Climate report 2021
Advertising material. Any investment decision in the sub-funds should be made on the
basis of the current prospectus and the Key Investor Information Document (KIID).

2

Overview
CEO Foreword			

3

At a glance			

4

1. Climate governance			

5

2. Climate strategy and our commitment to net zero 			

6

3. Management of risk and opportunities			

14

4. Targets and metrics			

17

Our Priorities for 2022			

22

Appendix			

23

About Task Force for Climate-related Disclosures (TCFD)
2017: TCFD published a set of recommendations for climate-related financial disclosures, across the areas of Governance, Strategy,
Risk Management, and Metrics and Targets Nordea Asset Management was one of the first companies worldwide to commit to the
TCFD recommendations.
2020: Nordea Asset Management (NAM) published the first TCFD aligned climate report.
This report has been aligned with the TCFD recommended disclosures.

Core elements of recommended climate-related financial disclosures
Governance
Governance

Strategy
Risk
Management

The organisation's governance around climate-related risks
and opportunities

Strategy
The actual and potential impacts of climate-related risks
and opportunities on the organisation's businesses, strategy
and financial planning

Risk Management
The processes used by the organisation to identify, assess
and manage climate-related risks

Metrics
and Targets

Metrics and Targets
The metrics and targets used to assess and manage
relevant climate-related risks and opportunities
Source: www.fsb-tcfd.org

About Nordea Asset Management1
Nordea Asset Management (NAM) is part of the Nordea Group. We are an active asset manager with a global business model, offering services to institutional clients in Europe, the Americas and Asia. We manage investments across the full spectrum of asset classes. Our third-party distribution franchise services a wide range of international fund distributors, including many of the leading global
wealth managers. We distribute our products through banks, asset managers, independent financial advisors, insurance companies
and family offices. Our client base is equally split between Nordea Group-related and external clients. With EUR 292 bn (31 December
2021) in assets under management, we have been experiencing strong growth over the past decade.

1) Nordea Asset Management it is the functional name of the asset management business conducted by the legal entities Nordea Investment Funds S.A. and Nordea Investment Management AB and their branches and subsidiaries. Nordea Investment Funds S.A. is the management company and Nordea Investment Management AB is the investment manager of all funds
belonging to NAM.
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CEO Foreword
The window for remaining within 1.5° C of global warming is closing, and the world knows it. This
realisation should serve to accelerate the speed at which we transition to a low carbon economy.
For investors, this challenge is both a responsibility to meet and an opportunity to grab.

As a founding member of the Net Zero Asset Managers initiative, we are committed to ensuring our investments align with
the objective of the Paris agreement to limit global warming
to no more than 1.5 degrees. While much work remains, I am
proud of what we have done to date to realise this commitment in a way that prioritises the reduction of real economy
emissions within the companies in which we invest.

Nils Bolmstrand
Chair of the Responsible
Investments Committee
and Head of Nordea Asset
Management

In 2021 we issued portfolio-specific emission reduction targets,
designed to incentivise investment in decarbonisation leaders,
specifically within sectors and industries critical for real-world
decarbonization, including – but not limited to – energy, steel
and cement.
Among the tools underpinning these targets is our Paris-Aligned
Fossil Fuel (PAFF) policy, to which 66% of our AUM is aligned2.
The PAFF prohibits investments in fossil fuel companies that
are not transitioning in line with the climate objectives of the
Paris Agreement, while still allowing investments in companies
leading the transition out of fossil fuels.

We believe that to bring about meaningful change, active
ownership is paramount, which is why we invest in higher
CO2 emitting companies and work with them to reduce their
emissions. This transition represents value creation for the
companies we invest in – when they become more sustainable,
markets value them more and their share price goes up. After
we capture this value, we begin searching again for other undervalued companies ripe for transition. This approach means
our portfolios don’t always have small carbon footprints, but
the value – both financially and environmentally – is there.
This belief in engagement to effect change is behind the
2022 launch of Nordea 1 – Global Climate Engagement
Fund, which seeks to unlock value through targeted engagement with companies demonstrating future opportunities in
low-carbon initiatives. Additionally, we are targeting the top
200 contributors to our firm-wide scope 3 carbon footprint 3,
to ensure that each exhibits progress towards Paris alignment.
Our message to these companies is clear: To remain investable in the medium and long term, we need to see ambitious
emission reduction targets backed by sound strategy and
aligned capital allocations.
At the time of writing, we continue to navigate the fallout
from Russia’s invasion of Ukraine, and growing uncertainty
about the global economic outlook – even as the climate
crisis looms. There are many causes for concern, but also
reasons for optimism in 2022. Our world is waking up and
investors are getting active. Clients are raising their expectations and we are succeeding in our mission to remain at
the forefront of delivering returns with responsibility.

2) As of year-end 2021. 3) Scope 3 carbon footprint refers to indirect emissions (except purchased electricity, heat and steam, that are captured in scope 2 that occur in a company’s value chain.
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At a glance
Where society is today

400
million
tonnes
CO2

National
Policies
2030
targets & action
2.7°C
2.4°C

Remaining carbon budget for
limiting global warming to 1.5°C.
At current rates, this remaining
carbon budget will be used
up within next 11 years4

1.5°C

National targets
put society on track
for 2.4° of warming5

Where NAM is today
Global Initiatives

TCFD

NAM is one of the first
companies worldwide
to commit to the TCFD
recommendations

NZAM

Founding member of
Net Zero Asset Managers
(NZAM) initiative:
•
273 signatories
•
$61.3 trillion AuM6

Climate
Action
100+

•

•

Investor-led initiative
to engage the world’s
largest corporate
emitters of GHGs
167 companies
assessed and engaged

NAM’s commitment to net zero7
•
•
•
•

Net zero emissions by 2050 or sooner across all assets under management
Interim targets set for 2030, consistent with a fair share of a 50%
global reduction in CO2e.
Prioritise real economy emissions reductions
Increase investments in climate solutions

NAM targets – our way to Net Zero by 2050

1

50% reduction
in WACI across
listed equity and
corporate bonds

2

Fund-specific carbon
footprint reduction
targets covering 58%
of listed equity

249

3

Climate-related
engagements in 2021

80% of Top 200 company
contributors to financed
emissions to be Parisaligned or engaged to
become so (100% by 2030)

NAM Progress to date

NAM Fossil Fuel Policy

Our carbon footprint in 2021

15%

66%

41

Reduction in weighted
average carbon
intensity (WACI)

AuM weighted
funds subject to our
Fossil Fuel Policy

4) IPCC 6th Assessment Report - Summary for Policy makers.
5) Climate Action Tracker.
6) Net Zero Asset Managers (28.06.2022).
7) The targets can be found in NZAM’s Progress report, which presents targets set by all founding members.

Carbon footprint
tCO2e/M USD invested
(listed equity only)
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1. Climate governance
Nordea Asset Management
Figure 1

Board

Senior Executive Management (SEM)
Nordea Group Sustainability
• Set strategic sustainability direction and
focus areas
• Support business areas in
implementation

Responsible Investment Committee (RIC)
• Define, launch, implement and follow up on RI
strategy and climate targets
• Chaired by NAM CEO

Responsible Investments (RI) Team

Heads of Investment Boutiques

•
•
•
•

• Integration of ESG research and climate
risk
• Investment-led ESG engagements
• Support specific RI initiatives

Present recommendations to the RIC
Implement RI Policy and climate strategy
ESG research
Report annually on RI progress

Risk & Performance
• Measure, analyse and report on ESG and climate risk exposure

Board and management oversight
Sustainability is embedded across Nordea’s business strategy,
backed by measurable targets, strong governance, and one of
the broadest sustainability offerings in the market. A net-zero
emissions objective by 2050 across Nordea’s lending and investment portfolios and internal operations was published in
2021. Group sustainability has the responsibility to support the
business areas, such as NAM, in the implementation of this and
other objectives.
At NAM, the commitment to climate-resilient investments
comes from the top. The Board oversees the strategic direction
and reviews the development of our ESG and climate policies,
and is updated at least annually on their implementation.
The Senior Executive Management team is kept well informed
on climate-related matters and several are members of the Responsible Investment Committee (RIC), where oversight of the
strategic delivery of NAM’s climate commitments rests.
RIC was created in 2009 and is chaired by the CEO of NAM.

