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1.

Introduction

Asset owners were never going to have a single, all-encompassing
approach to the risks and opportunities presented by climate
change. When allocators of capital, the top 100 of which manage
almost US$26 trillion', started implementing strategies in alignment
with the 2015 Paris Agreement, it became imperative they learn
about all aspects of the energy transition.

By itself, decarbonising portfolios is little more than cosmetic.
Many asset owners, recognising the importance of real-world
impact, are initiating investment strategies designed to generate
risk-adjusted returns from the energy transition.

Ninety One’s research, conducted independently by FT Longitude,
surveyed 300 asset owners and consultants across eight sub-
industries. Making up the respondents were 125 in Denmark,
Germany, the Netherlands, Switzerland, and the UK; 80 in the US
and Canada; 60 in Australia, Hong Kong and Singapore; and 35 in
Botswana, Namibia and South Africa.

The research investigates asset-owners’ strategies and investment
through the lens of real-world impact, in terms of the targets they
set, the frameworks in which they operate, and the practices they
implement. The findings show that asset owners are deploying a
broad spectrum of approaches. These range from setting targets
for entire portfolios to investing in the efforts of high emitters
committed to achieving their own transition pathways.

Among the findings was a particular surprise. The research shows
that climate-related investment practices seem to have decreased,
year-on-year. This response comes in a year, 2023, when July

was the hottest month on record globally. On July 31, the daily sea
surface temperatures value rose to a record high?.

Thinking Ahead Institute.

2. Copernicus Climate Change Service.



https://www.thinkingaheadinstitute.org/research-papers/the-asset-owner-100-2022/
https://climate.copernicus.eu/july-2023-sees-multiple-global-temperature-records-broken
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This report reveals the findings from new primary research into real-world
impact and transition finance. It is based on a survey of 300 senior professionals
at asset owners and advisors around the world, including pension funds,
insurers, endowments, foundations, central banks, sovereign wealth funds and
consultants. The research was carried out in September 2023.

We would like to extend our thanks to the following experts for their time
and insights:

Hortense Bioy, Global Director of Sustainability Research, Morningstar
Andrew Coburn, CEO, Risilience

Xolisa Dhlamini, Head of Sustainability Operations and Impact and
Investment Committee Member, Sanlam Umbrella Fund

Daan Spaargaren, Responsible Investment Strategist, PME Pensioenfonds

Michael Wilkins, Executive Director and Professor of Practice, Centre for
Climate Finance & Investment, Imperial College Business School
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Climate-focused
targets: moving to
a granular approach

Our research shows that, for nearly all asset classes, climate-related
strategies are here to stay. Aimost half of asset owners (48%) have

between one-quarter and half of their assets under management (AUM)
invested in portfolios with climate-related instructions or objectives, up from
40% in 2022. This rises to 75% for endowment funds, which typically invest
for designated purposes.

A significant number of respondents say their infrastructure (45%), private
equity (50%), private debt (44%), corporate debt (41%) and listed equities
(36%) asset classes are within the scope of their climate-related objectives.
Sovereign debt is the only asset class that falls below this, at 17%.

Emissions reduction is still the main
target type

The climate-related targets and metrics that asset owners are using remain
broadly the same as in 2022. Emissions-reduction targets were the most used
in 2022, and this is still the case in 2023. Nearly half (49%) of asset owners
have an emissions-reduction target in place for their fund, while 43% - rising
to 54% in Asia-Pacific (APAC) - use Climate Value-at-Risk (VaR). In North
America, the second-most-used target type is portfolio coverage/asset-level
alignment (40%) and, in Europe, it is implied temperature rise (44%).

Nearly two-thirds of asset owners (61%, rising to 67% in North America)

use the same climate-related target type for all asset classes and funds.

Using the same type of target allows organisations to minimise risk, increase
resource efficiency and build expertise while retaining control over outcomes,
according to respondents.

Having a clear net-zero transition plan in place at company level allows
all functions to “row in the same direction,” according to a US-based
sustainability leader for a large insurance provider.

“We have a global strategy on ESG integration that sets out what we do
or don’tinvest in and how we engage with investors. The strategy very
directly incorporates our climate plan and our decarbonisation targets
for our portfolio, which are steered by our net-zero commitments and our
membership of the Net Zero Asset Owner Alliance [NZAOA],” they say.
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Fund-level climate targets

Although asset owners focus on the same type of target, they expect
to adopt a more granular approach when it comes to the level of the
structure to which the target is applied.

