes of companies that stand to gain from 
the resulting transition, and those that will lose. 
Investors can therefore exploit this dispersion in 
outcomes. By focusing not just on the winners 
from climate change, these strategies can also 
profit from shorting the losers.

Financing goes green
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Percentage of earnings at risk from rising carbon costs

Source Schroders and Datastream. Schroders portfolio value based on a hypothetical strategy comprising the five largest funds managed by Schroders. 
Calculated using constituents as of May 2017. For illustrative purposes only.

The case for investor 
action on climate change 

The threats of climate change are well 
established, and it is likely that the 
economy will go through a major transition 
as the world decarbonizes. This will create 
both risks and opportunities for investors.

Over recent years, hundreds of countries have adopted climate-focused regulation, 
including green power policies, pro-climate transport strategies, carbon-pricing regimes 
and mandates around low-emission industrial processes. Western economies are at the 
forefront of CO2 reduction commitments. And even when national governments are not 
taking a leadership role, regional and local governments are stepping up and driving 
pro-climate policies.

Risks associated with climate change come in 
two broad types: risks from disruption due to 
regulation and the technological shift to a 
low-carbon economy; and risks associated with 
the impacts of climate change itself, such as 
damage to facilities from increasingly severe 
storms or ill-health – the latter ranked by the 
Intergovernmental Panel on Climate Change 
(IPCC) as one of the five key risks of climate 
change.3

Risks

However, regulatory risk is only one key risk for 
companies and investors. The transition to a 
low-carbon future will entail disruption to many 
different sectors and supply chains, and the 
emergence of new technologies will affect 
various parts of the economy in different ways. 
Many companies will need to completely tran- 
sition their business models, and some will do 
this better than others. 

Key risks to portfolios that may arise from 
the carbon transition include:

ƏƏ Regulatory impacts of carbon pricing 

ƏƏ Regulatory intervention leading to increased 
costs for highly-exposed companies

ƏƏ Supply chain disruption and damage to 
production facilities

ƏƏ Market risks around shifting consumer 
preferences and civil society activity

ƏƏ Risks around loss of financing as investors  
and banks direct capital to climate-aligned 
companies

ƏƏ Increased operating, capital and insurance 
costs 

ƏƏ Risks around rapid, climate-driven technologi-
cal innovation disrupting entire industries, as 
we have seen in the electric vehicle and 
energy sectors.

One of the clearest risks investors face is that of 
“stranded assets.” A study from the Economist 
Intelligence Unit estimated that USD 4.2 trillion 
of assets were at risk from climate change.4 Oil 
companies, for example, have been accelerating 
write-offs in recent years due in part to govern-
ment commitments to net zero emissions, and 
this trend could continue.

How could such risks impact investment 
portfolios? 
Schroders recently analyzed the impact that an 
increasing price on carbon would have on a 
hypothetical portfolio, showing that there would 
be a significant decrease in performance.5

0%

-5%

-10%

-15%

Portfolio value S&P 500 FTSE All-Share MSCI World MSCI EM

-14.6%
Portfolio value 
% of earnings at risk
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We spoke to Mark Campanale, Founder of the 
Carbon Tracker Initiative,6 the organization that 
coined the term’s association with fossil fuel 
reserves and infrastructure.

Mark, what are “stranded assets” and how 
did this term come about?
Stranded assets are those assets whose 
economic life is cut short or severely curtailed, 
and they are left “stranded” from a financial 
perspective. In the carbon context, they are 
assets that turn out to be worth less than 
expected, as a result of changes associated with 
the energy transition. 

What would be a potential example?
The example that really caught people’s imagina-
tion was the value of oil, gas and coal reserves, 
which investors need to know in order to stress 
test the balance sheets of fossil fuel companies. 
If this volume of fossil fuel were to be burned, 
the climate would suffer irreversible additional 
damage, and it is unlikely that society will let that 
happen. Much of these reserves, which are 
supporting the share prices of companies, are 
therefore unlikely to ever be pulled out of the 
ground, leaving these assets – and all the 
physical infrastructure supporting their extraction 
and use – “stranded.”

This puts fossil fuel companies in a difficult 
position – either they admit that it is inevitable 
that we will not take action on climate change 
and are thus on track for a dystopian future, or 
we will take action and their balance sheets will 
need to be restated accordingly.

Carbon Tracker’s research finds that if society 
decides to keep temperature increases within 
2°C, a significant proportion of fossil fuels will 
remain in the ground and the infrastructure 
supporting their extraction will need to be retired 
early.

The “stranded assets” dilemma

Mark Carney
former Governor of the Bank of England  
on a carbon budget consistent with a 2°C target

… it would render the vast majority 
of reserves “stranded” – oil, gas and 
coal that will be literally unburnable  
without expensive carbon capture 
technology, which itself alters  
fossil fuel economics.
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Food and agriculture: 
The global food system is responsible for 
25–30% of global GHG emissions;7 forestry and 
other land use make up 40% of the total 
emissions, while beef alone accounts for 25% of 
these emissions. There are likely to be many 
opportunities in areas such as plant-based and 
cellular meat, controlled environment agriculture 
and technologies to dramatically increase the 
productivity of the world’s least productive farms. 

Water and oceans:
Water is a key variable in the climate equation, 
as climate change is likely to have an impact on 
water scarcity, and also affect oceans in signifi-
cant ways. There will be many investment 
opportunities around water treatment, storm 
water, irrigation and sanitation infrastructure, and 
an increased focus on ocean health.