Every quarter RIC meets to monitor progress towards climate
targets, discuss whether to engage or divest from companies
that are failing to meet responsible investment expectations,
and decide on significant changes to our Responsible Investment policy and processes.
The Heads of Investment Boutiques are responsible for integrating ESG risks, including risks arising from climate change,
into the investment analysis and decisions. Various resources
are available for investment teams to monitor climate risks and
opportunities in the portfolios, including a climate dashboard
in regular risk reports.
Climate is a key focus area for the Responsible Investment (RI)
Team. Climate-focused workshops for investment teams and
other functions are regularly conducted to increase knowledge
and awareness of climate issues, and the analysis of climaterelated investment risks and opportunities is an important part
of the product development work.

Climate governance in practice
Since 2013, the RIC has made it a priority to identify companies with unmitigated climate-related financial risks.
In 2015 a first analysis of coal mining companies was presented to the RIC, and a decision was made to restrict investments into
companies judged to have excessive exposure to thermal coal mining. RIC reviews the restrictions on an ongoing basis, and have
decided to further strengthen restriction on coal mining and introduce restrictions on oil sands and artic drilling.8 RIC are set to
ensure restrictions continue to align with global pathways towards net zero.

8) Current restrictions can be found in Nordea Asset Management’s Responsible Investment Policy.
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2. Climate strategy and our commitment
to net zero
Climate change has been a strategic focus for NAM since we
became a signatory to the UN-supported Principles for Responsible Investment (PRI) in 2007. In 2015, we implemented
our first climate-related divestment from coal mining, and
started analysing and disclosing the carbon footprint of our
ESG STARS funds. In 2019, we publicly committed to aligning our investment strategies with the objectives of the Paris
Agreement, and in 2020 we cemented this commitment by
becoming a founding member of the Net Zero Asset Managers

(NZAM) initiative, a global coalition of asset managers working for the achievement of net-zero greenhouse gas emissions
by 2050. In addition, during 2020, we helped co-create the
Net Zero Investment Framework (NZIF), a method for asset
managers/owners to set climate targets consistent with the
objectives of the Paris Agreement, and in November 2021, we
released a set of additional climate targets, in line with NZIF
guidance and our NZAM commitment.9

9) The targets can be found in Net Zero Asset Manager Initiative’s 2021 Progress report, which presents targets set by all founding members.
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Figure 2: NAM targets and commitments

NAM’s climate journey
What we have achieved so far and where are we heading to?
NAM’s climate timeline
2007

Signatory to the UN-supported Principles
for Responsible Investment

2008

Launch of Nordea 1 – Global Climate and
Environment Fund*

2015

First climate-related divestment from coal
mining, and disclosure of the carbon footprint of ESG STARS funds

2018

Joined UNEP FI pilot group to support the
development of analytical tools and indicators to report on the risks and opportunities
presented by climate change

2019

Public commitment to aligning investment
strategies with the objectives of the Paris
Agreement

2020

Published first Climate report in line with
TCFD recommendations
Published net zero targets including a reduction of the weighted average carbon intensity
(WACI) of investments by 50% before 2030
Co-developed the Net Zero Investment
Framework together with other members of
the Institutional Investor Group on Climate
Change (IIGCC)
Founding member of the Net Zero Asset
Managers (NZAM) initiative

2021

Established further reduction and engagement targets to reach net zero by 2050 or
sooner

2025

80% of top 200 holdings Paris
aligned or engaged
Double the scope of portfolio level
carbon reduction targets
Phase out investments in coal-related companies without plans to achieve a full exit
from coal by 2040

2030

Achieve our fund-specific carbon footprint
reduction targets (CO2e/M USD invested)
100% of top 200 holdings Paris aligned or
engaged
50% reduction of WACI

2050

Net zero
across Nordea Group's
operations and investments
* Please note that the Nordea 1 – Global Climate and Environment Fund is soft closed since 26.02.2021.
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Identifying risks and opportunities
As the largest asset manager in the Nordics, our investments
cover all major asset classes, including listed and private equity, corporate bonds, green bonds, sovereign bonds, covered
bonds, structured products and others. Through these investments, we are exposed to several types of climate-related risks
and opportunities.
As is best practice, we categorise climate-related risks into two
types:
1. Transition risks, which relate to the impacts associated with
the transition towards a less polluting and greener economy.
Some sectors of the economy face big shifts in asset values
or higher costs of doing business as climate policies become
stricter. In addition to policy risks, transition risks include risks
related to technological developments, as well as liability risks.
2. Physical risks, which relate to impacts resulting from climate change, can result from adverse extreme weather events
(acute risks) or long-term shifts in climate patterns (chronic
risks). Physical risks may have both direct financial implications
for organizations, due to damage to assets, and indirect impacts from supply chain disruptions and variations in resource
availability.
Of these two risk types, transition risk is likely to have a more
imminent and abrupt impact on our investments. The climate
commitments that the signatories to the Paris Agreement have
so far made to address global warming are widely understood
to be insufficient for limiting temperature increases to below
2°C. While COP26 saw 151 countries submit climate plans to
cut emissions by 2030, the world is still on track for 2.4°C of
global warming.10 In addition, for some high-emitting countries
(Australia, China, Brazil, Russia), there’s still a sizeable gab
between net zero ambitions and stated 2030 targets.11 We
therefore continue to expect increased political action to address these gabs in the years to come, exposing economies to
heightened transition risk.

10) Reuters. 09.11.2021. World heading for 2.4°C of warming after latest climate pledges. 11) World Resources Institute. 17.11.2021. COP26: Key Outcomes From the UN Climate Talks in Glasgow.
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Figure 3: Risk horizons
Primary
time horizon
1–10 years

Category

Primary
drivers

Implications
for NAM

Direct transition risks

Evolving regulations and

• We monitor and participate in all leading

and opportunities

expectations:

climate-related investor initiatives, to ensure
our activities reflect best practice

• Evolving regulations and standards
for climate-related reporting and other
communication

• We engage in dialogue with our customers
and continue to increase our range of
climate-related product offerings

• Increasing expectations and demand
from clients to manage climate-related
risks and opportunities

Transition risks

Policy and legal:

and opportunities
transmitted through
investments

• We focus engagements on the most
exposed companies and countries

• Higher carbon pricing and increased
regulation and litigation.

Reputation:

• We integrate climate risk metrics in our risk
reporting
• We restrict investments in companies
whose business model is fundamentally

• Negative stakeholder feedback

Technology:

unaligned with the objectives of the Paris
agreement.
• We identify companies in critical sectors

• Obsolete technologies, capital

with aggressive decarbonisation strategies

expenditure requirements to
accommodate new technologies

Market:
• Changing consumer demand, rising
material costs, new entrant disruption

>10 years

Physical risks

Physical risks of our investments:
• Acute: Increased severity and
frequency of extreme weather events
• Chronic: Rising sea levels, mean
temperatures and weather pattern
variability

• We identify which sectors/companies are
most exposed to the effects of climate
change

2. Climate strategy and our commitment to net zero
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Scenario analysis
It is clear that our exposure to the climate risks and opportunities identified above is perceptible across all our investment
strategies and within our investment horizons.
To further quantify climate-related risks and assess implications for our investment strategies, we conduct two types of
scenario analysis: Climate-Value-at-Risk analysis and climate
alignment analysis.

