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In 2019, we wrote To what degree? A climate scenario analysis of US insurers’
portfolios. The analysis focused on understanding transition risks and
forward version of economies under a 2-degree transition to help investors
contextualise the risks in their portfolios. The piece focused on the exposure
and understanding of climate risks in fixed income portfolios.
In 2021, we released the first version of this paper, Net zero frameworks and
strategy for fixed income portfolios, offering investors a concise overview
of the different frameworks and strategies that are available to investors
thinking about aligning their portfolios to net zero. With more companies
and the broader economy decarbonising and setting net zero targets, we felt
that it was time to update the piece for 2022. We provide an update to the
frameworks and explore new data sets that are available to investors when
implementing a decarbonisation and/or net zero strategy for fixed income
portfolios — drawing from various frameworks and tools available to us.
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The paper explores both the various frameworks that are available to asset
owners and financial institutions and a practical process to implementing
net zero investment strategies. A holistic framework with realistic targets
towards net zero is our preferred approach as opposed to a drastic carbon
reduction investment strategy that can be only implemented in small sizes
compared to the rest of the balance sheet. This framework should facilitate
change incorporating cutting edge data sets whilst acknowledging this is
a developing field and investors must be flexible enough to adapt to this
rapidly evolving investment style.
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The background
A seminal report from the Intergovernmental Panel for Climate
Change (IPCC)1 in 2018 introduced the concept of “net zero” —
stating that the world must reduce emissions to “net zero” by
2050 to keep global warming to within 1.5°C of pre-industrial levels
in the spirit of the Paris Agreement. Three years earlier in 2015,
196 countries had adopted the Paris Agreement to limit global
warming to less than 2°C and the IPCC report laid out the timeline
for what that meant — net zero by 2050. The Paris Agreement had
also set an explicit goal of making finance flows consistent with a
safe climate pathway.
It comes as no surprise then that investors themselves are setting net zero goals to adhere to
the Paris Agreement.
But what does that entail?
Many multi-stakeholder approaches have come up with frameworks for net zero investing,
helping investors identify best practices on aligning their portfolios to the goals of the
Paris Agreement.
We have closely tracked the evolution of three such frameworks: Institutional Investors Group
on Climate Change (IIGCC), Net Zero Asset Owner Alliance (NZAOA) and Science Based
Targets Initiative (SBTi). While there are nuances and differences in the exact approach from
the different frameworks, the philosophical underpinning is remarkably similar. Several of
these workstreams are now coalescing under the Glasgow Financial Alliance for Net zero
(GFANZ) financial alliance, which includes BlackRock as a principal member.
It is our goal to offer a flexible approach that enables our clients to fulfil the criteria for any
of these frameworks that they wish to implement in their fixed income portfolios. These
approaches serve as a starting point for net zero objectives and provide flexibility for
customised goals and requirements that may go above and beyond these frameworks.
1 Source: https://www.ipcc.ch/sr15/.
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Paris Aligned/1.5°C aligned
portfolios vs net zero targets
In 2019, the EU Technical Expert Group (TEG) published its report on climate benchmarks and
benchmarks’ ESG disclosures. In the report, it discusses the EU Paris Aligned Benchmark (PAB) which
they define as a:

“

 benchmark…where the underlying assets are selected in such a
manner that the resulting benchmark portfolio’s GHG emissions
are aligned with the long-term global warming target of the
Paris Climate Agreement and is also constructed in accordance
with the minimum standards laid down in the delegated acts.”2

The goal of PABs (and a sister, lighter touch EU Climate Transition Benchmark) is to ostensibly reallocate
capital towards a low-carbon economy when constructing a new portfolio now. The report prescribes the
minimum requirements for the construction of PABs, which some index providers have adopted to launch
such indices.
There are three primary requirements for PABs — a) a 50% reduction in emissions intensity compared to
the parent benchmark, b) a 7% YoY decarbonisation for the benchmark moving forward, and c) maintain
the same exposure to carbon-intensive sectors as the parent benchmark (while not applicable to fixed
income portfolios, this is to ensure the portfolio actually steers capital to low-carbon or transitioning
names within the all-important carbon-intensive sectors as well). There are other requirements too
(around do no significant harm screens, among others) but these three requirements form the basis for
portfolio construction.
The PAB guidance is designed to help create portfolios that, at least in theory, would be 1.5°C aligned
now. However, a limiting factor is the universe currently available to investors. For instance, the guidance
calls for a 50% reduction in emissions intensity now, resulting in many names to be screened implicitly,
even though PAB does not necessarily call for divestment from carbon-intensive sectors. Further, many
PAB approaches may only cover present scope 1 and 2 emissions, which can treat some sector’s
emissions contributions more punitively than others.

2 Source: https://ec.europa.eu/info/sites/default/files/business_economy_euro/events/documents/
finance-events-190624-presentation-climate-benchmarks_en.pdf.

6

Net zero frameworks and strategy for fixed income portfolios
FIH0522E/S-2204388-6/36

Select investment universes and proportion of companies and their implied temperature rise
(ITR) buckets3
Implied temperature rise buckets
1.0-1.5

1.5-2.0

2.0-2.5

2.5-3.0

>3

US IG Corp

13.59%

37.25%

18.51%

7.57%

15.39%

Euro IG Corp

18.61%

23.63%

19.61%

9.12%

16.58%

Sterling Corp

16.30%

24.00%

15.15%

3.42%

6.40%

US HY

8.50%

26.46%

16.28%

4.95%

21.05%

Emerging Mkt. Corp.

3.17%

21.99%

15.47%

6.52%

29.64%

14.73%

30.43%

17.83%

7.99%

15.66%

Global IG Corp

One alternative approach is looking at temperature alignment data (See Appendix for definition) for
aligned assets. With under 20% of listed companies aligned to 1.5°C and 50% at 2°C for most fixedincome investment universes, this presents a challenge for asset owners. Green and aligned assets only
form a small portion of the overall investment universe. At present, it is virtually impossible for an asset
owner’s entire AUM to be 100% 1.5°C or 2°C aligned.
This is where the different net zero frameworks come in, seeking to provide a way for asset owners to still
work towards the Paris Agreement goals without screening 80% of their respective investible fixed
income and equity universe. The focus of these frameworks is on the end goal: net zero by 2050. It does
not call for the fundamental rebalancing of all assets but rather a gradual shift through time, with
intermediate and long-term check points to meet these objectives.

New advancements in the data: exploring temperature alignment metrics
Temperature alignment metrics are a powerful tool in the march to net zero. Conceptually, it is the closest
thing we have to a single number to gauge a company’s net zero alignment (or misalignment). Instead of
looking purely at the carbon-intensiveness of a company or its historical emissions, the metric accounts
for what the emission trajectories of different industries in different regions ought to be in the future.
For instance, the power sector is expected to decarbonise much faster than heavy industries — based
both on the availability of alternatives as well as technological progress. This is done through emissions
scenario analysis performed by various organisations, with the scenarios from the International Energy
Agency (IEA) as some of the most widely adopted.

3 Source: BlackRock using MSCI data as of 28/02/2022.
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How carbon budgets are carved out4

Carbon budget

Total amount of carbon we can emit before warming will exceed temperature
thresholds we are comfortable with. Most widely used data is from IPCC. The carbon
budget from the IPCC for a 50% chance to limit warming to 1.5°C shows that the
world can emit around 460bn tonnes of CO2 (GtCO2) — or just 11.5 years of current
(2020) emissions — after 1 January 2021 before being committed to 1.5°C.

