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Tlansitioo to a low{a$on global economy may o(pose investors to significam risks associated with fossil-fu€l
dependeit companles.

Enelgy and utllities sec'tors were most exposed to 'asset-strandlng" risks. Those standing to benefit were those
companies offering low-carboh products ahd solutions as well as those firms equipped to adapl their business

models.

ldehtiiylng leaders and laggards can be used by portfolio managers to mitigate fossil-fuel risks and capitalize on

clean-tech opportunif ies.

ls your portfolio ready for the transition to a low carbon economy? Whjch companies, industries and sectors

are positioned to benefit? Which ones entai greater risks? The answers are a lot more complicaled than
alternative energy is in and coal is out.

Companies can be differentiated based on their ability to capitalize (or not) on opportunities in a owcarbon
economy. Those distinctions may provide investors with a road map for building resilient carbon transition
portfolios. Companies with the greatest potential to beneflt from the groMh of low-carbon prod!cts and

services are the ones positioned as'solulions" and those able to transitjon from hiqh risk cateqories toward
solutions.

We classifled companies from those likely to have stranded assets to those providinq clirnate friendly
products, using the l\,4SCl Low Carbon Transition assessment framework. ln between those two ends of the
spectrum are companies that will need to adapt their operations or products, as wel as flrrns that are

already we I positioned even if they are not selling renewable energy solulions. The full frarnework is shown

in the exhibit below.

MSCI Low Carbon Transition categories and definitions
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ASSET STRANDING

PRODUCT TRANSITLCN

OPERAT ONAL TRANSIT ON

Potentiai to experience sirandlng of physicai ot natural assets due lo

requiator!, markel and technoloqlcal forces arisinq from low aarbon

transition.

RedLrced demand for carbon-lntensiTe prod!cts and serui.es. !V nners and

losers are deflned by the ablllty to shift product portfollo to ow carbon

products.

increased operatlona ard cap;ta cost due tc carbon taxes and

investment in carbon emisslons rnit gat on measures eadlng to ov/er

profitabi i1y of companles

Lirnited exposure to ow carbcn translt on r sk Compan es cou d face

physica rlsk or indlrect exposure to transilion risk via erdlng. investment

Potentla lo benefli ihrough the grc!t,1h of ow carbon products and

seIV ces.
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At one end of
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Lltilitles, however, showed up at both ends of the spectrum: those offerlng are well
posllioned as "so utions" providers. lnduslrials and information technology (lT) p ay key supportinq to es for
the low carbon transition as we l. We found that 18% and 11% of these companies, respect veiy, fel into the
solutions category (see exh bil below). W nd turbine manufacturers, for example, are typica ly industrlals
companies, wh e lT p ayers provlde products such as software and optim zatlon solutions

ln between so ulions and asset stranding are the "product tlansltion" and "operational transitlon" categor es.

0I and gas compan es, for instance, face both revenue compTession rjsk frorn zero emissions cars and a

potentia upsrdefrom natura gas as an interim powergeneration decarbonization so ution. Other ndustries,
partrcularly those engaged with commodlties induslries such as min ng and constructlon materia s, rnay be

forced to redesign processes ralher thaf products

MSCI ACWI lMl companies count by low carbon transilion in select sectors
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The transltion to a low carbon economy may result from either regulatory pressure, change in consumeT

preferences and technological innovatlon Beingflexibleto changing business conditionsthus becomes key

to future groMh. Companies that continue to decrease cost and manage their own exposure to dilect and

indirect environmental and social lmpacts across the supply chain are strategically positioned to capture

these shifts.

On the flip side, sorne companies that either can't transition or can't do so quickly enough, like some coal

companies,could face the opposite effecl. Coal bankruptcies and coa projects cancel alions, for example,

largely stem from consumer demands for cleaner energy and market forces that reward cleaner and

cheaper energy alternatives There is no debate: The transition to a low carbon economy is happening.

lnvestors who idenlify companies that are capable of adjusting their business rnodels and developing

slrong carbon governance structuTes may get ahead of the curve ln the road ahead.

The author thanks Umar Ashfaq for his contributions to this post.
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