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The customization of  
index-like portfolios

Sustainable investment has gained significant positive pace in 
recent years. A substantial proportion of investors are looking 
beyond financial returns of their portfolios to also consider 
non-financial issues related to environmental, social and 
governance (ESG) characteristics of the companies they invest in. 

ESG investing incorporates evaluation of non-financial material 
risks and growth opportunities, that could affect the value of 
companies and their long-term sustainability, into portfolio 
construction. At the same time, sustainable investing enables 
investors to assess the potential positive and negative outcomes 
that may arise from their actions. For example, many investors 
are concerned that human rights abuses, climate change, 
biodiversity and inequitable social structures can affect the 
long-term performance of economies and the well-being of 
societies. Aligning an investment strategy with UN Sustainable 
Developments Goals (SDGs) can be one way to implement these 
concerns into a portfolio.  

While many asset owners started their ESG journey by simply 
reducing the CO2 footprint1 of portfolios, given these disposi-
tions it makes sense to think about moving beyond considering 
only a company’s carbon emissions data.  A multi-faceted 
approach that incorporates broader ESG data can allow invest-
ment managers to identify companies which may potentially be 
better positioned to take advantage of the long-term transition 
to a low carbon global economy.  Addressing social and 
governance issues or focusing on a specific goal, such as aiming 
to achieve net-zero targets – can give portfolios a broader 
mandate. Our experience has shown that these portfolios may 
also benefit from a comprehensive, long-term stewardship 
program focused on engagement and voting in order to 
influence companies to better address climate action or social 
outcomes. 

can help clients meet a range of climate and sustainability goals

 
 
 
 
By: �Rodrigo Dupleich, PhD, Senior Portfolio Manager and Quantitative Researcher, Systematic and Index Investments 

Adam Glen-Bott, CQF, Quantitative Researcher, Systematic and Index Investments 
Urs Raebsamen, CFA Senior Investment Specialist, Systematic and Index Investments

1 What is CO2e?  
In order to compare the potency of various greenhouse gases (GHG), it is common practice to utilize an equivalent mass of CO2 over a specific time period (100 years), using a 
conversion factor called the Global Warming Potential: then total GHG emissions are combined and presented in terms of CO2 equivalent (CO2e). 
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Over the two last years there has been significant evolution in 
climate and, in general, sustainable investing strategies. This 
trend has been driven in large part by investors’ prioritization 
and customization of ESG concerns, regulatory frameworks (e.g., 
the Sustainable Finance Disclosure Regulation (SFDR)), and 
improvements in data quality and availability. We have used a 
climate-aware methodology, developed in 2016, as a backbone 
to tackle the continual evolution of sustainable investments, in 
particular in index and rules-based investment strategies. Exhibit 
1 shows key components of rules-based strategies. 

In this context, it makes sense to review two key aspects relevant 
in the space. Firstly, three of the key investment goals clients 
have expressed interest in recently: 

A. �Combining sustainable managed strategies with risk premia 
strategies  

B.  �Climate strategies considering social aspects, in the  
context of ‘just and fair’ transitions or the UN Sustainable 
Development Goals (SDGs)

C.  Net-zero strategies

We will also take a deep dive into the practical issues related to 
the implementation of net-zero strategies.  

Exposure
Keeping exposure to broad markets aiming to achieve 
similar risk and return characteristics as the underlying 
benchmark 

Climate-end related 
objectives 

Can include lower exposures to CO2 and fossil fuel and/or 
higher exposure to renewable energy or climate technolo-
gies than the benchmark, or market capitalization based 
or risk premia indices such as value, quality, low volatility 
or multifactor), or even target specific climate goals like 
net zero  

Additional potential  
ESG objectives  

Can include additional ESG objectives managed vs. the 
benchmark (e.g., broader ESG, SDGs, social metrics, etc.) 

Manage tracking 
error  

Manage limits on stock, sector, country and factor levels 
vs. the benchmark to keep the portfolio close to the 
benchmark’s risk and return characteristics  

Exhibit 1: Managing exposures, objectives and tracking 
error in rules-based strategies 

Source: UBS Asset Management 
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In the current market environment, clients are paying increasing 
attention to harvesting well-known risk premia while aiming to 
make their portfolio aware of sustainable issues. For example, 
valuation-based strategies may have benefits in a global 
inflationary environment, while quality and low volatility 
strategies tend to be appealing in periods of market stress  
(i.e., the majority of 2022). 