Health and inclusion:
Climate policy is unlikely to succeed unless it is 
inclusive, and there is an explicit effort to address 
human needs, particularly among the poorest 
countries and communities in the world. Inves-
tors must ensure that they not only invest in 
mitigating the worst impacts of climate change 
on the world’s poor, but also in supporting these 
communities in adapting to climate change. This 
can be through investments into health, educa-
tion, access to finance, agricultural productivity 
and water and other adaptation infrastructure 
that can help manage the effects of climate 
change and ensure these communities are more 
resilient. 

Green energy and related infrastructure:
The obvious winner from the low-carbon transi-
tion will be companies involved in the production 
of clean energy and its supply chains. This not 
only involves solar PV and wind generation, but 
also the industries and infrastructure to support 
clean energy, from power transmission and 
batteries/storage to the mineral supply chains 
required for the transition. Innovation and 
economies of scale are rapidly driving down the 
cost of renewable energy, which creates a huge 
opportunity for consumers and investors. While 
there is still debate about whether nuclear should 
be considered “clean,” there is likely to be a role 
for innovative new modular reactor designs. 
Hydrogen is also likely to be an important part of 
the story.

Smart cities and the built environment: 
Green buildings will also play an important role. 
CO2 emissions from buildings reached an all-time 
high in 2019. According to the World Green 
Building Council, all new buildings must operate 
at net zero carbon from 2030 with all buildings 
reaching net zero by 2050 in order to meet the 
goals of the Paris Climate Agreement. However, 
less than 1% of buildings today are carbon-neu-
tral. There will be tremendous opportunities in 
energy efficiency in areas such as insulation and 
efficient lighting of buildings, and green renova-
tion and refurbishment.

Mobility will also be a key driver of lower emis-
sions, with the growing electric vehicle fleet 
being charged by a grid supplying increasing 
amounts of renewable energy, along with major 
investments in public transportation and rail 
infrastructure. Aviation, trucking and shipping are 
challenging sectors that will likely see significant 
opportunities for investment in solutions, such as 
green hydrogen.

There are also likely to be opportunities in 
transforming industry. There are large volumes of 
emissions associated with feedstock for petro-
chemical products, such as plastics, paints, 
coatings, fertilizers and pesticides. These are 
difficult to replace and are ripe for innovation. 

Opportunities 
There are plentiful opportunities arising from the transition to a low-carbon 
economy. Several key industries will benefit from this period of transformation.
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Investing in the climate transition

Source Credit Suisse

Water & ocean

ƏƏ Water technology and infrastructure

ƏƏ Waste water treatments

ƏƏ Water and sanitation

ƏƏ Irrigation

ƏƏ Ocean conservation

Green energy

ƏƏ Renewable energy

ƏƏ Green fuels

ƏƏ Energy infrastructure  
and storage

Smart cities

ƏƏ Green buildings

ƏƏ Green transportation,  
e-mobility

ƏƏ Sustainable infrastructure

ƏƏ Recycling

ƏƏ Industry 2.0

ƏƏ Energy efficiency

Food & agriculture

ƏƏ Food technology

ƏƏ Food storage and  
conservation

ƏƏ Land and forest  
management

ƏƏ Fertilizers

ƏƏ Precision agriculture
Health & inclusion

ƏƏ Digital health

ƏƏ Development of new medicines (vaccines, etc.)

ƏƏ Microfinance

ƏƏ Insurance

Investing in adaptation 
Much of the focus around climate change has 
been on companies that manage climate risk 
well, are aligned with a low-carbon future or 
provide solutions to mitigate climate change. 
However, it is also important to invest in adapta-
tion, as the climate is already changing due to 
past emissions. 

Many investments in adaptation focus on projects 
that should be pursued anyway: challenges, such 
as better housing in typhoon-prone developing 
countries, and infrastructure to address floods 
and coastal inundation. 

As some areas become drier, there will also be 
opportunities around fire defenses and mitiga-
tion, as well as water efficiency, recycling and 
“green” desalination. There will also be opportu-
nities around changing agricultural practices as 
some regions become warmer. 

These investments are most urgent in develop-
ing countries, as these populations are most 
vulnerable to the impacts of a changing climate, 
and have less capacity to adapt. 

Investing in adaptation can also be seen as a 
hedge against climate change if policy efforts 
fail. Effective action on climate change will 
require coordinated action by hundreds of 
governments around the world, and significant 
enhancements in technology across a variety of 
sectors. If the policy and technology levers are 
insufficient to keep warming within the 1.5°C to  
2°C range, then we will need significantly more 
investment in adaptation. 

Within the sustainable finance space, only  
5% of investments focus on adaptation, which  
is arguably too little, given the human cost of 
extreme weather and other climate-related 
impacts.

Another useful framework for  
prioritizing solutions to address global 
warming is provided by Project 
Drawdown.8 Bringing together over  
70 research fellows from around the 
world, Project Drawdown seeks to 
quantify the potential impact of 
existing solutions in reaching Draw-
down – the point in the future when 
levels of greenhouse gases in the 

atmosphere stop climbing and start  
to steadily decline. In addition to the 
above opportunities, Project Draw-
down also identified the following 
areas that can result in significant 
reductions in emissions, and may 
provide interesting opportunities for 
commercial, as well as governmental 
and philanthropic investment.

Taking a cue from Project Drawdown

ƏƏ Reduced food waste

ƏƏ Plant-rich diets	

ƏƏ Tropical forest restoration	

ƏƏ Improved clean cookstoves

ƏƏ Refrigerant management and 
alternative refrigerants



Sources Markets and Markets, Research and Markets, Frankfurt School, Meticulous Market Research
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Growing up: 
Outlook for green investment

USD 211,300,000,000

USD 29,900,000,000

USD 52,000,000,000

+ 14.8%
Expected market growth for smart cities in the 
next five years.

