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Climate-transition risk and asset allocation
A methodology that focuses on climate-transition risk may help to identify investment
implications of moving toward a low-carbon economy.

_ Climate change remains a considerable risk for
investors, but it presents investment opportunities
across all sectors of the world economy.
_ From a sector perspective, we identify energy,
materials, real estate and utilities as having some of the
highest degree of climate-transition risk.
_ We believe investment opportunities are most
concentrated in the information-technology, utilities
and industrials sectors.
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limate change continues to present a significant risk
for investors, from financial losses incurred due to
extreme weather events, to asset re-pricing when transitioning to a low-carbon economy and use of the legal system
as a new instrument to enforce and accelerate climate-change
action. However, we believe climate change could also present investment opportunities across all sectors of the world
economy.

MSCI low-carbon-transition methodology is based on a carbon-intensity footprint measure. According to MSCI, 20% of
the constituents of the MSCI All Country World Index (ACWI)
face asset stranding or significant transition challenges.1
ISS-Oekom calculates a carbon-risk rating which captures
not just the carbon-related performance of the company, but
also incorporates the company's industry-specific characteristics. It favors companies involved in clean-tech solutions
and penalizes those with high greenhouse-gas emissions
along their value chain. Finally, Sustainalytics provides its
carbon-pillar risk rating that covers the emissions of the companies' own operations as well as the emissions of the company's products and services.

A traditional approach to assess climate risk within investment portfolios has been through carbon foot-printing – that
is identifying the concentrations of carbon across the portfolio. However, this approach was not without its share of shortcomings, not the least of which was to capture information
on changes in a company's carbon exposure or strategy. Data
sets also have historically suffered from inconsistent company disclosure when it comes to greenhouse-gas emissions.
Therefore, within the past few years, we have witnessed
increasing efforts to improve ESG and specifically climate-related disclosure.

Given the variety of approaches available, DWS has designed
and implemented a proprietary climate-transition-risk rating,
which seeks to identify the risks and opportunities associated
with a transition to a low-carbon economy. With it, an A to
F rating system helps to identify climate-transition leaders
and laggards by amalgamating the latest generation of climate-risk measures of MSCI, ISS-Oekom and Sustainalytics.

When it comes to integrating transition risk, a number of
low-carbon-transition-risk methodologies are available,
including those of MSCI, ISS-Oekom and Sustainalytics. The

From our analysis, we have found that some of the highestand excessive-transition-risk companies can typically be found

1 Source: MSCI; low carbon transition categories and scores as of March 2019
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1

Quarterly CIO View
ESG

operating in the energy, materials, real-estate and utilities sectors while those companies with limited climate-transition risk
are typically in the financials, communication-services and IT
sectors.

and/or government regulation. The share prices of major
U.S. coal producers are a case in point. Some of the leading companies saw their share price peak around 2011 at
the point when rapid coal demand growth slowed. By 2014,
global coal demand stagnated and the largest one had filed
for bankruptcy.4 Similarly, fossil fuels in electricity generation peaked across the OECD in 2007 at a time when solar
systems and wind were just 1% of the electricity mix.5 Shortly
before then, the share price of leading German power utilities also peaked. Since then, assets in excess of 150 billion
dollars have been written down, and the European power
sector's capitalization has fallen substantially.

How climate-transition risk might affect financial performance
in practice is at the heart of this mapping exercise. For example, within materials, the need for key inputs such as water
and energy in the mining sector will physically and financially
constrain the establishment of new operations. On the other
hand, new business opportunities might arise as demand for
materials used in existing and future low-carbon energy and
industrial technologies is likely to increase. Examples include
copper, which is key for electrification and improving energy
efficiency.

In order to enhance our asset-allocation process in light of
ongoing asset-re-pricing risk, we aim to reduce exposure
to climate risk, as well as capture low-carbon investment
opportunities. Taking steps to identify the climate-risk leaders and laggards on a sub-sector and security level, might
help to identify leaders in sectors that do not seem appealing on a headline-climate-transition-risk basis. From a sector
perspective, we identify energy, materials, real estate and
utilities as having the highest degree of climate-transition
risk, before digging deeper. For utilities, for example, our
analysis has found that the largest share of entities with
excessive transition-risk was among independent power.
Within materials, construction and then metals and mining were the most prevalent for climate-transition risks and
within industrials, securities in the marine and airline sectors
tended to be most exposed.