Emissions scenarios

How can we distribute the available carbon budget over time? Different
organisations attempt this modelling exercise by making estimates for population
and economic growth and technology adoption to find the most likely/least cost
scenarios for decarbonisation. IEA scenarios are some of the most popular ones —
see following chart on their Net zero scenario.

Allocation
approach

Emissions budget
from the scenarios for
each year needs to be
allocated to different
regions, sector and
companies, based
on the relative
technological progress
or respective sectors
and development
needs of the respective
regions and countries.

Convergence

For companies,
one way to set
decarbonisation
goals is to say the
emissions intensity
of all companies in a
sector needs to
converge to a certain
number by a certain
year based on the
budget.

Contraction

Another way is to
say the absolution
emissions of all
companies within a
sector needs to be a
certain number and
decarbonise at a
certain rate regardless
of where you are now.

4 Source: https:/sciencebasedtargets.org/resources/files/foundations-of-SBT-setting.pdf.
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Key milestones in the pathway to net zero
2021

2030

No new unabated
coal plants
approved for
development

2025
No new sales of
fossil fuel boilers

2035

Universal
energy access

Most appliances
and cooling
systems sold are
best in class

All new buildings
are zerocarbon-ready
60% of global car
sales are electric

More than 90% of
heavy industrial
production is
low-emissions
Almost 70%
of electricity
generation
globally from solar
PV and wind

Around 90% of
existing capacity
in heavy industries
reaches end of
investment cycle

All industrial
electric motor
sales are best
in class

Net-zero
emissions
electricity globally

Overall netzero emissions
electricity
in advanced
economies

Phase-out of
unabated coal
in advanced
economies

More than 85% of
buildings are zerocarbon-ready

50% of fuels used
in aviation are
low-emissions

No new ICE
car sales

One 020 GW
annual solar and
wind additions

2050

50% of existing
buildings
retrofitted to
zero-carbonready levels

50% of heavy
truck sales
are electric

Most new clean
technologies in
heavy industry
demonstrated
at scale

35K

2040

Phase-out of all
unabated coal and
oil power plants

2045
50% of heating
demand met by
heat pumps

30

Gt CO2

25
20
15
10
5
0
-5
2020

No new oil and gas
fields approved for
development; no
new coal mines or
mine extensions
Electricity and heat

2025

2030

150 Mt
low-carbon
hydrogen 850
GW electrolysers

Industry

Transport

2035

2040

4 Gt CO2
captured

Buildings

2045

435 Mt lowcarbon hydrogen
3 OOO GW
electrolysers

2050

7.6 Gt CO2
captured

Other

Source: IEA as of September 2021.
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IEA net zero pathway5
By dividing the global emission budget of 460 GtCO2e (the carbon budget from the IPCC for a 50%
chance to limit warming to 1.5°C shows that the world can emit around 460 GtCO2) across geographies,
industries and timeframes, we can surmise what a company in a specific industry ought to be emitting in
a given year. Using company emissions projections, targets and capital expenditure plans, data providers
are increasingly able to model what a given company’s emissions will be in the future. Temperature
alignment is thus a calculation of the difference between where emissions ought to be and where they are
expected to be over time (until 2050 and perhaps beyond).
The comparison can take the form of an absolute emissions number, a physical intensity metric
(e.g. tonnes GHG per tonne of steel or MWh of power generated), or an emissions intensity number
(particularly for industries that are not carbon-intensive).
ESG data providers have been publishing temperature alignment datasets that attempt this modelling. At
present, there are reasonable differences in modelling approaches. Additionally, the metric is very
sensitive to many of the key inputs and assumptions that underpin the modelling — any changes to these
may alter the results dramatically.
In our assessment of the various temperature alignment datasets, one of the biggest outstanding
questions is on how scope 3 emissions will be treated (see Appendix for definition). Certain industries
such as automotive, oil & gas and mining have a much higher proportion of their emissions profile coming
from scope 3 emissions. Without accounting for scope 3 emissions, the scope 1 and 2 emissions for an oil
& gas company would only include the emissions involved in drilling, refining and transport of the oil
barrel. The emissions associated with using the barrel of oil by cars or in industrial contexts are only
reflected in the scope 3 emissions. Thus, the accounting of scope 3 emissions and its inclusion in
temperature alignment methodologies are of critical importance for carbon-intensive sectors.
Here we run into a couple of issues. First, there are some challenges with scope 3 emissions data — the
coverage is not as complete, the reported datasets use different methodologies and much of the data is
modelled. Second, data providers are struggling with how to treat scope 3 emissions in their temperature
alignment metrics. Specifically, the issue is determining where scope 3 emissions ought to be over time
for each industry. As discussed above, much of this exercise is to figure out where the emissions ought to
be versus where they are expected to be.
As these challenges have yet to be solved, some data providers have side-stepped this by only focusing on
scope 1 and 2 emissions modelling for their temperature alignment metric. This can produce odd
outcomes — for instance an oil & gas company that has set targets to reduce their operational emissions
to net zero by 2050, but has no plans to stop oil and gas extraction and refining, could potentially be
1.5°C aligned! While this is obviously incorrect, temperature alignment metrics that only focus on scope 1
and scope 2 for industries with substantial scope 3 emissions can be understood to be focused only on
operational emissions, not life cycle.

5 Source: https://iea.blob.core.windows.net/assets/7ebafc81-74ed-412b-9c60-5cc32c8396e4/
NetZeroby2050-ARoadmapfortheGlobalEnergySector-SummaryforPolicyMakers_CORR.pdf.
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While scope 3 inclusions are evolving, attempts at sector budgeting for scope 3 emissions remains
nascent. Understanding what is included, and what is not, is key for contextualising implied temperature
rise data to ensure scientific accuracy. In such cases, there are no clear caveats like in the previous case of
scope 3 emissions not being modelled at all. At best, it will only lead to investor confusion. At worst, it will
lead to the questioning and undermining of temperature alignment metrics leading to a terrible outcome
for a powerful tool. A good compromise for now — given the scope 3 emission challenges — is only
accounting for scope 3 for certain industries where it is specifically relevant (as identified above) by using
physical intensity metrics (e.g. GHG per ton of steel or GHG per Megajoule of energy for energy
companies or grams of CO2 per kilometre for cars). This somewhat sidesteps the issue of carving out
scope 3 budgets across different industries and instead focuses on where emissions per physical unit of
production ought to be for different sectors based on reputable scenarios. We eagerly await refinements
on this metric given the elegance of the philosophy and what we see as the power of a data point which
includes such multiple indicators.