In this context, strategies that combine, for example, a mix of 
equity factors (e.g., quality, value and low volatility) or single 
factors, such as low volatility strategies, with sustainable tilts 
such as lower-carbon tilts, may make sense to some investors.  

A number of considerations need to be taken into account  
when developing and implementing these strategies. Risk 
premia factors and sustainability factors can show patterns of 
influencing each other. For instance, governance metrics have 
been positively correlated with quality factors historically. On the 
other hand, some value factors and carbon emissions have been 
negatively correlated in the recent past (i.e., some high carbon 

emitting companies, such as oil and gas companies, tended to 
score high in valuation metrics). The case of negative correlation 
imposes some challenges when implementing these type of 
strategies, as gaining the exposure to the risk premia factor 
entails a trade-off relative to the exposure of the sustainable 
factors. Moreover, correlations between ESG factors and risk 
premia factors may not be stable over time which further 
complicates the matter of combining them in an effective 
manner, especially when managers operate within a relative  
risk budget. 

Many interactions between equity factors and sustainable 
factors are subject to causal relationships in both directions 
which makes decomposing portfolio returns into separate 
contributions from risk premia, industry, country and now 
sustainability components a relatively complex task. However, 
there are many routes investors can take in constructing ESG 
investment portfolios. (Exhibit 2)

Combining sustainable  
managed strategies 
with risk premia strategies 

A
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Exhibit 2: The pros and cons of the top methods of normalizing carbon levels across a universe of companies 

Starting universe Construction Comments

Broad market cap index
Optimize simultaneously for maximizing risk-premia and ESG factor 

exposure while reducing carbon footprint
Some stocks with weak ESG profiles and high carbon emitters might 

remain if they contribute to the intended factor exposure

Low carbon index Optimize for maximizing risk-premia and ESG factor exposure
Starting universe is narrower and some stocks that contribute to the 

intended factor exposure might be omitted

Multi-factor index Optimize for maximizing ESG exposure and carbon footprint reduction
Starting universe is narrower and some high 

 carbon emitters that would have been removed 
 might have contributed to the intended factor exposure

Broad market cap index
Weight stocks by the intended factor (e.g., value, quality, inverse  

volatility) and screen out high carbon emitters
Simpler and more transparent approach than 1-3

ESG index
Weight stocks by the intended factor (e.g., value,  

quality, inverse volatility)
Simpler and more transparent approach than 1-3

Multi-factor index Screen out high carbon emitters and stocks with weak ESG scores Simpler and more transparent approach than 1-3

Source: UBS Asset Management 

In the current market environment,  
clients are paying increasing attention to 
harvesting well-known risk premia while 
aiming to make their portfolio aware of  
sustainable issues.
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In another trend over the last two years, we have seen increased 
attention to mitigating social effects of the transition to a low 
carbon economy. For some emerging markets it might be hard  
to transition their economies without increasing the related 
social costs (e.g., the closing of coal-related businesses can lead 
to unemployment, which can aggravate poverty, and can also 
jeopardize equitable distribution of electricity). We believe 
avoiding unintended and knock-on social effects as societies 
move to lower-carbon economies is essential to achieve a ’just 
and fair’ transition.2  

In this context, climate tilts combined with social and gover-
nance tilts that measure the ”S” and “G” components with 
metrics around progress toward the UN Sustainable Develop-
ment Goals (SDGs) can gear a climate portfolio with a broader 
sustainable objectives  

SDG aligned investment is likely to be a trend in the coming 
years. However, from our experience there are challenges in the 
current data, for example: 1) sector biases in a number of SDGs 
due to the nature of each SDG; 2) low coverage of some SDGs in 
general and different methodologies for measuring specific SDG 
alignment can make it difficult to identify companies’ exposure 
to SDGs. 

For example, from a strict revenue exposure perspective SDG 3 
(Good Health and Well-Being) tends to be dominated mostly by 
health care companies. Likewise, with SDG 5 (Gender Equality), 
identifying companies with products promoting specifically 
gender equality is not a straightforward exercise. However, this 
area of data methodologies is experiencing increasing attention 
and innovation by the financial community.  