Expected size of the water and waste water treatment 
market by 2025, with a compound annual growth rate 
(CAGR) of 6.5%.

Investment in offshore wind hit a high in 2019,  
up 19% from the prior year.

Potential size of the agricultural biotech market 
by 2026, with an 11% CAGR.

“Businesses should seize 
a USD 6 trillion opportuni-
ty to invest in tackling 
climate change over the 
next two decades.”

Source SMH, 2018

Perspectives on climate-focused investments

“Stocks best positioned to 
benefit from climate 
change policy returned 
78% YTD as of Sept. 
2020.”

Source Forbes, 2020

“Green companies show 
that climate change is 
also a business opportuni-
ty by their stock perfor-
mance.”

Source Bloomberg, 2020

“The majority of global 
fund managers believe 
that climate change will 
be the outperforming 
environmental, social, and 
governance (ESG) theme 
over the next 12 months.”

Source Investment Centre by Money 
Management, 2020 

According to data compiled by 
Bloomberg New Energy Finance, 
clean companies (with at least 
10% of their revenues derived 
from clean energy, energy efficien-
cy or clean technology) delivered 
significantly higher returns in 2019 
compared with almost all of the 
world’s leading equity indexes. 

Over ten years, clean companies 
tripled their market capitalization, 
reaching USD 946 billion by the 
end of 2019. In comparison, fossil 
fuel companies (the S&P Energy 
Index) showed declines of 5% in 
2019. Investing in clean compa-
nies therefore proves its capacity 
to generate higher returns with 

similar risks (i.e. volatility) to that of 
the traditional market.9 Further-
more, 2020 was also a very strong 
year for clean companies, with the 
two top-performing equity funds in 
the USA in 2020 focusing on 
clean energy.10

Green companies as investment opportunities
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Top 10 climate 
 innovations for the 2020s

So what technologies could play an important 
role in decarbonizing the economy over the next 
ten years? We brainstormed this question with 
two leading practitioners in climate innovation – 
Temple Fennell from Clean Energy Ventures and 
Ted Wiley from Form Energy.

While regulation and policy are important, we can 
only achieve a low-carbon future globally if 
sustainable energy sources are cheaper and 
more reliable than fossil fuels. While the cost of 
renewable energy has come down dramatically 
over the last decade, in many parts of the econo-
my, as well as regions in the world, there is still 
some way to go before renewables can replace 
fossil fuels. There needs to be investments at 
massive scale in R&D and early-stage technolo-
gy companies in order to reach climate goals.

Green hydrogen
Innovation around hydrogen 
solutions is among the most 
promising low-carbon technolo-
gies. Because renewables are 
intermittent and sometimes 
overproduce, hydrogen manufac-
ture can take excess electricity 
when it is cheap and available. 
Green hydrogen could also be the 
fuel of the future for the trucking 
and shipping industries, and a key 
ingredient in the manufacture of 
sustainable aviation fuel, one of the 
most challenging fuels to replace.

New frontiers in solar
Prices of solar PV have come down 
dramatically over recent years to the 
point that it is – leaving aside 
intermittency – the cheapest form of 
new build electricity generation. The 
emergence of multi-junction/
tandem solar cells can improve 
efficiency from an average of 20% 
to above 30%, while modular 
designs will reduce installation 
costs. Thin film and flexible solar 
panels will allow for better integra-
tion into buildings. Semi-shaded 
agriculture under panels could 
enhance agricultural yields. 

Upgraded grids
Innovation around better directing the flow of 
electricity, advanced switching, storage and 
optimization. New grid design to optimize grids 
and local storage. High voltage direct current 
(HVDC) power transmission, which sends 
power across continents with little loss, can play 
an important role in linking up and smoothing 
out intermittent power generation across 
continents.

Plant-based and cellular 
meat 
Alternative meat has the potential to dramati-
cally improve the carbon footprint of food. 
We have already seen tremendous progress 
in this field with high-profile IPOs, and this 
momentum is likely to continue.

New frontiers in wind 
There will continue to be increases in the size 
and efficiency of turbines. Given onshore 
capacity constraints, offshore wind is likely to 
see major growth. Floating turbines are still 
expensive, but given the virtually unlimited 
potential for this technology, there will surely be 
further innovation.

Long duration, utility scale 
batteries
Large batteries are under development that 
could be significantly cheaper than existing 
solutions. They can potentially store electrici-
ty from solar and wind generation for up to 
150 hours, and discharge it consistently into 
the grid as baseload power, addressing one 
of the main challenges for intermittent 
energy production.

Carbon-neutral cement
Cement is a heavy emitter. There is a lot of 
R&D going into cement that can capture 
rather than emit CO2 during its production. 

Electric vehicles
Electrification of vehicles is already a high- 
profile sector, though it still has a long way 
to go. Cheaper and more efficient electric 
vehicles will be launched, and will likely be grid 
integrated and play a role in distributed storage 
or electricity. 

Small modular  
reactors (SMRs)
These newly designed nuclear reactors are 
pre-fabricated in factories, allowing for 
greater economies of scale and efficiencies 
in production. They use molten salts to store 
and then release additional heat on demand, 
allowing the facility to vary output based on 
demand. Thorium, the element used in some 
of these new designs, also produces little 
nuclear waste.

Controlled environment 
agriculture
Indoor vertical farming under lights is gaining 
considerable attention and investment, and this 
is likely to continue. High-tech greenhouses can 
also offer much of the productivity of vertical 
farming while still leveraging natural sunlight. In 
general, agriculture is ripe for significant 
productivity improvements, particularly in 
developing countries, which will take pressure 
off forests, and allow farmers to grow more 
food on less land.



