
In focus

Why net zero?
Climate science shows that in order to avert the worst impacts 
of climate change, the increase in global temperatures needs to 
be limited to 1.5°C above pre-industrial levels. We have a clear 
international framework in the Paris Agreement, signed by 196 
countries, to keep global temperature rises well below 2°C above 
pre-industrial levels and to pursue efforts to limit the temperature 
increase to 1.5°C. This will require emissions to be reduced by 
45% by 2030 from 2010 levels and reach net zero by 2050.1 To get 
there, we need huge structural shifts in societies and economies 
from the ways we generate power to the ways we produce and 
consume goods and services. Policies such as carbon prices and 
taxes, as well as those that incentivise further electrification and 
greener infrastructure, will be needed to galvanise these shifts. This 
transformative change will be a source of both value creation and 
destruction across industries, companies and investment portfolios. 

For asset owners, setting a net zero target serves multiple 
functions. It can be a way of assessing and managing risks relating 

to the low carbon transition. Aligning to a net zero pathway may 
reduce the risk that portfolio values are disrupted by economic 
shifts that have a disproportionately negative effect on more 
carbon-intensive investments. At the same time, it can be a 
way to accelerate positive change in the world by channelling 
capital to sustainable and durable businesses. Depending on the 
starting point and end goal, the longer an investor waits to start 
decarbonising, the faster and more dramatic it may have to be. 

There is already huge momentum behind net zero target setting. 
Asset owners (covering assets of c$13.9 trillion2), asset managers 
(covering assets of over $66 trillion3) including Schroders (see our 
Climate Transition Action Plan (CTAP)) and other organisations, 
are establishing commitments. For example, in our institutional 
investor survey of 2022, almost 40% of the 770 organisations 
surveyed had made a commitment to net zero or had already 
transitioned their business model. 

Welcome to our client guide to decarbonisation.  
This three-part guide aims to help asset owners set  
and manage an effective net zero investment strategy.  

In this, Part 1, we cover the necessary decisions and 
steps to be taken when designing the right strategy for 
your organisation. Part 2 explains how to put this into 
practice and the investment levers available, and Part 
3 explores the options around measuring and keeping 
track of progress. 
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Part 1:  
Setting a net zero plan

1 https://www.un.org/en/climatechange/net-zero-coalition.
2 The second progress report of the Net-Zero Asset Owner Alliance. Advancing delivery on decarbonisation targets. – United Nations Environment – Finance Initiative 
(unepfi.org) and Signatories – Paris Aligned Investment Initiative.

3 NZAM update – November 2022 initial target disclosure – The Net Zero Asset Managers initiative.

Figure 1: Where are you on your path to net zero?

Data may not sum to 100% due to rounding.
Source: Schroders Institutional Investor Study 2022.
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Designing an effective net zero strategy
Many investors set net zero commitments before they know how these will be implemented. Using this five step framework, we explain 
how to design and implement an effective net zero strategy.

(1) Agree motivation and priorities
The motivation for your organisation’s net zero goal will 
be an important determinant of the most appropriate 
investment strategy. 

 – Are you primarily aiming to manage climate risks to your 
investments? 

 – Or is the impact of your investments on the environment and 
society also a priority?

 – How important are the reputational risks of inaction? 

Being clear on the reason, or reasons, for the goal in the first 
place, will help you to communicate your needs and expectations 
clearly to your investment manager or advisers.

 – ‘Materiality’ or ‘inward materiality’ is the effect of climate 
change on a company’s finances and activities. A focus on this 
is a focus on risk management

 – ‘Outward materiality’ measures the effect of finance and 
corporate activities on climate change, the wider environment 
and society. This is considering the impact of your investments

 – ‘Double materiality’ incorporates both - managing climate risks 
on your investments and the impact your investments may 
have on the earth

Investors may have various motivations and priorities for their 
investment strategies. On the one hand, impact investors may 
wish to prioritise real world outcomes while seeking financial 
returns, while other investors may prioritise risk-adjusted returns 
regardless of impact. Decarbonisation strategies can be optimised 
to support sustainability and climate objectives. If implemented 
carefully, decarbonisation strategies can also support or enhance 
risk-adjusted returns, managing the risks that a changing climate 
will have on the economy, consistent with fiduciary duty. 