The frameworks
In April 2020, the 29 asset owners in the Net Zero Asset Owners’ Alliance (NZAOA) issued a call and
committed to fully decarbonise their portfolios by 2050. As of March 2022, the alliance now consists of
236 asset managers, representing USD57.5 trillion in AUM. In January 2021, NZAOA published a ‘2025
Alliance Target Setting Protocol’6 to provide members with an approach to meeting the alliance’s
commitment which includes periodic reporting of progress.
Similarly, 53 asset owners with USD2.9 trillion in assets (as of March 2022) have committed to net zero by
2050 as signatories of the Paris Aligned Investment Initiative (PAII) and are a part of the Institutional
Investors Group on Climate Change (IIGCC). The initiative also launched the ‘Net Zero Investment
Framework’7 in August 2020 to help investors align portfolios to the Paris Agreement by explaining how
the Paris Agreement can be translated into a net zero investment process.
Both NZAOA and IIGCC in turn draw heavily from the Science-Based Targets Initiative (SBTi) — a
partnership between CDP, the United Nations Global Compact (UNGC), World Resources Institute (WRI)
and the World Wide Fund for Nature (WWF) — which has been providing sector-specific guidance for
companies to set net zero targets in line with the latest climate science. SBTi provides companies with
both the guidance on goal setting as well as the verification of these goals. Like other sectors, the
financial sector has specific guidance published by SBTi — first published in Oct. 2020 and finalised in
Feb. 2022 — on how to align themselves with the Paris Agreement.

6 Source: https://www.unepfi.org/wordpress/wp-content/uploads/2021/01/Alliance-Target-SettingProtocol-2021.pdf.
7 Source: https://www.parisalignedinvestment.org/media/2021/03/PAII-Net-Zero-InvestmentFramework_Implementation-Guide.pdf.
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Overarching principles
of the frameworks
Importance of financed emissions
All of these frameworks acknowledge the indirect role of asset owners, asset managers and financial
institutions in decarbonisation. Asset owners and financial institutions aren’t directly responsible for
much of global emissions but do provide financing to companies that cause them.
Financed emissions can be thought of as the financial institutions’ scope 3 emissions — the indirect
emissions that are caused by its products in the value chain. While these frameworks also require
decarbonisation of operations for financial institutions, emissions from operations pales in comparison
to financed emissions.
There are also direct and indirect ways to target reduction of financed emissions. The most direct way is to
reduce scope 1, 2, and 3 emissions of the portfolios. But there are also indirect measures of success here.
For instance, SBTi, as part of its framework, allows for targeting portfolio exposure to issuers that have set
science-based targets, which in turn are net zero targets for the company. Temperature alignment metrics
(See Appendix for definition) are another way to target financed emissions indirectly as well.

The timeline — reducing financed emissions over time
These frameworks also acknowledge that economy-wide decarbonisation cannot happen overnight.
As discussed earlier, the universe of assets and the broader economy is NOT already aligned to the Paris
goals. Thus, the frameworks expect a gradual approach in reducing financed emissions with the goal of
reducing financed emissions to net zero by 2050.
While net zero by 2050 remains the ultimate objective, these frameworks also call for short- and/or
medium-term targets as well which serves a couple of purposes. First, it ensures financial institutions are
acting now to decarbonise their portfolios and second, from BlackRock’s perspective, it provides our
portfolio construction process with measurable goals of success in the short- to medium-term. Broadly,
these timelines can be classified as short-term (2021-2025), medium-term (2025-2035) and long-term
(2035-2050).

Treatment of carbon-intensive sectors
Sectoral divestment is not explicitly encouraged by the frameworks. This is fairly in-line with the EU PAB
guidelines where sector-wide divestment is discouraged. The philosophy behind this is that we don’t want
an under-allocation to carbon-intensive sectors where decarbonisation is most important. For carbonintensive sectors, SBTi favours a sectoral decarbonisation approach (SDA) whereby emissions-based
physical intensity targets are set. For instance, for the utility sector, the physical intensity target is a
measure of carbon emissions per unit of energy (tons of CO2 per kilowatt hour — see example in page 9).
There is no transition to a low carbon economy if companies in the carbon-intensive sectors do not
decarbonise. The focus is on the trajectory of carbon emissions rather than bluntly cutting exposure to
issuers with high carbon intensity. The treatment of these exposures needs to be considered in the
context of the broader client portfolio and investment objectives. But this is not to rule out selective
(or broader) divestment at the client’s discretion, which BlackRock can implement as well.

12 Net zero frameworks and strategy for fixed income portfolios
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In the EU Technical Expert Group (TEG) report on climate benchmarks,8 a distinction between “high
impact sectors” and “low impact sectors” is made with respect to their potential impact on climate
change. The guidelines specify which sectors/economic activities are to be classified as such — see
table below.
In our assessment of companies for alignment to climate goals, we use this categorisation extensively to
1) better reflect the impact of each company and sector on the net zero transition, and 2) determine what
criteria to apply in alignment assessments. For companies in sectors with higher potential impact on
climate change, we apply a more stringent set of criteria in our alignment assessments.
This assessment and categorisation enable us to construct portfolios that are reflective of the real
economy without having to employ broad sectoral screening or underweighting. The opportunity set for
certain sectors might be more limited than others — for instance, there are more automotive and utility
companies that are decarbonising than cement or steel companies. But that doesn’t mean that the
cement and steel sectors should be excluded from net zero aligned portfolios — not including them would
superficially reduce the portfolio’s emission intensity but that does the real economy no good.

Low Climate Impact

High climate impact

Climate
impact

NACE
section
code

Section name

A
B
C
D
E
F
G
H
L

Agriculture, forestry and fishing
Mining and quarrying
Manufacturing
Electricity, gas, steam and air conditioning supply
Water supply; sewerage, waste management and remediation activities
Construction
Wholesale and retail trade; repair of motor vehicles and motorcycles
Transportation and storage
Real estate activities

I
J
K
M
N
O
P
Q
R
S
T

Accommodation and food service activities
Information and communication
Financial and insurance activities
Professional, scientific and technical activities
Administrative and support service activities
Public administration and defence; compulsory social security
Education
Human health and social work activities
Arts, entertainment and recreation
Other service activities
Activities of households as employers; undifferentiated goods — and services — producing
activities of households for own use
Activities of extraterritorial organisations and bodies

U

8 Source: 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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Engagement
Engagement is an important investment pillar in these frameworks. Effective disclosure can lead to real
change in how companies are managed for the benefit of all stakeholders. The BlackRock Investment
Stewardship (BIS) team is a key partner for all investment teams at BlackRock. Our Investment
Stewardship efforts, including our direct engagement and voting activities, seek to encourage companies
to deliver long-term, sustainable growth and returns for our clients. Partnership across teams at
BlackRock ensures we can leverage insights and knowledge, and bring the voice of all stakeholders,
including corporate bondholders, to the table.
As explained in our Global Principles,9 climate change has become a critical factor in companies’
long-term profitability. We look to company leadership to disclose to investors how climate risks and
opportunities might impact their business, and how these factors are addressed in the context of a
company’s business model and sector. Specifically, investors have greater clarity — and ability to assess
risk — when companies detail how their business model aligns to scenarios for the global economy that
limit temperature rise to well below 2°C, moving toward net zero emissions by 2050.
Net zero frameworks explicitly encourage engagement, with some calling for specific engagement goals
measured by percent of total financed emissions in the portfolio. This is congruent with our objectives at
our Investment Stewardship team with climate-related engagements as one of our five priorities.
As outlined in BIS’ market-specific voting guidelines, when corporate disclosures do not sufficiently
enable investors to assess risk through the TCFD framework — including in relation to governance,
strategy and risk management — or companies have not provided scope 1 and 2 emissions disclosures
and meaningful short-, medium-, and long-term targets, we are increasingly unlikely to support
director(s) we consider responsible for climate risk oversight.10 More information on BIS’ approach to
climate risk can be found in Climate risk and the global energy transition.11
In addition to the engagement outlined above, the BlackRock Fixed Income ESG Investment Team
regularly engages with issuers across green, social or sustainable issuance, impact mortgages, or board
level engagements alongside our partners in BIS.