3. PME Climate Plan.

Currently, 43% set targets for whole asset classes within their portfolio,
and 35% set targets at the top (whole portfolio) level. However, 45% say

they plan to set specific targets for all individual funds within the next
12 months. This applies to both internally and externally managed funds.

Over the next 12 months, many expect to pivot from top-level to
fund-specific targets

We set specific targets m
for all individual funds

(internally and externally managed)

45%

O,
We set target o e ase

classes within our portfolio
38%

O,

hol tfolio) level
(whole portfolio) leve 0%

W Currently In 12 months’ time

This more granular approach recognises that setting targets at whole
portfolio level is no longer adequate. This also allows asset owners

to acknowledge that the pace of decarbonisation will vary between
asset classes, regions and sectors.

Daan Spaargaren, Responsible Investment Strategist at Dutch

pension fund PME, explains that his institution has set an overall goal
of reaching net-zero emissions by 2050°. “That is the technical aim
overall, but we divide that into goals for specific asset classes, from
equities and bonds to PE and real estate,” he says. “Because all these
asset classes have different characteristics, different measurement
systems, and different instruments to steer in order to achieve impact.”


https://www.pmepensioen.nl/sites/default/files/documenten/climate-plan_0.pdf
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Scepticism and the
adoption of proprietary
frameworks

Although a target-setting framework is key, the link between
framework adoption and impact is unclear. While the majority

(57%) of asset owners believe that using established climate-related
target-setting frameworks has a real impact on emissions levels,
these frameworks may constitute a roadblock. A notable minority of
asset owners (34%) state that using established frameworks actively
prevents investments from making a real-world impact. Moreover,
44% think their frameworks fail to support real-world impact in
emerging markets.

A clear divide on impact

The view that established frameworks are preventing real-world
impact could be leading to a wider adoption of proprietary target-
setting frameworks. Overall, almost half of asset owners (48%)
use fully or largely proprietary frameworks that are developed in-
house or with the help of a consultancy for setting climate-related
investment targets.

Those who believe in the effectiveness of established frameworks
are more likely to follow the Science-Based Targets initiative (SBTi)
framework to the letter than use a custom/proprietary framework.

Spaargaren highlights PME’s need for flexibility in choice of
framework: “We are looking into SBTi because the framework is
ambitious and it’s setting the baseline on how and when companies
should comply with the Paris Agreement pathway,” he says. “In
addition, we use the Partnership for Carbon Accounting Financials
(PCAF) methods for measuring our carbon emissions. And we also
comply with TCFD guidelines for our annual reporting.”
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The need for
greater standardisation

Interestingly, many asset owners feel that stricter mandatory targets
are still needed to achieve real impact. Although several asset
owners are using proprietary or consultant-developed frameworks,
43% say that there is too much discretion permitted in the selection
of climate-related targets and 44% say the same about the metrics
that underpin them.

The implied frustration here suggests that asset owners may be open
to a more prescriptive approach to facilitate real-world impact.

Hortense Bioy, Global Director of Sustainability Research at
Morningstar, a provider of investment data, research and analytics,
agrees that standardisation is required. “There is still no consensus
on what companies should report on and methodologies. The lack

of consistency in disclosure makes it hard to compare and analyse
data across companies,” she explains. “One key metric that is still
being debated is Scope 3 emissions, which are notoriously difficult to
calculate. Regulators around the world are still debating whether or
when to mandate Scope 3 disclosure. We think the sooner the better
even if the data is imperfect.”

As Bioy explains, a standardised framework would need to incorporate
forward-looking metrics that give a full picture of an investment’s
future impact. Notably, this would help asset owners support a just
transition in emerging markets, a highly challenging task.

“Many financial institutions are having to grapple with the concept
of a just transition, and the social and economic impacts of investing
in climate-aligned assets. So, how it impacts labour, social mobility,
equality, migration and health, and all these other issues, which

can be a side-effect or second-order impact of climate investing,”
says Michael Wilkins, Executive Director and Professor of Practice,
Centre for Climate Finance & Investment, at Imperial College
Business School.
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Greater awareness
of the trade-offs

Our research suggests there is a disconnect between decarbonisation
intentions and outcomes. The majority of asset owners (55%) who
implement climate-related factor integration as an investment tool

say it contributes more to portfolio decarbonisation than to reducing
emissions in the real world (45%). A difference of 10%. Transition
finance displays an inversion of this pattern — 34% say it makes a
significant contribution to portfolio decarbonisation, compared to
52% who say it is lowering real-world emissions. A difference of 18%.