Climate Value at Risk
Since 2020, we have used the Climate-Value-at-Risk (CVaR)
model to estimate three key climate risk metrics across a number of plausible scenarios for climate change and climate policy outcomes:
•
Policy Risk = % of investment value at risk due to future
climate policy
•
Technology Opportunities = % of investment upside due
to low-carbon technology revenues, which combined with
Policy Risk gives us Transition Risk
•
Physical Risk and opportunity = % of investment value
at risk from the impact of extreme weather events and
longer term changes

Transition risk
For policy risk and technological opportunity, scenarios from
the Network for Greening the Financial System (NGFS) are
used. Amongst others, this includes 1.5°C Orderly, 2°C Disorderly and 3°C scenarios. The Disorderly scenario assumes that
most climate policies are not introduced until 2030, which
means that emissions reductions need to be sharper and more
drastic than in an Orderly scenario, where climate policies
would be introduced early and gradually become more stringent to limit warming to the same temperature target.
As presented in figure 4, a delayed transition response presents
the highest value-at risk and across all scenarios, policy risk
outweighs potential upsides.
Overall, transition risk is lower for corporate bonds. This is unsurprising given that the average length of maturity of investment grade bonds are less than 15 years12, and even less on
secondary markets, but is also responsive to different sector
allocations within the two asset classes.

Figure 4: Transition risk listed equity and corporate bonds
NAM
1.5°C: NGFS NZ2050

31.12.2021
CVaR Transition
risk

Policy risk

2°C: NGFS Delayed Transition
Disorderly

Technological
opportunities

Policy risk

3°C: NDC Hot House

Technological
opportunities

Policy risk

Technological
opportunities

Listed equities

–6.84%

2.43%

–17.57%

4.56%

–0.58%

0.18%

Corporate bonds

–0.97%

0.02%

–4.18%

0.04%

–0.02%

0.00%

Data as of 31.12.2021. Data coverage: 98% for listed equities, 72% for corporate bonds. Source: Nordea Investment Funds S.A., ©2021 MSCI ESG Research LLC. Reproduced by
permission.

Figure 5: Sector contribution to transition risk
1.5°C Orderly

Policy risk

1.5°C Orderly

Technological opportunity

Agriculture, Food and Pharmaceuticals

Agriculture, Food and Pharmaceuticals

Banks, Insurance and Real estate

Banks, Insurance and Real estate

Basic Materials

Basic Materials

Communications

Communications

Consumer, Cyclical

Consumer, Cyclical

Consumer, Non-cyclical

Consumer, Non-cyclical

Energy

Energy

Industrial

Industrial

Other

Other

Other financials

Other financials

Technology

Technology

Utilities

–1.2

Utilities

–1.0

-0.8

–0.6

Total: –4.44%

–0.4

–0.2

0.0

0.2

0.4

Total: 1.52%

Data as of 31.12.2021. Data coverage 82%. Sector classification is based on Bloomberg Industry Classification System (BICS). "Agriculture, Food and Pharmaceuticals" has been separated out from Consumer, non-cyclical and Financials have been split into two: "Banks, Insurance and Real estate" and "other financials". Source: Nordea Investment Funds S.A.,
©2021 MSCI ESG Research LLC. Reproduced by permission.

12) OECD. 2020. Corporate Bond Market Trends, Emerging Risks and Monetary Policy.

2. Climate strategy and our commitment to net zero

11

Figure 5 displays the contribution of our listed equity and corporate bond investments to transition risk across sectors, in an
1.5°C Orderly scenario. Any given sector’s ‘contribution’ is determined by the transition risk of the company holdings within that
sector as well as the relative exposure to the sector. The sum of
all contributions represents aggregate transition risk.

Using the physical location of a company’s facilities and a
probability distribution of the annual costs of the manifestation
of climate hazards, it provides an estimate of both the average
cost as well as a more severe, 95th percentile ‘aggressive’ outcome that explores the less likely but more extreme impact potential of climate change.

Our investments in carbon-intensive sectors such as Basic materials (mining, iron/steel etc) and Industrials (electronics,
building materials, other manufacturing etc.) represent the
largest contributions to policy risk. The contribution from Energy, while carbon-intensive, is modest, driven by our relatively
small exposure to this sector.

As shown in figure 6, physical risks in an aggressive outcome
are significantly higher, but for corporate bonds, they remain
below –0.5% given the shorter timescale. For listed equity, in
contrast, the difference in damages amounts to 1.7 percentage
points.

The biggest upside is seen in utilities, driven mainly by electric
utilities. This is reflective of our efforts to identify electricity
providers with large renewable electricity generation capacity
and growth potential, as part of our Paris Aligned Fossil Fuel
Policy. On an aggregate sector level, net transition costs are
still expected to outweigh potential benefits across all sectors.
Yet, there are numerous companies in our portfolios, across
most sectors, for whom transition opportunities outweigh transition risks.

Physical risk and opportunities

Figure 7 displays the contribution to our total physical risk and
opportunity exposure from investments across different sectors. The most significant physical risks come from extreme
heat and coastal flooding affecting agriculture and food production, as well as financials, notably insurance and real estate.
Interestingly we also see sector upsides, particularly for extreme cold. This is because global warming is expected to decrease the number of extremely cold days.

Figure 6: CVaR Physical risk and opportunities
CVaR Extreme Weather

For physical risks and opportunities, the CVaR model quantifies
the expected change in costs to a company from business interruptions and damages to physical assets materialising from
climate-related acute events and chronic changes such as extreme heat and cold, rainfall, flooding and tropical cyclones.

Average

Aggressive

Listed equities

–6.33%

–8.03%

Corporate bonds

–0.28%

–0.46%

Data as of 31.12.2021. Data coverage: 98% for listed equities, 72% for corporate bonds.
Source: Nordea Investment Funds S.A., ©2021 MSCI ESG Research LLC. Reproduced by permission.
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Figure 7: Sector contribution to physical risk and opportunity
Physical risk and opportunities

Extreme
heat

Coastal
flooding

Tropical
cyclones

Fluvial
flooding

Extreme
wind

Heavy
snowfall

Extreme
precipitation

Extreme
cold

Agriculture, Food and Pharmaceuticals

-0.56%

-0.24%

-0.02%

-0.05%

-0.01%

0.01%

0.08%

0.10%

Banks, Insurance and Real estate

-0.44%

-0.40%

-0.03%

-0.02%

-0.01%

0.00%

-0.01%

0.08%

Basic Materials

-0.06%

-0.08%

-0.01%

0.00%

0.00%

0.00%

0.00%

0.01%

Communications

-0.39%

-0.19%

-0.08%

-0.03%

0.00%

0.00%

0.00%

0.04%

Consumer, Cyclical

-0.23%

-0.10%

-0.01%

-0.01%

0.00%

0.01%

0.03%

0.05%

Consumer, Non-cyclical

-0.31%

-0.10%

-0.01%

-0.02%

0.00%

0.00%

0.00%

0.04%
0.00%

Energy

-0.02%

-0.06%

0.00%

0.00%

0.00%

0.00%

0.00%

Industrial

-0.18%

-0.18%

-0.03%

-0.01%

0.00%

0.00%

0.00%

0.09%

Other

0.00%

-0.01%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

Other financials

-0.10%

-0.09%

-0.07%

-0.06%

-0.06%

0.05%

0.06%

0.07%

Technology

-0.09%

-0.11%

-0.01%

0.00%

0.00%

0.00%

0.00%

0.01%

Utilities

-0.10%

-0.20%

-0.05%

-0.01%

0.00%

0.00%

0.00%

0.01%

Total

-2.47%

-1.77%

-0.32%

-0.22%

-0.08%

0.08%

0.16%

0.50%

Data as of 31.12.2021. Data coverage: 82%. Sector classification is based on Bloomberg Industry Classification System (BICS). "Agriculture, Food and Pharmaceuticals" has been separated out from Consumer, non-cyclical and Financials have been split into two: "Banks, Insurance and Real estate" and "other financials". Source: Nordea Investment Funds S.A., ©2021
MSCI ESG Research LLC. Reproduced by permission.

