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Implied Temperature Rise

Aligning your investment strategy with a net-zero world

As investors sharpen their focus on the financial
impacts of climate change, they may want to know
whether the companies they're investing in today
are aligning with the global goal of keeping warming
this century to well below 2 degrees Celsius (2°C) to
prevent the worst climate harms.

Implied Temperature Rise from MSCI ESG Research
is designed to show the temperature alignment of
companies, portfolios, funds and indexes with global
climate targets.

With its forward-looking estimate of company or
portfolio emissions, investors can use Implied
Temperature Rise to set decarbonization targets and
support engagement on climate risk. The metric,
which is designed to support reporting for the Task
Force on Climate-related Financial Disclosures
(TCFD), is part of a platform of analytical tools from
MSCI ESG Research that institutional investors
leverage to navigate the transition to net-zero at
every stage.

1 The Paris Agreement, United Nations (2015)
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2 The company-level dataset will cover nearly 12;000 (not all of them are public) companies based on the MSCI ACWI Investable Market Index, as of August 2021
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Key features of Implied Temperature Rise

v
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Easy-to-grasp metric to express portfolio
alignment with global temperature targets

Covers companies’ Scope 1,2 and 3
carbon emissions (may include estimates)

Available for nearly 12,000 issuers?

Follow best practice recommendations
on measuring portfolio alignment set

out by GFANZ in November 2022.
“Measuring Portfolio Alignment”. Glasgow
Financial Alliance for Net zero (GFANZ),
November 2022

Based on data that can be easily examined
and traced, together with analysis of
companies’ decarbonization targets

Supports investors seeking to report to
the TCFD

Supports investors seeking net-zero
strategy implementation

Part of MSCI’s climate scenario-analysis
solutions, available via MSCI ESG Manager,
MSCI Climate Lab, MSCI Analytics and
other platforms


https://unfccc.int/sites/default/files/english_paris_agreement.pdf
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How Implied Temperature Rise works

Implied Temperature Rise compares the current and
projected greenhouse gas emissions of nearly every
publicly listed company across all emissions scopes
(based on the company’s track record and stated
reduction targets) with its share of the remaining global
carbon budget for keeping warming this century well
below 1.5°C3. A company projected to emit carbon
below budget can be said to “undershoot” the budget; a

company projected to exceed the budget “overshoots” it.

Implied Temperature Rise converts the overshoot

or undershoot to an implied rise in average global
temperatures this century, expressed in degrees Celsius
(°C). An implied temperature of 1.5°C, for instance,
indicates that a company is projected to remain within
its share of a carbon budget that would keep warming
this century to 1.5°C. An implied temperature of 2.5°C
or 3°C, in contrast, would show that the company’s
emissions align with temperatures that keep rising,
bringing greater harms.

The portfolio-level Implied Temperature Rise compares
the sum of projected greenhouse gas emissions
against the sum of carbon budgets for the underlying
constituents or holdings. The estimated carbon budget
overshoot or undershoot for the portfolio in question
converts to a degree of temperature rise.
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About carbon budgets

Implied Temperature Rise rests on a so-called remaining carbon budget, which refers to the maximum amount
of net greenhouse gas emissions that countries — or companies — can put into the atmosphere without
causing the corresponding rise in global temperatures to exceed a given level. MSCI estimates and compares

companies’ projected emissions with the global carbon budget, based on carbon budgets calculated by the

IPCC. Companies likely to generate emissions below their allocated budget are said to “undershoot” it while
those projected to exceed the budget “overshoot” it.

3 MSCI uses IPCC (Intergovernmental Panel on Climate Change) guidance to calculate a global 2°C carbon budget: “The IPPC Special Report on Global Warming of 1.5 °C,” sets the remaining global carbon budget for varying temperature

rises and probabilities (Table 2.2 at page 108 of the report).


https://www.ipcc.ch/site/assets/uploads/sites/2/2019/02/SR15_Chapter2_Low_Res.pdf
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Overview of methodology

Assess the companies’ carbon budget

Determine what the emissions budgets of publicly listed
companies need to be to align with global temperature
goals, based on their greenhouse gas emissions as a
share of the global carbon budget.

Chart companies’ potential future emissions

Project companies’ carbon emissions through 2070
based on their reported and estimated emissions as well
as their stated reduction targets.

Calculate whether companies overshoot or undershoot
their carbon budget

Compute the excess or shortfall in issuers’ cumulative
projected emissions as a share of a remaining global
budget for keeping within such key thresholds as 1.5°C.

Convert the relative excess or shortfall to an Implied
Temperature Rise

Translate the relative deviation (positive or negative) into
a temperature that reflects the climate response to a
specific quantity of emissions as if the whole economy
had the same carbon budget deviation as the company
(or portfolio) in question.

You can download the methodology here.

Create a cohesive net-zero strategy

Path to net-zero emissions. Implied
Temperature Rise equips investors to assess
the progress of companies, portfolios,

funds and benchmarks toward driving down
greenhouse gas emissions to net-zero by the
middle of this century.

