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Responsible capitalism, underpinned by 	
a circular economy, must replace the current linear 

model that generates negative externalities 	
through the free use and degradation of the Earth’s 

natural resources and ecosystem services.
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Whilst the challenge is great, 	
the opportunity that accompanies it brings 	

hope and means to take action today. 

F O R E W O R D

The climate crisis presents our greatest global challenge 
and the stakes are existential. After over 11,000 years 	
of stable climatic conditions that allowed modern 
humans to flourish, our current fossil-intensive 
economic system has thrown our planet’s carbon cycle 
out of balance. To ensure our continued progress 	
and preserve life on Earth, we must reduce global net 
greenhouse-gas emissions from about 50 billion tonnes 
today to zero by the middle of this century.   

Whilst the challenge is great, the opportunity that 
accompanies it brings hope and means to take action 
today. Responsible capitalism, underpinned by a 
circular economy, must replace the current linear 
model, that generates negative externalities through 
the free use and degradation of the Earth’s natural 
resources and ecosystem services. With this shift will 
come a systemic transformation that impacts 
everything from energy and infrastructure to how we 
feed ourselves and travel. It is the biggest investment 
opportunity of our lifetime. 

Climate change will impact all types of investment 
portfolios. At the same time, availability of data will 
give investors the possibility to better understand the 
unintended consequences of their investments, and 
target positive impact through their investment 
decisions — to do good and do well. Earlier this year, 	
we asked our clients whether they were seeking climate 
action investment offerings, and the answer was 	
a resounding yes. 

Although there are a number of ways to create positive 
impact through investments, capital allocation and 
engagement are the most accessible today. Through 
capital allocation, investors can channel resources 	
to companies participating in the net-zero greenhouse 	
gas emissions transition and those providing 	
climate-change solutions. Through engagement 	
and voting, investors can encourage corporate 
management towards the sustainable transformation 
required for a better future for all. 

Pictet’s mission is to partner with our clients and 
provide them superior long-term investment solutions. 
The Pictet Group has endured and prospered for over 
two centuries by taking a responsible, long-term 
approach to business and the management of our 
clients’ wealth. In doing so, we have always considered 
not only the interests of the present, but also of future 
generations. We believe this is the essence of 
responsible thinking, and the best contribution we 	
can make towards sustainable life on our planet.

Marc Pictet	
Managing Partner
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E X E C U T I V E  S U M M A R Y

The climate science has confirmed that without deep and 
rapid reductions in greenhouse gas emissions, our planet 
will exceed 2oC of warming above pre-industrial times 
(1850–1900) this century. 

The physical consequences of human-induced warming 
have already begun to materialise, but the worst 
outcomes are still avoidable if we reduce net global 
greenhouse gas emissions to zero by 2050, in line with 	
a 1.5oC warming scenario.  

Governments and corporations will play a pivotal role 	
in directing the climate onto a 1.5oC trajectory,	
but as individuals, we also have scope for taking action 
against climate change, including through our 
investment portfolios. 

Investors can address transition and physical risks and 
capitalise on an investment opportunity by investing 	
in companies that are fully committed to a net-zero 
emissions future, we call these net-zero transition leaders.

Identifying true net-zero transition leaders requires 	
a robust selection process that is driven by data. 	
We have developed a screening process that establishes 
which companies have:  

1. CL IMATE RELEVANCE , meaning influence over 
sufficient emissions to make their absolute reductions 
impactful,

2. demonstrated INTENTIONAL IT Y  and

3. MEASUR ABIL IT Y  baked into their target framework 
and disclosures      

An increasing number of investment funds also 	
target net-zero transition leaders. We have identified 	
the best practices in the space in order to select those 
managers that are most closely aligned with the climate 
transition. The guidelines articulated in this paper 	
are voluntarily stringent as we want to set a high 	
bar when screening managers to ensure they are on 	
a credible transition pathway. 

Companies with ambitious plans towards net-zero 
emissions will also allocate significant resources to, and 
accelerate demand for, the climate solutions that will 
enable the transition. While this paper will focus on 
investing in net-zero transition leaders, they are a key 
complement to investments in companies providing the 
solutions that will enable and accelerate the transition.	
For over 20 years, Pictet has been actively investing in 
many of these crucial themes, which are a key component 
to achieving the ultimate goal of the Paris Agreement.

The physical consequences of human-induced 	
warming have already begun to materialise, 	

but the worst outcomes are still avoidable if we reduce 
net global greenhouse gas emissions to zero by 2050, 	

in line with a 1.5oC warming scenario. 
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O U R  C L I M A T E  –  T H E  C U R R E N T  S T A T E 

Earlier this year, the Intergovernmental Panel on 	
Climate Change (IPCC – see box 1) concluded categorically 
that warming of the climate is well under way, that it 	
is ‘unequivocally’ the direct result of human activity 	
and has already produced pronounced consequences 	
on Earth’s systems1. 

The IPCC report states that ‘global warming of 1.5oC and 
2oC will be exceeded during the 21st century unless deep 
reductions in carbon dioxide (CO2) and other greenhouse 
gas emissions occur in the coming decades’. 

In efforts to facilitate the deep reductions in greenhouse-
gas emissions required to avoid the disastrous 
consequences associated with exceeding 2oC of warming, 
since the 2015 Paris Agreement, signatory nations have 
submitted Nationally Defined Contributions (NDCs). 
These NDCs are action plans to reduce absolute emissions, 	

1IPCC, Sixth Assessment Report, 2021
2Climate Action Tracker, Climate Action Tracker Warming Projections Global Update, November 2021 

Source: Climate Action Tracker Warming Projections Global Update, November 2021

Global greenhouse gas emission pathways for CAT estimates of policies and action, 2030 targets only, 2030 and binding long-term 	
targets and an optimistic pathway based on net zero targets of over 140 countries in comparison to a 1.5oC consistent pathway.

Source: IPCC

The Intergovernmental Panel on Climate 
Change is the global authority on climate 
science, periodically delivering the 	
latest scientific data to its 195 member 
governments to inform the development 
of climate policies. It was established 	
in 1988 by the Global Meteorological 
Organisation and the United Nations 
Environmental Programme (UNEP). 
Within the IPCC there are three working 
groups that release reports on roughly 
six-year cycles, which are then brought 
together under a final Synthesis Report. 

WORKING GROUP 1

PHYSICAL  
SCIENCE 

Examines what we know 
about climate change to 
date and what can be said 
about its expected physical 
effects. Most recent report 
published August 2021.

WORKING GROUP 2

IMPACTS AND 
ADAPTATION 

Examines the impacts of 
climate change on both 
natural and human 
systems and the required 
adaptations. Next report 
due February 2022.

WORKING GROUP 3

MIT IGATION 

Assesses options for 
mitigating climate 	
change through reducing 
greenhouse gas emissions 
and removing greenhouse 
gases from the atmosphere. 
Next report due 	
March 2022.

The IPCC selects the authors from a field 	
of experts, with other experts invited to 
peer-review the findings. Authors are 
selected to have a diversity of technical 
experience and represent a wide variety 	
of geographies and backgrounds. 	
They take into account all of the available 
science that has been done since the 	
last reports. Then there is a long process 	
of ratification, through which all of the 
member country governments must 
review the full report and summary for 
policy makers before its final publication. 
In this way, the final reports can be 
assured to be extremely robust and 
conservative in their statements. 

or, for developing economies, emissions intensities. 
According to Climate Action Tracker, global temperature 
increases would reach 2.7oC by the end of this century 
based on current policies, or around 2.1oC, if the NDCs are 
implemented as written in November 20212 (see figure 1). 
Even under the most optimistic scenario, in which all 
NDCs and net-zero targets are fulfilled, the climate is 
projected to warm by 1.8oC, still falling short of the Paris 
Agreement’s 1.5oC target.

The difference between 1.5oC and 2.7oC may seem 
insubstantial, yet the Earth science clearly demonstrates 
that a 1oC, or even a 0.5oC change in either direction will 
yield vastly different outcomes (see figure 2 on pages 8–9). 
This is because the climate system contains several 
feedback loops that might lead to exponential negative 
impacts from a slight increase in temperature, potentially 
even leading to irreversible tipping points.

Figure 1 _ 2 1 0 0  WA R M I N G  P R O J E C T I O N S

Emissions and expected warming based on pledges and current policies
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I P C C  E X P L A I N E D

https://www.ipcc.ch/report/ar6/wg1/downloads/report/IPCC_AR6_WGI_Headline_Statements.pdf
https://climateactiontracker.org/documents/997/CAT_2021-11-09_Briefing_Global-Update_Glasgow2030CredibilityGap.pdf
https://www.ipcc.ch/about/preparingreports/
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3CarbonBrief 
4National Centers for Environmental Information, 2021 
5NOAA Office for Coastal Management, 2021

S C H O O L

The US had a record 18 individual billion-dollar weather events in the first nine 	
months of 2021, at a total cost of over USD100 bn, with the five-year average at a record 	
USD140 bn4. Warming oceans have caused mass bleaching of coral reefs during the 
last decade, with 30% of global coral reefs killed during the 2014–2017 period.5 

T IM E  I S  R UNN IN G  O U T. 

Whilst the worst of these effects remain in the future, the impact of climate 	
change is becoming increasingly palpable each year. Since the year 2000, we have 
had 19 of the hottest years on record, with 2020 and 2016 being joint hottest.

