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Measurement Matters
Jens Peers, CFA
Improved assessment of carbon
impact could spur ESG investment
and drive innovation.

It is instinctive to embrace familiarity
and reject change. This, at least in
part, explains why many investors feel
comfortable with portfolios that contain
household names, such as the global
energy giants.

• Investors are increasingly
being encouraged to measure
their carbon impact and
allocate funds to low-carbon
investments

Investors feel less comfortable creating
portfolios that incorporate ESG
(Environmental, Social and Governance)
factors - which typically exclude the oil
majors - even though many investors
acknowledge that ignoring ESG
factors poses risks to a long-term
portfolio.

• Adding exposure to
companies that offer solutions
to the challenges of climate
change could be a source of
additional value

These risks include “stranded” or
“frozen assets” – the risk that energy
companies will not be able to exploit
the reserves which form a key part of
their enterprise valuations.

Key takeaways:

• Existing strategies aimed
at carbon reduction include
equity and green bond
strategies

While more and more investors are
asking their asset managers about
how they integrate ESG factors
into portfolios, still only about 10%
of institutional assets are selected
according to ESG criteria.
Maybe this is because sustainability
and decarbonisation are relatively new
investment concepts, or maybe it is
because most portfolios are measured
against traditional benchmarks. Most
likely it is a combination of the two.

Chief Investment
Officer
Mirova

Whatever the reason, decarbonisation
is gathering momentum and
investors are increasingly being
encouraged or coerced into
allocating to low-carbon investments.

Why should investors care about
decarbonising?
It is now widely acknowledged among
developed and developing nations alike
that energy transition is inevitable and
necessary. The tide of history is flowing
in one direction only, propelled by global
climate change agreements such as
COP 21, signed in Paris in late 2015,
and by initiatives such as The Portfolio
Decarbonization Coalition or the
Montreal Carbon Pledge. These and
other initiatives push firms to trim
their carbon footprint and encourage
investors to embrace decarbonising
investments. In particular, COP 21
demands a substantial change in the
global energy mix to keep the global
temperature rise below +2°C.
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National and regional regulation to
bolster this ambition can be expected.
For the investor, this means there
will be a cost to holding carbonintensive assets in their portfolios. In
France, for instance, investors already
operate under a comply-or-explain
regime for their carbon footprint.
European-wide rules are at some
stage probably imposing compliance
on millions of retail and institutional
investors.
Amid this shift, investors are
increasingly seeking to measure their
carbon impact. Effective measurement
can be an end in itself – once you start
measuring something, you start to
consider it more deeply and this focus
can change behaviour. It is not dissimilar
to the attitudes of homeowners before
and after they fit water meters. After
fitting one, most homeowners are more
prudent in their use of water.
Measurement will lead investors to
new opportunities too. Companies
that are able to reduce their carbon
footprint and, more importantly, help to
provide solutions to a high-carbon world,
should create long-term value.

Not all decarbonising strategies are
made equal
But measurement of carbon
emissions is not a simple exercise,
and techniques have not yet reached
maturity across the investment industry.
Some measurement methodologies and by extension some ESG strategies
- bypass important components of
carbon output measurement.
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To explain, most strategies
incorporate what is termed
“Scope 1” measurements, which
relate to the carbon emissions that
companies directly produce during
their core business activities. Data on
these emissions is readily available and
so are widely used by measurement
specialists and the investors they serve.
“Scope 2” relates to the emissions
from the inputs to the business
activities. This focuses primarily on
electricity consumption, and relevant
data is similarly widely available.
However, most companies and
investors overlook “Scope 3”. This
focuses on emissions from the use
of the product and supply chain and
are neither measured nor employed in
most ESG strategies, despite the fact
they can represent the majority of the
total carbon footprint of the product. In
car production, for instance, Scope 3
emissions are more than 80% of the
total. So only by including Scope
3 emissions can you really start to
measure the true carbon footprint
of a company, and of a portfolio of
companies1 .

