
Capital market assumptions with climate risks

For investment professional use only and not for general public distribution

Edoardo Cilla, PhD

May 25

Framework overview and outcomes

Director, Global Macro and Strategic Asset Allocation



2

Economic damage due to climate change is already substantial and increasing

Economic losses due to climate disasters in US ($, billion) 

Source: National Centres for Environmental Information, European Environment Agency, Fidelity International. For illustrative purposes only

Economic losses due to climate disasters in EU (€, billion) 
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Source: Royal Geographical Society

Climate change is contributing to shape the new geopolitical landscape
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Multi-dimensional problem Fundamental questions and assumptions…

Many uncertainties…

Several uncertainties make modelling climate change challenging

▪ Multiple risks: climate, economic, financial + compounding

▪ Multiple actors: public sector, private sector, households 

▪ Will policy makers implement effective measures to fully achieve 

Net Zero by 2050?

▪ If transition is delayed, will measures be implemented before the 

10-year horizon used for SAA purposes?

▪ Will investors price in climate disasters that will potentially 

happen in the long term (even beyond 2050, if no action is taken)?

▪ Uncharted territory with rising temperatures

▪ Energy transition

▪ Fiscal, policy, firms, households' reaction functions

▪ Lack of historical data

Climate risks might not be priced in (correctly) today

Climate risks will likely affect the 

risk/return efficient frontier
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Category Scenario Policy ambition Policy reaction Technology change
Carbon dioxide 

removal

Regional policy 

variation

Orderly

Low demand 1.1°C Immediate Fast change Medium use Medium variation

Net Zero 2050 1.4°C Immediate Fast change Medium-high use Medium variation

Below 2°C 1.8°C
Immediate and 

smooth
Moderate change Medium use Low variation

Disorderly Delayed Transition 1.7°C Delayed Slow/fast change Medium use High variation

Hot House

Nationally Determined 

Contributions (NDC)
2.3°C NDCs Slow change Low use Medium variation

Current policies 3.0°C None-current policies Slow change Low use Low variation

Too-little-too-late Fragmented world 2.4°C
Delayed and 

fragmented

Slow/fragmented 

change
Low/medium use High variation

NGFS phase 5 climate scenarios

Source: NGFS, November 2024.

From an ‘orderly transition’ to a ‘fragmented world’

Lower macro-

financial risk

Moderate macro-

financial risk

Higher macro-

financial risk

Physical risk Transition risk
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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

1. GDP growth 

2. Inflation rate

3. Policy rate

➢ What is the impact on the 

economy?

Qualitative inputs

1. Corporate action 

2. Technology innovation

3. 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, World Bank. For illustrative purposes only.

Corporate 

action

Policy 

action

Technological 

change

14%

of companies in our 

coverage that have 

committed to targets 

aligned to achieve net 

zero by 2050

20/30% 23%

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/fragmented world are the most likely scenarios.
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Fidelity Climate Ratings for Global DM equities

Fidelity Climate Ratings by sector

Source: Fidelity International. For illustrative purposes only.

Top GHG emitter sectors (Scope 1&2 GHG per sales)
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From climate risks to financial risks

Source: Fidelity International, 2025. 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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Climate change will likely strongly impact economic growth

GDP, World (% deviation from baseline, 99th pct acute risks) 

Source: NGFS, Fidelity International, 2025.For illustrative purposes only.

GDP, U.S. (% deviation from baseline, 99th pct acute risks)
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Source: NGFS, Fidelity International, 2025. For illustrative purposes only.

GDP impact (Delayed Transition, Spain) due to climate change

GDP % deviation from baseline, Spain, 60th percentile acute risks, phase V
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Macroeconomic impact of climate change

Inflation, United States (deviation from baseline) 

Source: NGFS, Fidelity International, 2025. For illustrative purposes only.

Policy Rate, United States

average 2025-2034: 0.7%
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Impact of climate change on the economy and asset returns

Source: Fidelity International, 2025. Assumptions are US-dollar denominated, based on proprietary CMA modelling. Baseline refers to Fidelity’s climate-agnostic baseline. For illustrative purposes only.

USD 10-year annualised real return deltas compared to baseline
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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.

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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Impact of climate change on the economy and asset returns

USD 10-year ann. real return deltas compared to baseline

Source: Fidelity International, 2025. Assumptions are USD and EUR denominated, based on proprietary CMA modelling. Baseline refers to Fidelity’s climate-agnostic baseline. For illustrative purposes only.
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US HY 10Y ann. expected returns deviations from baseline

Source: Fidelity International, 2025. Assumptions are US-dollar denominated, based on proprietary CMA modelling. Baseline refers to Fidelity’s climate-agnostic baseline. For illustrative purposes only.

Price and income returns tend to offset each other in most scenarios
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US equities 10Y annualised expected returns deviation from baseline

Source: Fidelity International, 2025. Assumptions are US-dollar denominated, based on proprietary CMA modelling. Baseline refers to Fidelity’s climate-agnostic baseline. For illustrative purposes only.

Valuations and real cash flows drive equity returns down
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Source: Fidelity International. For illustrative purposes only.

The impact of climate change on the portfolio construction process

Investment objectives and preferences

▪ Climate specific preferences

▪ Regulatory constraints

Expected risks and returns

▪ Impact of climate on the economy and financial markets

Asset allocation implementation

▪ Winners and losers in the net-zero transition

▪ Impact investing

Stress test current asset 

allocation

Review the Strategic 

Asset Allocation

Review asset allocation 

building blocks
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Source: Fidelity International, 2025. Efficient frontier built using 10-year expected risk and return of global equities and global aggregate bonds. For illustrative purposes only.