1.5°C – CONSEQUENCES3 2°C – CONSEQUENCES 3°C – CONSEQUENCES

Figure 2 _ SM A L L  D E G R E E S  O F  D I F F E R E N C E  I L L U S T R AT E D

29
additional days of extreme heat per year

36%
of land exposed to extreme rainfall

2x or 3x
habitat loss for all species

8
of world’s largest cities will face substantial 
flooding, erosion, storm surges

16x
more marine heat waves per year

Mosquito ranges expand by 6–20%

100s of millions
of people displaced from their homes due to sea level rise

10 month
average drought length 

97%
area burned by wildfires in an average Mediterranean summer

O U R  C L I M A T E  –  T H E  C U R R E N T  S T A T E 

https://interactive.carbonbrief.org/impacts-climate-change-one-point-five-degrees-two-degrees/
https://www.ncdc.noaa.gov/billions/time-series
https://coast.noaa.gov/states/fast-facts/coral-reefs.html
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T H E  C L I M A T E  O U T L O O K

The Paris Agreement established a basis for global 
cooperation on climate action, although, since it was 
signed in 2015, it has taken time for the sense of urgency 	
to resonate through all levels of society, from governments, 
to corporations and financial institutions, down to 
individuals, voters and consumers. Today there is growing 
resolution to take the actions necessary to move onto 	
a path towards a 1.5oC warming scenario, in line with 	
the latest climate science6. 

The outcome of the recently concluded COP26, the 
Glasgow Climate Pact, is the first ever climate deal to 
explicitly plan to reduce coal, the fossil fuel associated 
with the most greenhouse gas emissions. It also presses 
for more urgent emissions cuts and promises more 	
money to help developing countries adapt to the impacts 
of climate change. The pledges do not go far enough 	
to limit the temperature rise to 1.5oC yet. If fully 
implemented, the current 2030 NDC targets will 	
only limit global warming to about 2.4oC. However the 
Pact requests that countries revisit and strengthen their 
targets by the end of 2022.

In order to realise a 1.5oC scenario, we must reach net-zero 
emissions (see box 2 – path to net zero) globally by 2050, with 	
a 50% reduction in emissions (from 2010 levels) by 2030 	
in developed nations.7 

6IPCC, 2021
7IPCC 1.5 Degree Report, 2018 
8Race to Zero, 2021

The International Energy Agency outlines a path 	
to net zero global emissions by 2050 that includes:

– �tripling of investment in renewable energy 	
by 2030 to USD4 trillion annually

– �almost half of reductions to 2050 coming 	
from technologies currently in the early stages 	
of development

– �the complete cessation of sales of internal 
combustion engine cars by 2035 phasing out 
unabated coal and oil power by 2040

– �Electric vehicle sales jumping from 3 mn 	
in 2020 to 56 mn in 2030

– �Capacity additions of wind and solar from 
combined 249GW in 2020 to 993GW in 2030

Source: IEA,2021

Achieving net zero is comprised of two parts:

1) Reducing absolute emissions as much as possible
+
2) Removing any residual emissions from the 
atmosphere (also known as carbon dioxide 	
removal – CDR). 

The initial emphasis of all actors should be the 
reduction of absolute emissions, but, since zero 
absolute emissions is impossible, CDR is an 
indispensable part of achieving net zero.

In its 2018 1.5 Degree Report, the IPCC stated that 	
to limit warming to 1.5oC would require CDR in the 
range of 100 to 1,000 GT between now and 2100. 	
As corporates begin to understand the challenges 	
of absolute emission reductions, there has already 
been a sharp rise in the voluntary market for carbon 
offsets. Offsets can come in a variety of forms, 
including paying others not to emit or to reduce 
emissions, or removing them. Brief definitions:

– �Avoided emissions are those that might have 
occurred but do not, e.g. building solar in the 
place of gas-fired power, or not cutting down 	
a forest that might otherwise have been 

– �Reduced emissions are existing emissions that 	
no longer occur, e.g. through energy efficiency 	
or electrification

– �Removed emissions are those that were emitted 
and later taken out of the atmosphere, e.g. 
through planting trees or direct-air capture

According to the Oxford Principals for Net Zero 
Aligned Offsetting, the residual emissions to get 	
to net zero should ideally be accomplished with 
removal, rather than paying for avoided or reduced 
emissions elsewhere.  

Whilst the global effort to realise a 1.5oC scenario will 
require existing companies and industries to rapidly 
transition their net greenhouse-gas emissions to zero, 
enabling this extensive overhaul will require novel and 
innovative climate solutions. 

The transition to net zero is creating immense demand for 
decarbonisation solutions. Today, we can already achieve 
significant emissions reductions by scaling market-ready 
technologies. The International Energy Agency estimates 
that over 80% of the emissions reductions required by 2030 
can be achieved through technologies that are available 	
on the market today, including renewable energy, energy 
efficiency and electric vehicles. Because these technologies 
are mature, investors can access a number of listed 
companies that are whole or partial contributors to these 
climate solutions. 

However, nearly half of the emissions reductions required 
by 2050 (and 15% of those by 2030) will come from 
technologies that are at the prototype or demonstration 
phase today (see figure 3). This means that heavy 
investment in innovation will be required in the 
transition. And this goes well beyond the clean-energy 
sector. During the COP26 conference, world leaders 
announced the Breakthrough Agenda to make clean 
technologies the most attractive options across power, 
road transport, steel, hydrogen and agriculture.8 

‘Achieving net-zero emissions by 2050 will 	
require nothing short of the complete transformation 	

of the global energy system.’

Source: IEA, Annual CO2 emissions savings in the net zero pathway, 2030 and 2050, relative to 2020, IEA, Paris

Figure 3 _ T E C H N O L O G I E S  N O W  U N D E R  D E V E L O P M E N T  
W I L L  P L AY  A  K E Y  R O L E  I N  R E A C H I N G  N E T  Z E R O  B Y  2 0 5 0 

Annual CO2 emissions savings in the net zero pathway, 2030 and 2050, relative to 2020
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P A T H  T O  N E T  Z E R O

https://www.ipcc.ch/sr15/chapter/spm/
https://racetozero.unfccc.int/system/glasgow-breakthroughs/
https://www.iea.org/reports/net-zero-by-2050
https://www.smithschool.ox.ac.uk/publications/reports/Oxford-Offsetting-Principles-2020.pdf
https://www.smithschool.ox.ac.uk/publications/reports/Oxford-Offsetting-Principles-2020.pdf
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Governments of 135 countries responsible 	
for almost 90% of current global greenhouse-gas 
emissions have already committed to achieving 	

net zero in the coming decades.

G O V E R N M E N T S 

Governments of 135 countries responsible for almost 	
90% of current global greenhouse-gas emissions have 
already committed to achieving net zero in the coming 
decades, including the recent addition of India, which 
made a commitment at COP26.9 Of these, a number of 
large emitters have enshrined these targets into law, 

B O X  3

C O P S  U P  T O  G L A S G O W  –  A  P R I M E R

There has been deservedly much press coverage of 
the recent climate gathering in Glasgow at COP26. 
Although the awareness around these events has 
been spreading, for many, the first time they would 
have heard of a COP was at COP21 in Paris in 2015. 	
So what exactly is a COP and how did we get to 
where we are today? 

COP stands for Conference of the Parties and is the 
supreme decision making forum on climate for the 
UN Framework Convention on Climate Change, a 
treaty signed in 1994 by 197 signatories (196 nations 
plus the EU) with the aim of preventing ‘dangerous’ 
anthropogenic climate change. Since then, the 
signatories have been meeting to gradually ratchet 
up coordinated global action on climate change. 
Major milestones:

– �COP3 1997 – Kyoto Protocol – A mandate for 
developed countries to reduce their emissions by 
5% from 1990 levels by the 2008–2012 period. 
However, the Kyoto Protocol didn’t include major 
emitters China and India from the beginning and 
was never ratified by the United States, so didn’t 
cover a large portion of global greenhouse gases. 

– �COP18 2012 – Doha Amendment – In the final 	
year of the Kyoto commitment period, the 
signatories agreed to extend the Kyoto Protocol to 
2020 and reaffirmed that they would create a 
comprehensive climate treaty that includes 
developing countries by 2015, in what would 
become the Paris Agreement. 

– �COP21 2015 – Paris Agreement – The Paris 
Agreement was the first comprehensive agreement 
to address climate change including all nations, 
both developed and developing, with the aim of 
keeping global warming to well below 2oC from 
pre-industrial levels, aiming for 1.5oC. Unlike the 
Kyoto Protocol, the Paris Agreement didn’t have 
binding top-down targets, but delegated to 
countries to build their own action plans (the 
Nationally Determined Contributions, NDCs), 
with a mechanism for monitoring and reporting. 
It also requires countries to resubmit new 	
climate action plans every five years. It is for 	
this reason that COP26 – being the fifth since 	
the Paris Agreement – was so crucial.