However, while transparency is to be
welcomed, it can have unintended
consequences. Investors now have
an incentive to disinvest from carbonintensive businesses and invest in
(close to) zero emissions companies.
This can be positive, but not always. You
might, for instance, see a fund manager
sell a holding in wind turbines - which
require carbon inputs to manufacture and buy a stake in a software company,
which has practically zero emissions.
The portfolio now scores higher in
carbon ratings, but the net effect for the
environment is negative because, over
the long term, wind turbines have a
substantial decarbonising impact.
Therefore, beyond Scope 1, 2 and 3
emissions, it is also important to take
into account if a company helps to
avoid CO2 emissions compared to
a reference scenario: not only green
technologies do not emit CO2, they also
help to avoid CO2 emissions compared
to traditional fossil based energies.
A portfolio which seeks positive
decarbonisation must allocate to
companies that offer solutions to the
problems people and the environment
face. We think it is better to add
exposure to companies that meet the
challenges of climate change rather
than simply financing low-carbon
companies.

Transparency can result in
unintended consequences
Considering the emissions of end users
as well as of companies is a major step
forward in measuring an investment
portfolio’s carbon footprint. But it’s still
not the whole story.
Regulation and voluntary disclosure
is pushing investors to publish their
carbon impact and this is driving
transparency of investment strategies.
Signatories of the 2014 Montreal
Carbon Pledge, for instance, disclose
their carbon footprint so policymakers
and investors can make more informed
decisions.

Making a difference
How can investors add exposure to
solutions providers?
The most obvious way is by investing
in technologies that aim to arrest the
depletion of natural resources, such
as renewable energies, where the
costs of construction are falling rapidly
as subsidies are tapered.
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But there are other mega-trends which
are putting pressure on communities
and environments, the solution to
which throws up significant investment
opportunities. These mega-trends
include world population growth,
urbanisation, the growth of the middle
classes in emerging markets and ageing
populations. All these trends lead to
greater carbon intensity.
Solutions include technologies that
increase building efficiency, such as
the light-emitting diode (LED), insulation
innovation, efficient heat pumps and
smart controls. Meanwhile, in transport,
we expect to see the emergence of
more and better electric and hybrid
vehicles.
In the energy industry, smart grids
are likely to proliferate. In fact, most
industrial sectors will innovate to some
extent in order to decarbonise.

A choice of decarbonising
investment vehicles
Carbon-reducing strategies can be
expressed through a number of
investment structures and vehicles.
One common perception of ESG is it is
applied through negative screening of
a large universe of stocks. Certainly, it
is possible to construct a global equity
portfolio with a low-carbon impact.
But rather than simply filtering out
low ESG performance, we prefer
an approach that engages with
portfolio companies to improve
their ESG rating. Mirova’s large team
of sector-specialist analysts have an
engagement remit which enables them
to communicate with companies about
carbon reduction. With $6.5bn in assets
under management,
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Mirova has attracted more than $60bn
in third-party engagement assets.
A dedicated equity strategy, focusing
on enabling technologies, such as
those mentioned earlier, can create
still further value.
The enabling technologies theme can
also be exploited through investment
in infrastructure, such as wind farms,
solar energy, hydroelectricity and
biomass. The US, in particular, is
spending significantly on its energy
infrastructure as it adapts from being an
energy exporter to an importer.
It may surprise some investors to
know that bonds can also facilitate
solutions to the carbon challenge.
Green bonds, in addition to the usual
bond characteristics of maturity
and coupon, are designed to
finance projects that offer specific
environmental benefits. Because
of the constraints on issuers of
green bonds, there is precision and
transparency over the use of the
proceeds.
While green bonds are still an immature
asset class, there is now some $60bn
in issue, compared with less than $5bn
just five years ago.

