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▪ This document may not be reproduced or circulated without prior permission.

▪ No statements or representations made in this document are legally binding on Fidelity or the recipient.

▪ This document makes reference to estimates produced by investment professionals at Fidelity International. They do not reflect the 
positioning or expected performance of any live portfolio, and do not constitute a recommendation. Likewise, reference to specific securities 
should not be construed as a recommendation to buy or sell these securities and is included for the purposes of illustration only.

▪ The value of investments and the income from them can go down as well as up so you may get back less than you invest.

▪ Overseas investments will be affected by movements in currency exchange rates.

▪ There is a risk that the issuers of bonds may not be able to repay the money they have borrowed or make interest payments. When interest 
rates rise, bonds may fall in value. Rising interest rates may cause the value of your investment to fall.

▪ Past performance is not a reliable indicator of future returns.

Important information
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Several uncertainties make modelling climate change challenging

Multi-dimensional problem

• Multiple risks that are interconnected: climate risks, economic risks, financial risks. Interaction across risks sources can magnify them in a

non-linear fashion (feedback loops)

• Multiple actors with various roles:

• public sector: governments, regulators with different ambitions globally. Policy trade-off.

• private sector: existing companies (transitioning production process) and new companies (contributing to innovation)

• consumers/households: consumption/investment preferences (energy, products they buy, capital allocation, etc)

Many uncertainties…

• …about the future path of climate change, and about the energy transition;

• …about government/central banks’ policy parameters, and adaptation by firms and households;

• …lack of enough historical data on both 1) climate-related disasters (not of the frequency and magnitude that we might experience in the

future), and 2) the impact of these events on the economy and markets.

➢ Climate risks may not be priced in (correctly) today
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NGFS climate scenarios

Source: NGFS, September 2022.

From an ‘orderly transition’ to a ‘hot house world’

Lower macro-

financial risk

Moderate macro-

financial risk

Higher macro-

financial risk

Physical risk Transition risk

Category Scenario Policy ambition Policy reaction Technology change
Carbon dioxide 

removal

Regional policy 

variation

Orderly

Below 2°C 1.6°C
Immediate and 

smooth
Moderate change Medium-high use Low variation

Net Zero 2050 1.4°C
Immediate and 

smooth
Fast change Medium-high use Medium variation

Disorderly

Delayed Transition 1.6°C Delayed Slow/fast change Low-medium use High variation

Divergent Net Zero 1.4°C

Immediate but 

divergent across 

sectors

Fast change Low-medium use Medium variation

Hot House

Nationally Determined 

Contributions (NDC)
2.6°C NDCs Slow change Low-medium use Medium variation

Current policies 3°C + Non-current policies Slow change Low use Low variation
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Our approach to modelling climate change impact on asset prices
Leveraging bottom-up and top-down information

Source: Fidelity International. For illustrative purposes only.

Macro-financial 

Fidelity CMA model

Climate-aware 

capital market assumptions

Quantitative inputs

• GDP growth

• Inflation rate

• Policy rate

➢ What is the impact on the

economy?

Qualitative inputs

• Corporate action

• Technology innovation

• Policy action

➢ What is the probability of each

climate scenario?
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Understanding the transition to net-zero through its ‘enablers’

Source: Fidelity International, UNFCCC. For illustrative purposes only.

Corporate 

action

Policy 

action

Technological 

change

2%

of companies in our 

coverage that are 

currently enabling or 

achieving net-zero

20/30% 15%

of world’s energy comes 

from low-carbon energy 

sources

of world’s of global GHG 

emissions covered by 

carbon pricing initiatives

➢ Given current information, the disorderly transition is the most likely scenario.
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From climate risks to financial risks

Source: Fidelity International, March 2023. For illustrative purposes only. *NGFS modelling includes integrated assessment models (IAMs), Kalkuhl & Wenz (KW) damage function, and National Institute Global Econometric Model (NiGEM).

Climate risks

Transition risk

Policy, regulation, technology, 

consumer preferences

Physical risk

Chronic (temperature, precipitation, 

sea level) and acute (heatwaves, 

floods, wildfires)

Economic drivers

Temperatures

Carbon price

Inflation

GDP growth

Policy rate

Financial drivers

Yield curve

Credit spread

Default losses

Earnings

Valuations

Risk/return CMA

NGFS assumptions on 

climate paths, IAMs, NiGEM*

Macro-financial 

Fidelity CMA model
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In all scenarios, there is a negative 

effect on GDP growth. Impact is higher 

in the long-term if no action is taken.

Source: Fidelity International, March 2023. Assumptions are US-dollar denominated, based on proprietary CMA modelling. Baseline refers to Fidelity’s climate-agnostic baseline. For illustrative purposes only. Note: 10-year period is from 28 

February 2023 to 27 February 2033.
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Baseline Orderly Transition Disorderly Transition Hot house world

10-year annualised real returns

Inflation rate will likely rise globally 

primarily due to introduction/increase of 

carbon pricing initiatives.