– �COP26 2021 – Glasgow Climate Pact – The recently 
concluded climate conference in Glasgow saw a 
step change in commitment to addressing climate 
change across the globe. Nations agreed to submit 
more aggressive NDCs ahead of next year’s COP 
and a leaders’ summit in 2023. A commitment to 
‘phase down’ coal (watered down from the original 
‘phase out’ by India and China) was also made. 
The Paris Rulebook, setting out guidelines for 
how the Paris Agreement is implemented was 
finalised. COP26 also saw countries representing 
85% of the world’s forests commit to ending 
deforestation. 

including the EU, the UK and Canada. Additionally, 
governments representing more than 50% of methane 
emissions have committed to reducing methane by 	
30% by 2030. It is now crucial that these commitments 
get translated into concrete policy to ensure that these 
targets are met.  

9Net Zero Tracker

https://zerotracker.net/


D E M Y S T I F Y I N G  N E T  Z E R OP I C T E T  W E A L T H  M A N A G E M E N T 

1 71 6

B O X  4

E U  T A X O N O M Y  R E G U L A T I O N

In order to meet the EU’s climate and energy 	
targets for 2030 and reach the objectives of the 
European Green Deal, it is vital to direct 
investments towards sustainable projects and 
activities. To facilitate this, a common language 	
and a clear definition of what is ‘sustainable’ is 
needed. This is why the action plan on financing 
sustainable growth called for the creation of a 
common classification system for sustainable 
economic activities, or an ‘EU taxonomy’. 

The EU Taxonomy Regulation indicated six 
environmental objectives (see figure below) 	
and planned to identify lists of environmentally 
sustainable activities, by defining technical 
screening criteria through ‘delegated acts’.	
A first delegated act on sustainable activities 	
for climate change adaptation and mitigation 
objectives was formally adopted in June 2021. 	
A second delegated act for the remaining 	
objectives will be published in 2022.

Source: European Commission

1 
Climate change 

mitigation

3 
Transition to a  

circular economy

5 
Pollution prevention 

and control 

2 
Climate change 

adaption 

4 
Sustainable use and 

protection of water and 
marine resources

6 
Protection and 
restoration of 

biodiversity and 
ecosystems

C O R P O R AT I O N S 

Nearly one third of the world’s largest 2,000 listed 
companies have now made net-zero commitments10. 	
The Science Based Targets initiative (SBTi) announced 	
a coalition of over 1,000 companies, representing more 
than USD23 trillion in market capitalisation, would 
commit to science-based targets in line with 1.5oC 	
of warming. However, despite a clear trend and 
strengthening momentum, most companies have yet to 
set net-zero targets and the majority that have still lack 
detailed, science-based plans for achieving them. With 
many corporate net-zero commitments, there is a risk 	
of overreliance on offsets that skirt the need to make 	
deep reductions in absolute emissions. The SBTi recently 
released its Net Zero Standard, which requires most 
companies to achieve 90–95% emissions reductions 	
by 2050 and to remove the residuals.11 

F I N A N C I A L  I N S T I T U T I O N S

As credit providers, financial institutions can determine 
which projects get funded and at what cost and, as capital 
allocators, their activities have an impact on climate-
change outcomes. They can both foster positive and 
mitigate negative impact in a significant way, given the 
volume of global assets such institutions control.  

The last few years have seen a series of coordinated 
financial-sector initiatives aimed at facilitating the climate 
transition, aligning USD trillions in assets with the 
objective. The Net Zero Asset Managers initiative has 220 
signatories with USD57 trillion in combined assets under 
management. The Net Zero Asset Owners Alliance, of 
namely pension and insurance funds, has 61 signatories 
with USD10 trillion in assets. The Net Zero Banking 
Alliance has 95 signatories representing USD66 trillion 	
in banking assets, or over 40% of global banking assets. 
These and other global organisations, compose the 
Glasgow Financial Alliance for Net Zero, a group of over 
450 financial firms responsible for assets of roughly 
USD130 trillion, which aims to create a pan-financial 
sector commitment to aligning assets with net zero.12 

Investors are also increasingly pressuring companies 	
to commit to meaningful climate plans. For example, 	
220 financial institutions recently sent a letter to 1,600 	
of the top greenhouse gas emitters to submit science-based 
emissions-reduction plans. 

Additionally, central banks are creating a more prominent 
role for climate change in assessing financial stability and 
macroeconomic modelling. The Federal Reserve announced 
the creation of a Supervision Climate Committee in early 
2021, whilst the European Central Bank released its own 
climate action plan over the summer of the same year. In 
total, 33 central banks representing 70% of global GDP have 
committed to issuing guidance on mitigating climate-
related financial risks. 

10Net Zero Tracker
11Science Based Targets The Net-Zero Standard
12Glasgow Financial Alliance for Net Zero, 2021

Despite a clear trend and strengthening momentum, 	
most companies have yet to set net-zero targets.

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en
https://www.netzeroassetmanagers.org/
https://www.unepfi.org/net-zero-alliance/
https://www.unepfi.org/net-zero-banking/
https://www.unepfi.org/net-zero-banking/
https://www.gfanzero.com/
https://www.cdp.net/en/articles/investor/financiers-with-29-trillion-ask-1600-companies-for-science-based-targets-ahead-of-cop26
https://www.newyorkfed.org/newsevents/news/aboutthefed/2021/20210125
https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1~f104919225.en.html
https://zerotracker.net/
https://sciencebasedtargets.org/net-zero
https://www.gfanzero.com/press/amount-of-finance-committed-to-achieving-1-5c-now-at-scale-needed-to-deliver-the-transition/
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C L I M A T E  A N D  I N V E S T M E N T  P O R T F O L I O S

C L I M AT E - R E L AT E D  I N V E S T M E N T  R I S K

Climate change will have a material impact on asset prices. 
The Taskforce on Climate-Related Financial Disclosures 
(TCFD) identifies two types of material financial risk – 
transition risk and physical risk.

Physical risks relate to those associated with higher 
severity and incidence of extreme weather events, or more 
gradual changes in climate. Transition risks are associated 
with the process of mitigating climate change and 
transitioning to a low carbon economy, more specifically, 
one aligned with the Paris Agreement. 

Physical risks relate to a company’s physical assets or 
operations that are vulnerable to any adverse consequences 
of climate change. Climate change has direct physical 
impacts that are either severe or chronic. The former are 
harder to estimate due to their intermittency, and arise 
from the higher frequency and/or severity of extreme 
weather events13. The latter include losses due to heat 
impacting labour productivity, or from changing 
agricultural yields, as examples. Whilst the most dramatic 
of physical effects lie in the future, we are already seeing 
the materialisation of physical risks today (see box 5 –  
real manifestations of physical risk). 

13Financial Stability Board 2020
14Nature, 2021
15The Review of Financial Studies, 2021

Transition risks are particularly pertinent for high-
emitting sectors, such as energy; agriculture, forestry 
and land use; and industry (see figure 4 on page 20). 
Transition risks play out over a shorter horizon than 
physical risks. It can also manifest earlier as stranded asset 
risk, which relates to a decline in the valuation of an asset 
as it becomes less viable in a particular emissions 
trajectory. Perhaps the clearest example of stranded assets 
lies in the fossil-fuel reserves that cannot be combusted 
within the Paris Agreement framework, yet today account 
for considerable balance-sheet assets among oil and gas 
companies. According to a recent article in Nature, to be 
consistent with a 1.5oC scenario, 60% of current oil and 
natural gas reserves must remain unextracted14, meaning 
they are at risk of becoming stranded assets. Like that 	
of mortgage derivatives in 2008, we can expect such 	
a revaluation to occur as a non-linear event. Studies 
suggest that the market is already demanding higher 
compensation to hold brown versus green assets15. 

 
 

In 2018, California wildfires drove the state’s largest 
utility, PG&E, to bankruptcy and made it an 
emblem of the very material impact that climate 
change can have on corporations and financial 
markets. The company was left with USD30 bn in 
liabilities, after the fires killed 85 people and 
destroyed over 30,000 buildings. The wildfires, 
while caused by the company’s inadequate 
management and infrastructure, were exacerbated 
by rising temperatures and drought. 

Severe flooding in Thailand in 2011 caused large-
scale disruption to manufacturing processes of car 
parts suppliers, as well as computer hardware 
suppliers. This led to a shortage of key parts for 
major international companies with significant 
supply chain exposure to Thailand – from car 
manufacturers to computer makers. 

B O X  5

B O X  6

R E A L  M A N I F E S T A T I O N S  O F  P H Y S I C A L  R I S K

C L I M A T E  I N V E S T M E N T  O P P O R T U N I T Y  E X A M P L E S

C L I M AT E  I N V E S T M E N T  O P P O R T U N I T I E S

Whilst it is imperative that investors understand the 
financial risks posed by the climate transition, Pictet 	
has always believed that facilitating the green economic 
transition represents a significant investment opportunity. 
In fact, since 2000 – long before the Paris Agreement was 
signed – we have pioneered thematic strategies that direct 
capital towards companies providing solutions to some 	
of the world’s greatest environmental challenges.

Today, companies operating in the field of cleaner 
infrastructure and resources, carbon-reducing technologies 
and equipment, clean power generation and distribution 
and energy efficiency are all pockets of the economy 
developing solutions to help the system transition.

R E N E WA B L E  E N E R G Y
The costs of renewable energy generation, such as 
wind and solar, have dropped steeply over the years 
and are now increasingly competitive with traditional 
energy sources coming from fossil fuels (e.g. coal, 	
oil and gas). In addition to economic competitiveness, 
global governments are also taking major steps to 
support the renewables industry through their 
net-zero commitments. As such, renewable energy 	
is expected to play a key role in the clean energy 
transition by replacing fossils fuels.