26 Credit Suisse     The decarbonizing portfolio 27

How investors are 
responding

Investors are addressing climate risks and opportunities 
within their portfolios through a range of different 
approaches. While large fund managers and family offices 
can address these issues in-house, private wealth clients 
can engage with their wealth managers on how to 
transition their portfolios to align with a low-carbon future. 

 
Assessing the portfolio
The first step in understanding the risk associat-
ed with climate change in portfolios is to assess 
the carbon exposure and transition preparedness 
– that is, to what extent is the portfolio exposed 
to risks associated with the climate transition, 
and to what degree are its underlying companies 
aligned with the goal of keeping warming within 
1.5°C or 2°C. 

Carbon footprint – the weighted average carbon 
emissions of the underlying companies in the 
portfolio – has been the most common tool used 
over the last 15 years to give investors a sense 
of the exposure their portfolio has to carbon. 
Investors can compare the footprint of their 
portfolio with that of the reference benchmark, 
and this can give a rough estimate of the impact 
to the portfolio of, for example, an across-the-
board increase in the price of carbon. However, 
there are some significant limitations with simply 
assessing the backward-looking emissions of the 
companies in a portfolio, and these will be 
discussed further. 

Additionally, there is now a range of more 
sophisticated, forward-looking methodologies 
that take a more holistic view of a portfolio’s 
preparedness for the carbon transition, recogniz-
ing that the company’s own emissions are only 
part of the story. For example, some companies 
and entire sectors will be highly disrupted as the 
economy transforms, and this may be indepen-
dent of the emissions of the companies involved. 
And some sectors, such as the supply chains for 
wind turbine and solar PV manufacture, generate 
significant emissions at the company level, yet 
are likely to benefit considerably from the climate 
transition. 

Both carbon footprinting and the more for-
ward-looking carbon transition/preparedness 
methodologies involve relative scores that 
indicate how a portfolio compares with a refer-
ence benchmark. However, the climate chal-
lenge requires absolute emission reductions, and 
recent methodologies seek to assess the  
degree to which a portfolio and the trajectory of 
its underlying companies are aligned with a 
1.5°C or 2°C future. 

Such efforts include the Science Based Targets 
Initiative (SBTi)11, the Paris Agreement Capital 
Transition Assessment (PACTA)12 and the 
Transition Pathway Initiative (TPI)13, which 
provide frameworks for companies and investors 
to assess their degree of alignment with a 1.5°C 
warming scenario, and set net zero emissions 
targets that, if broadly adopted, would keep the 
world within such a scenario. 

Actions investors can take:
ƏƏ Compare the carbon footprint of your portfolio 
with that of a reference benchmark. 

ƏƏ Evaluate the forward-looking carbon prepared-
ness of the portfolio through, for example, 
carbon transition scores.

ƏƏ Assess the degree to which the portfolio is 
aligned with 1.5°C or 2°C future, and what 
would need to be done to bring it in line with 
that goal.

ƏƏ Identify the laggard companies based on  
the methodologies above and find opportuni-
ties for switching.

 

Reducing a portfolio’s carbon intensity
Once an investor has undertaken the assess-
ment above and identified companies that may 
face significant risks from a climate transition, 
they can start with swapping out some of the 
laggard companies for lower-emitting or more 
climate-aligned securities. For example, the 
bonds of a climate laggard company could be 
swapped out for green bonds with a similar credit 
rating, and high-carbon emitting equities for 
lower-emitting companies in the same sector. 
There are now low-carbon substitutes for almost 
all asset classes in a typical portfolio that can 
dramatically lower the carbon footprint while 
retaining a similar risk/return profile.

While many investors start with substitutes that 
serve the same or similar investment function, if 
a portfolio is to be aligned with a 1.5°C scenario, 
there will ultimately be a need to significantly 
reduce overall emissions, and this may have 
implications for sector weightings and biases that 
would need to be considered over time. 

Many climate-aware investors are increasingly 
choosing to simply exclude an entire class of 
heavy emitters that will likely have a limited future 
under any low-carbon scenario, such as coal 
mining and thermal coal power generation.

Actions investors can take:
ƏƏ Swap out climate laggards with climate 
leaders.

ƏƏ Swap out traditional funds with funds with high 
scores on climate preparedness and alignment 
with climate goals.

2

1



Most company emissions data 
focuses on scope 1 and 2 data, 
and is beginning to include Scope 
3 emissions, which are more 
challenging to collect. 

There are many companies whose 
scope 1, 2 and 3 emissions are 
high, but yet product products that 

are necessary for decarbonizing 
the economy. For example, the 
electrification of the vehicle fleet 
and the upgrading of electricity 
grids will require vast amounts of 
copper. And wind turbine manufac-
turers are likely to be responsible 
for significant scope 1–3 emis-
sions. It is therefore important that 

investors incorporate other metrics 
such as the proportion of revenues 
that a company is generating from 
green products, or the number of 
patents for low-carbon technolo-
gies that the company has filed. 
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Climate-proofing your portfolio

An important concept to understand when decarbonizing  
your investment portfolio is the different types of  
emissions that a company (and its investors) are  
generating, and what investors might do about them.

Most company emissions data 
focuses on scope 1 and 2, though 
it is beginning to include scope 3 
emissions, which are more 
challenging to collect. 