9 Source: https://www.blackrock.com/corporate/literature/fact-sheet/blk-responsible-investmentengprinciples-global.pdf.
10 Source: https://www.blackrock.com/corporate/about-us/investment-stewardship#guidelin.
11 Source: https://www.blackrock.com/corporate/literature/publication/blk-commentary-climate-riskand-energy-transition.pdf.
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Framework

Type

Description

Steps

Example

SBTi

Portfolio
coverage
approach

Engagement targets are set by
financial institutions to have a
portion of their investees set their
own SBTi-approved science-based
targets such that the financial
institution is on a linear path to
100% portfolio coverage by 2040

1. C
 alculate current
percentage of holdings
with SBTs
2. Target 100% by 2040
3. Linear progression to
100% allocation from
current allocation

1. Current portfolio has 20% SBTs set
2. Time till 2040: 18 years
3. Linear progression required:
(100-20)/18yrs = 4.44%
increased allocation per year
4. R
 equired allocation in 3 years (by
2025): 20% + 3*4.44% = 33.33%

Temperature Financial institutions can use
rating
this approach to determine the
approach
current temperature rating of
their portfolios and take actions to
align their portfolios to ambitious
long-term temperature goals by
engaging with portfolio companies
to set ambitious targets

1. C
 alculate current
temperature alignment
of portfolio
2. Target 1.5˚C by 2040
3. Linear progression
to 1.5˚C by 2040
from current
temperature rating

1. Current portfolio is 3˚C aligned
2. Time till 2040: 18 years
3. Linear progression required:
(3˚C - 1.5˚C)/18yrs = 0.0833˚C
reduction per year
4. R
 equired temperature alignment in
3 years (by 2025): 3 - 3*0.0833 =
2.75˚C

Carbon
intensity
reduction

16% to 29% CO2e reduction
by 2025 (per IPCC 1.5˚C SR
scenarios) on listed equity and
publicly traded corporate debt

1. C
 alculate emissions
intensity of 2019 FY
(revenue or EV/EVIC) of
portfolio (scope 1 + 2)
2. Target 16% to 29%
3. Eventually track scope
3, net zero by 2050
(not required for now)

1. 2
 019 FY portfolio has emissions
intensity of 115
16% reduction: 0.84*115 = 97
29% reduction: 0.71*115 = 82
2. Target portfolio emissions intensity
of between 82-97 by 2025
3. Track YoY progress
(They are not specific about
the number, but closer to 29%
is better as that is closer to the
decarbonisation required for
1.5˚C scenarios)

Set an initial emissions intensity
reduction goal and <10-year
reference target (CO2e intensity)
covering equity, fixed income, real
assets in line with a net zero by
2050 pathway

1. C
 alculate current
emissions intensity of
portfolio (scope 1 + 2)
2. Target net zero
emissions by 2050
3. Eventually track scope
3, net zero by 2050 (not
required for now)

12

Net Zero
Asset
Owners
Alliance
(NZAOA)

Institutional Carbon
Investors
intensity
Group on
reduction
Climate
Change
(IIGCC)13

Absolute
emissions
reduction

Set a reference target for total
1. C
 alculate absolute
absolute CO2e emissions
emissions of portfolio
reductions expected to be achieved
(scope 1 + 2)
by the assets in their portfolio
2. Target net zero
emissions by 2050
3. Eventually track scope 3,
net zero by 2050
(not required for now)

Portfolio
coverage
approach

A <10-year goal for allocation to
climate solutions representing a
percentage of revenues or capex
from AUM, increasing over time, in
line with investment trajectories
based on a net zero pathway

1. C
 alculate current
portfolio climate
solutions allocation
2. Set a 10 year target for
increase in allocation

12 SBTi used SDA approach too but Temperature Rating method will account for that.
13 IIGCC also has an engagement goal “engagement goal to ensure at least 70% of financed emissions in
material sectors are either net zero, aligned to a net zero pathway, or the subject of direct or collective
engagement and stewardship actions.”
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BlackRock process
1

Measuring where you are
Identify current positioning of portfolio with regards to:
i. Temperature alignment
There are numerous providers of temperature alignment metrics. They require a deep
understanding of the methodology and the limitations as small changes in assumptions may
impact a portfolio temperature significantly. There are still outstanding questions regarding these
assumptions and the aggregation of data. For instance, should metrics be market value weighted,
like most financial metrics, or should they be weighted by ownership share of emissions (what
percent of enterprise value is owned by the portfolio), or should they be weighted by a credit metric
like duration times spread (which considers both the average spreads and average spread
duration)? While there is no right answer, market conventions are quickly developing on this.
ii. %
 holdings SBT (and/or Paris Aligned assets):
As science-based targets become more widely adopted, they will become a vital resource for
investors to assess the emission trajectory of the companies they own with credible targets set.
Other ways of measuring aligned assets include using Transition Pathway Initiative (TPI) and
green bond datasets.
iii. Emissions intensity
There is good, reliable data for scope 1 and scope 2 data. Scope 3 data (e.g. the indirect
emissions from a company’s products) is patchy but getting better in terms of coverage —
particularly for the investment grade universe.
Knowing where you are today is critical to setting targets for where you want to be in the future.
Step 1 measures the starting point, which determines the short-, medium-, and long-term goals for
the portfolio.

Illustrative example of how pathways depend on the starting point
150

100

50

High starting point
Low starting point

0
2022

2050

Source: BlackRock, as of 30 April 2022.

16 Net zero frameworks and strategy for fixed income portfolios
FIH0522E/S-2204388-16/36

2

Pick which metrics to focus on
BlackRock utilises the entire gamut of ESG analytics to analyse and adapt the portfolio to align with
client objectives. The data required will also be dictated by any external standard that the clients
may have signed to.

SSE deep dive
• SSE is 1.75°C aligned in Trucost’s temperature model and has also set Science Based Targets aligned to 1.5°C.
• In 2020, SSE has 110% more renewable energy capacity installed than in 2016. This is above the 65%
average increase across the peer group. To hit their 2030 target they need to install 3.3x more capacity
over the next eight years.
• In addition to this, SSE plc commits to reduce scope 1 GHG emissions 80.2% per kWh by 2030 from a
2018 base year and reduce absolute scope 1 and 2 GHG emissions 72.5% over the same timeframe.14
• This places SSE within the emissions reductions required to keep warming below 1.5°C as defined by SBTi.
• Transition Pathway Initiative rates SSE’s carbon performance as 1.5°C aligned until 2030 and Net zero by
2050. For comparison the white line is the projected decarbonisation which has a run rate of around 7% a
year until 2030.
Carbon intensity (metric tonnes of CO2 per MWh electricity generation)15
0.6

0.4

0.2

0
2013
1.5 degrees

2050
National pledges

Below 2 degrees

SSE

7% decarbonisation from 2013

In an analysis of 338 companies with approved science-based targets, the SBTi found that these
companies have cut their scope 1 and 2 emissions by a linear annual rate of 6.4% between 2015-2019.16
14 Source: Science Based Targets accessed on 28 April 2022. https://sciencebasedtargets.org/
companies-taking-action.
15 Source: BlackRock, Transition Pathway Initiative as of 13 April 2022, Predictions may not come to pass.
16 Source: From ambition to impact: Science-Based Targets Initiative annual progress report, 2020. As of
January 2021, page 19. https://sciencebasedtargets.org/resources/files/SBTiProgressReport2020.pdf.
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3