In addition, investors may need to limit the tracking error of 
their portfolios against an index or maintain sufficient liquidity 
to meet regulatory requirements. They may be subject to capital 
charges or have an income requirement. The appropriate pace 

of decarbonisation will be influenced by these variables. Climate-
aligned products or investor specific solutions can be designed to 
reflect investor priorities.

(2) Set time horizon and targets
An asset owner will need to specify the time frame they are looking 
at to reach their overall net zero target. 2050 is the most common 
for those that have set financed emission targets, consistent 
with the majority of governments and companies. If the world is 
decarbonising at the same speed as the asset owner’s trajectory 
(or quicker), the organisation could meet their targets without any 
action. But if the world fails to keep pace, asset owners will have 
to adjust their portfolios more actively if they want to address the 
shortfall. There will be some regions where targets are set at a later 
date to be consistent with local policies (such as 2060 in China). It 
may be tempting to set an ambitious target to demonstrate your 
commitment to the cause, but this may impact the ability of a 
portfolio to meet all other investment objectives. 

The organisation will need to choose a baseline year to anchor all 
targets – many have chosen 2019 as the year before the COVID 
pandemic, given the temporary drop in global emissions during 
this time, but getting historic data from this year can sometimes 
be challenging. Targets over multiple timeframes help to set 
out the journey to the end goal and can include more than one 
measure. For example, Schroders have a net zero absolute 
emissions target by 2050 or sooner, but to support our journey to 
achieving this end goal, we have targets for portfolio alignment 
in 2030 and 2040.  Interim targets over short and medium time 
horizons will demonstrate early action (for example 2025 and 
2030 targets) and further interim targets can be incorporated as 
progress is achieved. 

It is important to adopt a dynamic approach to target setting. The 
world will not be decarbonising in a linear or uniform manner, 
and so any strategy will have to be cognisant of its starting 
position and other portfolio goals, and be prepared to adapt to 
new information; for example, changes to the political and market 
environment, climate science and advances in technology.
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(3) Set  implementation approach
Where climate objectives are set as part of an investment strategy, 
such as net zero, investors will need to decide how they intend 
to achieve this goal. There are a number of levers available to 
investors to decarbonise portfolios, but each requires careful 
consideration as to the impact on portfolio decarbonisation and on 
the investment universe. For example, exclusion is a way to raise 
the cost of capital for more carbon-intensive entities, but the impact 
may be limited if capital is instead raised by other sources. Engaging 
companies, even if they have higher emissions, to encourage them 
to set net zero transition plans and take steps to decarbonise is 
another way to influence real world emissions reductions and avoid 
restricting the investment universe when starting a decarbonisation 
programme. For investors with diversified portfolios, the reality 
will likely be a combination of approaches; for example engaging 
companies with high emissions to transition, with a robust 
escalation strategy which ultimately leads to divestment and 
exclusion for failure to act. Over time, exclusions may play an 
increasing role in high emitting sectors where there is a danger of 
stranded assets as the economy transitions. 

(4) Agree what is going to be measured
Net zero strategies can come in many forms. However, we believe 
that most boil down to a few key aspects:

 – Measure: An important step is agreeing on the metrics to 
measure, track and report progress against. In some cases, 
this may depend on data availability and may even require 
estimates to be used. Each portfolio decarbonisation metric 
will play a different role and will depend on the targets set 
and investment priorities. To understand current exposures, 
financed emissions provide the absolute carbon emissions 
associated with the portfolio, while intensity-based measures, 
such as weighted average carbon intensity (WACI), help 
to normalise for company size and production, enabling 
comparison between companies and portfolios. Target-based 
or aspirational measures, such as temperature alignment are 
important to provide an indication of portfolio trajectory, based 
on projected emissions or whether companies have set targets. 
We cover this in greater detail in Part 3.  Asset owners, or the 
investment managers servicing them, will need to keep track 
of progress using a variety of different measures – it is unlikely 
that one metric will show the whole picture.

 – Target: Now you have your metric and timeframe, how 
should your target be calculated? This usually depends on 
the measure you have chosen. For financed emissions and 
emissions intensity, this could be a percentage reduction over 
a given time, such as 5% year on year. The appropriate degree 
of percentage reduction will be influenced by the starting point 
and other investment policy stipulations such as emission levels 
relative to an index. For temperature alignment and similar 
methodologies, the target can be set at a specific temperature, 
such as aligned to 1.5°C. More detail on alignment and 
measurement is detailed in Part 3 of this guide.

