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PUBLIC FIXED INCOME 

Transition 
Opportunities 
for a 21st Century 
Portfolio 

Introduction 
Economic forecasts are the cornerstone for budgetary 
decisions of many corporate executives. For asset owners, 
asset managers, and many in the financial industry, return 
expectations have long been used as the basis for strategic 
asset allocation adjustments. For many asset owners, this now 
also includes accounting for impacts of climate change and the 
proliferating trends in sustainability investments. 

Climate change initiatives have many over-lapping attributes 
within the orbit of ESG and sustainability. It is reasonable to 
expect the powerful momentum behind these distinct but 
related disciplines will continue to exert ever-growing influence 
on asset pricing. Thus, we believe transition to a more climate-
aware and sustainable world has the potential to present 
numerous investment opportunities. We believe that alpha can 
be generated by investing in issuers that are transitioning faster 
than their peers to a “greener” future. 
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What is a “Climate Aware” Portfolio? 
For MIM, it means investing in issuers that are “changing forward faster”. In other words, we 
seek issuers that are trying to transition fastest and most efficiently to combat extreme weather 
and to stay ahead-of-the-curve as policies, technologies, sentiment, and the global regulatory 
environment all continue to shift. 

Investing in companies that are transparent about making measurable reductions to their carbon 
emissions is one example. Alternatively, investments could involve companies of high-carbon 
emitting industries, such as, cement, steel, or oil production, but who are transitioning into new 
methods or technologies. More generally, the focus shifts to companies that are incorporating the 
risks and opportunities posed by climate change into their strategy and operations. 

The popular notion that these actions come at a net cost to investment performance or with 
economic corrosion is, we believe, simply not accurate. By seeking to avoid climate-related 
damages through security selection focused on GHG emission transparency and reductions, we 
strongly believe we can ultimately achieve better returns over time. 

A Brief History 
For the most part, too many conversations have approached the topic of climate change with 
indifference or skepticism. There has been little alignment or agreement between scientists and 
environmentalists on the one side and the politicians and industrialists on the other. In recent years 
- particularly after the Paris Agreement’s adoption 2015 - powerful trends have emerged setting 
“best practice” standards for how trillions of dollars should be invested in a “responsible” manner. 
These initiatives are increasingly impacting how capital gets allocated and, in turn, how companies 
are getting valued in the marketplace. 

It is important for asset managers to take notice. 

Even those skeptical about climate change must be noticing the unusual and highly damaging 
extreme weather events that have taken place in recent years. One of the most visible 
consequences of the warming world are the increases in the intensity, frequency, and prolonged 
periods of extreme weather events. Cities, states, and businesses have been taking added steps 
to prepare for more occurrences of acute physical risk such as extreme participation, floods, 
and hurricanes. Examples of chronic physical risk include rising sea levels, drought, and rising 
temperatures; extreme heatwaves in Asia, Europe, and North America have commanded attention 
over the summer months in the northern hemisphere. Perhaps more insidiously, there are also many 
second order effects, such as the impacts on prices and availability for food, water, and critical 
infrastructure, to name a few. 

Regulation as a Driver 
Many asset owners are now including climate risks as part of their investment process. The global 
economy has taken dramatic steps since the Paris Agreement in 2015, with accelerating speed in 
the wake of the global COVID-19 pandemic. In 2019, only 10% of global emissions were covered 
by national pledges (29 countries) to achieve net zero emissions1. Through the first nine months 
of 2022, 136 countries have set net zero pledges: these countries account for 83% of global 
GHG emissions, 91% of global GDP on a purchasing power parity basis, and 80% of the world’s 
population2. Understanding how countries’ decarbonization commitments interact with issuers’ 
capital allocation plans and balance sheet strength will be a necessity moving forward. 
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Similarly, emphasis on climate-related disclosures continues to quicken. While the United States is 
making strides, Europe continues to lead the way in many of these areas. The European Insurance 
and Occupational Pensions Authority (EIOPA) recently formulated a series of climate change risk 
scenarios. Similarly, the European Central Bank and the Bank of England have begun conducting 
climate risk stress tests. The EIOPA believes that “it is important to encourage a forward—looking 
management of these risks” given that they “will be impacted by climate change-related physical 
and transition risk”. Moreover, thousands of firms voluntarily produce climate-related data under 
the Task Force on Climate-Related Financial Disclosure’s framework. To date, nine countries have 
announced plans to mandate climate risk disclosures modelled after the TCFD. Understanding 
these laws and risks when buying a financial asset today is important and will remain so going 
forward as countries continue to reassess and strengthen their decarbonization commitments. 