While offering valuable insights into relevant climate risks, the
CVaR model does not exhaustively address all dimensions of
climate risk. Crucially, the model does not fully take into account companies' risk mitigation efforts, such as strategic plans
for reducing carbon emissions or efforts to diversify away from
fossil fuel dependency on a forward-looking basis.

such as population growth, economic and sector growth,
as well as where reductions can be made most cheaply,
so as to be cost-effective in the budget allocations. The
International Energy Agency’s derived scenarios are an
often used reference source. This gives us the sector-level constraint.

For a more complete picture we need to understand how individual issuers are managing climate risks and opportunities.
We achieve this by conducting climate alignment analysis of
individual issuers in high-risk sectors.

Step 3: Derive sector-specific emissions intensity
pathways for different scenarios.
A key resource here is Transition Pathway Initiative (TPI)
who have modelled emission benchmarks for three scenarios: National Pledges, Below 2°C and 1.5°C. The
benchmarks are emission intensity targets normalised by
a unit of physical activity (e.g., emissions per MWh of
electricity generated). This gives us the company-level
constraint.

Climate alignment analysis
For climate alignment analysis we look at the extent to which a
company's strategy and decarbonization trajectory supports
the achievement of a desirable target scenario consistent with
well-below 2°C of global warming. We do this by determining
whether a company is set to decarbonize enough to remain
within a set of constraints derived from the global carbon
budget associated with the objectives of the Paris Agreement.
The analysis can be broken down into four steps:
Step 1: Establish a global carbon budget consistent
with the Paris Agreement.
The latest IPCC report gives a remaining carbon budget
of about 400 billion tCO2, for a 66% chance to remain
within 1.5°C of warming, equivalent of 11 years of current
global emissions.13 This gives us the global constraint.
Step 2: Allocate that carbon budget across sectors.
Sectoral allocation is based on a range of assumptions
13) IPCC 6th Assessment Report – Summary for Policy makers.

Step 4: Compare a company’s emissions and reduction targets against these pathways.
TPI and Science-Based Targets Initiative are our primary
inputs for this, but we also conduct our own in-house assessments where needed. A company that remains within a company-level constraint derived from the global
carbon budget for 1.5°C of warming can be said to be
1.5°C-aligned. A company that does not currently meet
the constraints, but is on a trajectory to do so in the future, can be described as aligning.
This type of analysis is key to our net zero commitment and is
incorporated into our issuer-level climate targets. In addition, it
is a particular prerequisite for our implementation of the ParisAligned Fossil Fuel Policy.

2. Climate strategy and our commitment to net zero
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Paris-aligned Fossil Fuel Policy

1.

In September 2020, we implemented a new approach to restricting investments in companies involved in fossil fuels,
which we call the Paris-Aligned Fossil Fuel (PAFF) policy. The
PAFF policy prohibits investments in fossil fuel companies that
are not transitioning in line with the climate objectives of the
Paris Agreement, while still enabling investments in companies
that are leading the transition out of fossil fuels.
The PAFF policy is distinct from more traditional exclusion approaches that tend to be based primarily on sector classification or revenue thresholds. The latter approaches often ignore
companies with ambitious plans to transition towards cleaner
energy and it ignores the critical role that energy plays in the
economy, while our approach is research-driven and based on
the merits of the individual company.
More than 2000 companies are subject to this screening because they have significant fossil fuel involvement, and are excluded unless the following is demonstrated:

2.
3.

A business model that promotes the fulfilment of the Paris
Agreement’s climate objectives (where the business model
is defined as a combination of products and services)
Sound climate risk management
Ambitious emission reduction targets that will bring the
company in alignment with 2°C of global warming or less

Companies that can demonstrate this are put on the ParisAligned Fossil Fuel list. Companies that are not on the list will
be excluded from funds adhering to the policy.
By EOY 2021 66% of our AuM was subject to PAFF.
In order to assess alignment, we need to compare a company's
emissions and reduction targets against established sector-level benchmark pathways. We use a variety of data sources for
this analysis, and one of the main data sources for this is Transition Pathway Initiative (TPI). TPI has established sector-specific benchmark emission pathways for three scenarios: A 1.5°C
– scenario, a below 2°C – scenario, and a National Pledges scenario, which is based on the global aggregate emissions reduction commitments by policy makers.

Figure 8: Alignment amongst electric utilities
XCEL Energy
Reported

Hawaiian Electric

Berkshire Hathaway (Electricity Utility)

Iberdrola

Fortum

Targeted

Source: Transition Pathway Initiative

Examples: Xcel Energy and Fortum
Xcel Energy, an American utility based out of Minnesota, is on an aggressive trajectory towards alignment. Back in 2019, as part of
a collaborative CA100+ engagement, we meet with Xcel to push for TCFD disclosures and acceleration of coal closures. Since then
we have seen an aggressive push towards renewables, with a view to almost doubling the share of renewables from 2020 to 2030.
(34% to 63%).
Fortum, the Finnish utility, has set a target to become carbon neutral (Scope 1 and 2) in European generation by 2035 at the latest
and carbon neutral globally (Scope 1, 2 and 3 GHG emissions) by 2050. After acquiring the energy company Uniper, Fortum no
longer had a comprehensive transition plan for its entire portfolio, and so in order to keep Fortum on the PAFF list, we needed a new
transition plan from Fortum, which also covered Uniper. This was published in December 2020.

3. Management of risk and opportunities
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3. Management of risk and opportunities
The dominant source of climate risk exposure for NAM is our investments in companies which are themselves exposed to climate risk. Managing our climate risk, therefore, involves integrating climate risk into our investment selection process, assessing
the quality of climate risk management that we see from the
companies we invest in, and using our influence to stimulate a
strengthening of their risk management practices. In other
words: climate risk management for NAM is both about selecting the right investments and managing those investments
responsibly.
It was with these objectives in mind that the NAM Climate
Change Strategy was adopted in 2019. Its five pillars all contribute to the development of a more robust climate risk management framework, and within each pillar, we are taking active
measures to responsibly manage our climate risk exposure.

Figure 9: Five Pillars of NAM strategy

5 pillars of our climate strategy
Integration
We make climate risk and opportunity analysis
part of company research and regular risk
monitoring

Active ownership
We engage and vote to achieve climate resilient
portfolios

Divestment and mitigation
We limit our exposure to highly carbonintensive companies with inadequate transition
commitments

Product development
We focus on products that support the transition
to the low-carbon economy

Policy support
We support the TCFD recommendations and
other initiatives that promote alignment with the
Paris Agreement

Integration
Climate risk is part of NAM’s regular risk monitoring and is integrated into the overall investment process. We have integrated ESG and climate KPIs into the portfolio performance reviews of our equities and fixed income teams and make both
proprietary and externally sourced climate risk analysis and
data available to all investment teams. All our portfolio managers regularly receive portfolio risk reports which include climate dashboards with key figures such as the weighted average carbon intensity (WACI) and absolute emissions of investments. For funds with a carbon footprint reduction target the
risk report includes a dashboard which tracks progress, and
identifies which investments contribute positively or negatively
to the fund´s overall footprint.14 Importantly, it also compares
investments to its industry-geography peer group, thereby
highlighting best-in-class companies and possible laggards.
All investment teams also have access to our proprietary ESG
data platform, which integrates climate-related analyses into
the investment research process.