 – Emissions coverage: While most asset owners acknowledge 
that Scope 3 emissions are important in the long term, they 
are not yet widely reported. This is why most have opted to use 
Scope 1 and 2 financed emissions for interim targets, with the 
objective of incorporating Scope 3 financed emissions once the 
data becomes more reliable. As the Taskforce for Climate Related 
Financial Disclosure (TCFD) encourages inclusion of Scope 3 
portfolio emissions in its reporting framework, this data is 
expected to improve over time. Whether and how to incorporate 
carbon offsets is also a point of industry debate. Target-setting 
bodies such as the SBTi do not currently allow offsets to be used 
to meet interim portfolio decarbonisation goals. Allowing interim 
offsets could take focus away from actions to decarbonise. 
However, there is recognition that they may be considered viable 
at 2050 for a small amount of the residual emissions.

 – Asset class coverage: Net zero target setting lends itself more 
to certain asset classes. This is often due to the intrinsic nature 
of the asset class, or due to data availability challenges. Where 
an asset owner has set a net zero target, most have focused 
on their listed equity and credit portfolios, where there are 
well-established methodologies and better data availability. 
Standards to measure emissions and set targets on other 
asset classes, such as private equity and debt, and real estate, 
are diverse; largely depending on the relationship between 
investor and investee, e.g. the ability to measure and access 
data is greater for direct real estate holdings vs a private equity 
fund of funds investment. Accounting for the emissions of 
asset classes such as sovereigns, securitisations and derivative-
based strategies are more challenging, with measurement 
methodologies less developed.
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 – Supplementary targets and policies: An asset owner’s net 
zero targets alone are unlikely to be sufficient to capture all 
the climate objectives they seek to cover. For strategies with 
emphasis on engaging for transition, investors should include 
engagement targets with clearly defined outcomes; for example, 
covering a percentage of portfolio emissions, or percentage 
of companies with science-based targets. Where the climate 
strategy seeks to invest in climate solutions such as low-carbon 
technologies, alternative measures and targets may support 
this aim. For example, setting a target for a percentage of their 
portfolio to be invested in climate solutions, or a measure of 
decarbonisation contribution such as avoided emissions (more 
details can be found in our joint paper with the Singaporean 
Sovereign Wealth Fund here). In addition, there may be steps 
that investors want to take to help deliver a “Just Transition” 
(more information here) – for example engaging with companies 
to consider social consequences in their net zero transition plans. 
Supplementary targets and policies are a way to address this and 
are an important part of an overall climate strategy.

The number of decisions needed to set a net zero strategy can 
seem daunting, and many asset owners have turned to industry 
initiatives and frameworks, such as the Net Zero Asset Owners 
alliance (NZAOA), Science-based Target initiative (SBTi) and Paris-
aligned Investors Initiative (PAII). These provide helpful guidance 
and structure for target-setting, but can have nuanced differences 
as well as areas of focus. For those trying to navigate this alphabet 
soup, we provide more information here. 

Whether an asset owner would like to sign up to a particular 
framework or initiative will depend on many factors; for example, 
the popularity of the framework in their operating regions or 
whether the guidance suits investment strategies. The key 
factor is that these choices will affect how net zero targets 
are implemented during the investment process as well as 
engagement strategy. No one framework is mandatory to follow, 
therefore asset owners should consider which option will best 
meet their objectives carefully, or consider whether they could 
design their own approach in partnership with their investment 
managers which may provide greater flexibility in implementation.

(5) Investment policies to support net zero targets
It is vital that the asset owner’s intentions and strategy are 
reflected in the formal investment policy, as this is the key 
document that will drive investment manager behaviour. Policies 
should reflect elements (1) to (4) above, including the objectives 
and priorities, the desired strategy for portfolio decarbonisation, 
and should seek to support measurement against the net zero 
targets set.  Examples of investment policy extracts are set 
out below.