There are many companies whose 
scope 1, 2 and 3 emissions are 
high, but they produce products 
that are necessary for decarboniz-
ing the economy. For example, the 
electrification of the vehicle fleet 
and the upgrading of electricity 
grids will require vast amounts of 
copper. And wind turbine manufac-

turers are likely to be responsible 
for significant emissions across all 
scopes. It is therefore important 
that investors incorporate other 
metrics such as the proportion of 
revenues that a company gener-
ates from green products, or the 
number of patents for low-carbon 
technologies filed by a company. 

Source Credit Suisse

Scope 1 emissions 
are generated by the company directly from 
sources such as burning of fuels (stationary or 
mobile), industrial processes, land use 
changes, etc.

Scope 2 emissions 
are primarily those 
associated with the 
electricity consumed by 
the company.

Scope 3 emissions 
are all other emissions 
associated with the compa-
ny’s operations, such as 
business travel, waste 
generated and products,  
both upstream (in the supply 
chain) and downstream 
(use of the products and end 
of life). Scope 3 emissions 
typically account for the 
largest proportion of a 
company’s emissions.

Integrating climate risk into investment 
processes
Given the likely scale of the climate transition 
and the disruption that will come, fund managers 
are now looking into where value may be at risk 
within portfolios based on varying climate 
scenarios. Each sector in each country faces 
unique challenges. Different jurisdictions will 
increase the price on carbon at different times 
and rates. And different companies may have 
different exposures to climate change: for 
example, operating facilities in coastal areas may 
face higher risks of extreme weather events. And 
technological disruption will affect different 
sectors at different stages. Some companies, 
which may be heavy emitters, may actually 
produce products that facilitate the low-carbon 
transition and will benefit from an increased price 
of carbon.

Sophisticated investors recognize that climate 
change is a material issue for business, but 
different companies, sectors and regions will be 
affected differently, and these factors need to be 
assessed at a granular level, not with blanket 
generalizations. 

Company reputations are also an important asset 
that should not be underestimated. The new 
generation of responsible consumers and 
non-governmental organizations are paying a lot 
of attention to climate change, and companies 
that are perceived to be misaligned with society’s 
climate goals will likely face significant reputa-
tional risks that could result in declining sales and 
market share. 

Actions investors can take:
ƏƏ Assess fund managers for the extent to which 
they are integrating climate transition into 
fundamental analysis, and how they could 
outperform based on material risk and oppor-
tunity.

ƏƏ Swap out traditional strategies for those that 
are integrating material climate factors into 
investment processes. 

Shifting into companies providing climate 
solutions 
Simply shifting out of high emitters into cli-
mate-aligned companies, however, does not 
solve climate change. Investors need to direct 
capital toward solutions as well. There are now 
countless opportunities to invest in climate 
solutions, with many fund managers offering 
clients exposure to the latest climate technolo-
gies and innovations, as well as infrastructure 
investments and climate-aligned leaders within 
traditional industries. Investments in such 
companies can be through liquid strategies 
(thematic and impact-aligned investments) and 
illiquid strategies (impact investments). Illiquid 
investments in climate solutions tend to be the 
most impactful, as investors directly finance  
the growth of companies rather than simply 
purchasing securities in secondary markets. 

However, companies and funds focused on 
solutions (especially in the earlier stages) are 
often at the higher-risk, higher-conviction end of 
the spectrum, and tend to be concentrated in a 
smaller number of sectors and thus lack diversifi-
cation. They are often placed in a “satellite” 
allocation as opposed to the “core” portfolio. 
However, as climate solutions become more 
mainstream and these companies grow in size 
and maturity, they are increasingly becoming part 
of investors’ core portfolios. 

It is also important to include adaptation – not 
just mitigation – in the climate solutions bucket. 
This would then bring in a broader range of 
investments (such as climate-aware agriculture, 
and flood mitigation/water infrastructure), and 
allow for a more diversified and lower-risk 
allocation to climate solutions.

Actions investors can take:
ƏƏ Shift part of the portfolio into climate solutions, 
both in liquid and illiquid asset classes. 

ƏƏ Explore adaptation investments to balance the 
more tech- and renewables-focused solutions 
investments.

3 4 Explaining emissions
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We spoke to Lombard Odier Investment 
Managers on developments in the carbon 
assessment of portfolios.

What is carbon footprinting, and what are 
its limitations? 
Carbon footprinting gives a snapshot of the 
carbon emissions of the underlying companies. 
This is a measurement of what your portfolio is 
emitting versus revenues. This is useful for 
people who want to see how they can reduce the 
carbon exposure of a portfolio and put it on a 
trajectory that would be aligned with the Paris 
climate agreement targets. However, it is most 
easily achieved through exclusion strategies, e.g. 
the removal of coal and other fossil fuels from 
portfolios. However, we will still need oil and 
steel for some time to come. We still need to 
finance companies in polluting sectors, but shift 
support to the companies that are moving toward 
sustainable practices and products. We should 
invest in companies that are aligning their 
business models toward the Paris agreement 
and reducing their emissions, even if they remain 
heavy emitters for now. That is why we look at 
the temperature alignment of companies. 

What is “temperature alignment” and how 
does it differ from the carbon footprint?
Many currently available metrics evaluate 
companies’ carbon footprint based on direct 
emissions (scope 1). In our opinion such metrics 
do not take into account two very important 
factors: the indirect and/or avoided emissions 
linked to a company’s entire value chain (scope  
2 and 3), and the speed of improvements made 
by companies over time to reduce emissions. 
Because these dimensions are vital to properly 
identifying the companies that are truly decar-
bonizing, we developed a temperature alignment 
model in partnership with SYSTEMIQ and the 
University of Oxford. The model takes into 
account these two additional dimensions and 
allows for the evaluation of entire portfolios 
according to the degree to which they are 
aligned with the Paris agreement, considering 
scope 1, 2 and 3 emissions vs. a given bench-
mark, and a portfolio’s climate trajectory until 
2050.