Active ownership
As active owners we use our influence to improve the climate
resilience of our investments. We expect all companies exposed to climate risk to have strong climate governance and
demonstrate how they integrate climate change challenges
into their business strategies, investment decisions and risk
management. This includes identifying and capitalising on opportunities related to climate change; reporting in line with
TCFD recommendations and acting to reduce greenhouse gas
(GHG) emissions across their value chains in accordance with
the Paris Agreement.
In addition, as a founding member of the Net Zero Asset Manager’s initiative, we are committed to ensuring our investments
align with the objective of the Paris agreement to limit global
warming to no more than 1.5°C. To that aim, we are targeting
the top 200 contributors to our carbon footprint to ensure each
exhibit progress towards alignment, which includes:
•
Annual disclosure of scope 1, 2 and material scope 3
emissions;
•
an explicit long term 2050 net zero ambition;
•
ambitious, science-based GHG reduction targets;
•
a credible decarbonization strategy; and
•
Alignment between capital expenditure and long-term
decarbonization targets.
For more details see our issuer-level targets.

14) For more information on our portfolio-specific carbon footprint reduction targets see Portfolio-level carbon footprint targets.
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Climate Action 100+
NAM is part of the Climate Action 100+ (CA100+) investor
engagement initiative, which addresses climate change with
the world’s largest corporate emitters of greenhouse gases.
We are co-leading engagements with Petrobras, Eskom,
Walmart, TC Energy and Air Liquide, and we actively
participate in and support engagements with SSAB, Xcel
Energy, Volvo and Fortum.
We have been encouraged by some positive developments
related to CA100+ engagements, but many companies are
still falling short of expectations.
Overall, 52% of CA100+ targeted companies have now set a
clear ambition to reach net-zero GHG emissions by 2050 and
87% of the companies have board-level oversight of climate
change. In addition, 72% of company disclosures are aligned
with TCFD recommendations.

Engagement in 5 utilities companies with significant coal exposure was initiated during 2021 in order to meet one of our climate targets and achieve full exit from coal globally by 2040 in
these companies. Arctic drilling was also a topic of engagement during 2021, and we engaged several companies to map
their exposure.
During the year we also expanded our engagement with banks
to seek alignment with the Paris agreement as part of the
IIGCC Banking Engagement programme. The initiative has
published its Investor Expectations for the Banking Sector
which lays out areas for action and disclosure in order for
banks to align with the goals of the Paris agreement.
In addition, we participated in the CDP Non-Disclosure Campaign, as lead for Mondelez and collaborator for engagements
with Nike Inc, AAK, Netflix, Hugo Boss, Pentair, Moncler, AGCO,
Apple, Mazon, SABESP and Mowi. 33% of companies engaged
have started to disclose to CDP.
Exercising our voting rights in general meetings is another way
that we communicate our expectations to companies. During
2021, NAM’s RI team and governance experts continued our
efforts to vote on shareholder proposals that can help drive the
climate transition. For example, we firmly believe that corporate lobbying and public affairs efforts should refrain from providing direct or indirect support to regulatory initiatives that
risk slowing down the energy transition. Due to slow progress
related to this topic we decided to escalate engagement by
co-filing a shareholder resolution on lobbying in Exxon which
got majority support.

15) Data as of 31.12.2021.
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Divestment and mitigation
We are taking active measures to reduce our exposure to highly carbon-intensive sectors that do not have meaningful prospects for a sustainable transition. The RI team regularly conducts analyses to highlight NAM’s exposure to sectors and
companies with high climate risk, and makes recommendations to the Responsible Investment Committee to divest from
or engage with carbon intensive companies that fail to show
signs of transformation.
Since 2015, we have had strict exclusion criteria for thermal
coal mining across all our portfolios, and this was expanded to
cover oil sands in 2019 and arctic drilling in 2021. The introduction of The Paris-Aligned Fossil Fuel Policy, which restricts investments in fossil fuel companies that are not transitioning in
line with the objectives of the Paris Agreement, further enhances the climate risk profile of a majority of our strategies.
Additionally, non-fossil fuel companies with high climate risk
exposure and insufficient transition efforts are rated poorly in
our internal ESG assessments, which effectively excludes many
companies from our strategies with ESG rating thresholds, like
our ESG STARS strategies.

Product development
Climate risk management and climate opportunities has long
been a part of our Responsible investment approach and included in our RI suite of products. Our proprietary ESG analysis, which feeds into all our products but most particularly our
RI products such as the ESG STARS family, has included climate issues since its inception. Our RI strategies now represent
more than 66% of NAM’s assets under management, and the
ESG STARS range has grown to include 19 strategies with
more under development15. All STARS products are subject to
the Paris Aligned Fossil Fuel Policy.
In 2008, we launched the Nordea 1 – Global Climate and Environment Fund. The fund takes a bottom up approach to
identify companies with innovative climate solutions within the
clusters of innovation, optimisation, and adaptation.
During 2020, in collaboration with Trill Impact, we co-launched
a private equity impact strategy with strict climate-related criteria and objectives, securing €900 million in initial commitments.

3. Management of risk and opportunities

”

Our longstanding mission has
been to provide returns with
responsibility. This is very much
what drove our venture with Trill
Impact, joining our respective
forces to offer investors
world-class private equity and
ESG expertise as well as the
opportunity to participate in the
change they want to see in the
world.
Nils Bolmstrand, CEO

Another way we actively allocate capital to climate solutions is
by investing in green bonds. Launched in 2021, our Nordea 1
– Global Green Bond Fund contains fixed income instruments
that earmark the bond proceeds for projects that are explicitly
linked to climate mitigation and adaptation purposes. On a
bond level we require bonds to follow the most widely used
guidelines in the green bond market – in particular the ICMA
Green Bond Principles, the Climate Bonds Standard or in the
future the EU Green Bond Standard. The current universe of
global green bond issuers is dominated by corporates and governments in the developed markets, in particular the European
Union. However, in order to support the energy transition globally and create a globally diversified portfolio, we strategically
overweight corporate bond issuers from the emerging markets.
While this segment is still a small part of the overall green bond
market we observe a rapid increase in issuance – in 2021, green
bonds represented 12% of the overall emerging markets corporate bond issuance hard currency volume (up from 5% in 2020).
This year will also see the launch of our new Nordea 1 – Global Climate Engagement Fund. The strategy will invest in companies with underappreciated opportunities to become relevant in, and benefit from, a low carbon future. Through engagement, we will seek to drive forward the necessary
strategic and operational changes to unlock value through reduced environmental risks.
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Policy support
Our clear commitment is to align our investment strategies
with the Paris Agreement and reduce our exposure to climate
risk. In practice, this commitment is underpinned by our support for climate policy that help deliver on the Paris Agreement’s objectives, as well as our involvement in various industry initiatives that promote the same agenda.
NAM is part of the Institutional Investor Group on Climate
Change (IIGCC), which is a leading global investor membership body and the largest one focusing specifically on climate
change. During 2020, we participated in IIGCC’s Paris Aligned
Investment Initiative, which in September 2020 published a
blueprint for how investors can set climate targets that support
the Paris Agreement. With 29 other asset manager members of
IIGCC, we also co-founded the Net Zero Asset Managers initiative. Our inaugural climate targets are anchored in the recommendations that these initiatives build on.
In November 2021 we also signed the Finance for Biodiversity
Pledge, a commitment of financial institutions to protect and
restore biodiversity through finance activities and investments.
The Finance for Biodiversity Pledge consists of five steps financial institutions promise to take:
•
Collaborating and sharing knowledge
•
Engaging with companies
•
Assessing impacts
•
Setting targets
•
Reporting publicly on the above before 2025
We have participated in the Pledge’s Impact Assessment and
Engagement working groups meetings, exchanging knowledge with other investors on biodiversity issues and approaches and helping to set priorities for the group for 2022. We have
provided our feedback to the collective input on the IPBES
Business & Biodiversity consultation which took place in December 2021 and which we hope will help to provide clarity on
biodiversity metrics.16
In addition, we both initiate and participate in collaborative initiatives to influence policy. For example, recognizing that methane emissions from the oil and gas sector pose a unique risk to
the net-zero transition, we co-signed the US Federal EPA
Methane public policy letter, calling on the Biden administration to rapidly advance methane regulations for the U.S. oil and
gas sector.