Define short-term and long-term targets

• Set long-term targets for one or more of these metrics (base year is important — see following section)
– 1.5°C temperature alignment
– 100% SBT holdings (and/or Paris Aligned assets)
– 2050 net zero emissions intensity targets
• Identify near-term targets (base year is important — see following section)
– Five years from inception
– Review targets periodically at an appropriate time horizon

4

Analyse likelihood of alignment for investments  a sophisticated approach

The Institutional Investors Group on Climate Change (IIGCC) in the Paris Aligned Investment Initiative
(PAII) has published a guidance describing a Net Zero Investment Framework for asset owners, classifying
investors into four distinct buckets: achieving net zero, aligning, committed to aligning and not aligned.
We have undertaken an extensive exercise to show how our framework compares and maps issuers using
this alignment maturity scale, as shown in the table below.17
IIGCC net zero
alignment scale

High climate impact

Low climate impact

Net zero

• Dark Green Bonds
• >80% revenue from Clean Teach or Renewables

Aligned

• Medium Green Bonds
• Companies that have verified
decarbonisation targets, have
a net zero carbon performance
trajectory, have evidence of a longterm decarbonisation strategy
and have net zero aligned capital
expenditures

• Medium Green Bonds
• Companies that have set verified
decarbonisation targets and have
carbon performance consistent
with their decarbonisation target

Aligning

• Companies with verified
decarbonisation targets and
some evidence of a long-term
decarbonisation strategy

• Companies that have set verified
decarbonisation targets

Committed

• Companies that have set verified
decarbonisation targets, or have
committed to do so

• Companies that have set
decarbonizations targets, or have
committed to do so

Not aligned

Covered by Climate Action 100+, TPI, SBTi, MSCI, but not fulfilling any above
criteria

No data

All other companies

17 Source: https://www.parisalignedinvestment.org/media/2021/03/PAII-Net-Zero-InvestmentFramework_Implementation-Guide.pdf.
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Green bonds, company carbon performance and forward-looking indicators form the foundation
of our framework. We have seen rapid growth in both green bond issuance and companies setting
decarbonisation targets and we expect this growth to continue. Our approach expands on this,
incorporating analysis both on the issuance-level for use-of-proceeds instruments like green bonds, as
well as on the issuers themselves. We draw on further data and analysis — going beyond whether or not a
company has set a decarbonisation target or a holding is a green bond — to categorise where in the
alignment maturity scale a holding will fall.
Cumulative outstanding issuance of green bonds
1,200

Issuance ($BN)

1,000

800

600

400

200

0

2007
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2011

Cumulative outstanding issuance ($BN)

2013

2015

2017

2019

2021

Annual issuance ($BN)

Sources: BlackRock, Bloomberg , Environmental Finance, Climate Bonds Initiative (CBI), Fannie Mae, as of
31 December 2021. All figures in USD.
Cumulative number of companies with SBTs
3,000

2,000

1,000

0
12/16
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Committed

12/19

12/20

12/21

Total

Source: SBTi using data as of 11 March 2022.
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For green bonds, we draw a distinction based on BlackRock green bond shading — a ‘dark’ green bond is
classified as being “Net Zero” aligned as the proceeds for such bonds fund projects that will put the world
on a long-term path towards a zero-carbon economy. A ‘medium’ shade green bond gets classified as
“Aligned” because proceeds fund projects that yield improvements over baseline energy consumption,
CO2 emissions etc. and demonstrate alignment with long term decarbonisation.
At the issuance level, the past trajectory of a company emissions direction is a key input into our analysis.
Where available, future emissions projections based on capital expenditure modelling (for e.g. capital
expenditure to retire a thermal coal plant to replace with a solar plant) supplements this with an even
clearer picture of how a company’s carbon performance aligns to the goals set forth by the Paris
Agreement. Many companies may not have historical progress on decarbonisation, but have publicly
committed to future improvements, which we capture through independently verified Science-Based
Targets Initiative (SBTI) and Transition Pathway Initiative (TPI) datasets.
Expanding on this, our methodology includes metrics that analyse clean technology opportunities,
company progress towards their decarbonisation targets, and management and governance of existing
transition risk. And for high impact sectors, we use metrics from Climate Action 100 and Carbon Tracker
Initiative that dive deeper into a company’s quantitative decarbonisation strategy and projected capital
expenditure alignment versus the demand for oil and gas in the Beyond 2˚C scenario of the International
Energy Agency (IEA).18
It’s worth nothing that currently, metrics only capture a subset of high-impact names, and an even
smaller number of issuers are currently aligned based on their capital expenditure requirement.
Where gaps in performance and data coverage exist is where active engagement can be used to
support alignment.
Other target setting and pledges from companies outside of SBTi serve as a complementary indicator
for future decarbonisation and net zero alignment — for instance Net Zero Tracker19 has built a
comprehensive database using an army of volunteers which tracks targets and commitments from both
governments and companies. While such databases lack the follow-through in terms of tracking progress
as well as the vetting of such commitments and goals, they serve as an important tool for us to identify
companies that have taken the first steps of making a public announcement on their net zero plans.

18 Source: https://www.climateaction100.org/wp-content/uploads/2021/11/CTI-CA100-BenchmarkAlignment-Indicators-Methodology_Nov21.pdf.
19 Source: https://zerotracker.net/.
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How different Indices look
Net zero alignment
Emerging
Mkt. Corp

Euro HY

US HY

Global
IG Corp

US IG Corp
0

20
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100%

US IG Corp

Global IG Corp

US HY

Euro HY

Emerging
Mkt. Corp

Net zero

0.51%

1.05%

0.50%

1.57%

1.84%

Aligned

9.76%

9.74%

2.38%

5.40%

3.92%

Aligning

16.11%

17.56%

10.35%

16.19%

3.96%

Committed

10.28%

12.13%

4.78%

7.91%

8.23%

Not aligned

62.64%

56.43%

67.75%

48.04%

71.93%

0.70%

3.10%

14.24%

20.89%

10.13%

No data

In scope holdings with NACE codes A-H and J-L
93%

93%

80%

90%

86%

Data as of 10 March 2022.

At present, few companies are net zero or aligned, hence most portfolios and indices will have a large
percentage of holdings as not aligned. With time, as companies step up their net zero commitments and
data quality coverage gets better, we expect the scope of this analysis to broaden. This framework,
coupled with active management and engagement can help in target setting and increase the proportion
of net zero, aligned, or aligning assets over time to 100% of assets by 2040 as stipulated in the Net Zero
Investment Framework from IIGCC. 20
20 Source: https://www.parisalignedinvestment.org/media/2021/03/PAII-Net-Zero-InvestmentFramework_Implementation-Guide.pdf.
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5
i

Identify roll over and maturity of existing portfolio
As mentioned above, clients should be concerned about non-aligned exposures with a longer time
to expected maturity. Particularly if the portfolio is low turnover or buy and maintain, clients can
take advantage of the natural principal and interest generated to realign the portfolio over time.
This would involve a three-step plan:

 educe exposure to the worst names. These are long-dated names where there are credit concerns
R
due to the lack of decarbonisation. This could be due to overexposure to emission-heavy products or
lack of management recognition of the problem.

ii E
 nsure new issuance and names being added to the portfolio are aligned to the pathway. Whilst data is
improving this could mean only buying low-temperature aligned names in high emission sectors and
using BlackRock’s alignment score for the rest of the portfolio.
•

 epending on how the portfolio is faring versus the goals, this could mean not buying certain
D
misaligned names, buying only shorter-dated exposures, or sizing appropriately.

iii L
 et short-dated misaligned names mature. For names that are not aligned to the pathway and where
there are no concerns about credit quality, let the exposure mature. If there are accounting or
regulatory restrictions, the assets can be transferred into a “run-off” portfolio.