Beyond carbon footprinting

We should invest in 
companies that are aligning 
their business models 
toward the Paris agreement.
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Climate 
Action 
100+

Launched in December 2017, Climate 
Action 100+ is the largest investor-led 
collaborative shareholder engagement 
initiative, with 450 investor signatories 
representing USD 40 trillion in 
assets.15 This shareholder engage-
ment coalition targets 161 companies 
representing around 80% of emis-
sions, operating across multiple 
sectors. These investors engage with 
investee companies to encourage 
action to curb emissions, strengthen 
climate-related financial disclosures 
and improve governance of climate 
change issues. They also file share-

holder proposals asking for concrete 
climate strategies, including the linking 
of executive pay to emissions reduc-
tions. Examples of successful engage-
ments include BP agreeing to disclose 
how its capital expenditures, emission 
policies and broader strategy align with 
the Paris agreement after months of 
engagement with investors in early 
2019. BP separately agreed to link the 
remuneration of 36,000 employees to 
GHG emission reduction targets.

Credit Suisse is an active member of 
Climate Action 100+.

A time for action

Decarbonizing your portfolio is not the same as building a 
portfolio that helps to decarbonize the world. While investors 
should seek to do both, these goals can come into conflict. 
For example, a wind turbine manufacturer may have a high 
carbon footprint because of the materials and processes 
involved in the manufacture of turbines, yet it is directly 
contributing to the creation of a low-carbon future. In 
addition, simply buying shares of a low-carbon company in  
a sector such as media is unlikely to make a measurable 
contribution to addressing climate change. 

It is therefore important that investors not only 
consider how to reduce exposure to carbon in 
their portfolios and ensure their portfolios are 
aligned with a low-carbon future, but also explore 
whether their portfolios are actually contributing 
to solving the climate challenge. And for a 
portion of the portfolio, how might capital be put 
to work to make a measurable difference?

Much of the discussion within sustainable 
investing has been focused at the company level: 
are the companies at risk from or contributing to 
a low-carbon future? However, investors also 
need to explore the impact of different invest-
ment strategies and how these can further 
enhance the positive impact of companies. How 
can investors create impact? In which stages of 
a company’s lifecycle is investment most 
impactful? How can investors add value to the 
company in terms of additional impact during the 
investment period (for example through active 
ownership)?

Investors have the greatest impact when they 
help fund the growth of impactful companies 
where that capital is additive or additional, as  
is often the case with innovative early-stage 
companies, or companies and projects in 
developing countries (where capital is scarce and 
expensive).  

One of the fastest-growing approaches to 
addressing the climate transition for fund 
managers and pension funds is through active 
ownership – that is, shareholder engagement 
and the filing of shareholder proposals at annual 
general meetings (AGMs) of shareholders (also 
known as shareholder activism). Engagement is 
where the shareholder uses its power and 
influence to engage directly with companies to 
take action on climate change, most often 
backed by a strong business case for doing so.  
If dialogue is ineffective, the shareholder may file 
a resolution at the company AGM, and ask other 
shareholders to support a call for the company  
to address an issue. 

Shareholder activism is also a fast-growing form 
of active ownership in response to climate 
change. There were over 140 climate-related 
shareholder proposals put to company AGMs in 
2020, with majority votes achieved with a 

number of these resolutions. For example,  
53% of the shareholders of Chevron voted  
in favor of the company aligning its political 
lobbying activities with the Paris climate  
targets.14 

Active ownership is the only direct mechanism of 
impact in liquid markets, as it can result in 
management changing course and transitioning 
to lower-carbon strategies. Many investors  
simply buy securities from other investors in 
liquid secondary markets, and the signals sent  
to companies are weak. Direct shareholder 
engagement with companies can deliver real 
impact and has a decades-long track-record of 
doing so. 

This is especially important with climate change, 
as significant innovation will be required to 
develop the technologies needed to decarbonize 
the economy in a way that is affordable and can 
be adopted globally – even in countries where 
there is little policy support for action on climate 
change. Investors can also be highly impactful 
when they are active owners, and influence 
companies through shareholder engagement, 
joining boards, becoming trusted advisors to the 
company management, or by exercising share-
holder voting rights, resulting in a greater climate 
alignment by the company.

In order to create maximum impact within the 
high-impact portion of the portfolio, investors 
should, at least for part of the portfolio, focus on:

ƏƏ Financing climate solutions in private market 
strategies that use concrete metrics to 
measure the climate impact in asset classes 
such as venture capital, private equity, private 
debt, green real estate and unlisted infrastruc-
ture. 

ƏƏ Support fund managers that are active owners 
and have robust programs to directly engage 
with companies to address climate change, 
and support shareholder proposals filed by 
other investors calling for climate action.

Active ownership and 
climate change
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Reducing food loss and waste contributes 
directly to several UN SDGs: 2 (zero hunger);  
12 (responsible consumption and production); 
13 (climate action); and potentially 15 (life on 
land) – as we will need less land for agriculture if 
we can avoid food waste. Given that much food 
loss and waste occurs within the supply chains of 
listed companies, investors in liquid equities are 
well positioned to engage on this issue and make 
a difference.