E N E R G Y  E F F I C I E N C Y
On the demand-side of the energy transition, energy 
efficiency-focused businesses reduce energy demand 	
in transportation (including sub-themes such 	
as electrification of transport and smart mobility), 	
or improve energy efficiency in industry and 
buildings, thereby contributing to a decoupling	
from economic growth.

Green Buildings
Buildings account for 29% of global energy consumption 
by end use. They represent a significant potential for 
energy savings. The real estate sector’s focus on energy 
efficiency and green buildings has accelerated in 	
recent years, a trend that is expected to continue. 	
This sub-theme includes multiple areas such as building 
materials and insulation, efficient lighting, data centres, 
HVAC & Heat pumps and building energy management.

Efficient Manufacturing
Improvements in industrial manufacturing processes 
such as prototyping software and simulation 
produces savings in energy and resource use, while 
allowing companies to optimise the design and 
lifespans of their products.

Smart Mobility
Smart mobility and electric mobility are driven by 
powerful forces such as increasing cost competitiveness 
(compared to combustion engine transport), stronger 
health awareness regarding air particle pollution,	
and thus increasingly stringent regulations globally. 	
As such, we believe the future of transport is going 
through a transformational change towards 
electrification and greater autonomy.

E N A B L I N G  T E C H N O L O G I E S
This theme consists of technologies such as battery 
storage, smart grids and power management 
semiconductors, which are critical accompaniments in 
the transition to a low-carbon economy. For example, 
large-scale batteries are increasingly becoming a 
competitive solution towards smoothening out the 
intermittent electricity generation profile of renewable 
energy and will also experience large growth alongside 
renewables buildout.

E N A B L I N G  I N F R A S T R U C T U R E
Similar to Enabling Technologies, this theme consists 	
of networks and smart grids, which are also crucial 	
in providing energy networks and supporting the 	
low-carbon transition.

These are just some examples of how to access the 
clean-energy transition, but so much more will need to 
be done to move from our current trajectory onto a path 
that is consistent with avoiding the calamitous effects 
of a 3oC (or worse) outcome. 

https://www.fsb.org/2020/11/the-implications-of-climate-change-for-financial-stability/
https://www.nature.com/articles/s41586-021-03821-8
https://academic.oup.com/rfs/article-abstract/34/3/1540/5864038
https://427mt.com/2019/02/13/newsletter-pge-bankruptcy-sparks-investor-concern/
https://427mt.com/2019/02/13/newsletter-pge-bankruptcy-sparks-investor-concern/
https://www.reuters.com/article/us-thai-floods-idUSTRE79R0QR20111028
https://www.reuters.com/article/us-thai-floods-idUSTRE79R0QR20111028
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Source: Climate Watch, World Resources Institute, 2016

Figure 4 _ G L O B A L  G R E E N H O U S E  G A S  E M I S S I O N S  B Y  S E C T O R 
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Given that greenhouse gases are emitted across nearly all 
sectors of the real economy (see figure 4), a systemic overhaul 
of how we produce everything from food to electricity to 
cement will be required. This will create multifaceted 
demand for decarbonisation and low-carbon solutions 
from across the economy over the coming decades. 

The climate transition will accelerate the rise of a 	
low-carbon, circular economy that will be far richer – 	
more sustainable, inclusive and prosperous – than the 	
one we must leave behind. 

The climate transition will accelerate 	
the rise of a low-carbon, circular economy 	
that will be far richer – more sustainable, 	

inclusive and prosperous – than the 	
one we must leave behind. 

https://www.wri.org/data/world-greenhouse-gas-emissions-2016
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Reducing greenhouse gas emissions to net 
zero by the middle of this century requires 
leadership from today’s established 
corporations and industries in decreasing 	
the emissions associated with their own 
operations and supply chains (net-zero 
transition), and innovating and scaling 	
the low-carbon solutions that will enable 
these transitions (climate solutions). 

Transition leaders are companies with robust 
commitments and plans to meaningfully reduce 
greenhouse gas emissions (see box 7 overleaf – for breakdown  
of emissions types). To identify these transition leaders, 	
we identified four steps:

1) SUITABIL IT Y	
Verify that companies do no significant harm

2)	CL IMATE RELEVANCE	
Companies must influence sufficient emissions 	
for their absolute reductions to be impactful

3)	INTENTIONALIT Y	
Companies need to be intentional in their strategy

4)	MEASUR ABIL IT Y 	
Companies must include measurable KPIs into their 	
target framework and approach

K E Y  C O N S I D E R AT I O N S

S U I TA B I L I T Y 
Any credible screening starts with ESG-integrated 
financial analysis, including considerations about any 
physical and transition risks and ensuring that companies 
‘do no significant harm’, for example that companies 	
are not associated with any severe controversies, nor 
participate in any ‘high risk activities’16. 

C L I M AT E  R E L E VA N C E
The sectors and companies that emit the most 
greenhouse gases into the atmosphere today have the 
potential to make the largest climate impact. To screen 
for sufficient climate relevance, we also consider how 
much of the indirect emissions a company can reasonably 
influence (for example, the financial sector has high 
indirect ‘financed emissions’ in its portfolios, but it 	
has a limited ability to prevent those emissions). At the 
company level, we consider that a company is ‘relevant’ 
from a climate impact perspective when it emits more 
than 2mn tonnes of CO2 emissions per year.  

D E F I N I N G  N E T- Z E R O  T R A N S I T I O N  L E A D E R S  F R O M  A N  I N V E S T M E N T  P E R S P E C T I V E 

I N T E N T I O N A L I T Y 

Ambitious targets
With greenhouse gas emissions targets being set across 
both the public and private sectors, it is essential to 
recognise that defining a target is not enough. The target 
must be science-based, in alignment with a 1.5oC warming 
scenario and must also be implemented in both policies 
and procedures. Companies that set ambitious greenhouse 
gas reduction objectives today will gain a competitive 
advantage in the years to come. Energy efficiency gains 
will lead to cost savings; credible targets will bolster 
company reputations; and ambitious goals will spur 
innovation and transformational change, which can also 
unlock new growth opportunities. 

Climate governance
Companies demonstrate commitment to these targets by 
adopting the climate governance processes and disclosure 
practices required for aggressive climate-change 
mitigation, thereby increasing the likelihood of achieving 
any targets. 

Sound climate governance encompasses a comprehensive 
approach to managing climate-change-related risks and 
reducing greenhouse gas emissions. This is indicative of an 
organisation-wide commitment to seriously combatting 
climate change and determines to what degree climate 
governance mechanisms are institutionalised, including:

– executive- and board-level oversight on climate
– �incentive-alignment mechanisms around climate 

(remuneration or some other tangible impact)
– engagement with value chains
– �a strategy that takes climate change into account across 

the entire organisation 
– �a process to identify and assess and manage climate risks 

and opportunities
– �incorporation of climate-related scenario analysis in 

assessing climate-related risks and opportunities
– detailed disclosures in-line with TCFD

These criteria are aligned with the recommendations 	
of the Task Force on Climate-Related Financial 	
Disclosures (TCFD). 

The two are closely related as companies 	
that want to reduce emissions will require 	
the procurement of decarbonisation solutions, 
from renewable electricity to lithium-ion 
batteries, from energy-efficiency technologies 
to sustainably produced ingredients. 	
In the process of transitioning, previously 	
high-emitting companies may also 	
pivot their business models to delivering 
climate solutions, e.g. switching from 
producing internal-combustion-engine 	
to electric vehicles. 

A C C E S S I N G  T H E  

N E T - Z E R O  T R A N S I T I O N  L E A D E R S  O P P O R T U N I T Y :  

A  F R A M E W O R K

16Details about Pictet Wealth Management’s Responsible Investing Policy can be found here 

https://www.group.pictet/disclaimer/disclaimer-pictet-wealth-management?target=/wealth-management/aiming-be-responsible
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Walking the walk – initiating a track record
Transition leaders align their actions with their 
commitments. Future plans to reduce emissions are 
essential, but what measures a company has already taken 
can be indicative of how committed it is to its future 
transition plans. In order to include companies that are 
early in their transition journeys today, we monitor the 
Scope 1, 2 and 3 emissions intensity reduction in the past 
three years (rolling).    

M E A S U R A B I L I T Y 
Measurability, or the investor’s ability to track a 
company’s progress against targets, is critical because 
great plans (intentionality) do not always translate into 
real progress. However, in practice, measurement is 
complex, particularly given the nature of climate change 
and the number of dependencies involved. Compared to 
positive impact investing in other areas, measuring for 
positive climate impact cannot be done – today – on the 
impact itself (degree warming realised), but for example, 

 

B O X  7

B O X  8

C A R B O N  E M I S S I O N S  S C O P E S  1 ,  2  A N D  3

D A T A  P R O V I D E R S  –  K E Y  T O  B E A R  I N  M I N D

Many companies only report on Scopes 1 and 2 emissions. 	
However, for many businesses, most emissions are indirect, or Scope 3. 

Combustion of fuels stationary  
or in company vehicles, fugitive 
emissions or process emissions

Examples:  
Fossil-fuel heating of buildings, 
combustion of aviation fuel for 
airlines or in trucks for logistics 
companies, methane leaks for oil 

and gas companies, CO2 
emissions as part of chemical 
process in cement production

Examples:  
Energy procurement from 

utilities, most prominently being 
addressed by tech companies  
like for their data centre usage –upstream from suppliers and 

– downstream through 
distribution or use of product

Examples:  
Upstream emissions can relate  
to agriculture and land use for 
food and beverage companies 

and the manufacture of textiles 
for clothes companies.