16) IPBES is the Intergovernmental Science-Policy Platform on Biodiversity and Ecosystem Services. It does periodic global assessments on the state of biodiversity and ecosystem services.
IPBES also aims to identify policy-relevant tools and methodologies, facilitate their use, and catalyse their further development.

4. Targets and metrics
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4. Targets and metrics
In November 2021 our net zero commitment was cemented by
the release of a new set of climate targets, complementing existing objectives17. Collectively, our targets embody our overall
ambition to continue building climate resilience and embracing
the opportunities presented by the transition to a low-carbon
economy.
Our overarching long-term goal is to achieve net-zero emissions for all assets under management by 2050. Our short-and
mid-term targets work towards this overall ambition, through
complimentary top-down and bottom-up approaches: from an
organisational wide target to reduce the weighted average
carbon intensity (WACI) of investments; a set of portfolio-specific carbon footprint reduction targets, and a complimentary
target to ensure individual companies are engaged to become 1.5°C aligned. To this end, we have also set a 2025 target
to phase out investments in coal-related companies without
plans to achieve a full exit from coal globally by 2040.18

In practice, we expect our targets to be achieved through three
mechanisms, which in order of priority are:
•

•

•

Pushing current investee companies towards accelerated decarbonization. Active ownership is a core pillar of
our climate strategy underpinning our investments, including the launch of our Climate Engagement strategy
Investing in companies that facilitate real-world decarbonization. A good example of this is our PAFF Policy, as
well as our efforts to ensure our portfolio-level carbon
footprint targets incentivise investment in decarbonisation
leaders
Shifting portfolio allocation away from high-emitting
companies and sectors. We restrict investments in sectors with a limited future in a decarbonised economy, and
integrate the identification of negative emission outliers
into the overall investment process

17) The targets were released in Net Zero Asset Manager Initiative’s 2021 Progress report. 18) We define coal-related companies as those that are involved in the mining for coal or use it for
electricity generation. NAM already excludes companies with more than 10% of their revenues from coal production from all its portfolios, and applies our Paris-Aligned Fossil Fuel Policy or even
stricter exclusion criteria to all portfolios designated ESG (currently app. 66% of NAM AuM).

4. Targets and metrics

18

Figure 10: NAM climate targets
Timeline

Target

Scope

Future action

Short term:
2025

80% of top 200 contributors to financed emissions to be either
categorized as “Aligned” or else be subject to engagement to
become aligned

Listed equity

Expand scope to corporate bonds

Phase out investments in coal-related companies without plans
to achieve a full exit from coal globally by 2040

Companies involved in the
mining for coal or use it for
electricity generation

100% of top 200 contributors to financed emissions to be either
categorized as “Aligned” or else be subject to engagement to
become aligned

Listed equity

Expand scope to corporate bonds

Achieve fund-specific carbon footprint reduction targets. The
AUM-weighted average target value is currently 34.5 tCO2e/m
USD, equivalent to a 48% reduction from 2019 baseline year,
but varies depending on sector composition

58% of listed equity by AuM
(17.5% of total AuM)19

Expand target coverage across
asset classes as net zero alignment
methodologies are established and
client considerations allow

50% reduction in the weighted average carbon intensity (WACI)
of investments from 2019 baseline year

Listed equity and corporate
bonds (72% of AuM)20

Increase investments in climate solutions

To be defined

Net zero greenhouse gas emissions

Total AuM

Mid-term:
2030

Long-term:
2050

Finalise methodology for identifying
and measuring climate solutions in
line with industry best practice

Data as of 31.12.2021. Data coverage: 98% for listed equities, 72% for corporate bonds.

To ensure alignment with the Paris agreement, in 2020 NAM
committed to reducing the weighted average carbon intensity
(WACI) of its aggregated listed equity and corporate bond investments by 50% before 2030, compared to a 2019 baseline.
WACI measures TCO2e/USD million revenue, and as such is not a
direct measure of emissions. Yet, it is a useful measure of a portfolio’s exposure to carbon-intensive companies, and acts as a
proxy for climate transition risk, since companies with higher carbon intensity are likely to face more exposure to carbon-related
market and regulatory risks.
2021 saw a 15% decrease in WACI compared to 2019. The decrease is primarily driven by reduced exposure to the energy sector, as well as a switch towards less carbon intensive companies
within Utilities following the introduction of our PAFF policy. The
next section sheds more light on this, by breaking down our
financed emissions across sectors.

19) As of September 2021. 20) As of 31st December 2021.

Figure 11: WACI
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Data as of 31.12.2021.
Data coverage listed equity: 98% (2019), 99% (2020), 97% (2021).
Data coverage corporate bonds: 88% (2019), 86% (2020), 88% (2021).
Source: Nordea Investment Funds S.A., ©2021 MSCI ESG Research LLC. Reproduced by permission.
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Financed emissions and carbon footprint

more meaningful indicator as it is not influenced by overall
growth in asset under management.

Targeting a reduction in average carbon intensity is a big
step towards aligning investments strategies with the Paris
Agreement, which will require a much less carbon-intensive
economy. However, the average intensity metric itself does
not capture developments in absolute emissions. In line with
the recommendations of TCFD and Partnership for Carbon
Accounting Financials (PCAF), we therefore also track our
financed emissions: The absolute emissions that we finance
through our investments.

While NAM’s absolute financed emissions for equity increased
from 2019 to 2021, NAM’s equity carbon footprint saw a significant decrease from 2019 to 2020, driven, in-part, by a reduction
in exposure to the energy sector and a switch to less carbon intensive companies within energy, utilities and basic materials.
The slight increase in carbon footprint from 2020 to 2021 follows
a relative increase in exposure to basic materials and industrials.

Figure 12: Financed emissions

When calculating financed emissions, a portion of the annual
GHG emissions of a company is allocated to an investor, based
on its relative exposure. Simply put, the more shares or bonds
an investor has in a company, the larger the share of emissions
attributed to that investor.21

Financed emissions - Equity only

tCO2e

2019

2020

2021

4,987,354

4,690,264

6,376,771

Data as of 31.12.2021. Data coverage: 96% (2019), 97% (2020), 97% (2021). Financed
emissions figures are coverage-adjusted. Securities for which no data is available are
assumed to be the average of the sector. This is done to avoid excluding those securities and thereby undercounting financed emissions. Source: Nordea Investment
Funds S.A., ©2021 MSCI ESG Research LLC. Reproduced by permission.