Climate strategies  
considering social aspects, 
or SDGs in the context of ’just and fair’ transitions  

2 �A transition to a low carbon economy that shares the financial and social burden in a fair way. 

We believe SDG aligned investment will be a trend in the 
coming years. 

B
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Exhibit 3: A net zero aligned rules-based indexed strategy 
can reduce a portfolio’s carbon footprint  

Source: UBS Asset Management. As of 31 October 2022. Simulated data for illustrative 
purposes only.

Decarbonization  
and net-zero

The third trend we are seeing is the evolution of climate/carbon 
strategies to portfolios specifically aligned to the Paris Agree-
ment, with the goal of achieving clients’ net-zero ambitions. 
These strategies have moved from measuring the relative carbon 
reductions with respect to a broad market benchmark to 
measuring the carbon reduction with respect to the portfolio 
over time. A portfolio can be measured against a base year to 
assess how it is decarbonized over time in line with an implied 
net-zero trajectory. For example, by incorporating a 1.5° climate 
scenario target estimated by a framework such as the IPCC (UN 
Intergovernmental Panel on Climate Change).   

Exhibit 3 shows an example of an indicative net-zero implemen-
tation in a rules-based strategy. The graph shows a global equity 
portfolio carbon profile relative to its equity benchmark and 
implied net-zero constraint. 

As a result of these global investment ambitions, industry 
initiatives such as the Institutional Investors Group on Climate 
Change (IIGCC) and the Net Zero Asset Owners Alliance 
(NZAOA) and Net Zero Asset Managers Initiative (NZAM) have 
set up ambitious frameworks and guidelines on implementing a 
net-zero strategy in portfolios.  

Under various industry frameworks, net-zero alignment is 
typically measured against three types of objectives:  
1) decarbonization, 2) climate solutions, and 3) engagement.

Some strategies have moved from  
measuring the relative carbon reductions  
to measuring the carbon reduction with 
respect to the portfolio over time. 

C
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UBS articulated its own 2050 net-zero ambition in 2021, and as 
an asset manager we set ourselves the target of having 20% of 
our assets under management invested in a manner that is 
aligned with net zero by 2030; we have also seen these goals 
echoed by clients seeking to integrate net-zero objectives into 
their own business and investment strategies as well. 

In the next sections, we aim to provide a practical overview 
related to the implementation of rules-based net-zero strategies. 
We consider key aspects of data and related measurements; 
followed by some practical challenges that an investor should 
consider.    

Exhibit 4: Overview of key carbon emissions data and related metrics is important for net-zero strategies    

Source: UBS Asset Management 

Decarbonization: how to measure it? 

Measuring portfolio-level decarbonization is one of the key 
pillars of a net-zero investment strategy. The table above (Exhibit 
4) provides an overview of the key carbon data and measuring 
components to be considered in a net-zero strategy. The first 
identifies the scopes to be considered. (See separate box for 
scope definitions.) 

The second column considers normalization approaches to make 
comparable the levels of carbon emissions between companies 
(i.e., accounts for the effect of company’s size). Most low carbon 
strategies have focused on carbon scope 1 and 2 metrics. 

Recently, due to better data availability, scope 3 has been 
gradually added. More specifically, note that in certain industries 
in which scope 3 data is material and/or the levels of disclosure 
and data accuracy are acceptable (such as energy companies and 
automobiles), asset owners are encouraged to include these 
emissions to form a ’selected scope 3’. 

Finally in the third column, aggregated portfolio-level metrics 
can be referred to as the weighted average carbon intensity 
(WACI) or carbon footprint. Both approaches are equivalent 
once we normalize for portfolio size. The WACI approach uses 

Type of Emissions Type of Normalization Type of Aggregated Metric 

Carbon Scope 1 & 2 
Carbon Scope 1, 2 and 3 (upstream and 
downstream) 
Carbon Scope 1, 2 and selected 3 (upstream 
and downstream)

Absolute: No normalization Ownership metric or carbon footprint 

Intensity: normalized emissions using: 
Revenue  

Enterprise value including cash (EVIC)   
Market Capitalization 

WACI (weighted average carbon intensity)
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portfolio weights to get an ’average’ carbon intensity metric of a 
given portfolio. The ownership approach uses the ratio between 
the value invested and the overall size of a company as measured 
by EVIC or market capitalization (i.e., the level of investor’s 

ownership of the company). This allows an investor to estimate 
the carbon emissions they ’own’ given the value invested  
in the company. 