6

Use temperature and emissions budgeting in risk management
As soon as targets for the portfolios are set, our risk and quantitative analysis (RQA) team formally
adds the targets to the risk review process. Ongoing monitoring of temperature budgets helps track
progress through time.
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Net zero for Sovereigns
Countries amped up their targets in the run to COP26, as this was the first time countries were expected
to revise and upgrade their emissions targets per the Paris Agreement. This ‘ratchet mechanism’ in the
2015 Agreement specifies that nationally determined contributions (NDCs) need to be updated every five
years as part of the Paris Agreement and COP26 was the first of such updates. Post COP26 however,
assessing sovereign alignment for net zero remains difficult. Sovereign ESG ratings present a challenge
compared to the relatively mature world of corporate ESG ratings. Net zero target setting for sovereign
debt investments is no different, and the relative size and importance of this market means it cannot be
ignored in discussions on net zero target setting.
Similar to corporates, sovereign approaches to net zero alignment use a combination of backward-looking
(emissions intensity) and forward-looking (alignment) metrics.
Below summarizes the current public net zero frameworks and the associated treatment of
sovereign debt:
Framework

Emissions intensity metric

Forward-looking indicators

IIGCC

Territorial emissions performance —
per capita or by GDP

Energy supply trend; renewable energy/
supply targets, national policy, Climate
Change Performance Index (CCPI)22 etc.

NZAOA

No guidance yet

No guidance yet

SBTi

No guidance yet

No guidance yet

Currently, IIGCC is the only framework among the three that has a sovereign target-setting methodology
(methodologies for the others are expected at a later date). Forward-looking indicators, while potent, are
in their infancy. The immediate challenge is to uncover nuances in sovereign carbon accounting and
determine the correct way to calculate emissions intensity, the primary backward-looking indicator in
use today.
When calculating a country’s carbon intensity, we will evaluate both the way we normalize emissions
across countries (production or consumption), and the source of the emissions we are counting
(include or exclude land use-related emissions and sinks).
For corporate carbon intensity, current market practice is to normalise emissions by enterprise value
or revenues, as this allows us to compare companies regardless of their size. For the most part, this
methodology will not produce contradictory outcomes, particularly when comparing within the same
industry. For sovereign analysis we need to find a comparable denominator to normalise for size
(since comparing the absolute emissions of China versus Tuvalu is not meaningful). The main choices that
have been discussed are GDP (either outright or purchase parity adjusted), or per capita. Normalising
country emissions by GDP versus per capita gives us completely different results and raises the question
of fairness of using one over the other.

22 Source: https://ccpi.org/.
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Income and emissions intensity – per capita
CO2 emissions (metric tons per capita) vs. GDP per capita
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Source: World Bank, World Development Indicators, 2018 data.
In Income and emissions intensity — per capita, we see how per capita emissions from high-income
countries is much higher than the per capita emissions from lower income countries. This is intuitive in
that the average person in the developed world is more likely to own a car, fly on a plane and have heating
and cooling needs met at home. This means the average carbon footprint for someone from the
developed world is much higher than someone from an emerging economy.
Income and emissions intensity by GDP
CO2 emissions (kg per PPP $ of GDP) vs GDP per capita
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Source: World Bank, World Development Indicators, 2018 data.
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But when we normalise emissions by GDP instead — see Income and emissions intensity by GDP — we
see the reverse is true. Emissions intensity normalised by GDP is in fact lower for high-income countries
and is much higher for lower income countries making it appear as if emerging economies are performing
worse. This is a function of our globalised economy — emerging economies engage more in extractive
sectors and low value-added manufacturing (more carbon intensive, lower GDP value). Developed
economies have moved up the value chain to high value-added manufacturing and services (less carbon
intensive, higher GDP value). If we normalise by GDP, emerging economies appear less carbon efficient
even when the per-person footprint is much lower in those countries.
This poses a challenge for investors — by choosing one form of normalisation, we would favour one set of
countries over the other. The important question is a question of fairness — by ranking and investing in
countries based on emissions intensity by GDP, we would essentially be ranking countries based on their
income levels. This in turn would punish the emerging economies that desperately need the financing
required for a climate transition. The World Bank 23 called this the “ingrained income bias” in a recent
paper on sovereign ESG — a bias where a sustainability metric has a “strong and statistically positive
relationship with a country’s income”. Accounting for this is crucial for investors to approach this in
manner that is fair and consistent with the Sustainable Development Goals (SDGs) and the Paris
Agreement — both of which call for increased financing to developing economies to meet SDGs as well
as climate goals.

Who’s responsible for the emissions?
To further complicate matters for sovereign carbon accounting, determining what emissions a country is
responsible for is another question for debate. Most sovereign carbon metrics currently available focus on
territorial emissions, which measure the emissions from all activities within a country’s borders. GHG
inventories required by UNFCCC also represent territorial emissions. However, many argue that this is not
a fair measure for countries if such emissions are partially or primarily from producing goods that are
exported and consumed elsewhere.
Consumption emissions consider not what is produced within a country’s borders but rather what is
consumed within its borders. By factoring emissions embedded in imports from, and exports to, other
countries, we can isolate the emissions from a country’s consumption.
Here too there is a divide between the developed and emerging economies. By offshoring manufacturing
to other countries, developed countries have also offshored emissions to exporting countries even though
the manufacturing is in essence done on their behalf.
Where do sovereign emissions come from?
Country

Territorial (MtC/yr)

Consumption (MtC/yr)

Difference

1480.59

1574.07

6%

103.75

147.43

42%

90.49

120.60

33%

206.16

235.15

14%

China

2717.40

2445.40

-10%

India

707.24

642.68

-9%

USA
United Kingdom
France
Germany

Source: Global Carbon Project. (2020). Supplemental data of Global Carbon Budget 2020 (Version 1.0)
[Data set]. Global Carbon Project. https://doi.org/10.18160/gcp-2020.
23 World Bank, A New Dawn — Rethinking Sovereign ESG https://documents1.worldbank.org/curated/
en/694901623100755591/pdf/A-New-Dawn-Rethinking-Sovereign-ESG.pdf.
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In Where do sovereign emissions come from?, we can see the difference between the territorial and
consumption emissions for developed countries. For China and India, both large emerging market
countries, consumption emissions are materially lower than territorial emissions. Meanwhile United
Kingdom and France have substantially higher consumption emissions compared to what they produce
within their borders. If we had only looked at territorial emissions, we would miss a substantial chunk of
emissions that many of these are either directly or indirectly responsible for.
Accounting for this discrepancy is critical if we are to accurately set net zero targets for emissions
intensity reductions. Another hurdle investors will have to overcome is the lack of primary sources that
account for country emissions and fewer still that account for trade flows.