The resulting figure can be expressed both in absolute terms
and as a carbon footprint metric, which is the absolute GHG
emissions per million USD invested. The latter is arguably a

Figure 13: NAM's carbon footprint across sectors
Investment exposure across sectors

Carbon footprint of investments by sector
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Sector contribution to NAM's carbon footprint
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Basic Materials
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A sector's contribution to our carbon footprint is a function of the carbon footprint of the sector as well as our relative
exposure to that sector. The sum of each column equals the total carbon footprint of that year.
Data as of 31.12.2021. Data coverage: 96% (2019), 97% (2020), 97% (2021). Sector classification is based on Bloomberg Industry Classification System (BICS). The 'Other' category
includes the following BICS catepgories: Communications, Financials, Technology, Diversified and NA. Source: Nordea Investment Funds S.A., ©2021 MSCI ESG Research LLC.
Reproduced by permission.

21) For an in-depth explanation of the methodology, see The Global GHG Accounting and Reporting Standard for the Financial Industry.
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In line with our NZAM commitment, we report and track the
percentage of AUM committed to be managed in line with net
zero. Here we only count an investment strategy as part of
AUM that is ‘managed in line with net zero’ if it is subject to a
decarbonization target that is consistent with 1.5°C, is strongly
progressing towards the target, and is managed in a way that
is commensurate with ongoing decarbonisation.
Our initial set of portfolio reduction targets covers 58% of
listed equity investments, corresponding to 17.5% of total
AUM.22
Each investment strategy in scope (i.e., every individual portfolio counted in the 58% of listed equity AUM) is subject to a
strategy-specific carbon footprint target for 2030, expressed in
terms of tCO2e/mUSD invested. The precise target value for
any given investment strategy varies depending on the investment universe and composition of the strategy, but the
AUM-weighted average target value is currently 34.5 tCO2e/
mUSD, equivalent to a 48% reduction relative to the benchmark intensity in the baseline year.
A key aspect of the NZAM commitment is to “Prioritise the
achievement of real economy emissions reductions within the
sectors and companies in which we invest”.
When setting mid-term targets a core objective therefore was
to ensure targets incentivise real economy reductions by continuing to incentivise investment in sectors that are critical for
real-world decarbonization.
This was achieved by setting targets that incentivize investments in decarbonization leaders in all sectors. We achieve this
by defining fund-specific and sector-agnostic target baselines,
based on the average emissions of specific sector-geography
combinations represented in a portfolio. In total, NAM has
identified 24 sector-geography combinations with specific
emission reduction pathways, and used these to calculate the
required emissions reductions of a fund.23

For more information on our target setting process see
Appendix 1

Issuer-level targets
A key driver for achieving our climate targets and net zero
commitment is the increasing alignment of companies to net
zero pathways.
The top 200 contributors to our equity carbon footprint are responsible for 87% of emissions. Working towards Paris-alignment for these companies are crucial to achieving our ambition
and driving real economy emission reductions.
As active owners we prioritise engagement as the primary mechanism to drive alignment. This is why, by 2025 our target is for
80% of contributors to be on a Paris-aligned trajectory or else
subject to engagement. This target will increase to 100% by 2030.

Figure 14: Top 200 equity contributors
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22) As the largest asset manager in the Nordics, our investments cover all major asset classes. For most of these asset classes, such as covered bonds, methodologies for measuring Net Zero
alignment has not yet been established. We will expand the scope of its targets across additional asset classes when it is possible to establish, in a robust and peer comparable way, what is
consistent with a fair share reduction. 23) A ‘fair share’ contribution may be more or less than 50% by 2030. For example, the power sector is expected to decarbonise faster than the steel and
cement sectors. Europe and North America are expected to decarbonise faster than Asia. All in all, we distinguish between 24 different sector/geography combinations, each with its own
decarbonization pathway, primarily informed by One Earth Climate Model (OECM) and IPCC.
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What does it mean to be aligned?
In line with the Net Zero Investment Framework, we categorize
companies into 4 alignment categories: aligned, aligning,
committed to aligning or not committed. Each company
must be assessed against a set of current and forward-looking
alignment criteria that constitute a Net Zero Transition Plan
(See Figure 15).

or committed to aligning but only 7% to be fully aligned. This is
a reflection of the state of the world economy today and of the
journey still ahead of us all to reach net-zero in 2050.
Our top 200 list is a moving target. Its composition changes as
reported emissions change (the desired outcome of our engagement) and our issuer exposure changes (due to portfolio
re-allocation). Over the next 3 years we will therefore expect to
engage significantly more than 200 companies.

By 2040 all top 200 companies must be aligned if we are to
reach net zero by 2050. Working backwards from that, we can
establish a target percentage for each of the 4 alignment categories. In 2024 we expect 30 – 36% of companies to be aligning

Figure 15: Alignment criteria for high impact sectors
Alignment criteria

Aligned

1

Ambition

A long term 2050 goal consistent with
achieving global net zero



2

Targets

Short- and medium-term emissions reduction
target (scope 1, 2 and material scope 3)



3

Emissions Performance

Current emission performance is in line with
stated targets



4

Disclosure

Disclosure of scope 1, 2 and material scope 3
emissions



5

Decarbonisation Strategy

A quantified plan setting out the measures
that will be deployed to deliver GHG targets,
proportions of revenues that are green and
where relevant increases in green revenues



A clear demonstration that the capital
expenditures of the company are consistent
with achieving net zero emissions by 2050



6

Capital Allocation Alignment

Aligning

Committed
to Aligning

Not
Committed
to Aligning








(partial)

To be categorised as "aligned" a company must meet all six alignment criteria. When a company fails to meet the requirements for any of these alignment criteria it is categorised as
not committed to aligning. NAM follows the Net Zero Investment Framework’s guidance when assessing alignment profile of individual companies. NZIF’s Implementation Guide
1.0 is available here.

During 2022, our priority is to initiate engagement with all top contributor companies classified as not committed to aligning, either by our own or via partnerships such as the Climate Action 100+ investor engagement initiative.

Our Priorities for 2022
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Our Priorities for 2022
2021 saw an increasing number of governments, companies and investors make net-zero
commitments and set emissions reduction targets. Yet the world is not on track.

The message from IPCC’s 2022 report is clear: the world is set
to breach 1.5°C of warming already within the next two decades, increasing climate hazards and risks to ecosystems and
humans in the near term.

•

Continue to co-develop methodologies for assessment
of Paris alignment. As the largest asset manager in the
Nordics, NAM investments cover all major asset classes;
Listed and private equity and corporate bonds, green
bonds, sovereign bonds, covered bonds, structured
products and others. For most of these asset classes,
methodologies for measuring Net Zero alignment has not
yet been established. We will continue to both lead and
monitor efforts to establish methodologies, and to seek
improved data availability and quality in order to broaden
the scope of our targets.

•

Increase investments in climate solutions. A key component of a net-zero investment strategy is to increase
investment in the range of climate solutions needed to
meet our shared climate goals. This requires a robust, and
peer-comparable approach to identifying – and measuring the contribution of – climate solution providers. Developing frameworks in line with emergent best practice is a
key priority for 2022.

•

Push current investee companies towards accelerated
decarbonization. Active ownership is a core pillar of our
climate strategy. In 2022 we look to engage the biggest
contributors to our carbon footprint, both in collaboration
with other investors and on an individual basis, including
via the recent launch of the Climate Engagement strategy.