It is worth highlighting issues around carbon data quality.

Data quality is still a challenge when measuring net-zero trajectories  

Scope 1 and 2 Scope 3

Data quality and disclosure levels have improved in the last years, but still only less than 
40% of the data is disclosed by companies in carbon scope 1 and 2 for global equity 
markets.     

If Scope 3 is added, which can account for around 90% of emissions for some 
companies, the level of reporting is below 25% of the emissions and the quality  
is not ideal.  

The two most popular normalization methods in use today are 
1) scaling by revenue in USD millions, which has its origins in the 
Taskforce for Climate-Related Financial Disclosure and 2) scaling 
by enterprise value including cash (EVIC) in USD millions which 
has its origins in the EU regulation for climate benchmarks. We 
have seen a general trend towards the use of EVIC-based 

measures since the launch of EU Climate Benchmarks, however 
both measures are largely equivalent. 

In the table below (Exhibit 5) we highlight some of the key 
similarities, pros and cons, between the two leading scaling 
methodologies. 

Source: UBS Asset Management 

Exhibit 5: The pros and cons of the top methods of normalizing carbon levels across a universe of companies 

Source: UBS Asset Management 

Pros tCO2e / revenue USDM tCO2e / EVIC USDM

Measures energy efficiency of companies

Applicable across companies and across asset classes

Simple and intuitive calculation

Consistent with standards for portfolio sustainability reporting

Captures devaluation of stranded assets (e.g., fossil fuel reserves)

Moves portfolio slightly towards market cap3

Cons tCO2e / revenue USDM tCO2e / EVIC USDM

Does not capture measure of investor responsibility

Denominator is not comparable across sectors

Slight value bias4
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The next step involves setting the net-zero targets. We believe 
that it is beneficial for asset managers to work with clients to set 
appropriate net-zero targets (see Exhibit 6).

Exhibit 6: Overview of typical target setting for net-zero 
strategies 

Source: UBS Asset Management 

 
Most global net-zero scenarios (top-down) consider carbon 
emissions trajectories at the absolute level (e.g., IPCC 1.5° 
climate scenario). Thus, if a WACI approach is considered in a 
portfolio’s net-zero construction, an adjustment step needs to be 
considered in order to remove the effect of fluctuations in, for 
example, the EVIC metrics due to market fluctuations. This 
’inflation’ adjustment allows for readjusting, if necessary, the 
carbon emissions trajectory initially set for a net-zero strategy.  

Next, we consider three study cases related to some challenges 
worth considering when implementing net-zero strategies.  

 

 

Case study 1: Tracking error considerations in a world 
that does not decarbonize 

Governments and societies are setting ambitious targets and 
increasing investments in climate technologies in order to 
transition to a low carbon economy. Recent data suggests that 
meeting the desired carbon reductions on a  
global basis is challenging. This scenario has implications in  
the design, target setting and possible future scenarios for 
net-zero strategies: 

 
A key question is whether ambitious climate scenarios 
are achievable. 
The IPCC estimates that the remaining budget for a 50% 
chance of avoiding more than 1.5° warming is around 500bn 
tonnes up to the end of the century: this is taking into 
account pre-pandemic levels. This is the difference between 
2,890bn tonnes of CO2, around 2,390bn of which had 
already been emitted between the period of 1850-2019 (i.e., 
around 82%). 

At today’s rates around 10 years would be enough to burn 
through the entire 1.5° budget (that is, 40bn tonnes per 
year) allotted until 2100. In this context, net-zero portfolios 
have to consider this contingency. Of course, we should have 
an optimistic view, but further bold coordinated government 
action and climate technology breakthroughs, such as 
negative emissions or geoengineering would be necessary to 
change this scenario.   