Positive and Negative Screening 
We firmly believe properly constructing a climate-aware portfolio by capturing aspects such as 
active transition to corporate decarbonization can be a meaningful driver of long-term alpha. 
However, it is a complicated process involving many variables and not just a simple measurement 
of which company is reducing GHG emissions. More importantly, we feel it cannot be achieved 
through negative or exclusionary screens alone, but rather requires extensive verification and 
impact analysis coupled with traditional credit research. 

Many climate-related events portend long-haul secular challenges to come, and those that try to 
confront them proactively are likely to be best positioned for value creation over the long-term. The 
ability to capture such data on a wide scale is still in its infancy, and investor interest has outrun 
the industry’s current provisions. Therefore, engagement with the issuer forms a key part of the 
investment process, allowing managers to identify firms that have processes for managing climate-
related risks, have set long-term quantitative targets for GHG reductions, and undertake climate 
scenario planning, along with other factors. 

Negative screening is becoming increasingly common, particularly among asset owners, rating 
agencies and consultants. It can rely on exclusionary criteria to help filter out unsavory behavior 
and companies with excessively high GHG emissions. However, negative screening criteria are a 
snapshot in time and backward looking. The rigid metrics removes any judgement-based context, 
yielding only a binary outcome. 

Positive selection is forward looking and allows judgement to be made based on the direction 
an organization is traveling. In other words, positive selection is about finding those who are 
“changing forward faster” which we believe will lead to a business that is worth more than their 
current spreads may imply and ultimately lead to improved performance over time.3 
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Physical Risk versus Transition Risk 
Whether its high winds, droughts, or wildfires, climate is physically impacting assets. What will 
happen and what is expected to happen in the future is therefore having an ever-greater impact 
on asset values today. And crucially, many of the companies that operate in these “hard-to-abate” 
sectors mentioned earlier have large amount of fixed assets. Those that shield themselves from 
acute and chronic physical risk factors and anticipate forthcoming regulations, legislations, and 
new technologies, we believe will be best positioned. 

This all may sound easy but doing the proper diligence can be abstract or elusive. The right 
questions are hard to find, and the data can be questionable and volatile. Conducting an impact 
analysis is important but thought needs to be placed on how the data is being measured and 
whether it can even be trusted. 

Te availability, reliability, and comparability of the data is not just 
a challenge to investment managers and assets owners but is a 
challenge for issuers and regulators as well. 

In this light, we believe it is important to place a heavy degree of emphasis on engagement with 
the corporate borrower to learn what those companies are doing, what the management teams are 
thinking, and what their goals and objectives are regarding their carbon footprint. As mentioned 
earlier, it is vital to learn if they are putting capital and organizational systems behind these goals 
and objectives thereby showing real commitment, or just paying lip service to the value 
of decarbonization. 

Further Challenges 
The global energy complex is in the midst of a major transition to clean energy. An ever-growing 
number of countries and companies are taking action to reduce their greenhouse gas emissions to 
net zero. The energy transition toward clean, affordable, and reliable renewable energy sources has 
huge challenges. 

Many renewables have tradeoffs and compete for land, have extraction, or set up costs, and have 
lower energy intensity. Many also rely on critical minerals such as copper, lithium, nickel, cobalt, 
and rare earth elements. These minerals are also geographically concentrated and thus subjected 
to geo-political risk. Existing regulatory, legislative, and permitting bottlenecks are also an issue; 
the PJM Interconnection approved only 0.4% renewable power capacity applications in its queue 
over the last five years, while California curtailed 5% of its utility-scale solar production in 2020 due 
to insufficient transmission capabilities.4,5 

There is still much to do, but this all gives rise to huge opportunities. The economic and human 
costs from global warming is massive; annual insured losses regularly eclipse $100 billion.6 

Decisions to combat it are not just the right thing to do but are also being pushed along by 
influential scientists, regulators, legislators, corporate executives, individuals, and asset owners. 
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Conclusion 
Global warming, climate awareness, and ESG initiatives are having a tremendous impact on 
how trillions of dollars of capital is being allocated and how issuers are being valued. There are 
some investors who believe that portfolios with a climate-focus will experience a loss of alpha 
opportunities. We politely yet strongly disagree with that prognosis. 

On the contrary, we believe that those issuers and countries who proactively participate in the 
journey to a “greener” future will be rewarded. Thus, we believe asset managers who monitor, 
identify, and invest with them will generate commensurate outperformance. Identifying and 
monitoring such issuers is, no doubt, a complicated process involving many variables. We firmly 
believe by implementing both positive selection and negative screening - along with impact 
analysis and traditional credit research - that we can not only help achieve a positive environment 
impact but attain long-term alpha as well. 