Policy rates will also likely be affected in 

the short/medium term as a response to 

GDP and inflation shocks.
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Climate risks have a negative impact on GDP in all climate scenarios

Source: NGFS, Fidelity International, March 2023. For illustrative purposes only. Note: the period up to 2050 is from 28 February 2023 to 31 December 2050. Baseline refers to Fidelity’s climate-agnostic baseline. EU refers to the Economic and 

Monetary Union (EMU) of the European Union.
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Carbon prices contribute to increase in inflation

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMA modelling. For illustrative purposes only. Note: 10-year period is from 28 February 2023 to 27 February 2033. Baseline refers to Fidelity’s climate-agnostic baseline.

EU refers to the EMU.
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Policy rates are used by central banks to respond to inflation and GDP shocks

Source: Fidelity International, 2023. For illustrative purposes only. Assumptions are based on proprietary modelling. They reflect the views of investment professionals at Fidelity International. Baseline refers to Fidelity’s climate-agnostic baseline. EU 

refers to the EMU. Note: 10-year period is from 28 February 2023 to 27 February 2033.
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Price and income returns tend to offset each other in most scenarios

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. They reflect the views of investment professionals at Fidelity International. For illustrative purposes only. Note: 10-year period is from 28 February 
2023 to 27 February 2033.

US Gov. 10Y ann. expected returns deviations from baseline US HY 10Y ann. expected returns deviations from baseline
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Valuations and real cash flows drive equity returns down

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. They reflect the views of investment professionals at Fidelity International. EU refers to the EMU. For illustrative purposes only. Note: 10-year period 

is from 28 February 2023 to 27 February 2033.

US equities 10Y annualised expected returns deviation from baseline

-1.5%

-1.0%

-0.5%

0.0%

0.5%

1.0%

Below 2°C Net Zero 2050 Delayed Transition Divergent Net Zero Current Policies NDCs

Inflation Real cash flow PE - growth effect PE - discounting effect Total



From the top down: capital market assumptions in the climate crisis14

Sharpe ratios fall overall, with divergent net zero scenario faring the worst

Source: Fidelity International, 2023. For illustrative purposes only. Assumptions are based on proprietary modelling. They reflect the views of investment professionals at Fidelity International. Baseline refers to Fidelity’s climate-agnostic baseline. 

The 10-year period is from 28 February 2023 to 27 February 2033.

Sharpe ratio deviation from baseline

Global

Govt
Global IG Global HY EM Sov HC Global Equity EM Equity

Orderly

Below 2°C -0.07 -0.04 -0.02 -0.03 -0.04 -0.03

Net Zero 2050 -0.15 -0.10 -0.04 -0.07 -0.07 -0.05

Disorderly

Delayed 

Transition
-0.11 -0.09 -0.05 -0.09 -0.03 -0.03

Divergent Net 

Zero
-0.25 -0.20 -0.11 -0.16 -0.09 -0.05

Hot House

NDCs -0.06 -0.08 -0.05 -0.08 -0.09 -0.07

Current Policies -0.01 -0.05 -0.04 -0.06 -0.08 -0.08



Appendix
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Real returns of global asset classes are negatively affected by climate risks

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. Baseline refers to Fidelity’s climate-agnostic baseline. For illustrative purposes only. Note: 10-year period from 28 February 2023 to 27 February 

2033. Global Govt refers to global government bonds. Global IG refers to global investment grade bonds. Global HY refers to global high yield bonds. EM Sov HC refers to emerging market sovereign bonds in hard currency.

10Y annualised real returns deviation from baseline (USD)

Cash Global Govt Global IG Global HY EM Sov HC Global Equity EM Equity

Orderly

Below 2°C 0.1% -0.1% -0.1% -0.1% -0.2% -0.4% -0.6%

Net Zero 2050 0.4% -0.1% 0.0% 0.0% -0.2% -0.6% -0.5%

Disorderly

Delayed 

Transition
-0.4% -0.7% -0.6% -0.6% -0.7% -0.5% -0.5%

Divergent Net 

Zero
0.3% -0.5% -0.4% -0.4% -0.8% -0.7% -0.2%

Hot House

NDCs 0.0% -0.1% -0.1% -0.2% -0.3% -1.0% -1.0%

Current Policies -0.1% 0.0% 0.0% -0.1% -0.1% -1.0% -1.4%



From the top down: capital market assumptions in the climate crisis17

Government bond returns are mostly impacted in the disorderly scenarios

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. They reflect the views of investment professionals at Fidelity International. EU refers to the EMU. For illustrative purposes only. Note: 10-year period 
is from 28 February 2023 to 27 February 2033.
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Price and income returns tend to offset each other in most scenarios

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. They reflect the views of investment professionals at Fidelity International. EU refers to the EMU. For illustrative purposes only. Note: The 10-year 

period is from 28 February 2023 to 27 February 2033. 