A tale of two (contrasting) scenarios. The first is an optimistic 
scenario in which the global economy successfully decarbonizes 
operations in line with the targets laid out by the Intergovern-
mental Panel on Climate Change (IPCC). In this scenario we 
expect to manage our clients’ net-zero portfolios with limited 

Source: The Economist, “Briefing: An inconvenient truth. The world is going to miss the 
totemic 1.5°C climate target” Nov 5th 2022

Base year  Trajectory or decarbonization rates  

Register carbon intensity of the  
universe (e.g., benchmark) as of, for 
instance, 31 December 2019    

Construct a decarbonization curve that 
starts at base year and ends in 2050, 
with an annual rate of decay which 
points towards a 50% reduction by 2030 
and a 90%-plus reduction by 20505 

Governments and societies are  
setting ambitious targets and increasing 
investments in climate technologies in order 
to transition to a low carbon economy. 
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tracking error to their respective market capitalization bench-
marks; we would require only limited deviations at the company 
level to achieve the required decarbonization because in this 
case the global economy is already decarbonizing. We would 
expect to see a lower priority on managing physical risks that 
arise from severe weather events and increased sensitivity to 
transition risks and opportunities as the world begins to adopt 
new climate technologies at scale and shift away from 
high-emitting products and services (see Exhibit 7). 

Exhibit 7: Global developed markets equities (optimistic 
scenario)  

Source: UBS Asset Management. As of 31 October 2022. Simulated data for illustrative 
purposes only.

The second scenario is a more pessimistic scenario in which 
there is limited progress made to decarbonize the global 
economy, and where greenhouse gases (GHC) continue to be 
emitted to the atmosphere at a similar rate to today.  In this 
scenario in order to maintain the required level of carbon 
reduction within net-zero portfolios, it would be necessary to 

take higher and higher levels of tracking error vs the respective 
market capitalization benchmarks. Alternatively, a review and, 
possibly, a re-statement of carbon reduction targets would be 
required.   

In this scenario, we would also expect to prioritize higher 
physical risks and potential new opportunities for technologies 
associated with protecting against the severe effects of weather 
events.  There might also be a decreased sensitivity to transition 
risks and opportunities as the world fails to adopt new climate 
technologies at scale (see Exhibit 8). 

Exhibit 8: Global developed market equities (pessimistic 
scenario) 

Source: UBS Asset Management. As of 31 October 2022. Simulated data for illustrative 
purposes only.

At today’s rates around 10 years would be 
enough to burn through the entire 1.5° 
budget (that is, 40bn tonnes per year) 
allotted until 2100. 
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Global developed markets equities benchmark
Net zero target pathway

0

10

20

30

40

50

60

70

80

20452041203720332029202520212017

Ca
rb

on
 fo

ot
pr

in
t t

CO
2e

 / 
EV

IC
 U

SD
m

Simulated climate portfolio 
projection

Global developed markets 
equities benchmark projection

Simulated climate portfolio

Global developed markets equities benchmark
Net zero target pathway

0

10

20

30

40

50

60

70

80

20452041203720332029202520212017

Ca
rb

on
 fo

ot
pr

in
t t

CO
2e

 / 
EV

IC
 U

SD
m

Simulated climate portfolio 
projection

Global developed markets 
equities benchmark projection



12

 

Case study 2: Careful consideration of scope 3 data 

Previously we mentioned that carbon data quality and disclo-
sures impose challenges when implementing net-zero strategies, 
or low carbon strategies in general. In this section we elaborate 
further on the discussion of Scope 3.  

Under the Green House Gas Protocol (GHG Protocol), scope 3 
emissions data are intended to encompass all company emis-
sions that are not directly emitted by the company (scope 1) and 
not related to purchased energy (scope 2). Scope 3 emissions 
relate to upstream and downstream company emissions, for 
example car fleet emissions in automobile industry.

Given the breadth of the definition of scope 3 emissions, the 
GHG Protocol facilitates its categorization into logical sub-
groups such as “Category 11: Use of Sold Products” and 
“Category 4: Upstream Transportation and Distribution.” In spite 
of these categorizations and continued corporate engagement 
to improve the quality of company scope 3 disclosures, we are 
yet to see a high-level of consistency in company reporting 
standards. In the exhibit below (Exhibit 9) we present a visualiza-
tion of these two key challenges: 1) scope 3 emissions outweigh 
scope 1 and scope 2 emissions by over 7 times for a typical 
global developed markets equity benchmark; 2) scope 3 
emissions data generally has a higher proportion of estimated 
data compared to scope 1 and scope 2. 