Endnotes 
1 World Economic Forum, Boston Consulting Group. “Winning the Race to Net Zero: The CEO Guide to Climate Advantage”. 
January 2022 

2 Net Zero Tracker https://zerotracker.net/. Accessed 9/7/2022 
3 The pros and cons of ESG screening – ESG Clarity Intelligence (esgclarity-intelligence.com) 
4 Bloomberg NEF. “US Electricity Regulator Hopes to Ease Grid Access Bottleneck to Renewables”. 8/25/2022. 
5 U.S. Energy Information Administration. “California’s curtailments of solar electricity generation continue to increase”. U.S. 

Energy Information Administration - EIA - Independent Statistics and Analysis. 8/24/2021. Accessed 9/7/2022. 
6 SwissRe. “Global insured catastrophe losses rise to USD 112 billion in 2021”. Global insured catastrophe losses rise to USD 112 

billion in 2021, the fourth highest on record, Swiss Re Institute estimates | Swiss Re. 12/14/2021. Accessed 9/7/2022. 

Authors 

GUY HASELMANN 
Head of Thought Leadership 

BRIAN FUNK 
Head of Global Credit Research 

JAMES GRACE 
Associate Director – Public Fixed 
Income ESG 

https://esgclarity-intelligence.com
https://zerotracker.net


© 2022 MetLife Services and Solutions, LLC

  

 
  

  
  

 
 

   
 

 

 
  

  
  

 
  

 

  
  

 
 

  
 

 
 

 

  
 

 
 

  

  
 

Disclosure 
This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for 
distribution with Retail Investors. 
This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not constitute 
a recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement 
of, offer for sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or 
investment advisory services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily 
consistent with, the views held by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products, 
annuities and employee benefit programs. The information and opinions presented or contained in this document are provided as of 
the date it was written. It should be understood that subsequent developments may materially affect the information contained in this 
document, which none of MIM, its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s 
intention to provide, and you may not rely on this document as providing, a recommendation with respect to any particular investment 
strategy or investment. Affiliates of MIM may perform services for, solicit business from, hold long or short positions in, or otherwise 
be interested in the investments (including derivatives) of any company mentioned herein. This document may contain forward-looking 
statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which are not necessarily 
indicative of the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, 
may turn out to be wrong. 
All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. 
In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission 
registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the 
SEC does not imply a certain level of skill or that the SEC has endorsed the investment advisor. 
This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial 
Conduct Authority (FCA reference number 623761), registered address 1 Angel Lane, 8th Floor, London, EC4R 3AB, United Kingdom. This 
document is approved by MIML as a financial promotion for distribution in the UK. This document is only intended for, and may only be 
distributed to, investors in the UK and EEA who qualify as a “professional client” as defined under the Markets in Financial Instruments 
Directive (2014/65/EU), as implemented in the relevant EEA jurisdiction, and the retained EU law version of the same in the UK. 
MIMEL: For investors in the EEA, this document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), 
authorised and regulated by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch 
Street, Dublin 2, Ireland. This document is approved by MIMEL as marketing communications for the purposes of the EU Directive 
2014/65/EU on markets in financial instruments (“MiFID II”). Where MIMEL does not have an applicable cross-border license, this 
document is only intended for, and may only be distributed on request to, investors in the EEA who qualify as a “professional client” as 
defined under MiFID II, as implemented in the relevant EEA jurisdiction. 
For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the 
various jurisdictions) only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf 
Cooperation Council (“GCC”) or the Middle East has reviewed or approved this document or the substance contained within it, (2) this 
document is not for general circulation in the GCC or the Middle East and is provided on a confidential basis to the addressee only, (3) 
MetLife Investment Management is not licensed or regulated by any regulatory or governmental authority in the Middle East or the GCC, 
and (4) this document does not constitute or form part of any investment advice or solicitation of investment products in the GCC or 
Middle East or in any jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws 
of such jurisdiction (and this document is therefore not construed as such). 
For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (“MAM”), 1-3 Kioicho, Chiyodaku, 
Tokyo 102-0094, Tokyo Garden Terrace KioiCho Kioi Tower 25F, a registered Financial Instruments Business Operator (“FIBO”) under the 
registration entry Director General of the Kanto Local Finance Bureau (FIBO) No. 2414. 
For Investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it 
has not been reviewed by the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures 
Commission for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities. 
For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of 
the Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the 
Act in respect of the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different 
from Australian law. 
1 MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for subsidiaries 
of MetLife that provide investment management services to MetLife’s general account, separate accounts and/or unaffiliated/third party 
investors, including: Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management 
Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife 
Asset Management Corp. (Japan), and MIM I LLC and MetLife Investment Management Europe Limited. 
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