Transition finance is clearly recognised for its real-world credentials over and above
meeting portfolio decarbonisation targets

More effective meeting More effective lowering
portfolio decarbonisation real-world emissions
. N

N 7

Transition finance
(investments that directly enable
the investee’s climate strategy)

Adoption of climate-related themes
(e.g. mandates focused on renewable
energy, green bonds etc.)

Positive screening
(seeking exposure to investments with
positive climate-related characteristics)

Active engagement
(directly influencing the decisions of
invested companies)

Negative screening
(excluding investments with negative
climate-related characteristics)

Climate-related factor integration
(including sustainable investing
indicators in fundamental analysis)

The fact that developed countries have dominated the discourse on
climate change may have contributed to this disconnect, explains Xolisa
Dhlamini, Head of Sustainability Operations and Impact at Sanlam, a
multinational financial services group headquartered in South Africa.
There is a very narrow focus in the climate discourse because, quite
often, the discourse is focused on solutions that speak to mitigation.
Whereas [systemic] adaptation and transition are not yet getting
enough financial support because of the skewed focus on mitigation
opportunities,” he says. “It’s frustrating for us, as we’re operating in
emerging markets, which are impacted significantly by climate change.”
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Conflicting priorities

Surprisingly, the study shows that climate-related investment practices
seem to have decreased, year-on-year, across the board. Despite asset
owners viewing positive screening as the practice with the strongest
impact in lowering real-world emissions, just 33% are using it in 2023,
down from 44% in 2022. There are also fewer owners using active
engagement (35%, down from 47%) and the adoption of climate-
related themes (33%, down from 45%), both of which most asset
owners say make a high contribution to lowering real-world emissions.
Negative screening is the only practice on the rise (37%, up from 29%).

The decrease in certain practices is even more apparent in North
America, where 2022’s top choices have plummeted: factor
integration and positive screening, both cited by 52% in 2022, are
now used by only 25% and 45%, respectively, while those adopting
climate-related themes have decreased from 48% to 33%.

The US-based sustainability leader points to “the whole rhetoric
playing out around ESG” in their country. “It’s hitting a lot of asset
owners and more directly around pension funds. Certain states aren’t
so fond of this concept of ESG, and there’s actually some impact that
state legislators or attorneys general can have over how state funds
are invested.”

Fewer report using climate-related themes, positive screening and

active engagement

Negative screening
37%

44%
Postive screening

33%

Adoption of

climate-related themes 33%

47%
Active engagement

35%

W 2022 2023
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Climate targets are perceived to
weigh on returns

The focus on emissions profiles, rather than real-world impact, may be
related to the perception of a trade-off between climate-focused practice
implementation and actual financial returns. Over half of asset owners (54%)
are worried about achieving emissions-reduction targets while delivering the
best possible returns. This is despite a reported appetite for high-risk/high-
return investments: more than half (51%) state that their fund is seeking to
invest in high emitters with innovative or ambitious decarbonisation plans.

“Asset owners need to maintain balanced and diversified portfolios, while
managing risk, including climate-related risks,” Bioy explains. As the world
transitions to a low-carbon economy, asset owners should know exactly

how the companies they invest in plan to adapt their business models, their
operations and their products and services. “Companies should have credible
transition plans with science-based targets, and if they don’t, then asset
owners need to engage and put pressure on them to disclose one. Transition
plans are becoming mandatory in some countries, like in the UK,” she says.

Asset owners are looking to invest in high emitters with strong plans but appear worried about related returns

Our fund is seeking to invest in high emitters with In future, we expect it to be increasingly difficult to achieve
innovative or ambitious decarbonisation plans emissions-reduction targets while delivering the best

1%
strongly
and
moderately
agree

possible returns

o4%
strongly
and

moderately
agree

10%

Strongly disagree Moderately disagree

B Moderately agree M Strongly agree

B Neither agree nor disagree

Research by Imperial College has found that return expectations for clean
and renewable energy investments were on a par with or even better than
traditional investment asset classes, including fossil fuels. “In many cases,
the returns are more stable, which is a trait that many investors value. So,
it’s not just the absolute return, but also the lack of volatility, which can
actually be a huge benefit to asset owners,” Imperial College’s Wilkins says.
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Although transition finance is the climate-related investment practice least cited by survey
respondents, there is evidence to suggest that interest is high and the outlook for the investment
strategy is strong.