Decarbonised portfolios are surprisingly
well balanced across themes, sectors
and countries. The key difference is
they take advantage of ESG trends and
manage those risks differently to most
investment strategies. In Mirova’s case,
these risks are managed differently not
only to traditional managers, but also
to most of its peers in the ESG sector.
With a highly-concentrated portfolio
of about 50 stocks, Mirova aims to
outperform a given index by 2%-4%
a year.
For institutional investors, a
decarbonised equity portfolio
is a natural substitute for, or
complement to, a core sector-based
or geographically-diversified equity
allocation.
Equally, green bonds can form part
of an institution’s core global bond
portfolio. Returns are determined
by the credit rating of the issuer, so
investors receive a similar rate of
return - for a given issuer – as for any
other bond. For institutional investors
which are signatories to UNPRI and
other ESG codes, their standing among
beneficiaries and policymakers can
be enhanced by investing in green
bonds because they are financing
environmental transformation, while
achieving market yields and greater
transparency.

What kinds of investors can benefit
from decarbonising?
For some investors, decarbonisation
is seen as a niche strategy, akin to
allocating to alternative investments. In
fact, it can be incorporated across the
portfolio and should be considered a
core investment. It is based on broad
markets, with tracking errors of 3%-5%
to the chosen benchmark and many
of the stocks can be found (albeit in
different proportions) in traditional
portfolios.

1

 ind out more about Mirova’s methodology on
F
http://www.mirova.com/Content/Documents/
Mirova/publications/va/studies/MIROVA_Study_
Measure_Carbon_Impact_Methodology_EN.pdf

