
Multi-Asset
Our primary goal within Multi-Asset is to achieve the investment objectives agreed 
with our clients, in particular, delivering the desired return outcomes while minimising 
the size and frequency of losses. Accounting for ESG risk factors is important because 
they will directly impact return outcomes and present both risks and opportunities at all 
levels within a portfolio. 

Our approach to integrating ESG risk factors in our  
Multi-Asset investment process recognises that:

Proper assessment of E, S and G factors 
will lead to better investment decisions 
both in terms of returns and risk.

ESG risk factors need to be integrated 
across all levels of the portfolio. Multi-
Asset portfolios are complicated by 
breadth of exposure and in the different 
ways they can influence outcomes. We 
consider ESG factors throughout all 
aspects of the portfolio construction 
process including asset allocation, 
stock selection, implementation and 
measurement.

Whilst at an implementation level, more 
sustainable is preferable to less our 
approach is more nuanced than a simple 
divestment/avoidance approach. Active 
investors need to engage with companies 
in which they invest; both as an owner 
and a lender and take an active role in 
achieving better outcomes. The metrics 
themselves only tell part of the story.

Our approach will continue to evolve 
along with research, data and technology 
and implementation options.

ESG considerations are integrated firstly at the asset 
class level, incorporating ESG factors into our medium-
term return and risk forecasts. For example, our 
valuations include a climate change adjustment, which 
takes into account the impact of rising temperatures 
on an economy’s potential growth rate. Some 
economies’ potential growth rate will decline, others 
will benefit. In addition, we are estimating transition 
impacts of economy-wide decarbonisation and the 
shift in investment to renewable. These are long-term 
considerations which impact our 10- year forecasts 
for risk and return. Over shorter periods, other factors 
can override or augment these assessments, such as 
business cycle analysis and liquidity considerations. 

ESG risk factors are then assessed at a stock level within our 
equity and debt allocations, influencing which strategies 
we choose to implement. We believe companies that are 
well governed and operate transparently, responsibly and 
sustainably, will have the culture to support the long-term 
health of the organisation. 

Healthy companies are more  
likely to deliver long-term earnings 
growth and repay their debt.  
We therefore embed the impact 
of ESG risk factors into our 
assessments of company quality 
and valuations which impacts our 
decisions on individual securities.

We also evaluate the impact of key thematic ESG risk factors 
on particular sectors and individual companies and analyse 
companies’ progress in developing policies and strategies to 
reduce ESG risks. 

When looking at new assets, we consider their sensitivity 
to ESG factors and how they can impact valuation. More 
sensitivity means we need to understand these factors in 
more detail. 

The Australian Multi-Asset team is an integrated part of 
a global team of experienced investors and we leverage 
company-wide research and analysis on ESG risk factors. 
In addition, the team leverages the work of the dedicated 
Sustainable Investment team which provides investment 
process and policy guidance with respect to ESG risk factors 
and assessment, as well as overseeing the development 
of our proprietary tools and updated ESG risk factors at a 
company and country level.

ESG INTEGRATION IN PRACTICE – AUSTRALIA

 
CASE STUDY

Adapting the work of our global Economics team and our global Multi-Asset teams, which was based 
on the research presented in the Burke and Tanutama paper1, we are now incorporating the impacts of 
climate change into our long run return forecasts.

Our forecasts are adjusted for the physical and transition costs associated with global warming in  
three steps:

1. The first step is a focus on what happens to output as temperatures rise, which we will refer to as the 
‘physical cost’ of climate change.

2. The second considers the economic impact of steps taken to mitigate those temperature increases, 
or the ‘transition cost’. This second step is slightly more complicated, in that there are a range of 
possible transition scenarios.

3. Finally, we adjust for the effects of stranded assets. This is where we take account of the losses 
incurred where oil and other carbon-based forms of energy have to be written off, as it is no longer 
possible to make use of them, such that they are left in the ground. 

This analysis leads us to make an adjustment to our return forecasts to explicitly include a climate 
change adjustment factor. The adjustments to our core methodology to reflect climate factors plus the 
adjustment factor across key markets are illustrated below.  
 
 
 

 
 
 
 
1 Burke, M., Tanutama, V. “Climate constraints on aggregate economic output” Working Paper 25779, NBER (2019).
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Source: Schroders as at 31 March 2021. Forecasted returns are not a guarantee of future returns. For illustrative purposes only.
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