Asset owners are aware of their role in helping companies in hard-to-abate sectors transition to
sustainable business models and practices. More than half (51%) agree that financial institutions
have a responsibility to help fund the decarbonisation of high emitters.

“When you look at the economic activity that has generated environmental damage, the private
sector should clearly be contributing to addressing the risks brought by climate change,” says
Xolisa Dhlamini. “Asset owners need to drive that through investments, whether it’s for mitigation,
adaptation or transition — whatever the case may be, they have a part to play.”

Two in five respondents (40%) report that their fund currently owns or manages transition finance
investments, with around one-third saying they will likely be making transition finance investments
within the next 12 months (35%) and the next three years (30%). Only 3% state that they have no
interest in transition finance investments. Existing transition finance allocations are mostly applied
to actively managed private debt (38%).

Transition finance can be a strong instrument for investors looking to achieve real-world impact,
according to the 52% who say the practice’s contribution to lowering emissions is high or very
high. On top of this, 60% of consultants say they advise clients to make allocations to transition
finance, even where this could increase portfolio carbon intensity.

The outlook for transition finance is especially strong in emerging markets and developing
countries, which are expected to account for the bulk of emissions growth in the coming
decades®. While private financing for emerging economies is currently limited because of risk
aversion and disincentives to invest in hard-to-abate sectors (which make up a larger share of
those economies), 57% of respondents agree that emerging-market transition finance will grow
rapidly over the next three years.

In fact, half of respondents (51%) say that emerging-market transition finance is a major
commercial opportunity for asset owners. However, concerns about future returns mirror those
in developed markets. More than half (52%) also appear concerned about the risk/return profiles
available in the universe of emerging-market transition finance assets.

Hortense Bioy says that there is a need for greater innovation to help developing countries access
sustainable finance, such as blended finance: “In a public-private partnership, the government

will take on the higher-risk tranches of an investment, and that will allow private investors such as
asset owners to come in and thus scale the capital that is needed.”

4. www.iea.org.


https://www.iea.org/reports/financing-clean-energy-transitions-in-emerging-and-developing-economies/executive-summary
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How can asset owners
achieve real-world
impact and financial
returns?

When asked how their organisation can achieve the greatest
positive, real impact on climate while also achieving return
objectives, asset owners gave the following responses:

Long-term planning and flexibility

Many organisations emphasised the importance of both
long-term planning and flexible time horizons to balance
climate impact and return objectives. Transition finance
investments won't bring only environmental benefits, they
will also improve the earnings value of a business, but
investors need to consider the longer time horizon required
for these investments, says Risilience’s Andrew Coburn.
“Modern financial rules discount 30-year returns at a much
heavier rate than potentially they should. So, some tolerance
around the time horizons of the returns is probably an
important part of the thinking,” he notes.

Data-driven decision making

‘Robust data’ was frequently mentioned as critical to
supporting decisions that align with climate goals and
returns. Morningstar’s Bioy underscores the importance of
forward-looking metrics. “To complete the narrative and
assess the fullimpact of an investment, asset owners need
more forward-looking information from companies and
governments. This will give asset owners the confidence
they need to finance the transition,” she says.
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Collaboration and partnerships

Collaboration with investee companies, experts and teams
is seen as essential to achieving climate and financial
objectives. Engaging with companies directly to create

a credible transition plan with science-based targets,

for example, will help asset owners manage risks and
returns. PME has successfully engaged with high-emitting
companies in its portfolio, Spaargaren says. “We're

seeing a credible change at these electricity and utilities
companies, which now have a coal phase-out plan and are
investing in renewables to make solar and wind a bigger part
of their energy mix,” he says.

Cost-effective, risk/return approaches

Organisations frequently stress the need for cost-
effective solutions and maintaining profitability while
pursuing climate initiatives. “We think that there shouldn’t
be a trade-off between sustainability and returns, they
should go hand in hand,” says Spaargaren. “Our policy
owners are going to need that money 20 years from

now or whenever they need it,” echoes the US-based
sustainability leader. “It’s important to make sure that

we understand what the returns and risks look like in
managing our portfolio.”