Written on 24 February 2016
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ADDITIONAL NOTES
Past performance is no guarantee of future results.
This communication is for information only and is intended for investment service providers or other Professional Clients. The analyses and opinions referenced herein represent the
subjective views of the author as referenced, are as of 24 February 2016 and are subject to change. There can be no assurance that developments will transpire as may be forecasted in this
material. This material may not be distributed, published, or reproduced, in whole or in part. Although Natixis Global Asset Management and Mirova believe the information provided in this
material to be reliable, it does not guarantee the accuracy, adequacy or completeness of such information. Not all affiliates, products, and services are available in all jurisdictions. Indexes
are unmanaged and do not incur fees. It is not possible to invest directly in an index.
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local
regulation, only at their written request.
In the E.U. (outside of the UK) This material is provided by NGAM S.A. or one of its branch offices listed below. NGAM S.A. is a Luxembourg management company that is authorized by
the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of NGAM S.A.: 2, rue Jean Monnet,
L-2180 Luxembourg, Grand Duchy of Luxembourg. France: NGAM Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d’Austerlitz, 75013 Paris. Italy: NGAM S.A., Succursale
Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: NGAM S.A., Zweigniederlassung
Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: NGAM, Nederlands
filiaal (Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12, 1077 XX Amsterdam, the Netherlands. Sweden: NGAM,
Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: NGAM, Sucursal en
España. Registered office: Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain.
In Switzerland This material is provided to Qualified Investors by NGAM, Switzerland Sàrl. Registered office: Rue du Vieux Collège 10, 1204 Geneva, Switzerland.
In the U.K. This material is approved and provided by NGAM UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is
intended to be communicated to and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell
securities in any other jurisdiction than the United Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses
with called up share capital or net assets of at least £5 million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be
distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “Intended
Recipients”). To the extent that this material is issued by NGAM UK Limited, the fund, services or opinions referred to in this material are only available to the Intended Recipients and this
material must not be relied nor acted upon by any other persons. Registered Office: NGAM UK Limited, One Carter Lane, London, EC4V 5ER.
In the DIFC This material is provided in and from the DIFC financial district by NGAM Middle East, a branch of NGAM UK Limited, which is regulated by the DFSA. Related financial products
or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients
as defined by the DFSA. Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.
In Japan This material is provided by Natixis Asset Management Japan Co., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business:
The Company conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 2-2-3
Uchisaiwaicho, Chiyoda-ku, Tokyo.
In Taiwan This material is Provided by NGAM Securities Investment Consulting Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission
of the R.O.C and a business development unit of Natixis Global Asset Management. Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106
(Ruentex Financial Building I), R.O.C., license number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777.
In Singapore Provided by NGAM Singapore (name registration no. 53102724D), a division of Natixis Asset Management Asia Limited (company registration no. 199801044D). Natixis Asset
Management Asia Limited is authorized by the Monetary Authority of Singapore and holds a Capital Markets Services License to provide investment management services in Singapore.
Registered address of NGAM Singapore: 10 Collyer Quay, #14-07/08 Ocean Financial Centre, Singapore 049315.
In Hong Kong This document is issued by NGAM Hong Kong Limited and is provided solely for general information only and does not constitute a solicitation to buy or an offer to sell any
financial products or services. Certain information included in this material is based on information obtained from other sources considered reliable. However, NGAM Hong Kong Limited
does not guarantee the accuracy of such information. Past performance information presented is not indicative of future performance. If investment returns are not denominated in HKD/
USD, US/HKD dollar-based investors are exposed to exchange rate fluctuations.
In Australia This document is issued by NGAM Australia Pty Limited (Natixis Aust) (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers
and wholesale clients only and does not constitute any offer or solicitation to buy or sell securities and no investment advice or recommendation. Investment involves risks. This document
may not be reproduced, distributed or published, in whole or in part, without the prior approval of Natixis Aust. Information herein is based on sources Natixis Aust believe to be accurate
and reliable as at the date it was made. Natixis Aust reserve the right to revise any information herein at any time without notice.
In Mexico This material is provided by NGAM Mexico, S. de R.L. de C.V., which is not a regulated financial entity or an investment advisor and is not regulated by the Comisión Nacional
Bancaria y de Valores or any other Mexican authority. This material should not be considered an offer of securities or investment advice of any type and does not represent the performance
of any regulated financial activities. Any products, services or investments referred to herein are rendered or offered in a jurisdiction other than Mexico. In order to request the products or
services mentioned in these materials it will be necessary to contact Natixis Global Asset Management outside Mexican territory. Address: Torre Magenta, Piso 17, Paseo de la Reforma
284, Colonia Juárez 06600, México D.F. México.
In Uruguay This material is provided by NGAM Uruguay S.A. NGAM Uruguay S.A. is a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay (“CBU”).
Please find the registration communication issued by the CBU at www.bcu.gub.uy. Registered office: WTC – Luis Alberto de Herrera 1248, Torre 3, Piso 4, Oficina 474, Montevideo, Uruguay,
CP 11300.
In Colombia This material is provided by NGAM S.A. Oficina de Representación (Colombia) (“NGAM Colombia”) to professional clients for informational purposes only. NGAM Colombia
is a Representative Office duly authorized by the Superintendencia Financiera de Colombia for the exclusive marketing and promotion of certain products and services. This should not be
considered an offer of securities or investment advice of any type except as permitted under Decree 2555 of 2010 and other Colombian requirements. Any products, services or investments
referred to herein are rendered exclusively outside of Colombia. In order to request the products or services mentioned in these materials it will be necessary to contact Natixis Global Asset
Management outside Colombia.
In Latin America This material is provided by NGAM S.A.
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The above referenced entities are business development units of Natixis Global Asset Management S.A., the holding company of a diverse line-up of specialized investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Global Asset Management conduct any regulated activities only in and from the jurisdictions in
which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions.
NATIXIS GLOBAL ASSET MANAGEMENT S.A.
RCS Paris 453 952 681
21 quai d’Austerlitz, 75013 Paris S.A. /
Share Capital: €156 344 050
www.ngam.natixis.com
Mirova
A French simplified joint-stock company - Share Capital €7,461,327.50,
RCS Paris 394 648 216 - Regulated by AMF: GP 02 014,
21, quai d’Austerlitz - 75013 PARIS.
Mirova is a subsidiary of Natixis AssetManagement.
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