Looking at Credit Suisse’s approach to this 
issue, we identify sectors/sub-industries such as 
retail/groceries, restaurant chains and hotels and 
assess the most effective steps that companies 
can take to address this issue. We start the 
engagement with desktop research on compa-
nies and industry best practice, then send 
companies a questionnaire to get a better sense 
of what they are already doing on this issue.  
We engage in a dialogue with the companies to 
highlight the business case for addressing  
the issue, industry best practice and relevant 
partners or consultants that may be helpful  
for implementation. At the beginning of each 
engagement with a company, we set milestones 
for company change, and then monitor progress 
in achieving those milestones over a 12 to 24 
month period. We also help companies establish 
key performance indicators for these issues and 
encourage them to issue public reports on their 
progress as part of their annual sustainability 
reporting cycle.

Credit Suisse is committed to creating as much 
positive impact as possible, while delivering 
superior returns to clients. We recognize that 
within listed markets, shareholder engagement is 
the key mechanism for impact, and look forward 
to building our engagement effectiveness over 
time.

Addressing food waste
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Asset allocation for a model low-carbon portfolio 

Equities
1	 Climate aligned single stocks portfolios
2	 ESG integration equities
3	 Sustainable thematic equities
4	 Engagement equities

Fixed income
5	 Single bonds
6	 Green and transition bonds
7	 Development bank bonds
8	 ESG investment grade corporate  
	 bonds
9	 ESG high yield corporate bonds

Liquid alternatives
10	 ESG hedge funds

ESG structured products 
11	 ESG structured products

Illiquid alternatives/ 
High impact strategies 
12	 Impact private equity and  
	 venture capital
13	 Green infrastructure
14	 Green real estate
15	 Impact private debt

Equity

Fixed  
income

Illiquid 
alternatives/
High impact 
strategies

ESG 
structured 
products

Liquid  
alternatives

1

2

3

4

5

6

7
8

9

10

11

12

13

14

15

Source Credit Suisse

The sustainable asset 
class universe

Equities
Climate-aligned single stocks portfolios: 
Earlier sections describe how investors can 
ensure their portfolio of stocks is climate aligned. 
Most portfolios of stocks can be made “climate 
ready” without dramatically affecting the overall 
risk/return profile. Single stock (and bond) 
portfolios can be used to offer exposure to an 
investor’s home market, as many sustainable 
funds are global and country-specific options are 
limited. 

ESG integration equities: These are typically 
actively managed funds seeking outperformance 
by integrating material ESG risks and opportuni-
ties. There are also some passive ESG-integrat-
ed ETFs. They often use their shareholder 
influence to encourage companies to address 
climate risks. Investors into these funds should 
determine how sophisticated these integration 
and active ownership approaches are, as there 
are large differences between the leaders and 
those that are at earlier stages of their climate 
journey.

Sustainable thematic equities: This is where 
clients gain exposure to sustainable and cli-
mate-related themes, such as clean energy, 
water and sustainable agriculture. These funds 
invest in solutions companies in liquid markets, 
providing exposure to these fast-growing 
themes. They also include thematic funds 
focused on human dimensions such as health 
and education.

Engagement equities: There are a small 
subset of equity funds that focus on delivering 
impact through shareholder engagement. While 
some climate-focused equity funds invest in 
companies that score well on various climate 
metrics, engagement funds seek to deliver 

Green infrastructure: A large proportion of 
private market investment into climate solutions 
is going into renewable energy infrastructure. 
Traditional infrastructure managers are also 
taking climate risk into account and working with 
the investee projects to reduce emissions and 
implement adaptation plans.

Green real estate: Real estate is one of the 
most important asset classes when it comes to 
reducing carbon emissions, as the sector is such 
a large contributor. Green property funds are 
able to significantly reduce emissions of build-
ings, both in new-build properties but also 
through the refurbishment of old buildings, 
focusing on energy efficiency measures and the 
use of renewable energy sources. 

Impact private debt: There are many opportu-
nities to invest in private debt in climate-related 
businesses. Microfinance can also be considered 
a climate-focused investment, as developing 
country communities are often the hardest hit by, 
for example, increasingly severe weather events.

Liquid Alternatives
ESG hedge funds: This is a relatively new 
asset class that offers clients the opportunity not 
just to go long on the ESG and climate leaders, 
but also to short the laggards and benefit from 
the inevitable disruption that will come with the 
climate transition. There are only a few such 
strategies in the market, but as it becomes 
clearer which sectors and companies will be the 
winners and losers from the climate transition,  
it is likely that there will be more. 

ESG structured products
These allow investors to gain exposure to asset 
classes that are usually difficult to source for 
themselves. They involve repackaging risk from, 
for example, an illiquid, inefficient format to  
one that meets clients’ goals and investment 
criteria. For example, getting exposure to small 
renewable energy loans in Africa would be 
uneconomic to source and monitor for an 
institutional investor, but a bank can repackage 
these into a security.

Illiquid alternatives/
High impact strategies
Impact private equity and venture capital: 
This is one of the fastest growing and most 
exciting areas of the climate space from a direct 
impact perspective. This is where clients get 
exposure to high-impact venture capital strate-
gies in the technologies mentioned earlier. 

improvement in these metrics via shareholder 
engagement and tend to invest in companies 
that may be lower on the climate performance 
spectrum. 

Fixed income
Allocations for single bonds, like single 
equities, can be screened for high-emitters and 
companies that are not aligned with a low-carbon 
economy. 

Green and transition bonds: Green bonds are 
issued by companies or municipalities against 
their own balance sheets to fund green infrastruc-
ture. Transition bonds are similar, but are issued 
by industries with high GHG emissions for them to 
finance their transition to lower-carbon strategies. 

Development bank bonds: These are typically 
issued by multilateral development banks, and 
often come with a AAA rating. They are a simple 
replacement for sovereign bonds and often fund 
climate-related infrastructure in developing 
countries.