Exhibit 9: The emission footprints and quality of reported data are starkly different for scopes 1 & 2 vs. 3 

Source: UBS Asset Management, MSCI ESG Research LLC, as of 31 October 2022. “Reported Emission Footprints: The Challenge is Real”, MSCI Research Insight, 9 Mar 2022, https://
www.msci.com/www/blog-posts/reported-emission-footprints/03060866159 

Taking these two factors into consideration, we continue to take 
a vigilant approach when integrating scope 3 data in our 
investment models to control how much impact this data can 
have on our portfolio positioning.  We typically aim to reduce 
the emissions footprint of our portfolios based on scope 1 
emissions and scope 2 emissions as we observe a higher level of 
data quality and consistency. (We also believe scope 1 and scope 
2 emissions are more likely to be emissions that our portfolio 
companies can influence and control, whereas some scope 3 
emissions may be harder to abate). 

Consider a counterexample of a hypothetical low carbon / 
climate portfolio which appears to lean heavily on scope 3 
emissions to achieve its target level of emissions reduction (e.g., 
sum Carbon Intensity 1,2, 3 (both up/down-stream)).  While 
such a strategy may achieve the required reduction, it may not 
reduce its scope 1 footprint; indeed, in this case, the scope 1 
emissions footprint of the strategy actually increases slightly 
while the scope 3 footprint reduces in-line with the target. 
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Emissions profile of a portfolio can differ from  
expectations if scopes data is not handled well 

Case Study 3: Additional comments on Climate  
solutions and engagement 

 
The last case study aims to discuss two points that a net-zero 
investment strategy should consider. The first relates to the 
effect at portfolio level of de-carbonization strategies. In 
general, low carbon and net-zero strategies tend to penalize 
high emitting companies and sectors in order to gradually 
achieve their decarbonization targets. Our experience suggests 
that combining negative tilts (e.g., low carbon emissions targets) 
with positive tilts (e.g., transition or climate technology metrics 
at company), can allow investors to re-direct their portfolio’s 
exposures in a similar fashion, at least conceptually, to the 
energy transformation required by the low carbon economy.

Considering positive tilts in 
net-zero strategies  Two possible routes 

In general, net-zero strategies tend to 
systematically reduce exposures to high 
emitting companies. But it is not clear 
where these reduced exposures get 
reallocated within a net-zero portfolio.

Company level transition risk metrics.   
A forward-looking glide-path score 
allows a portfolio’s carbon reduction 
effort (top-down) to be supported by a 
mechanism that increases the exposure 
to companies that are also on 
decarbonization trajectories (bottom-up)

Companies supporting the transition to 
the low carbon economy with solutions 
in climate technologies. At their core, 
most climate scenarios rely on 
technology breakthroughs such as 
renewable energy, electric vehicles, 
hydrogen power and carbon capture  
and storage and power.    

Furthermore, net-zero frameworks promote asset owners and 
asset managers to tackle climate change on by setting minimum 
levels of investment in segments of the global economy that are 
critical to the transition. For example, companies in energy and 
or materials sectors have the expertise on managing the 
complexity, size, and logistics of carbon sequestration projects. 
These may be sectors that require high levels of engagement 
and voting to support changes to their operating models.  

At the start of the journey towards net zero, all these angles 
should be considered simultaneously in order to achieve the  
decarbonization objectives. It is generally good practice to allow 
for a sufficient risk buffer now such that net-zero ambitions can 
continue to be met long into the future.      
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Source: UBS Asset Management. As of 31 October 2022. Simulated data for illustrative 
purposes only.

In general, low carbon and net-zero  
strategies tend to penalize high emitting 
companies and sectors in order to gradually 
achieve their decarbonization targets. 
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Adding it all up 
Rules-based strategies can provide flexible, customizable 
sustainable portfolio solutions that can help meet the range  
of climate and sustainability solutions that investors are  
increasingly seeking. 