Downstream emissions come 
from the combustion or use  

of a company’s end products,  
as in the oil and gas and 
automotive industries.

DATA COVER AGE  
AND AVAIL ABIL IT Y 	
is rapidly evolving and data 
providers can change	
as that landscape develops

�SCOPE 3 EMISSIONS,  those 
found in companies’ supply 
chains and the use of their end 
products, make up the bulk of 
many companies’ emissions, 	
yet are often not disclosed and 
require a number of assumptions 
if they are. This can lead 	
to significant variation in Scope 
3 estimates across different 	
data providers.

S C O P E 2 
Emissions related to  

purchased energy, either 
electricity or heat

S C O P E 1 
Emissions through  

own operations

S C O P E  3
Indirect emissions 

on the company’s output (its emissions) and outcomes 	
(its emissions reductions vis-à-vis its targets). 

Progress against these targets can be tracked against 
company disclosures, including company sustainability 
reports. Companies with Carbon Disclosure Project (CDP) 
disclosures that are TCFD aligned (see Sources of  
data section below) further facilitate the measurement 
process for investors. 

Transparency on the success of any emissions-reduction 
plan is also a key input for investors’ direct or collective 
engagement with a company. It can also inform 	
proxy-voting decisions or ultimately, a potential 
divestment decision if the desired changes are not 	
agreed by company management. 

IMPLEMENTATION

How to identify transition leaders through	
this screening process.

Data availability and integrity is critical for investors in 
determining which corporations are climate relevant and 
assessing their progress towards any climate targets. 
Whilst the data availability and reporting has improved 
over time, some challenges remain and the universe is 
rapidly evolving (see box 8 – data). 

S O U R C E S  O F  D ATA 
Following a thorough due-diligence review process, we 
have identified the following data providers as the best 
currently available in their respective areas of expertise.

Climate relevance: Associated emissions 
S&P Trucost is a leader in carbon and environmental data 
and risk analysis. The company assesses risks relating to 
climate change, natural resource constraints and broader 
ESG factors. Companies and financial institutions use 
Trucost intelligence to understand their ESG exposure to 
these factors, inform resilience and identify transformative 
solutions for a more sustainable global economy. 

Ambitious targets
A joint initiative among the Carbon Disclosure Project 
(CDP), World Resources Institute, the World Wildlife 
Foundation (WWF) and UN Global Compact, 	
Science-Based Targets Initiative (SBTi), focuses 
specifically on ensuring that companies’ forward-looking 
targets are aligned with the climate science. SBTi 
assembles teams of experts to provide companies with 	
an independent assessment and validation of submitted 
targets, ensuring that approved targets are in alignment 
with the Paris Agreement.

�FUTURE CONSIDER ATIONS 
FOR OUR MODELcould include 
capital expenditure and implied 
temperature rise metrics. 	
We believe those data will be key 
part of future assessment, but 
not yet easily accessible or 
reliable enough. We are 
monitoring these areas 
particularly as they develop.

https://sciencebasedtargets.org/
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SBTi’s Net Zero Standard addresses understandable 
concerns about greenwashing around corporate net-zero 
targets, particularly the over-reliance on carbon offsets. 
The Standard requires that companies decarbonise by 
90–95% by 2050, leaving on 5–10% residual emissions 	
to be addressed through carbon dioxide removal. 

Companies submit near-term targets aligned with 	
a 1.5oC scenario for Scopes 1 and 2 and well-below 2oC 	
for Scope 3,17 which SBTi then compares with the 
transition pathways set out by the Intergovernmental 
Panel on Climate Change (IPCC) to certify that they 	
are science-based. In general, companies submit targets 
along an absolute contraction approach, which requires 	
them to set interim absolute emissions reduction targets. 

SBTi also provides a sectoral decarbonisation approach for 
certain, hard-to-abate sectors, like aviation, cement, steel, 
transport, etc, although some of these are still under 
development. This focuses more on a relative measure of 
emissions intensity reduction over the short term, or the 
reduction of emissions per unit of output. These pathways 
leverage the work undertaken by the International Energy 
Agency under its technology roadmaps. 

Although the number of companies submitting targets 	
to SBTi is growing rapidly, the absolute number remains 
relatively small. At the time of writing, around 2,100 
companies have made commitments, just under half of 
which have had their targets confirmed by SBTi as being 
science based and consistent with temperature limits. 

Climate governance 
Carbon Disclosure Project (CDP) is an independent 
non-profit charity that has built a voluntary mechanism 
for disclosure on climate-related issues, among others. 
The CDP produces a climate questionnaire for companies 
to complete. It takes a holistic approach, examining 
companies’ climate action across governance, data 
quality, climate risk integration, targets and other areas. 
The respondents represent a large and growing universe 
of companies. In 2020, 9,500 companies responded 	
on climate change, covering over 50% of global market 
capitalisation and a 14% increase on the year before.  

CDP is broadly recognised as the gold-standard of 
environmental reporting, having the richest and most 
comprehensive dataset on corporate and city action. 	
It is a leader specialised in climate-related data. Over 590 
investors representing over USD110 trillion in combined 
assets have requested that companies disclose through 
CDP on climate change, water security and forests. Over 
9,600 companies globally have reported through CDP.

CDP data helps companies and investors to make 
informed decisions. By measuring and understanding 
their environmental impact, companies can take steps 	
to address and limit their contribution and risk exposure 
to climate change. Because of the granularity of CDP data, 
a company’s carbon footprint and its forward-looking 
plans to reduce it can be more reasonably assessed. 

17�Source: Science Based Targets. SBTI Corporate Net-zero Standard, 2021

Figure 5_ D E C I S I O N  F U N N E L  –  N E T- Z E R O  T R A N S I T I O N  L E A D E R S

S U I TA B I L I T Y

I N T E N T I O N A L I T Y

C L I M AT E
R E L E VA N C E

M E A S U R A B I L I T Y

ESG-integrated financial analysis

Exclude ‘high risk activities’ 	
and companies with severe controversies

SBTi approved emissions	
reductions targets

A robust climate governance approach

Established track record of emissions intensity reduction

Select companies with total scopes 1, 2 & 3 	
CO2 emissions greater than 	

2mm tonnes CO2   

Target reductions of CO2 emissions	
by 2030 (2050)

Quality and robust company 	
disclosures reporting

https://sciencebasedtargets.org/resources/files/Net-Zero-Standard.pdf
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P I C T E T  E S G  D U E  D I L I G E N C E  A N D  
S C O R I N G  F O R  I N V E S T M E N T  F U N D S 

Over the last years we have applied a comprehensive 
ESG due diligence questionnaire to assess fund 
managers. The questionnaire includes both 	
firm- and fund-level questions. The completed 
questionnaires are assessed and scored on four 
pillars (Management Firm commitment to ESG, 
Investment Process, Active Ownership, Monitoring 

M G M T  F I R M 
C O M M I T M E N T  

T O  E S G 

Signatory to  
recognised standards

ESG principles and guidelines
Products and  

resources allocated

I N V E S T M E N T  
P R O C E S S

Principles underlying  
the research

Criteria defining  
investment universe

Explicit list of exclusions

A C T I V E  
O W N E R S H I P

Proxy voting policy
Engagement with issuer

Products and  
resources allocated

M O N I T O R I N G  
&  R E P O R T I N G

Regular RI progress reports
Monitoring of ESG parameters

Communication

THE ESG DDQ: 4 PILL ARS OF ANALYSIS

Weighted average numbers
These ESG ratings are qualitative and while not systematically linked to the SFDR, they shall 

be used in conjunction with the external manager’s own SFDR classification

OUTPUT: FUND ESG SCORE

1
L AGGARD

5
LEADER

and Reporting). Each fund is ranked with a score 
from 1 (ESG Laggard) to 5 (ESG Leader). This 
structured and robust approach offers us a strong 
foundation to integrate further criteria around 
climate based on the identified best practices and as 
managers increasingly transition their strategies. 

For reviewing fund managers investing in net-zero transition 
leaders, we have identified a series of best practices.

B E S T  P R A C T I C E S

C L I M AT E  R E L E VA N C E  –  F U N D  O B J E C T I V E
To demonstrate climate relevance, we would expect the 
investment fund to have climate-change mitigation as 	
its main investment objective. More explicitly, to target 	
a transition to net-zero greenhouse gas emissions by 	
2050 at the overall portfolio level, aligned with the 	
Paris Agreement’s long-term warming target of 1.5oC. 

I N V E S T M E N T  F U N D S  I N V E S T I N G  I N  N E T- Z E R O  T R A N S I T I O N  L E A D E R S 

We would therefore monitor the exposure to high-climate 
impact sectors18 for those companies transitioning to 
net-zero greenhouse gas emissions.

For those funds with dual investment objective of 
decarbonization and climate solutions, we would also 
monitor the alignment with the EU Taxonomy Climate 
Change Mitigation objective.19 

B O X  1 0

T H E  E U  S U S T A I N A B L E  F I N A N C E  D I S C L O S U R E 
R E G U L A T I O N  ( S F D R )

The EU SFDR was created to standardise requirements for 
environmental and social claims in the aim of stopping 
greenwashing. Since March 2021, asset managers are 
required to provide information about their investments’ 
environmental, social, and governance risks as well as 
impact on society and the planet and to classify funds that 
are distributed in the EU as Article 6, 8 or 9. 