ESG investment grade corporate bonds: 
These make up the bulk of sustainable bonds on 
the market, and are issued by companies with 
high ESG ratings. Like equities, ESG bond funds 
vary in their consideration of climate prepared-
ness, and investors should look carefully at heir 
methodologies to ensure that climate is being 
integrated in a robust way. 

ESG high yield corporate bonds: These are 
the ESG-aligned subset of the high-yield bond 
universe. Given the risk of these bonds, these 
strategies often integrate ESG factors into their 
risk analyses. They may also finance solutions 
companies.

For investors looking to create a sustainable portfolio for  
a low-carbon future, the guide below provides an overview  
of the opportunities across asset classes. 
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Building it better

As stated earlier, many clients begin with the portfolio they 
have, and over time replace the less climate-aligned  
investments with those that are more climate aligned, so 
that they can keep the risk/return profile of the portfolio 
relatively consistent.

However, as clients understand more about the 
climate challenge, many seek to build a portfolio 
where all of the parts are climate aligned. If such 
a client were to put together a portfolio from the 
ground up, what are some of the considerations 
he or she may take into account when construct-
ing it?

Given that most asset classes now offer sustain-
able/ESG (and often climate-aligned) options, 
clients can simply construct a portfolio along the 
lines of a traditional one, using traditional 
benchmarks. However, some clients recognize 
that a climate-aligned portfolio will likely result in 
sector biases with little exposure to high-emitting 
sectors, in which case ESG benchmarks may be 
more appropriate.

Different clients will also have different prefer-
ences in terms of expected return, appetite  
for risk, liquidity requirements and degree of 
intended impact for different parts of the 
portfolio. While a typical diversified portfolio 
would contain elements of all of the described on 
the following page, some clients may choose to 
focus on key attributes, based on their own 
preferences.

High return/income allocation
Like traditional portfolios, clients seeking high returns 
would overweight components such as:

ƏƏ ESG integration equities

ƏƏ Engagement equities

ƏƏ Sustainable thematic equities

ƏƏ Private equity and venture capital

ƏƏ Climate-focused hedge funds could also play a role in 
such an allocation

Low risk allocation
To reduce risk in the portfolio, a client would invest in 
bonds and other lower-risk strategies:

ƏƏ Fixed income climate-aligned strategies outlined 
above

ƏƏ The lower-risk illiquid alternatives such as impact 
private debt and de-risked green infrastructure. There 
is a debate about the risk profile of microfinance 
– while it is in private markets and comes with the risk 
associated with small fund managers and emerging 
markets, most microfinance fund managers have 
demonstrated relatively low volatility over the last two 
decades.

High liquidity allocation
Many clients only invest in liquid strategies, including 
most retail investors and those who are not classified as 
professional or “qualified” investors. In terms of options, 
the great majority of sustainable funds are indeed liquid. 
While most equity and fixed income funds offer daily 
liquidity, there are some strategies, such as open-ended 
green real estate, microfinance and hedge funds that 
can be semi-liquid. Microfinance, for example, is 
available with bi-monthly liquidity and is open to retail 
investors. Microfinance is also classified as an impact 
investment, as it directly finances loans to the world’s 
lowest income entrepreneurs.

One downside of liquidity in the context of constructing 
a climate-focused portfolio is that most of the highly 
impactful strategies are within illiquid alternatives, as 
they tend to directly finance projects or the growth of 
early stage companies. Therefore, in order to deliver 
real impact in a liquid portfolio, in addition to microfi-
nance, there needs to be a strong focus on equity funds 
that undertake robust shareholder engagement. 

High impact allocation
As outlined above, if an investor would like to maximize 
their direct and measurable impact on the climate, they 
would focus on:

ƏƏ Illiquid alternatives such as private equity/debt, 
venture capital, green real estate and infrastructure, 
and in particular funds that have robust impact 
management and measurement.

ƏƏ Equity funds that undertake shareholder engagement, 
and report on the impacts of their engagement.

Impact investing, and the way in which investors can 
use their capital to deliver measurable impact through 
capital allocation and active ownership, is a key element 
of the climate investment story, and it is important that 
clients understand how best to deliver direct and 
measurable impact in their portfolios. 
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Conclusion

Climate change is one of the key risks facing investors 
and the economy over coming decades. It also brings 
with it tremendous opportunities. 

This publication has set out a high-level strategy 
around leveraging these risks and opportunities 
and constructing a sustainable and impactful 
portfolio that is aligned with a low-carbon future. 
Such a portfolio can now be constructed using 
institutional quality strategies across almost  
all asset classes and investment approaches, 
and using both liquid and illiquid investments.  
It should be able to deliver comparable and 
potentially superior risk-adjusted returns to a 
traditional portfolio. 

However, investors should not only focus on 
avoiding risks and seeking investment opportuni-
ties relating to the disruption that comes with 
transitioning to a low-carbon economy. They can 
also play a role in helping to drive this transition, 
as their capital can speed up the transformation 
of industries and sectors, and support regulatory 
and consumer trends. In order to do this, 
investors need to – at least for part of their 
portfolios – focus on impact. This is achieved 
primarily through financing companies and 
projects in private markets and through active 
ownership (e.g. shareholder engagement, voting) 
in public markets. 

A portfolio approach that takes into account all  
of these considerations should not only be able 
to reduce its own exposure to carbon risk, but 
also help to drive the carbon transition. 

We hope this publication has provided a frame-
work for how such a portfolio can deliver not only 
attractive financial returns, but also contribute 
to solving one of the most challenging problems 
facing society. 
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