To address high carbon emissions in the transportation sector, governments, most notably in Europe, have begun to
adopt stringent fuel-economy and emissions regulations.
These include standards for carbon-dioxide and nitrogen-oxides emissions, which may not only see car manufacturers
incur penalties due to missed emission-reduction targets, but
also force companies to invest in new product strategies. As
a result, we expect regulation and technologies to combine to
eventually drive out internal combustion engines and enable
e-mobility sectors to become key growth markets for carmakers. The oil sector widely dismissed the threat of electric vehicles, arguing as late as 2017 that they were a drop in the ocean
of cars. However, leading car companies have already started
to shift their strategy. According to Reuters, the world's leading automotive companies had committed 90 billion dollars
to electric-vehicle strategies by January 2018.2 According to
Bloomberg New Energy Finance, incremental sales of electric vehicles are likely to exceed those of vehicles with internal combustion engines by 2020; by 2023 internal-combustion-engine sales may already be falling.3

Aside from identifying where high levels of climate risk have
a tendency to reside, we have also been able to identify the
sectors, sub-sectors and individual securities where climate
change could be providing the most opportunities. We found
that such opportunities tend to be most concentrated in
the information-technology, utilities and industrials sectors.
Within IT, we found it specifically in the hardware and communications sectors. In utilities, it was among the water-utility entities and a small portion of the independent power
companies focused on renewable parks while in industrials it
tended to be in the electrical-equipment and building-producing sub-sectors.

When it comes to the fossil-fuel sector, investors may be
financially impacted even before companies see the peak in
fossil-fuel demand. For example, we have seen a significant
re-pricing of equity valuations in the global coal and European-electricity sectors in response to new technologies

2 Reuters (15 January 2018).
3 Bloomberg NEF (May 2019); Electric Vehicle Outlook 2019.
4 For details on this and the European electricity companies discussed below, see Carbon Tracker as of September 2018. According to their estimates, fossil fuels
will peak in the 2020s as renewables looks set to supply all growth in energy demand.
5 BP Statistical Review of World Energy (1965-2018).
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Climate-transition risks and opportunities by sector
Our proprietary climate-transition-risk rating, allows us to identify the risks and opportunities associated with a transition to a
low-carbon economy in various sectors.
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GLOSSARY
Environmental, Social and Governance (ESG) is a way of
assessing a company that investors increasingly use to screen
potential investments, using environmental, social and governance criteria.

The U.S. dollar (USD) is the official currency of the United States and its overseas territories.

Valuation attempts to quantify the attractiveness of an asset,
for example through looking at a firm's stock price in relation
to its earnings.

The MSCI All Country World Index (ACWI) captures largeand mid-cap securities across 23 developed- and 24 emerging-markets.
The Organization for Economic Co-operation and Development (OECD) started in 1948 as the Organization for European
Economic Co-operation (OEEC) and changed its name in 1960,
now representing 34 countries with democratic governments
and market economies.
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Important Information – EMEA
The following document is intended as marketing communication.
DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be provided
DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, offering materials
or other documentation relevant to such products or services.
The information contained in this document does not constitute investment advice.
All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice.
Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical performance analysis, therefore actual results may vary, perhaps materially, from the results contained here.
Past performance, [actual or simulated], is not a reliable indication of future performance.
The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to
the publication of financial analyses.
This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and
publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited
in the USA as well as to or for the account of US persons and persons residing in the USA.
DWS Investment GmbH 2019

Important Information – UK
Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authority
(Registration number 429806).
DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are
specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. KGaA, its
affiliated companies and its officers and employees (collectively "DWS") are communicating this document in good faith and on the following basis.
This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for your
specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase or sell any
security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein.
It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.
This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into
a transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser,
whether the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their particular investment
needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to changes
in our views.
We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy,
completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this
document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set
forth herein, changes or subsequently becomes inaccurate.
DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to
any tax implications on the investment suggested.
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's judgment
as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and changes
thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or
completeness of such forward looking statements or to any other financial information contained in this document.
PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
© DWS 2019
Important Information – APAC
DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are
specified in the respective contracts, sales materials and other product information documents. DWS Group GmbH & Co. KGaA, its affiliated
companies and its officers and employees (collectively "DWS Group") are communicating this document in good faith and on the following basis.
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This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments
and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial
circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or
solicitation to conclude a transaction and should not be treated as giving investment advice.
DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering investments
and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified.
Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in time.
Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of any investment will
be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making an investment
decision, you should rely on the final documentation relating to the transaction and not the summary contained herein. Past performance is no
guarantee of current or future performance. Nothing contained herein shall constitute any representation or warranty as to future performance.
Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, completeness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without notice and
involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of America Merrill
Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it may (i) maintain a
long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in
any other transaction involving such securities, and earn brokerage or other compensation.
The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. Therefore,
laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed
by other DWS Group departments including research departments. This document may contain forward looking statements. Forward looking
statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical performance analysis. The
forward looking statements expressed constitute the author's judgment as of the date of this material. Forward looking statements involve
significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could
have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No
representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking statements or to any
other financial information contained herein.
This document may not be reproduced or circulated without DWS Group's written authority. The manner of circulation and distribution of this
document may be restricted by law or regulation in certain countries, including the United States.
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently
met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe,
such restrictions.
Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation ("FDIC")
or any other governmental entity, and are not guaranteed by or obligations of DWS Group.
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by
the Securities and Futures Commission.
© 2019 DWS Investments Hong Kong Limited
In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by the
Monetary Authority of Singapore.
© 2019 DWS Investments Singapore Limited
Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany			
CRC 070607 (09/2019)
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