Climate risks will likely flatten the risk/return efficient frontier
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Source: Fidelity International, 2025. Efficient frontier built using 10-year expected risk and return of global equities and global aggregate bonds. For illustrative purposes only.

Multi asset investing in a world with climate risks
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▪ Climate risks are likely to be underestimated by investors today.

▪ Given current information, a delayed/disorderly transition is the most likely scenario.

▪ Transition and physical risks will continue to affect our economies, in particular inflation, GDP growth and 

policy rate as a result.

▪ Fixed income markets are likely to be less affected by climate change as price impact is balanced by higher 

income. In the Delayed Transition and Fragmented World scenarios the timing of policy action is crucial.

▪ Equities exhibit a greater sensitivity to climate change given their perpetual cash flow nature. This will be the 

result of physical risk which will likely be priced in by markets over the medium term.

▪ Climate change risks will likely contribute to keep the risk/return efficient frontier flatter than before.

▪ Diversification across and within assets plus an active portfolio management approach are crucial.

 

Conclusions



Appendix
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Forward-looking macroeconomic views combined with econometric modelling

Source: Fidelity International, 2024. For illustrative purposes only.

Methodology overview – fixed income

Macroeconomic projections
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Source: Fidelity International, 2025. For illustrative purposes only.

Methodology overview – equity

Macroeconomic projections

Real GDP Inflation Policy rate Macroeconomic risk

Total 

Return

Price return

EPS Growth

Real revenue per share growth

GDP growth (revenue weighted)

Net buybacks

Fidelity analysts' views

Projected margins change

Projected inflation

Change in PE ratio

Income return Projected dividend yield

Forward-looking macroeconomic views combined with econometric modelling
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Forward-looking macroeconomic views combined with econometric modelling

Source: Fidelity International, 2025. For illustrative purposes only.

Methodology overview – private assets
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Important information

This material is for Institutional Investors and Investment Professionals only, and should not be distributed to the general public or be relied upon by 

private investors. It is provided for information purposes only and is intended only for the person or entity to which it is sent. It must not be reproduced or circulated to 

any other party without prior permission of Fidelity.

This material does not constitute a distribution, an offer or solicitation to engage the investment management services of Fidelity, or an offer to buy or sell or the 

solicitation of any offer to buy or sell any securities in any jurisdiction or country where such distribution or offer is not authorised or would be contrary to local laws or 

regulations. Fidelity makes no representations that the contents are appropriate for use in all locations or that the transactions or services discussed are available or 

appropriate for sale or use in all jurisdictions or countries or by all investors or counterparties. 

This communication is not directed at, and must not be acted on by persons inside the United States. All persons and entities accessing the information do so on their 

own initiative and are responsible for compliance with applicable local laws and regulations and should consult their professional advisers. 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.

Fidelity International refers to the group of companies which form the global investment management organization that provides products and services in designated 

jurisdictions outside of North America. Fidelity, Fidelity International, the Fidelity International logo and F symbol are trademarks of FIL Limited. 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.

Europe: Issued by FIL Pensions Management (authorised and regulated by the Financial Conduct Authority in UK), FIL (Luxembourg) S.A. (authorised and supervised 

by the CSSF, Commission de Surveillance du Secteur Financier), FIL Gestion (authorised and supervised by the AMF (Autorité des Marchés Financiers) N°GP03-004, 

21 Avenue Kléber, 75016 Paris) and FIL Investment Switzerland AG.

In Hong Kong, this material is issued by FIL Investment Management (Hong Kong) Limited and it has not been reviewed by the Securities and Future Commission. 

FIL Investment Management (Singapore) Limited (Co. Reg. No: 199006300E) is the legal representative of Fidelity International in Singapore. This document / 

advertisement has not been reviewed by the Monetary Authority of Singapore. 
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Important information

In Taiwan, Independently operated by Fidelity Securities Investment Trust Co. (Taiwan) Limited 11F, No.68, Zhongxiao East Road, Section 5, Taipei 110, Taiwan, 

R.O.C. Customer Service Number: 0800-00-9911.

In Korea, this material is issued by FIL Asset Management (Korea) Limited. This material has not been reviewed by the Financial Supervisory Service, and is intended 

for the general information of institutional and professional investors only to which it is sent.

In China, Fidelity China refers to FIL Fund Management (China) Company Limited. Investment involves risks. Business separation mechanism is conducted between 

Fidelity China and the shareholders. The shareholders do not directly participate in investment and operation of fund property. Past performance is not a reliable 

indicator of future results, nor the guarantee for the performance of the portfolio managed by Fidelity China.

Issued in Japan, this material is prepared by FIL Investments (Japan) Limited (hereafter called “FIJ”) based on reliable data, but FIJ is not held liable for its accuracy or 

completeness.  Information in this material is good for the date and time of preparation, and is subject to change without prior notice depending on the market 

environments and other conditions. All rights concerning this material except quotations are held by FIJ, and should by no means be used or copied partially or wholly 

for any purpose without permission. This material aims at providing information for your reference only but does not aim to recommend or solicit funds /securities.

For information purposes only. Neither FIL Limited nor any member within the Fidelity Group is licensed to carry out fund management activities in Brunei, Indonesia, 

Malaysia, Thailand and Philippines.

ISG5811
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