The need for financial innovation

For asset owners to create a diverse and balanced
portfolio, they require new, widely accessible targeted
products. “A lot of the pension funds fall below the
segregated mandate threshold to structure portfolios
tailored for their sustainability objectives and trustees of
large asset owners don’t necessarily have an opportunity
to sit down and conjure up a product, so they’re quite
reliant on what the market offers,” Dhlamini stresses. “We
haven’t seen sufficient products that allow institutional
and retail asset owners of different sizes to be crowded
into financing climate-related initiatives. The fund-
management industry needs to innovate in such a way
that it addresses all asset owners’ needs.”

12
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Conclusion

Asset owners have the capital and influence to invest for
both impact and return. This research shows there is material
recognition among asset owners of certain opportunities
and risks presented by transition finance. It also shows there
is meaningful divergence of how asset owners view the
effectiveness of established net-zero frameworks and their
ability to support decarbonisation in the real economy.

A majority of asset owners are asking for
greater standardisation and significantly
more guidance regarding their approach
to investing for an inclusive energy
transition. Innovation in financial products,
notably in emerging markets, can help
direct capital towards investments that
promise both opportunities and impact.
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Important information

FT Longitude research paid for by Ninety One.

The information in this report may cover general market activity or industry trends and is not intended to be relied upon as a
forecast, research or investment advice. The economic and market views presented herein reflect Ninety One’s judgment as at
the date shown and are subject to change without notice.

There is no guarantee that views and opinions expressed will be correct, and Ninety One’s intentions to buy or sell particular
securities in the future may change. The investment views, analysis and market opinions expressed may not reflect those

of Ninety One as a whole, and different views may be expressed based on different investment objectives. Ninety One has
prepared this communication based on internally developed data, public and third party sources. Although we believe the
information obtained from public and third party sources to be reliable, it may not have been independently verified, and we
cannot guarantee its accuracy or completeness. Ninety One’s internal data may not be audited.

Except as otherwise authorised, this information may not be shown, copied, transmitted, or otherwise given to any third party
without Ninety One’s prior written consent. © 2023 Ninety One. All rights reserved. Issued by Ninety One, November 2023.

Australia

Level 28 Suite 3, Chifley Tower
2 Chifley Square

Sydney, NSW 2000
Telephone: +612 9160 8400
australia@ninetyone.com

Botswana

Plot 64289, First floor

Tlokweng Road, Fairgrounds
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PO Box 49

Botswana

Telephone: +267 318 0112
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Channel Islands

PO Box 250, St Peter Port
Guernsey, GY1 30QH

Telephone: +44 (0)1481710 404
enquiries@ninetyone.com

Germany

Bockenheimer Landstrale 23
60325 Frankfurt am Main
Telephone: +49 (0)69 7158 5900
deutschland@ninetyone.com

Hong Kong

Suites 1201-1206, 12/F

One Pacific Place

88 Queensway, Admiralty
Telephone: +852 28616888
hongkong@ninetyone.com

Luxembourg

2-4, Avenue Marie-Thérese
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Telephone: +352 28 12 77 20
enquiries@ninetyone.com

Namibia
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Winterhoek Building

1st Floor, West Office

13 Jan Jonker Avenue
Windhoek

Telephone: +264 (61) 389 500
namibia@ninetyone.com

Netherlands

Johan de Wittlaan 7

2517 JR Den Haag
Netherlands

Telephone: +3170 7013652
enquiries@ninetyone.com

Singapore

138 Market Street
CapitaGreen #27-02
Singapore 048946
Telephone: +65 6653 5550
singapore@ninetyone.com

www.ninetyone.com

South Africa

36 Hans StrijJdom Avenue
Foreshore, Cape Town 8001
Telephone: +27 (0)21 9011000
enquiries@ninetyone.com

Sweden

Vastra Tradgardsgatan 15,

11 53 Stockholm

Telephone: +46 8 502 438 20
enquiries@ninetyone.com

Switzerland

Dufourstrasse 49

8008 Zurich

Telephone: +4144 262 00 44
enquiries@ninetyone.com

United Kingdom

55 Gresham Street

London, EC2V 7EL

Telephone: +44 (0)20 3938 1900
enquiries@ninetyone.com

United States

Park Avenue Tower, 65 East 55th Street
New York, 10022

US Toll Free: +1800 434 5623
usa@ninetyone.com

Telephone calls may be recorded for training, monitoring and regulatory purposes

and to confirm investors’ instructions.

For more details please visit www.ninetyone.com/contactus
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