Rules-based investing can offer multi-faceted, climate-aware 
approaches that incorporate broader ESG considerations, such 
governance and social factors, including, for example, human 
rights abuses, biodiversity, diversity and equity in employment 
and inequitable social structures.  

Or customization of a climate-aware strategy can allow invest-
ment managers to incorporate risk premia that focus on factors 
such as growth or value, or quality.  

Rules-based approaches could also take core climate portfolios a 
step further, incorporating rules that seek to help asset owners 
to achieve their net-zero ambitions through their investments.  

There are three emerging investment strategies that we see 
investors showing increasing interest in lately: 

–	 Combining sustainable managed strategies with risk premia 
strategies  

–	 Climate strategies considering social and governance issues, in 
the context of “just and fair” transitions or the UN Sustainable 
Development Goals 

–	 Net-zero strategies, which seek to align portfolios to the goals 
of the Paris Agreement 

At UBS Asset Management educating our clients and other 
investors about key trends in sustainable investing is important 
to us. We hope this paper has given you some insight into the 
ins and outs of rules-based and net-zero aligned investing.

 
Scope 1 is the direct emissions coming from an economic 
activity. For instance, an electricity company burning coal to 
generate power. The emissions that are released from the 
smokestack of the plant is carbon dioxide that comes directly 
from the combustion of fossil fuels. In household terms, it is 
the emissions coming out of the exhaust pipe of a car is 
mostly carbon dioxide generated by burning a petrol-based 
product to produce the energy to run it. 

Scope 2 comes from the energy that we purchase.  
The GHG emissions associated with the electricity bought by 
a company to run their business, e.g., the electricity used for 
heating, lighting, etc., and that electricity comes from a 
power station that emits CO2 as it creates that electricity, the 
same way that we all purchase electricity for our household. 

Scope 3 is a much broader idea of the origin of GHG 
emissions that contribute to economic activity. There are 15 
different categories of scope 3: approximately half of them 
are associated with the suppliers, who sell goods to busi-
nesses. As suppliers conduct their business activities they 
generate GHG emissions, and scope 3 allows for the 
suppliers’ emissions to be allotted to the end users or 
purchasers of those goods: known as embedded GHG 
emissions. The other roughly half are related to what 
happens when you use or process the product. For instance, 
a mining company that is mining iron ore, their suppliers will 
be supplying trucks and tires and there will be GHG emis-
sions associated with that. Bringing it all together, consider 
that the mining company will also be burning fuel via diesel 
trucks, creating scope 1 emissions; it will be buying electrici-
ty to run its plant, which is scope 2 emissions; and the iron 
ore will go to a steel company, which process the ore, 
generating its own scope 1 emissions. But scope three for 
the mining company includes all of the emissions associated 
with the upstream supply chain and all of the downstream 
emissions associated with the use of its products.  
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Americas
The views expressed are a general guide to the views of UBS Asset Manage-
ment as of December 2022. The information contained herein should not be 
considered a recommendation to purchase or sell securities or any particular 
strategy or fund. Commentary is at a macro level and is not with reference to 
any investment strategy, product or fund offered by UBS Asset Management. 
The information contained herein does not constitute investment research, 
has not been prepared in line with the requirements of any jurisdiction 
designed to promote the independence of investment research and is not 
subject to any prohibition on dealing ahead of the dissemination of invest-
ment research. The information and opinions contained in this document 
have been compiled or arrived at based upon information obtained from 
sources believed to be reliable and in good faith. All such information and 
opinions are subject to change without notice. Care has been taken to ensure 
its accuracy but no responsibility is accepted for any errors or omissions 
herein. A number of the comments in this document are based on current 
expectations and are considered “forward-looking statements”. Actual future 
results, however, may prove to be different from expectations. The opinions 
expressed are a reflection of UBS Asset Management’s best judgment at 
the time this document was compiled, and any obligation to update or alter 
forward-looking statements as a result of new information, future events or 
otherwise is disclaimed. Furthermore, these views are not intended to predict 
or guarantee the future performance of any individual security, asset class or 
market generally, nor are they intended to predict the future performance of 
any UBS Asset Management account, portfolio or fund.