Article 6 – Non-ESG focused financial products

Article 8 – Financial products that promote 
environmental or social characteristics

Article 9 – Financial products that have sustainable 
investments as their objectiveSource: Morningstar Direct. Data as of 10 July 2021. Based on SFDR data 

collected from prospectuses on 81.6% of funds available for sale in the 
EU excluding money market funds, funds of funds, and feeder funds.

30.3%

3.7%

66.0%

Article 8
Article 9
Rest of Funds

S U I TA B I L I T Y  A N D  D O  N O  S I G N I F I C A N T  H A R M
– Our own proprietary ESG due-diligence questionnaire 
and scoring methodology provides the base of our 
assessment. It allows an objective analysis of all funds 
through the same lens and identifies those whose 
principles and methodologies are aligned with our 
long-term expectations (see box 9 – fund selection ESG due 
diligence process). 

– We expect funds that target social and/or 
environmental objectives to be classified as Article 9 under 
the EU’s Sustainable Finance Disclosure Regulation 	
(see box 10). These are the so-called ‘dark green’ funds that 
have ‘sustainable investments’ or ‘reduction in carbon 
emissions’ as their objective. 

– Finally, the investment fund itself could also screen 	
for do no significant harm and exclude companies 	
with adverse impacts on the environment and society 	
(e.g. as required by EU Climate Benchmarks regulation).

I N T E N T I O N A L I T Y 
When it comes to demonstrating intentionality, 	
there are several best practices that funds can follow: 

– At the company level, a fund manager could be signatory 
to the Net-Zero Asset Manager Initiative (NZAMI) 	
(see box 11 on page 30 – Net Zero Asset Managers Initiative)

– At the portfolio level, managers should set interim 
decarbonisation targets. For example:

– 50% global emissions reductions by 2030 (NZAMI)

– �7% annual year-on-year reduction 	
(EU Climate Benchmarks regulation)

– sector-specific decarbonisation targets

– Fund managers could apply both carrot and stick 
approaches by 

1) recognising and rewarding companies with 	
robust transition plans as per the net-zero transition  
leaders framework20. 

2) actively engaging with companies with insufficient 
transition plans, for example encouraging adoption 	
of best practices rather than divestment, which should 	
be a last resort. Divestment from high emitters risks 
driving their activities out of the view of regulated 	
capital markets and public ownership. 

20�In absence of the previously identified data sources SBTi and CDP, 
Transition Pathway Initiative (TPI) assessment or a recognised 
alternative could be used.

18�Sources: COMMISSION DELEGATED REGULATION (EU) 2020/1818 as regards minimum standards for EU Climate Transition 
Benchmarks and EU Paris-aligned Benchmarks Annex I to Regulation (EC) No 1893/2006 Establishing the statistical 
classification of economic activities NACE Revision 2 

19�for green bonds, this would apply to their use of proceeds

https://www.morningstar.com/content/dam/marketing/emea/pan_emea/SFDR_The_First_20_Days.pdf
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-climate-benchmarks-and-benchmarks-esg-disclosures_en
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N E T  Z E R O  A S S E T  M A N A G E R S  I N I T I A T I V E

The Net Zero Asset Managers initiative is an 
international group of asset managers committed 	
to supporting the goal of net zero greenhouse gas 
emissions by 2050 or sooner, in line with global 
efforts to limit warming to 1.5oC; and to supporting 
investing aligned with net-zero emissions by 2050 
or sooner.

Specifically, signatories commit to: 

– Work in partnership with asset owner clients on 
decarbonisation goals, consistent with an ambition 	
to reach net zero emissions by 2050 or sooner across 	
all assets under management 

– Set an interim target for the proportion of assets to 	
be managed in line with the attainment of net zero 
emissions by 2050 or sooner

– Review our interim target at least every five years, 	
with a view to ratcheting up the proportion of AUM 
covered until 100% of assets are included

In relation to b) above, in order to fulfil these 
commitments, signatories further commit to:

– Set interim targets for 2030, consistent with a fair 
share of the 50% global reduction in CO2 identified as 	
a requirement in the IPCC special report on global 
warming of 1.5oC

– Take account of portfolio Scope 1 & 2 emissions 
and, to the extent possible, material portfolio	
Scope 3 emissions

– Prioritise the achievement of real economy 
emissions reductions within the sectors and 
companies in which they invest

– If using offsets, invest in long-term carbon removal, 	
where there are no technologically and/or financially 	
viable alternatives to eliminate emissions

– As required, create investment products aligned 
with net-zero emissions by 2050 and facilitate 
increased investment in climate solutions

As regarding accountability, signatories agree	
to publish annual TCFD disclosures, including a 
climate action plan and submit them to the Investor 
Agenda via its partner organisations for review	
to ensure the approach applied is

– based on a robust methodology, 
– consistent with the UN Race to Zero criteria, and 
– action is being taken in line with the 
commitments made here

M E A S U R A B I L I T Y
At the portfolio level, there are several tools available 	
for robust measurement, including forward-looking 
metrics that measure alignment with the Paris 
Agreement, actual portfolio greenhouse-gas emissions 	
or intensity and alignment with the EU taxonomy’s 
Climate Change objective. We would expect fund 
managers to invest in net-zero transition leaders to use 	
those tools and provide transparency.

According to the final report from Portfolio Alignment 
Team, the tools available today to asset managers for 
measuring portfolio alignment to the Paris Agreement 	
at the portfolio level are:

B I N A R Y  M E A S U R E M E N T
The simplest of the three tools, binary measurement 	
looks at whether a portfolio’s constituents have made 	
Paris aligned, net-zero commitments that are consistent 
with the climate science and existing industry 
frameworks. The percentage of a given portfolio’s 
constituents with such commitments is then provided 	
as an overall portfolio calculation.

B E N C H M A R K  D I V E R G E N C E  M O D E L
A more complex approach, benchmark divergence 
modelling measures present-day performance and 
forward-looking forecasts of a portfolio constituents’ 
emissions against a reference pathway drawn from a 
climate scenario. The EU Climate Benchmarks regulation 

require portfolios to decarbonise at an average rate of 	
7% per year, in alignment with the global 1.5oC IPCC 
scenario. Complex benchmark-divergence models may 
use forward-looking climate scenarios to disaggregate 
the global carbon budget down to region- and sector-level 
benchmarks, thereby enabling portfolio managers to 
measure alignment with a Paris compliant future in a way 
that accounts for different decarbonisation rates across 
sectors and regions.

I M P L I E D  T E M P E R AT U R E  R I S E  ( I T R )
ITR, or degree warming models, are the newest type 	
of portfolio alignment tool, meaning there remains 	

a significant lack of understanding around what ITR 	
models are and how they work. ITR models are identical 	
in design to the more established benchmark divergence 
approaches, but rather extend model output one level 
further by translating each portfolio constituent’s 
benchmark alignment (or lack thereof) into a single 
temperature score. For example, a score of 2.5oC assigned 
to a given company indicates that it is exceeding its share 
of the global carbon budget (its benchmark) and that 	
if all emitters exceeded their emissions shares by the 
same proportion, the world would end up with  ˜ 2.5oC 	
of warming by the end of the century.

S U I TA B I L I T Y  A N D  D O  
N O  S I G N I F I C A N T  H A R M

I N T E N T I O N A L I T Y

C L I M AT E
R E L E VA N C E

M E A S U R A B I L I T Y

ESG-integrated 	
due diligence

Managed by 
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Provide portfolio 
climate metrics 	
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widely accepted 
standards
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as main portfolio 	
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leaders and climate solutions
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Change Regulation
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Figure 6_ BEST PRACTICE FRAMEWORK FOR TRANSITION LEADERS AND CLIMATE SOLUTIONS FUNDS 

https://www.netzeroassetmanagers.org/
https://www.tcfdhub.org/wp-content/uploads/2020/10/PAT-Report-20201109-Final.pdf
https://www.tcfdhub.org/wp-content/uploads/2020/10/PAT-Report-20201109-Final.pdf
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C O N C L U S I O N S A  W O R D  A B O U T  P I C T E T ’ S  
C L I M A T E  C O M M I T M E N T S :  

We believe that as part of the asset manager/owner 
community, our investment activities have an impact 	
on climate change outcomes.

We therefore have a responsibility to understand how 	
to foster positive impact and mitigate negative impact. 

A natural part of this journey has been joining the Net 
Zero Asset Managers Initiative and the complementary 
SBTi Business Ambition for 1.5oC ensuring we set science 
based and verified 2030 targets in the course of 2022.

Transparency will be key to solving the climate challenge. 
Material environmental and social disclosures help us make 
better capital allocation decisions, and ultimately contribute 
to the transition. This is also why we have endorsed the Task 
Force for Climate Related Financial Disclosures (TCFD). 	
We will progressively incorporate material-TCFD aligned 
disclosures in our annual reporting. 

As a signatory of both the UN Principles for Responsible 
Investment and the UN Principles for Responsible 
Banking, we will continue to drive change within the 
financial services community and strengthen our policy 
work around the topic of climate.