Example 1: Net Zero Aligned 
The organisation has set a target to achieve net zero greenhouse 
gas emissions across Scopes 1–3 by 2050, while remaining 
consistent with risk and return objectives. The organisation 
believes that managing climate risk will be beneficial for risk 
adjusted returns over the coming years. It is recognised that 

the strategy will evolve over time and will be reviewed at least 
annually. The organisation expects its investment managers to 
measure progress against the following objectives: 

 – Equities: 

 – Aligned with 1.5°C by 2040 as measured by the CDP-WWF 
temperature rise methodology

 – Interim target of 2.2°C by 2030 as measured by the CDP-
WWF temperature rise methodology

 – Scope 1 + 2 carbon emissions lower than MSCI ACWI 

 – Include Scope 3 when data is available

 – Engage with underlying companies to set a science-based 
net zero target by 2050 or sooner and track progress

 – Other asset classes: 

 – Aligned to net zero by 2050

 – Incorporate targets as data improves 

 – Third party funds: 

 – Where funds are managed externally, engage with fund 
managers to set a science-based target for net zero by 2050 
or sooner and track progress

Example 2: Net Zero Active
The organisation has set a target to achieve net zero greenhouse 
gas emissions across Scopes 1-3 by 2050, and bring its investment 
portfolios as close as possible to the trajectory set by the Paris 
Agreement to limit global warming to +1.5°C by 2030. The 
organisation is committed to exit from fossil fuels by 2030 for 
coal and non-conventional fossil fuels, and by 2040 for oil. Its 
decarbonisation strategy focuses on three core pillars: the 
reduction of the carbon footprint of its investments (covering 
listed equity, corporate bonds and real estate), increased financing 
of the transition, and engagement with highest emitters. The 
organisation is focused on being a responsible investor, by 
contributing to the necessary acceleration of transitions, while 
maximising returns. It is recognised that the strategy will evolve 
over time. The organisation expects its investment managers to 
measure progress against the following objectives:

 – Equities, corporate bonds and real estate assets:

 – Carbon footprint reduction of 25% by 2025, from 2020 base 
year (Scopes 1–3)

 – Get as close as possible to 1. 5°C alignment by 2030 as 
measured by a third party methodology

 – Minimum allocation to climate solutions of 15% total 
invested assets by 2025

 – Engagement strategy for the 20 companies with the highest 
carbon emissions

 – Third party funds:

 – Where funds are managed externally, the fund house is 
expected to implement a coal and non-conventional fossil 
fuel phase out by 2030 and ending new financing to new oil 
& gas projects

Conclusion
Setting a decarbonisation strategy to reach net zero requires 
many related decisions which have consequences on how 
your portfolio is subsequently managed. No one framework 
is perfect for all investors, and a degree of flexibility in a 

decarbonisation strategy will be required to help meet all 
other investment objectives. Supplementary targets are a 
good way of capturing climate-related objectives that don’t 
necessary relate to the decarbonisation of a portfolio. 
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Important Information

The views and opinions contained herein are those of the authors as 
at the date of publication and are subject to change and may become 
outdated due to market or regulatory developments. Such views and 
opinions may not necessarily represent those expressed or reflected in 
other Schroders communications. 

This document is intended to be for information purposes only. The 
material is not intended as an offer or solicitation for the purchase or 
sale of any financial instrument or security or to adopt any investment 
strategy. The information provided is not intended to constitute 
investment advice, an investment recommendation or investment 
research and does not take into account specific circumstances of any 
recipient. The material is not intended to provide, and should not be 
relied on for, accounting, legal or tax advice. 

Information herein is believed to be reliable but Schroders does not 
represent or warrant its completeness or accuracy. 

No responsibility or liability is accepted by Schroders, its officers, 
employees or agents for errors of fact or opinion or for any loss 
arising from use of all or any part of the information in this document. 
No reliance should be placed on the views and information in the 
document when taking individual investment and/or strategic 
decisions. Schroders has no obligation to notify any recipient 
should any information contained herein change or subsequently 
become inaccurate. Unless otherwise authorised by Schroders, any 
reproduction of all or part of the information in this document is 
prohibited. 

Any data contained in this document has been obtained from sources 
we consider to be reliable. Schroders has not independently verified 
or validated such data and it should be independently verified before 
further publication or use. Schroders does not represent or warrant 
the accuracy or completeness of any such data. 

All investing involves risk including the possible loss of principal.

Third party data are owned or licensed by the data provider and may 
not be reproduced or extracted and used for any other purpose 
without the data provider’s consent. Third party data are provided 
without any warranties of any kind. The data provider and issuer of the 
document shall have no liability in connection with the third party data. 
www.schroders.com contains additional disclaimers which apply to the 
third party data.