Forward-looking indicators
We know what the world must do to get to net zero by 2050. What is unclear is what each country is
expected to do and what the “fair” share of emission reduction burden is for each country. As part of the
Paris Agreement, each country is expected to outline their climate actions post-2020 — the nationally
determined contributions (NDCs). The Agreement calls for “common but differentiated responsibilities” in
setting out emission reduction goals for each country. However, the challenge remains in identifying what
emission reduction burden sharing looks like.
Having said that, we have seen some encouraging developments in this space — most notably from CCPI
(Climate Change Performance Index) and the Climate Action Tracker (CAT). CAT tracks 39 countries
(covering ~85% of global emissions), their targets, policies and actions, and assesses the countries on
their alignment to net zero goals and the Paris Agreement. 24 CCPI evaluates 60 countries (covering ~92%
of global emissions) by assessing countries on four categories — emissions, renewable energy, energy
use and climate policy. 25 While CCPI is not a net zero alignment metric, it is still a useful ranking,
particularly as it incorporates both action and policies.
Traditional ESG data providers are also extending their temperature alignment methodologies and
coverage for sovereigns and are coming up with an implied temperature rise for sovereign debt. Data
providers assess country NDCs and quantify the “gap” between where it is predicted to be and where it is
supposed to be by 2030, per the UNEP Emissions Gap Report. 26

24 Source: https://climateactiontracker.org/about/.
25 Source: https://ccpi.org/methodology/.
26 Source: https://www.unep.org/resources/emissions-gap-report-2021.
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Other important
considerations
Base year selection
Base year refers to the reference year that progress against targets is measured. Because these target
allocations increase (or in the case of emissions intensity — decrease) linearly to 100% (or 0 in the case of
emissions intensity), the base year is the crucial starting point. If a financial institution or asset-owner has
already started targeting portfolio decarbonisation prior to setting the specific targets outlined by these
frameworks, the base year will have to be adjusted to when the institution first started decarbonising
portfolios. This is to ensure that early action is not penalised. If the portfolio’s actual emissions intensity
follows the path in the below graph, it stays beneath the trajectory set by a 2018 base year, when the
decarbonisation began. If 2022 is used as the base year, the emissions reductions required to stay
beneath the emissions trajectory is greater, and neglects the decarbonisation that began in 2018.
Emissions intensity of portfolio (tons of CO2 per million $ sales)
160

2018

2022
80

Actual intensity
2018 base year
2022 base year

0
2015

2050

Source: BlackRock, as of April 2022.

Where do green bonds fit in?
Apart from vague calls to increase green bond allocations or aligned assets, the frameworks don’t discuss
treatment of green bonds at length. BlackRock believes green bonds are a natural asset class for
decarbonisation and Paris Alignment, as the use of proceed structure ensures the investment is in the
spirit of the Paris agreement. To that extent, our process will uphold the following principles as it relates
to green bond treatment:
• Emissions Intensity zero-ed out
– This is so our portfolio managers are not penalised from holding green bonds from issuers in carbonintensive sectors.
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• Temperature alignment metric for green bonds set to 1.5°C or 2°C
– Much like emissions intensity, we do not want to penalise portfolio managers from participating in
green bond new issuances simply because of data-lags or current methodological inconsistencies.
– Even if data providers rate the issuer as above 2°C aligned, we argue that green bonds, particularly
those shaded dark or medium green per BlackRock’s proprietary rating system, are aligned to the
broader goals of the Paris Agreement and should not “raise” a portfolios temperature alignment.
• Green bonds count towards holdings with SBTs or aligned assets

The case for some Paris aligned portfolios now
The frameworks outline the process for an asset owner’s entire book of business. As discussed previously,
this has necessitated the slower pace in reallocating the portfolio with the view of gradual achievement of
net zero by 2050. For instance, even SBTi requires a 1.5°C aligned portfolio only by 2040. Then what is
the need for the Paris Aligned Benchmark (PAB) and other Paris-aligned or 2°C (or 1.5°C) aligned
portfolios that are aligned now?
PABs exist as a way to spur catalytic change in the market by demanding portfolio companies to align
their operations and set targets now — the same reason why green bond portfolios and broader ESG
funds exist. Broad ESG growth is already happening at a rapid pace (see Global ESG ETF Growth) and it is
not difficult to imagine the same trend for climate-aligned assets in the near-future.
Cumulative global FI ESG ETF & mutual fund flows (in USD millions)
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Source: EPFR as of 4 May 2022.
The other reason is more nuanced. If the asset owner is looking to align their entire book of business,
there will naturally be some areas that are more challenging to decarbonise or that may take more time.
To compensate for this — and to be aligned on average — the asset owner can allocate some assets to
Paris Aligned portfolios.
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With that in mind, BlackRock has worked in partnership with index providers to create PAB indices for
credit exposures that are tailored to fixed income investing. This tailored approach achieves three
outcomes: alignment with Paris Aligned Benchmark regulation, improvement in ESG profile and a
minimisation of tracking error to parent index while controlling for sustainability and investibility targets.
Sustainability & investibility targets are achieved through reweighting, tilting on an issuer level to ensure
names are not screened implicitly. By optimising GHG emissions reduction utilising both absolute and
intensity metrics, the approach ensures a balance of treatment between different types of issuers.

Tailwinds
There is natural concern in the investor community that this tectonic shift will be challenging. Because
investors are responsible for financed emissions, there is only so much they can do if the world itself does
not decarbonise — there just won’t be enough companies for investors to choose from. But the trend does
seem encouraging. If one were to look at the green bond issuances or the number of companies setting
science-based targets, the aligned pool of assets is growing at a rapid pace. Despite the impacts of the
Covid-19 pandemic, the world has in fact doubled down on commitments to the Paris Agreement and to
net zero goals. This has started a virtuous cycle for decarbonisation goals. As more countries set net zero
goals, more companies have followed suit, which in turn, makes it easier for investors to do the same.
And if competitor companies are setting targets and investors are allocating capital using these
frameworks, more companies will set targets to avoid being left behind. This increases the pool of assets
for investors with net zero goals and makes those goals easier to realise.
Select investment universes and proportion of companies with SBTi commitments or targets
Commitments

Targets set

Total

May-21

Feb-21

May-21

Feb-22

May-21

Feb-22

4.9%

8.0%

18.8%

18.4%

23.7%

26.4%

Euro IG Corp

12.7%

14.3%

28.0%

28.3%

40.7%

42.6%

Sterling Corp

3.4%

4.5%

6.7%

7.3%

10.1%

11.8%

US HY

3.4%

4.5%

6.7%

7.3%

10.1%

11.8%

Emerging Mkt. Corp.

4.4%

6.5%

3.8%

4.6%

8.2%

11.1%

Global IG Corp

8.1%

10.7%

20.0%

19.6%

28.1%

30.3%

US IG Corp

Source: BlackRock, Science Based Targets Initiative (SBTi), 31 May 2021, 28 February 2022.
This does not mean achieving net zero goals will be easy. This virtuous cycle only happens with active
involvement and engagement from asset-owners. As stewards of the assets, investors have a lot of
influence over the long-term decarbonisation of portfolio companies.
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Definitions/Appendix
Net zero, Paris alignment, 2 Degree Alignment, 1.5 Degree Alignment — these are terms people use all
the time and MOST of the time people are trying to refer to the same thing. There are certainly nuances
(and obvious differences 2 degrees is after all greater than 1.5 degrees). You can think of net zero
emissions as the goal which gives us the best shot to limit global warming to 1.5 degrees. “Alignment”
trying to gauge whether a company’s activities (and subsequently a portfolio overall) are aligned with the
emissions reduction pathway required based on the Paris agreement. Because it was specified as well
below 2 degrees, a lot of people have run with 2 degrees the goal, others (particularly following the IPCC
report) have been talking about 1.5 degrees alignment and many refer to either as Paris alignment.
Over time these nuances will matter but for now, let’s think of these as interchangeable terms.