The agreement reached under the Glasgow Climate Pact 
has underscored the urgency and global commitment to 
addressing climate change. It has also reaffirmed that as 
asset owners, it is our responsibility to do all within our 

power to push our shared trajectory onto a 1.5oC pathway. 

Our continued prosperity and, in some cases, 	
our very survival depends upon not only our immediate 

action, but more importantly on our capacity to rise 	
to the challenge. The climate emergency humanity faces 

today comes with it the opportunity of our lifetimes – 
the opportunity to create an economy and society 	

that works with our planet’s ecosystem services, not 
against them, and to capture the resulting natural, 

social and financial capital in so doing.  

Locally we support the Swiss CEO4Climate initiative, 
which calls on the Swiss government to take more 
meaningful legislative action in support of achieving 	
the Paris Agreement goals. Beyond our borders, we have 
signed the Global Investor Statement on the Climate 
Crisis, which is the strongest ever call by global investors 
for governments to raise their climate ambitions and 
implement meaningful policies to support investment 	
in solutions to the climate crisis.

Given the scale of the challenge, we believe the investment 
community can be more effective if its members work 
together to achieve common goals. As a result, we have 
actively supported the Institutional Investor Group on 
Climate Change since 2013, and are part of Climate Action 
100+, an investor-led initiative to ensure the world’s 
largest corporate greenhouse gas emitters take necessary 
action on climate change. We are also a member of the 
Farm Animal Investment Risk & Return (FAIRR) 
Initiative, which engages with companies active in 
livestock production as they are also large contributors to 
greenhouse gas emissions. And finally, we support and are 
working with the Centre for Education and Research in 
Environmental Strategies (Ceres) to prepare collaborative 
engagement on the critical topic of water. In the context 	
of the climate challenge, water is a critical element of 
adaptation in the face of impending climate change.

To learn more about Pictet’s actions to tackle climate 
change, please visit here.

https://www.group.pictet/responsiblevision/our-actions-tackle-climate-change


Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzer-
land and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 
687 L-2016 Luxembourg.

Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss 
Law and therefore subject to the supervision of the Swiss Financial Market Superviso-
ry Authority (FINMA).

Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the 
Luxembourg Financial Authority, Commission de Surveillance du Secteur Financier.

This marketing communication is not intended for persons who are citizens of, domi-
ciled or resident in, or entities registered in a country or a jurisdiction in which its dis-
tribution, publication, provision or use would violate current laws and regulations.

The information, data and analysis furnished in this document are disclosed for in-
formation purposes only. They do not amount to any type of recommendation, either 
general or tailored to the personal circumstances of any person. Unless specifically 
stated otherwise, all price information is indicative only. No entity of the Pictet Group 
may be held liable for them, nor do they constitute an offer or an invitation to buy, sell 
or subscribe to securities or other financial instruments. The information contained 
herein is the result neither of financial analysis within the meaning of the Swiss Ban-
kers Association’s Directives on the Independence of Financial Research, nor of in-
vestment research for the purposes of the relevant EU MiFID provisions. All informa-
tion and opinions expressed in this document were obtained from sources believed to 
be reliable and in good faith, but no representation or warranty, express or implied, is 
made as to its accuracy or completeness. 

Except for any obligations that any entity of the Pictet Group might have towards the 
addressee, the addressee should consider the suitability of the transaction to indivi-
dual objectives and independently assess, with a professional advisor, the specific fi-
nancial risks as well as legal, regulatory, credit, tax and accounting consequences.

Furthermore, the information, opinions and estimates in this document reflect an 
evaluation as of the date of initial publication and may be changed without notice. 
The Pictet Group is not under any obligation to update or keep current the informa-
tion contained herein. In case this document refers to the value and income of one or 
more securities or financial instruments, it is based on rates from the customary 
sources of financial information that may fluctuate. The market value of financial ins-
truments may vary on the basis of economic, financial or political changes, currency 
fluctuations, the remaining term, market conditions, the volatility and solvency of 
the issuer or the benchmark issuer. Some investments may not be readily realizable 
since the market in the securities can be illiquid. Moreover, exchange rates may have 
a positive or negative effect on the value, the price or the income of the securities or the 
related investments mentioned in this document. When investing in emerging coun-
tries, please note that the political and economic situation in those countries is signi-
ficantly less stable than in industrialized countries. They are much more exposed to 
the risks of rapid political change and economic setbacks. 

Past performance must not be considered an indicator or guarantee of future perfor-
mance, and the addressees of this document are fully responsible for any investments 
they make. No express or implied warranty is given as to future performance. Moreo-
ver, forecasts are not a reliable indicator of future performance. The content of this 
document can only be read and/or used by its addressee. The Pictet Group is not liable 
for the use, transmission or exploitation of the content of this document. Therefore, 
any form of reproduction, copying, disclosure, modification and/or publication of the 
content is under the sole liability of the addressee of this document, and no liability 
whatsoever will be incurred by the Pictet Group. The addressee of this document 
agrees to comply with the applicable laws and regulations in the jurisdictions where 
they use the information reproduced in this document. 

This document is issued by Banque Pictet & Cie SA. This publication and its content may 
be cited provided that the source is indicated. All rights reserved. Copyright 2021.

Distributor: Pictet & Cie (Europe) S.A., London branch (“Pictet London Branch”)

This is a marketing communication distributed by Pictet London Branch.

This document sets forth neither a personal recommendation tailored to the needs, 
objectives and financial situation of any individual or company (investment advice as 
defined in the Financial Conduct Authority’s Handbook of rules and guidance (the 
“FCA Handbook”)), nor the results of investment research within the meaning of the 
FCA Handbook. Moreover, it does not constitute an offer, or an invitation to buy, sell 
or subscribe to securities or other financial instruments, nor is it meant as a proposal 
for the conclusion of any type of agreement. Furthermore, this document should not 
be considered a suitability report as Pictet London Branch has not received all the ne-
cessary information on the recipient to complete its suitability assessment that covers 
the recipient’s knowledge and experience, tolerance to risk, investment needs and the 
recipient’s ability to absorb financial risk. Should its addressee decide to proceed to 
any transaction in relation to a financial product referred to herein, this will be in his 

sole responsibility, and the suitability/appropriateness of the transaction and other 
financial, legal and tax aspects should be assessed by an expert.

Any information contained in this document is disclosed for information purposes 
only, and neither the producer nor the distributor can be held liable for any fluctua-
tion of the price of the securities. No express or implied warranty is given as to future 
performance. The opinions expressed reflect an objective evaluation of information 
available to the general public, such as rates from customary sources of financial in-
formation. The market value of securities mentioned may vary on the basis of econo-
mic, financial or political changes, the remaining term, market conditions, the vola-
tility and solvency of the issuer or the benchmark issuer. Moreover, exchange rates 
may have a positive or negative effect on the value, the price or the income of the secu-
rities or the related investments mentioned in this document. It is also expressly 
noted that forecasts are not a reliable indicator of future performance, while past 
performance is not a reliable indicator of future results.

You shall only take investment decisions when you fully understand the relevant finan-
cial product and the involved risks. In particular, the relevant product documentation 
(such as the issuance program, final terms, prospectus, simplified prospectus and key 
(investor) information document), as well as Appendix 4: Risk Warnings Relating to 
Trading in Financial Instruments of the Terms and Conditions of Pictet London 
Branch, shall be read. Structured products are complex financial products and involve 
a high degree of risk. The value of structured products depends not only on the perfor-
mance of the underlying asset(s), but also on the credit rating of the issuer. Further-
more, the investor is exposed to the risk of default of the issuer/guarantor.

In respect of any product documentation, including key information documents of 
Packaged Retail and Insurance-based Investment Products (“KIDs”) and key investor 
information documents of Undertakings for Collective Investment in Transferable 
Securities (“KIIDs”), please note that these may change without notice. You should 
therefore ensure that you review the latest version of them prior to confirming to Pic-
tet London your decision to invest. If you have been provided with a link to access the 
respective KID/KIID/other product document, you should therefore click on the link 
immediately before confirming to Pictet London Branch your decision to invest, in 
order to review the most recent version of the respective KID/KIID/other product do-
cument. If you have not been provided with a link to access the relevant document, or 
if you are in any doubt as to what the latest version of the respective KID/KIID/other 
product document is, or where it can be found, please ask your usual Pictet London 
Branch contact. 

Pictet London Branch is not the manufacturer of the product(s) and the KID/KIID/
other product document is provided by a third party. The KID/KIID/other product 
document is obtained from sources believed to be reliable. Pictet London Branch does 
not make any guarantee or warranty as to the correctness and accuracy of the data 
contained in the KID/KIID/other product document. Pictet London Branch may not 
be held liable for an investment decision or other transaction made based on reliance 
on, or use of, the data contained in the KID/KIID/other product document. 

By subscribing to the product(s) proposed herein, you acknowledge that you have (i) 
received, in good time, read and understood any relevant documentation linked to 
the product(s), including, as the case may be, the respective KID/KIID/other product 
document; (ii) taken note of the product(s) restrictions; and (iii) meet the applicable 
subjective and objective eligibility conditions to invest in the product(s).

Pictet London Branch may, if necessary, rely on these acknowledgements and receive 
your orders, to transmit them to another professional, or to execute them, according 
to the relevant clauses of your mandate, as well as the Terms and Conditions of Pictet 
London Branch.