EMEA
The information and opinions contained in this document have been com-
piled or arrived at based upon information obtained from sources believed to 
be reliable and in good faith, but is not guaranteed as being accurate, nor is it 
a complete statement or summary of the securities, markets or developments 
referred to in the document. UBS AG and / or other members of the UBS 
Group may have a position in and may make a purchase and / or sale of any 
of the securities or other financial instruments mentioned in this document.

Before investing in a product please read the latest prospectus carefully and 
thoroughly. Units of UBS funds mentioned herein may not be eligible for sale 
in all jurisdictions or to certain categories of investors and may not be offered, 
sold or delivered in the United States. The information mentioned herein is 
not intended to be construed as a solicitation or an offer to buy or sell any 
securities or related financial instruments. Past performance is not a reliable 
indicator of future results. The performance shown does not take account 
of any commissions and costs charged when subscribing to and redeeming 
units. Commissions and costs have a negative impact on performance. If 
the currency of a financial product or financial service is different from your 
reference currency, the return can increase or decrease as a result of currency 
fluctuations. This information pays no regard to the specific or future invest-

ment objectives, financial or tax situation or particular needs of any specific 
recipient.

The details and opinions contained in this document are provided by UBS 
without any guarantee or warranty and are for the recipient’s personal use 
and information purposes only. This document may not be reproduced, 
redistributed or republished for any purpose without the written permission 
of UBS AG.

This document contains statements that constitute “forward-looking 
statements”, including, but not limited to, statements relating to our future 
business development. While these forward-looking statements represent our 
judgments and future expectations concerning the development of our busi-
ness, a number of risks, uncertainties and other important factors could cause 
actual developments and results to differ materially from our expectations.

UK
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and regulat-
ed by the Financial Conduct Authority.

APAC
This document and its contents have not been reviewed by, delivered to 
or registered with any regulatory or other relevant authority in APAC. This 
document is for informational purposes and should not be construed as an 
offer or invitation to the public, direct or indirect, to buy or sell securities. This 
document is intended for limited distribution and only to the extent permitted 
under applicable laws in your jurisdiction. No representations are made with 
respect to the eligibility of any recipients of this document to acquire interests 
in securities under the laws of your jurisdiction.

Using, copying, redistributing or republishing any part of this document 
without prior written permission from UBS Asset Management is prohibited. 
Any statements made regarding investment performance objectives, risk and/
or return targets shall not constitute a representation or warranty that such 
objectives or expectations will be achieved or risks are fully disclosed. The 
information and opinions contained in this document is based upon infor-
mation obtained from sources believed to be reliable and in good faith but 
no responsibility is accepted for any misrepresentation, errors or omissions. 
All such information and opinions are subject to change without notice. A 
number of comments in this document are based on current expectations and 
are considered “forward-looking statements”. Actual future results may prove to 
be different from expectations and any unforeseen risk or event may arise in the 
future. The opinions expressed are a reflection of UBS Asset Management’s 
judgment at the time this document is compiled and any obligation to update 
or alter forward-looking statements as a result of new information, future 
events, or otherwise is disclaimed.

For global professional / qualified / institutional clients and investors and US individual investors. For educational purposes. 

This document does not replace portfolio and fund-specific materials. Commentary is at a macro or strategy level and is not with reference to any registered or 
other mutual fund. 

Some risks of sustainable investing 
Consideration of environmental, social and governance (ESG) factors when selecting or recommending investments may reduce the investment universe for 
actively-managed strategies. When considering ESG factors, UBS AM may reduce exposure to certain investments or not make certain investments when it 
would otherwise have done so, which could adversely affect the performance of accounts. This document does not replace portfolio and fund-specific 
materials. Commentary is at a macro or strategy level and is not with reference to any registered or other mutual fund.



You are advised to exercise caution in relation to this document. The information 
in this document does not constitute advice and does not take into consideration 
your investment objectives, legal, financial or tax situation or particular needs in any 
other respect. Investors should be aware that past performance of investment is not 
necessarily indicative of future performance. Potential for profit is accompanied by 
possibility of loss. If you are in any doubt about any of the contents of this document, 
you should obtain independent professional advice.

Australia 
This document is provided by UBS Asset Management (Australia) Ltd, ABN 31 003 
146 290 and AFS License No. 222605.
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