Net zero
Net zero refers to achieving a balance between the amount of greenhouse gas emissions produced and
the amount removed from the atmosphere. There are two different routes to achieving net zero, which
work in tandem: reducing existing emissions and actively removing greenhouse gases.
A gross-zero target would mean reducing all emissions to zero. This is not realistic, so instead the net zero
target recognises that there will be some emissions but that these need to be fully offset, predominantly
through natural carbon sinks such as oceans and forests. (In the future, it may be possible to use artificial
carbon sinks to increase carbon removal, research into these technologies is ongoing.)
When the amount of carbon emissions produced are cancelled out by the amount removed, a company
will be a net zero emitter. The lower the emissions, the easier this becomes. 27

Temperature alignment
The rise in global temperature is linked to the stock of carbon that is released. Temperature alignment
metrics use carbon budgets per sector/country or issuer to assess an individual companies or countries
temperature path. In sectors where decarbonisation technologies are easily adopted such as Automobiles
there is an expectation that there will be significant decarbonisation but in sectors where decarbonisation
will be complicated such as cement the level of decarbonisation is lower.
This methodology relies on carbon budgeting and forward projections of company carbon emissions.

Paris Agreement
The Paris Agreement is a legally binding international treaty on climate change. It was adopted by
196 Parties at COP 21 in Paris, on 12 December 2015 and entered into force on 4 November 2016.
Its goal is to limit global warming to well below 2, preferably to 1.5 degrees Celsius, compared to
pre-industrial levels.
To achieve this long-term temperature goal, countries aim to reach global peaking of greenhouse gas
emissions as soon as possible to achieve a climate neutral world by mid-century. 28

27 Source: Institute for Government as of 14/05/2021 https://www.instituteforgovernment.org.uk/
explainers/net-zero-target.
28 Source: UNFCCC secretariat (UN Climate Change) as of 14/05/2021 https://unfccc.int/process-andmeetings/the-paris-agreement/the-paris-agreement.
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Carbon intensity
Carbon intensity takes the amount of carbon produced by a company and scales it to a metric that allows
for cross industry or economy comparison. Popular scalars are revenues, profits, or power generated.
This metric means that we have a better cross-sectional comparison and do not reward companies that
reduce carbon emission through reducing output or large emitters in absolute terms who are efficient.

Green bond shading
Very light green

Light green

Medium green

Dark green

Projects that yield only
marginal improvements
over baseline energy and
CO2 emissions.

Projects that yield
improvements over
baseline energy
consumption and CO2
emissions, but are not yet
aligned with long-term
decarbonisation.

Projects that yield
improvements over
baseline energy
consumption and CO2
emissions and show some
signs of alignment with
long-term decarbonisation.

Projects that BlackRock
determines are most likely
to help put the world on
the long-term path to
decarbonisation.

Examples

Examples

Examples

Examples

• “Sustainable”
plastic packaging

• Non-electrified
public transit

• Green buildings
(stringent standards)

• Renewable energy

• High speed
mobile networks

• Environmental
remediation

• Hybrid electric
vehicles

• Green buildings with
silver LEED rating

• Adaptation projects
(e.g. sea walls)

• Waste water treatment

Share of index
1%

Share of index
7%

Share of index
42%

• Electric transportation
• Smart meters

Share of index
45%

Source: BlackRock Investment Institute, with data from Bloomberg, June 2021. Notes: For Illustrative
purposes only. Share of index refers to the share of green bonds under each BlackRock rating category in
the Bloomberg Barclays Global Aggregate Index as of June 2019.
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Any opinions and/or forecasts represent an assessment of the market environment at a specific time and is
not intended to be a forecast of future events or a guarantee of future results. There is no guarantee that any
forecasts made will come to pass.

Risk warnings
Capital at risk. The value of investments and the income from them can fall as well as rise and are not
guaranteed. Investors may not get back the amount originally invested.
Past performance is not a reliable indicator of current or future results and should not be the sole factor of
consideration when selecting a product or strategy.
Changes in the rates of exchange between currencies may cause the value of investments to diminish or
increase. Fluctuation may be particularly marked in the case of a higher volatility fund and the value of an
investment may fall suddenly and substantially. Levels and basis of taxation may change from time to time.

Important information
IntheUKandNon-EuropeanEconomicArea(EEA)countries
This is Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial
Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743
3000. Registered in England and Wales No. 02020394. For your protection telephone calls are usually
recorded. Please refer to the Financial Conduct Authority website for a list of authorised activities conducted
by BlackRock.
In the European Economic Area (EEA)
This is Issued by BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority
for the Financial Markets. Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 — 549 5200,
Tel: 31-20-549-5200. Trade Register No. 17068311. For your protection telephone calls are usually recorded.
ForqualifiedinvestorsinSwitzerland
This document is marketing material. This document shall be exclusively made available to, and directed at,
qualified investors as defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of
qualified investors with an opting-out pursuant to Art. 5 (1) of the Swiss Federal Act on Financial Services
(“FinSA”). For information on art. 8/9 Financial Services Act (FinSA) and on your client segmentation under
art. 4 FinSA, please see the following website: www.blackrock.com/finsa
ESG
This information should not be relied upon as research, investment advice, or a recommendation regarding
any products, strategies, or any security in particular. This is for illustrative and informational purposes and
is subject to change. It has not been approved by any regulatory authority or securities regulator.
The environmental, social and governance (“ESG”) considerations discussed herein may affect an
investment team’s decision to invest in certain companies or industries from time to time. Results may differ
from portfolios that do not apply similar ESG considerations to their investment process.
MSCI
Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data
makes any express or implied warranties or representation with respect to such data (or the results to be
obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of the originality,
accuracy completeness, merchantability or fitness for a particular purpose with respect to any of such data,
Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved
in or related to compiling, computing or creating the data have any liability for any direct, indirect, special,
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punitive, consequential or any other damages (including lost profits) even if notified of the possibility of
such damages. No further distribution or dissemination of the MSCI data is permitted without MSCI’s
express written consent.
Any research in this document has been procured and may have been acted on by BlackRock for its own
purpose. The results of such research are being made available only incidentally. The views expressed do
not constitute investment or any other advice and are subject to change. They do not necessarily reflect
the views of any company in the BlackRock Group or any part thereof and no assurances are made as to
their accuracy.
This document is for information purposes only and does not constitute an offer or invitation to anyone to
invest in any BlackRock funds and has not been prepared in connection with any such offer.
© 2022 BlackRock, Inc. All Rights Reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, BUILD
ON BLACKROCK and SO WHAT DO I DO WITH MY MONEY are trademarks of BlackRock, Inc. or its
subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.
Lit No. NET-ZERO-WP-0522
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Want to know more?
blackrock.com | investor.services@blackrock.com
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