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Creating a climate
for sustainability

Climate change is one of the
most pressing sustainability
challenges investors are fac-
ing today. It presents a sys-
temic risk that is very diffi-
cult for investors to diversify
away.

The physical risks associ-
ated with a rise in global
temperatures, and the tran-
sition risks created by shift-
ing towards a low-carbon
economy are already having
wide-reaching consequences
for society, for the global
economy, and for investment
portfolios.

In response, we believe it is
now mission-critical for the in-
vestment process to adapt and
innovate to mitigate climate
risk, and to take advantage of
the many opportunities a tran-
sition to a low-carbon economy
will create.

The 2015 Paris Agreement,
which brought global govern-
ments together for the first
time in history in a landmark
agreement to limit global
warming to ‘well below’ 2 De-
grees Centigrade this century,
has set our economies on an
irrevocable transition towards
a low-carbon, more sustainable
operating model. We believe
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there will be nowhere to hide
from this transition as it will
affect every investment portfo-
lio over the course of time.

The evolution towards a low-
carbon economy will create
transition risk from changes in
policy and regulation, technol-
ogy, market risks and can also
create reputational risks for
companies. These factors affect
investors as companies have to
grapple with rising costs in the
supply chain, innovation and
the development of new tech-
nologies, and falling demand
for products that are not con-
sidered to be climate friendly.

On the other hand, the
physical environment is also

changing, characterized by
increasing severity and fre-
quency of extreme events like
hurricanes, droughts, floods,
forest fires etc., as well as more
long-term changes to our envi-
ronment like rising sea-levels,
changing ocean currents and
prolonged heat waves. These
changes have been shown to
destroy significant value for
investors. A report by Munich
Re showed extreme weather
events caused record economic
losses of $160bn in 2018, for
example.

We believe it is now critical

for the investment process to
embed consideration of climate
change in order to mitigate the
risks, and take advantage of the
opportunities a transition on
this scale will inevitably create.

At Lombard Odier Invest-
ment Managers, we can do this
in two ways.

First, we can favour compa-
nies with more sustainable en-
vironmental business practices
and lower carbon intensity
versus their peers. This works
to reduce the exposure of the
portfolio to climate change risk
and we can do this across all
our mainstream asset classes,
whether that is equities, fixed
income or convertibles.

“It is now critical for
the investment pro-
cess to embed con-
sideration of climate
change in order to
mitigate the risks,
and take advantage
of the opportunities
a transition on this
scale will inevitably
create”



This requires the collection,
filtering, verifying and enhanc-
ing large amounts of raw data
at the most granular extra-
financial level possible. We do
this through conventional and
alternative routes, actively
collaborating with data provid-
ers and research sources. This
gives us a deep and diversified
dataset, that also captures a
forward-looking view of the
physical and transition risks
climate change presents at the
company and asset level.

We then analyse this data
from several different view-
points. This includes our pro-
prietary CAR approach (Con-
sciousness, Action, Results),
which helps us differentiate
between companies that are
achieving genuine results on
the path to better environ-
mental business practices,
and those who are just talk-
ing about it. We also analyse
the alignment of companies’
environmental business
practices to the Sustainable
Development Goals (SDGs).
This approach gives us a bet-
ter understanding of genuine
sustainability that is more
informative to the investment
process than simply buying an
external rating, and allows us
to align portfolios to the SDGs,
notably Goal 13 in the case of
climate.

This is why we place such a
strong emphasis on the quality
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and diversity of our raw data.
We believe our information has
to be as robust as possible and
be forward-looking to be fully
investment-relevant.

Second, in addition to tilting
on climate-related business
practices and carbon intensity,
in fixed income we can invest
in climate-aligned bonds to
help avoid carbon emissions in
the portfolio.

This is a rapidly growing
asset class. The Climate Bond
Initiative estimates the mar-
ket for climate-aligned bonds
has nearly tripled over the last
five years to USD 1.4 trillion in
outstanding bonds.

This gives us a much more
diverse and liquid opportunity
set, and because the use of the

assets is clearly ring-fenced
for climate-friendly projects,
the outcome of the investment
can be more easily measured
in terms of carbon emissions
avoided. Climate bonds rep-
resent a small, but growing
segment of the fixed income
market. We believe they will
continue to grow in promi-
nence as the transition to a
low-carbon economy unfolds
and the OECD is projecting the
market could grow to in excess
of $5 trillion by 2035.

We believe companies who
manage their carbon intensity
relatively well, or who issue cli-
mate-aligned bonds, are more
likely to be better positioned in
this changing environment. As
the world transitions to a low-
carbon economy, companies
that are proactive in managing

“As the world transi-
tions to a lowcarbon
economy, companies
that are proactive
in managing their
exposure to climate
risk will be more
resilient as they are
better positioned to
adapt to new regula-
tions, innovation, or
a shift in consumer
appetite”

their exposure to climate risk
will be more resilient as they
are better positioned to adapt
to new regulations, innovation,
or a shift in consumer appetite.

By mitigating these risks in
the portfolios, we can also help
in the fight against climate
change by creating a positive
impact on the environment and
society.

For us, identifying companies
that are well positioned for
the transition to a low-carbon
economy is a key aspect of de-
livering sustainable investment
returns in the future. Climate
change, as a systemic risk, is
something investors can no
longer afford to ignore.

LOMBARD ODIER

INVESTMENT MANAGERS

IMPORTANT INFORMATION. For professional investor use only. This document is provided for informational purposes only and does not constitute an of-
fer or a recommendation to purchase or sell any security or service. It is not intended for distribution, publication, or use in any jurisdiction where such
distribution, publication, or use would be unlawful. Before entering into any transaction, an investor should consider carefully the suitability of a transac-
tion to his/her particular circumstances and, where necessary, obtain independent professional advice in respect of risks, as well as any legal, regulatory,
credit, tax, and accounting consequences. This document is the property of LOIM and is addressed to its recipients exclusively for their personal use. The
contents of this document are intended for persons who are sophisticated investment professionals and who are either authorised or regulated to operate
in the financial markets or persons who have been vetted by LOIM as having the expertise, experience and knowledge of the investment matters set out in
this document and in respect of whom LOIM has received an assurance that they are capable of making their own investment decisions and understanding
the risks involved in making investments of the type included in this document or other persons that LOIM has expressly confirmed as being appropriate
recipients of this document. If you are not a person falling within the above categories you are kindly asked to either return this document to LOIM or to
destroy it and are expressly warned that you must not rely upon its contents or have regard to any of the matters set out in this document in relation to in-
vestment matters and must not transmit this document to any other person. The information and analysis contained herein are based on sources believed
to be reliable. However, LOIM does not guarantee the timeliness, accuracy, or completeness of the information contained in this document, nor does it
accept any liability for any loss or damage resulting from its use. All information and opinions as well as the prices indicated may change without notice.
Neither this document nor any copy thereof may be sent, taken into, or distributed in the United States of America, any of its territories or possessions or
areas subject to its jurisdiction, or to or for the benefit of a United States Person. For this purpose, the term “United States Person” shall mean any citizen,
national or resident of the United States of America, partnership organized or existing in any state, territory or possession of the United States of America,
a corporation organized under the laws of the United States or of any state, territory or possession thereof, or any estate or trust that is subject to United
States Federal income tax regardless of the source of its income. ©2019 Lombard Odier IM. All rights reserved.