Eric Pedersen,
Head of Responsible
Investments

At the same time, the emergence of the world economy from
Covid 19 lockdowns, coupled with the Russian invasion of
Ukraine and the knock-on effects of sanctions on energy markets, have driven a rally in traditional energy socks. While this
is a salutary reminder that there is no guarantee that climate
strategies – nor indeed any investment strategy – will always
outperform financially, we must not let short term fluctuations
distract from our long-term aim: Building climate resilient portfolios. The fact is, higher carbon prices and direct regulation of
emissions are coming and higher fossil fuel prices in themselves
will, together with the underlying geopolitical considerations,
significantly increase the pace of renewables coming online.
Therefore, if 2021 was the year of climate commitments, we
expect 2022 and onwards to be the years of climate action.
For us, this means continuing to build up the methodologies,
processes and capacities required to support our Net Zero
commitment. Specifically, we will:

While we know from experience that our disciplined analysis
and active ownership activity have the ability to deliver strong
long-term financial performance, we recognise that short-term
headwinds will occur, and that backlash can occur in different
guises. Meeting that challenge head-on, while delivering the
firm climate action that our clients and stakeholders expect, is
at the heart of our philosophy of returns with responsibility.

Appendix
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Appendix
Deriving portfolio-specific reduction pathways

In line with the principles laid out in the Net Zero Investment
Framework, we have set our fund-level carbon footprint
targets based on the notion of a ‘fair share’ of emission reductions, meaning that we use regional and sectoral science-based pathways that are consistent with achieving net
zero global emissions by 2050.
The ‘fair share’ emission reductions refers to the recognition
that within the ultimate goal of reducing global GHG emissions
to net zero by 2050, or earlier, different sectors, industries, and
regions will decarbonise at different rates. Therefore, for some
sectors or regions, a ‘fair share’ contribution may be more
or less than 50% by 2030. For example, the power sector is
expected to decarbonise faster than the steel and cement sectors. Europe and North America are expected to decarbonise
faster than Asia. The carbon footprint targets for our portfolios,
therefore, are proportional to how large their exposure is to
sectors and regions for which the required decarbonization is
higher-than-average or lower-than-average.
All in all, we currently distinguish between 24 different sector/
geography vectors, each with its own decarbonization pathway, and determine to which vector every investee company
belongs. The objective is to ensure that every company we
invest in is assessed against a relevant and sector-specific
1.5°C-aligned decarbonization pathway, as well as a relevant
peer group of other companies. Every company in a given portfolio contributes to that portfolio’s carbon footprint reduction
target in a way that is reflective of two key considerations:
1)
2)

the decarbonization needs in that company’s sector/geography vector; and
how high or low the company’s emissions are in relation
to others in the same vector.

For example, a portfolio that is invested in an average electric
utility would, all else equal, be subject to a steeper decarbonization target than a portfolio that is invested in an average
software company, because electric utilities generally need to
deliver a great emission reduction than software companies.
However, if the portfolio is invested in an electric utility that is
more emissions-intensive than the sector average, then this
would imply an even steeper decarbonization target, because
sector laggards generally need to deliver greater emission reductions than sector leaders. When this assessment is applied
to a portfolio that is fully diversified against all sectors and regions, it results in a carbon footprint reduction target of –50%

by 2030, which is in line with the global 1.5°C pathway in the
sustainability-oriented P2 scenario in the IPCC Special Report
on Global Warming of 1.5°C. For any given portfolio of ours, the
actual target will be higher or lower than –50%, depending on
to what extent the portfolio is invested in sectors and countries
that need to decarbonize more or less than 50%, and to what
extent the specific investee companies in those sectors and
countries are leaders or laggards within their vectors.

Figure A1: 24 vectors
1.5°C-aligned
reduction p.a.

OECD
Europe

OECD
N.A.

Rest of
World

Total

Utilities

–7%

–8%

–4%

–5%

Energy

–18%

–18%

–10%

–12%

Transport

–3%

–11%

–7%

–6%

Cement

–3%

–5%

–1%

–3%

Steel

–6%

–13%

–2%

–7%

Other Materials

–6%

–7%

–3%

–5%

Other Industrials

–6%

–7%

–3%

–5%

Other

–6%

–7%

–3%

–5%

Total

–8%

–10%

–5%

–7%

For the identification of relevant sector/geography vectors to
use in this methodology, and their associated decarbonization
pathways, we rely on a 2020 version of the One Earth Climate
Model (OECM), which was developed at the Institute for Sustainable Futures at the University of Technology Sydney, and
commissioned by the UN-convened Net Zero Asset Owner
Alliance and the European Climate Foundation. This version of
OECM identifies five critical sectors (Energy, Utilities, Transport,
Steel and Cement) and plots 1.5°C-aligned pathways for each,
in three separate geographical regions (OECD Europe, OECD
North America, and Global). This yields 15 sector/geography
vectors for which we directly use the decarbonization pathways from OECM. We further divide the remaining sectors into
three categories (Other Materials, in relation to how emissions
intensive they are, and split also these across the same three
geographical regions. This yields 24 vectors in total. During
2022, OECM has launched newer versions of their pathways
with a higher level of sectoral granularity, and going forward,
we will seek to reflect this in our target-setting methodology.
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To express our 1.5°C-aligned portfolio level targets, we construct what we call a “custom baseline” footprint, against
which we measure carbon footprint reductions for our portfolios. The custom baseline expresses what the carbon footprint
of the portfolio’s benchmark would have been in 2019, if the
benchmark had the same sector/geography composition as
the portfolio. Then, every vector in that baseline is assigned its
own carbon target based on its decarbonization pathway. This
is ultimately aggregated based on the portfolio’s composition
to express an overall reduction target.
The custom baseline represents a sector- and geography-neutral comparison between the portfolio’s carbon footprint and
that of its benchmark. This means that a target expressed in
relation to a custom baseline cannot be met by simply changing the sector allocation in a portfolio. A comparison between
the portfolio and its custom baseline, however, is still sensitive
to differences in stock selection within vectors, as well as real
emissions reductions undertaken by companies in the portfolio.
This means that in order for our portfolio carbon footprint target to be met, we need to ensure that we are able to increase
investments in decarbonization leaders across all sectors, and
ensure that the companies that we invest in deliver real-world
emissions reductions over time. In other words, we seek to
eliminate sector allocation effects from our carbon footprint
targets, and instead emphasize issuer selection effects and real
decarbonization. In this context, it is important to note that the
granularity of the sector/geography vector system matters. Ex-

cessive granularity will overstate sector allocation effects, and
insufficient granularity will understate them. For this reason,
we prioritise distinguishing between sectors where we can
capture either distinct decarbonization pathways, or significant
differences in current emissions intensities.
The fundamental reason for using this approach is that it allows us to avoid disincentives to invest in specific sectors (e.g.,
Materials) or countries (e.g., Asia). Not using a custom baseline,
and instead formulating a target based on a simple comparison with a benchmark or a historical version of the portfolio,
would significantly disincentivize investments in emerging
markets and several sectors that are critical for real-world
decarbonization, without offering any climate benefits to compensate for this.
A desired consequence of our approach is that the precise
target value for a given portfolio varies depending on its composition and investment universe. This means that periodic
recalibration of carbon footprint targets may be necessary
for portfolios where the sector/geography composition has
changed significantly. At the inception of our fund-level carbon
footprint targets, the average reduction target for 2030 across
strategies was 48% relative to the reference footprint in 2019.
The fact that this is below 50% is partly reflective of our strategic underweight in some fossil fuel-related sectors, which
would be subject to a higher-than-average decarbonization
requirement.

Figure A2: Custom baseline
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