Past performance is not a guide to future performance and may not 
be repeated. The value of investments and the income from them may 
go down as well as up and investors may not get back the amounts 
originally invested. Exchange rate changes may cause the value of 
any overseas investments to rise or fall. This document may contain 
‘forward-looking’ information, such as forecasts or projections. Please 
note that any such information is not a guarantee of any future 
performance and there is no assurance that any forecast or projection 
will be realised. 

European Union/European Economic Area: Issued by Schroder 
Investment Management Limited,1 London Wall Place, London, EC2Y 
5AU. Registered Number 1893220 England. Authorised and regulated 
by the Financial Conduct Authority.

Note to Readers in Australia: Issued by Schroder Investment 
Management Australia Limited, Level 20, Angel Place, 123 Pitt Street, 
Sydney NSW 2000 Australia. ABN 22 000 443 274, AFSL 226473. 

Note to Readers in Canada: Schroder Investment Management North 
America Inc., 7 Bryant Park, New York, NY 10018-3706. NRD Number 
12130. Registered as a Portfolio Manager with the Ontario Securities 
Commission, Alberta Securities Commission, the British Columbia 
Securities Commission, the Manitoba Securities Commission, the 
Nova Scotia Securities Commission, the Saskatchewan Securities 
Commission and the (Quebec) Autorite des Marches Financiers. 

Note to Readers in Hong Kong: Schroder Investment Management 
(Hong Kong) Limited, Level 33, Two Pacific Place 88 Queensway, 
Hong Kong. Central Entity Number (CE No.) ACJ591. Regulated by the 
Securities and Futures Commission. 

Note to Readers in Indonesia: PT Schroder Investment Management 
Indonesia, Indonesia Stock Exchange Building Tower 1, 30th Floor, 
Jalan Jend. Sudirman Kav 52-53 Jakarta 12190 Indonesia. Registered 
/ Company Number by Bapepam Chairman’s Decree No: KEP-04/
PM/MI/1997 dated April 25, 1997 on the investment management 
activities and Regulated by Otoritas Jasa Keuangan (‘OJK’), formerly the 
Capital Market and Financial Institution Supervisory Agency (‘Bapepam 
dan LK’).

Note to Readers in Japan: Schroder Investment Management (Japan) 
Limited, 21st Floor, Marunouchi Trust Tower Main, 1-8-3 Marunouchi, 
Chiyoda-Ku, Tokyo 100- 0005, Japan. Registered as a Financial 
Instruments Business Operator regulated by the Financial Services 
Agency of Japan. Kanto Local Finance Bureau (FIBO) No. 90. 

Note to Readers in People’s Republic of China: Schroder Investment 
Management (Shanghai) Co., Ltd., RM1101 11/F Shanghai IFC Phase 
(HSBC Building) 8 Century Avenue, Pudong, Shanghai, China, AMAC 
registration NO. P1066560. Regulated by Asset Management 
Association of China. 

Note to Readers in Singapore: Schroder Investment Management 
(Singapore) Ltd, 138 Market Street #23-01, CapitaGreen, Singapore 
048946. Company Registration No. 199201080H. Regulated by the 
Monetary Authority of Singapore. 

Note to Readers in South Korea: Schroders Korea Limited, 26th Floor, 
136, Sejong-daero, (Taepyeongno 1-ga, Seoul Finance Center), Jung-gu, 
Seoul 100-768, South Korea. Registered and regulated by Financial 
Supervisory Service of Korea. 

Note to Readers in Switzerland: Schroder Investment Management 
(Switzerland) AG, Central 2, CH-8001 Zürich, Switzerland. Authorised 
and regulated by the Swiss Financial Market Supervisory Authority 
(FINMA). 

Note to Readers in Taiwan: Schroder Investment Management 
(Taiwan) Limited, 9F, 108, Sec.5, Hsin-Yi Road, Hsin-YI District, Taipei 
11047 Taiwan, R.O.C. Registered as a Securities Investment Trust 
Enterprise regulated by the Securities and Futures Bureau, Financial 
Supervisory Commission, R.O.C. 

Note to Readers in the United Arab Emirates: Schroder Investment 
Management Limited, 1st Floor, Gate Village Six, Dubai International 
Financial Centre, PO Box 506612 Dubai, United Arab Emirates. 
Registered Number 1893220 England. Authorised and regulated by 
the Financial Conduct Authority.
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