10Y annualised expected returns, EU government bonds 10Y annualised expected returns, UK government bonds
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Equity returns are negatively impacted in various scenarios and regions

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. They reflect the views of investment professionals at Fidelity International. EU refers to the EMU. For illustrative purposes only. Note: The 10-year 

period is from 28 February 2023 to 27 February 2033.

Expected deviations from baseline due to climate change
10Y annualised expected returns, equities
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Valuations and real cash flows drive equity returns down

Source: Fidelity International, March 2023. Assumptions are based on proprietary CMAs modelling. They reflect the views of investment professionals at Fidelity International. EU refers to the EMU. For illustrative purposes only. Note: 10-year period 

is from 28 February 2023 to 27 February 2033.

10Y annualised expected returns, EU equities 10Y annualised expected returns, UK equities
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Real GDP growth projections p.a., 10-year horizon

Source: Fidelity International, H2 2023. 

Developed market economies will enter mild recessions in the near term but will rebound in 2025

We expect lower average economic growth over the next 10 years in all regions 
except the US and EM

Assumptions are based on proprietary modelling, for illustrative purposes only. They reflect the views of investment professionals at Fidelity International. 
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Expected inflation p.a., 10-year horizon

Source: Fidelity International, H2 2023.

Inflation will remain high and volatile over the next few years in major economies

We anticipate inflation will settle above central bank targets over the medium and 
long term, especially in the US and UK

Assumptions are based on proprietary modelling, for illustrative purposes only. They reflect the views of investment professionals at Fidelity International. 
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Expected central bank policy rate p.a., 10-year horizon

Source: Fidelity International, H2 2023. 

Driven by structurally higher and more persistent inflation

We expect average cash rates to be higher over the next 10 years

Assumptions are based on proprietary modelling, for illustrative purposes only. They reflect the views of investment professionals at Fidelity International. 
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Expected total returns p.a. in USD, 10-year horizon (nominal)

Source: Fidelity International, reflecting H2 2023 capital market assumptions. Public market returns are gross and private market returns are net of fees. Private market figures assume capital is fully deployed from inception.

Bond returns boosted by higher cash rates, while equity returns hurt by higher starting valuations

We expect bond returns to be higher and equity returns to be lower than we did last year

Assumptions are based on proprietary modelling, for illustrative purposes only. They reflect the views of investment professionals at Fidelity International. 
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Expected Sharpe ratio in USD, 10-year investment horizon

Source: Fidelity International, reflecting H2 2023 capital market assumptions. Public market returns are gross and private market returns are net of fees. Private market figures assume capital is fully deployed from inception. 

Ex-ante Sharpe ratios increase for cash and govt bonds due to higher cash rates

Assumptions are based on proprietary modelling, for illustrative purposes only. They reflect the views of investment professionals at Fidelity International. 

European real estate returns boosted by higher yields
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Important information

This information must not be reproduced or circulated without prior permission. This information is intended for professional clients only and not a suitable basis for the general public or 
private investors.

Fidelity only offers information on products and services and does not provide investment advice based on individual circumstances, other than when specifically stipulated by an appropriately 
authorised firm, in a formal communication with the client. Fidelity International refers to the group of companies which form the global investment management organisation that provides information on 
products and services in designated jurisdictions outside of North America. This communication is not directed at and must not be acted upon by persons inside the United States and is otherwise only 
directed at persons residing in jurisdictions where the relevant funds are authorised for distribution or where no such authorisation is required. It is your responsibility to ensure that any service, security, 
investment, fund or product outlined is available in your jurisdiction before any approach is made to Fidelity International. Unless otherwise stated all products and services are provided by Fidelity 
International, and all views expressed are those of Fidelity International. The views expressed are as of the date of publication and are subject to change without notice. Fidelity, Fidelity International, 
the Fidelity International logo and the "F symbol" are trademarks of FIL Limited and are used with its permission. FIL stands for FIL Limited (FIL) and its respective affiliates.

This material may contain materials from third parties which are supplied by companies that are not affiliated with any Fidelity entity (Third-Party Content). Fidelity has not been involved in the 
preparation, adoption or editing of such third-party materials and does not explicitly or implicitly endorse or approve such content. Fidelity International is not responsible for any errors or omissions 
relating to specific information provided by third parties.

For German Wholesale clients issued by FIL Investment Services GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Institutional clients issued by FIL (Luxembourg) S.A., 2a, rue Albert 
Borschette BP 2174 L-1021 Luxembourg. For German Pension clients issued by FIL Finance Services GmbH,  Kastanienhöhe 1, 61476 Kronberg im Taunus. 

Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation in English here: Complaints handling policy (fidelity.lu) and in German here: 
Beschwerdemanagement (fidelity.de). The information above includes disclosure requirements of the fund’s management company according to Regulation (EU) 2019/1156. 

Unless stated differently, information dated as of September 2023.
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https://www.fidelity.de/beschwerdemanagement-institutionelle-anleger-und-private-markets-access/#