The content of this document shall only be read and/or used by its addressee. Any form 
of reproduction, copying, disclosure, modification and/or publication in any form or by 
any means whatsoever is not permitted without the prior written consent of Pictet Lon-
don Branch and no liability whatsoever will be incurred by Pictet London Branch. The 
addressee of this document agrees to comply with the applicable laws and regulations 
in the jurisdictions where they use the information provided in this document.

Pictet London Branch is a branch of Pictet & Cie (Europe) S.A.. Pictet & Cie (Europe) 
S.A. is a société anonyme (public limited liability company) incorporated in Luxem-
bourg and registered with the Luxembourg Registre de Commerce et des Sociétés 
(RCS no. B32060). Its head office is at 15A, avenue J.F. Kennedy, L-2016 Luxembourg. 
Pictet London Branch is registered as a UK establishment with Companies House (es-
tablishment number BR016925) and its UK establishment office address is Stratton 
House 6th Floor, London, 5 Stratton Street, W1J 8LA.

Authorised and regulated by the Commission de Surveillance du Secteur Financier. 
Deemed authorised by the Prudential Regulation Authority. Subject to regulation by 
the Financial Conduct Authority and limited regulation by the Prudential Regula-
tion Authority. Details of the Temporary Permissions Regime, which allows EEA-
based firms to operate in the UK for a limited period while seeking full authorisation, 
are available on the Financial Conduct Authority’s website.

Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore and/or Banque Pic-
tet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong Kong. 

The information, tools and material presented in this document are provided for in-
formation purposes only and are not to be used or considered as an offer, an invitation 
to offer or solicitation to buy, sell or subscribe for any securities, commodities, deriva-
tives, (in respect of Singapore only) futures, or other financial instruments (collec-
tively referred to as “Investments”) or to enter into any legal relations, nor as advice or 
recommendation with respect to any Investments. This document is intended for 
general circulation and it is not directed at any particular person. This document 
does not have regard to the specific investment objectives, financial situation and/or 
the particular needs of any recipient of this document. Investors should seek inde-
pendent financial advice regarding the appropriateness of investing in any Invest-
ments or adopting any strategies discussed in this document, taking into account the 
specific investment objectives, financial situation or particular needs of the investor, 
before making a commitment to invest.  

BPCAL/Pictet HK Branch has not taken any steps to ensure that the Investments refer-
red to in this document are suitable for any particular investor, and accepts no fiduciary 
duties to any investor in this regard, except as required by applicable laws and regula-
tions. Furthermore, BPCAL/Pictet HK Branch makes no representations and gives no 
advice concerning the appropriate accounting treatment or possible tax consequences 
of any Investment. Any investor interested in buying or making any Investment should 
conduct its own investigation and analysis of the Investment and consult with its own 
professional adviser(s) as to any Investment including the risks involved.

This document is not to be relied upon in substitution for the exercise of independent 
judgment. The value and income of any Investment mentioned in this document may 
fall as well rise. The market value may be affected by, amongst other things, changes in 
economic, financial, political factors, time to maturity, market conditions and volati-
lity, and the credit quality of any issuer or reference issuer. Furthermore, foreign cur-
rency rates of exchange may have a positive or adverse effect on the value, price or inco-
me of any Investment mentioned in this document. Accordingly, investors must be 
willing and able to assume all risks and may receive back less than originally invested. 

Past performance should not be taken as an indication or guarantee of future perfor-
mance and no representation or warranty, expressed or implied, is made by BPCAL/
Pictet HK Branch regarding future performance.

This document does not constitute the investment policy of BPCAL/Pictet HK 
Branch, or an investment recommendation, and merely contains the different as-
sumptions, views and analytical methods of the analysts who prepared them. Fur-
thermore, the information, opinions and estimates expressed herein reflect a judg-
ment at its original date of publication and are subject to change without notice and 
without any obligation on BPCAL/Pictet HK Branch to update any of them. BPCAL/
Pictet HK Branch may have issued or distributed other reports or documents that are 
inconsistent with, and reach different conclusions from, the information presented 
in this document.

While the information and opinions presented herein are from sources believed to be 
reliable, BPCAL/Pictet HK Branch is not able to, and do not make any representation 
or warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK Branch 
accepts no liability for loss arising from the use of or reliance on this document pre-
sented for information purposes only. BPCAL/Pictet HK Branch reserves the right to 
act upon or use any of the information in this document at any time, including before 
its publication herein. 

BPCAL/Pictet HK Branch and its affiliates (or employees thereof) may or may not have 
long or short positions in, and buy or sell, or otherwise have interest in, any of the In-
vestments mentioned herein, and may or may not have relationships with the issuers 
of or entities connected with Investments mentioned in this document. BPCAL/Pic-
tet HK Branch and their affiliates (or employees thereof) may act inconsistently with 
the information and/or opinions presented in this document.

The information used to prepare this document and/or any part of such information, 
may have been provided or circulated to employees and/or one or more clients of BP-
CAL/Pictet HK Branch before this document was received by you and such informa-
tion may have been acted upon by such recipients or by BPCAL/Pictet HK Branch.

This document is provided solely for the information of the intended recipient only 
and should not be reproduced, published, circulated or disclosed in whole or in part 
to any other person without the prior written consent of BPCAL/Pictet HK Branch. 

Singapore

This document is not directed to, or intended for distribution, publication to or use 
by, persons who are not accredited investors, expert investors or institutional inves-
tors as defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) 
(“SFA”) or any person or entity who is a citizen or resident of or located in any locality, 
state, country or other jurisdiction where such distribution, publication, availability 
or use would be contrary to law or regulation or would subject BPCAL and any of its 
affiliates or related corporations to any prospectus or registration requirements.

BPCAL is a wholesale bank regulated by the Monetary Authority of Singapore 
(“MAS”) under the Banking Act Cap. 50 of Singapore, an exempt financial adviser 
under the Financial Advisers Act Cap. 110 of Singapore (“FAA”) and an exempt capital 
markets licence holder under the SFA. Please contact BPCAL in Singapore in respect 
of any matters arising from, or in connection with this document. 

Hong Kong 

This document is not directed to, or intended for distribution, publication to or use 
by, persons who are not “professional investors” within the meaning of the Securities 
and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made 
thereunder (the “SFO”) or any person or entity who is a citizen or resident of or located 
in any locality, state, country or other jurisdiction where such distribution, publica-
tion, availability or use would be contrary to law or regulation or would subject Pictet 
HK Branch and any of its affiliates or related corporations to any prospectus or regis-
tration requirements. If you do not want Pictet HK Branch to use your personal infor-
mation for marketing purposes, you can request Pictet HK Branch to stop doing so 
without incurring any charge to you. In distributing investment products as agents 
for third party service providers, Pictet HK Branch is an agent of the third party ser-
vice provider and the product is a product of the third party service provider but not 
Pictet HK Branch. In respect of an eligible dispute (as defined in the Terms of Refe-
rence for the Financial Dispute Resolution Centre in relation to the Financial Dispute 
Resolution Scheme) arising between Pictet HK Branch and you out of the selling pro-
cess or processing of the related transaction, Pictet HK Branch is required to enter 
into a Financial Dispute Resolution Scheme process with you; however any dispute 
over the contractual terms of the product should be resolved between directly the 
third party service provider and you.

Banque Pictet & Cie SA is a limited liability company incorporated in Switzerland. It 
is an authorized institution within the meaning of the Banking Ordinance and a re-
gistered institution (CE No.: BMG891) under the SFO carrying on Type 1 (dealing in 
securities), Type 4 (advising on securities) and Type 9 (asset management) regulated 
activities. The registered address of Pictet HK Branch is 9/F., Chater House, 8 
Connaught Road Central, Hong Kong.

Warning: The contents of this document have not been reviewed by any regulatory 
authority in Hong Kong. You are advised to exercise caution in relation to the offer. 
If you are in any doubt about any of the contents of this document, you should ob-
tain independent professional advice. Please contact Pictet HK Branch in Hong 
Kong in respect of any matters arising from, or in connection with this document. 

Distributor: Pictet Bank & Trust Limited, where registered office is located at Buil-
ding 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New Provi-
dence, The Bahamas.

The document is not directed to, or intended for distribution or publication to or use 
by persons who are not Accredited Investors (as defined in the Securities Industry Re-
gulations, 2012) and subject to the conditions set forth in the Securities Industry Re-
gulations, 2012 or to any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction where such distribution, publication, 
availability or use would be contrary to law or regulation or would subject Pictet Bank 
& Trust Limited to any prospectus or registration requirements. Pictet Bank & Trust 
Limited is incorporated in The Bahamas with limited liability. It is a bank and trust 
company that is licensed in accordance with the Banks and Trust Companies’ Regu-
lation Act and is regulated by the Central Bank of The Bahamas. Additionally, Pictet 
Bank & Trust Limited is registered with the Securities Commission of The Bahamas 
as a Broker Dealer II and is approved to (i) Deal in Securities 1.(a) & (c ); (ii) Arrange 
Deals in securities; (iii) Manage Securities ; (iv) Advise on Securities. 

Warning: The content of this document has not been reviewed by any regulatory au-
thority in The Bahamas.  You are, therefore, advised to exercise caution when proces-
sing the information contained herein. If you are in any doubt about any of the 
content of this document, you should obtain independent professional advice.
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