Target-setting and climate risk management.

Investors can use Implied Temperature Rise
to inform their climate risk management, set
evidence-based decarbonization targets and
optimize portfolios.

Engagement. Implied Temperature Rise
can support dialogue with companies on
climate risk.

4 MSCI uses the NGFS Net Zero 2050 scenario to calculate a global Net Zero 2050 carbon budget (aligned with a 1.55C temperature).

Client communication. Asset and wealth
managers can use Implied Temperature Rise
to show clients how investment portfolios
align with global climate goals.

Facilitates reporting. Implied Temperature
Rise is designed to align with the reporting
recommendations by the Task Force on
Climate-related Financial Disclosures
(TCFD)*. With its coverage of nearly 12,000
issuers and all greenhouse gas emissions
scopes, the tool supports reporting in line
with evolving disclosure requirements.


https://www.msci.com/documents/1296102/27422075/Implied-Temperature-Rise-Methodology-Summary.pdf
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Powering better investment decisions

Innovation

MSCI'’s Climate Risk Center is an industry leader in climate change risk analytics, modeling and methodology. Carbon Delta, which MSCI acquired in 2019, has pioneered a series of

state-of-the-art models for climate-scenario analysis.

A powerful platform

MSCI Net-Zero Solutions is powerful platform for building climate-resilient portfolios at every stage, from risk management and benchmark selection to reporting.

Forward-looking

Our solutions consider a of range climate risk and opportunities, based on forward-looking analysis of both transition and physical risks.

The highest-quality data

Industry-leading datasets from MSCI cover more than 12,000 issuers and greater than 95% of global equity, fixed income and real-estate markets.

Decision-useful

Scenario-analysis tools from MSCI assess the impact of climate-related risks and opportunities for each issuer on the valuation of its equity and debt.

About MSCI ESG Research products and services

MSCI ESG Research products and services are provided
by MSCI ESG Research LLC, and are designed to provide
in-depth research, ratings and analysis of environmental,
social and governance-related business practices to
companies worldwide. ESG ratings, data and analysis
from MSCI ESG Research LLC. are also used in the
construction of the MSCI ESG Indexes. MSCI ESG
Research LLC. is a Registered Investment Adviser

under the Investment Advisers Act of 1940 and a
subsidiary of MSCI Inc.

For enquiries, contact ESG Client Service
esgclientservice@msci.com.

About MSCI

MSCl is a leading provider of critical decision support
tools and services for the global investment community.
With over 50 years of expertise in research, data and
technology, we power better investment decisions by
enabling clients to understand and analyze key drivers

of risk and return and confidently build more effective
portfolios. We create industry-leading research-enhanced
solutions that clients use to gain insight into and improve
transparency across the investment process.

To learn more, please visit www.msci.com.

The information contained herein (the “Information’) may not be reproduced or
redisseminated in whole or in part without prior written permission from MSCI ESG
Research. The Information may not be used to verify or correct other data, to create any
derivative works, to create indexes, risk models, or analytics, or in connection with issuing,
offering, sponsoring, managing or marketing any securities, portfolios, financial products
or other investment vehicles. Historical data and analysis should not be taken as an
indication or guarantee of any future performance, analysis, forecast or prediction. MSCI
ESG Research is provided by MSCI Inc’s subsidiary, MSCI ESG Research LLC, a Registered
Investment Adviser under the Investment Advisers Act of 1940. MSCI ESG Research
materials, including materials utilized in any MSCI ESG Indexes or other products, have not
been submitted to, nor received approval from, the United States Securities and Exchange
Commission or any other regulatory body. None of the Information or MSCI index or other
product or service constitutes an offer to buy or sell, or a promotion or recommendation
of, any security, financial instrument or product or trading strategy. Further, none of the
Information is intended to constitute a recommendation to make (or refrain from making)
any kind of investment decision and may not be relied on as such. MSCI ESG and climate

ratings, research and data are produced by MSCI ESG Research LLC, a subsidiary of MSCI
Inc. MSCI ESG Indexes, Analytics and Real Estate are products of MSCI Inc. that utilize
information from MSCI ESG Research LLC. MSCI Indexes are administered by MSCI Limited
(UK). The Information is provided “as is” and the user of the Information assumes the entire
risk of any use it may make or permit to be made of the Information. NONE OF MSCI INC.

OR ANY OF ITS SUBSIDIARIES OR ITS OR THEIR DIRECT OR INDIRECT SUPPLIERS OR

ANY THIRD PARTY INVOLVED IN THE MAKING OR COMPILING OF THE INFORMATION
(EACH, AN “INFORMATION PROVIDER") MAKES ANY WARRANTIES OR REPRESENTATIONS
AND, TO THE MAXIMUM EXTENT PERMITTED BY LAW, EACH INFORMATION PROVIDER
HEREBY EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES, INCLUDING WARRANTIES OF
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE. WITHOUT LIMITING ANY
OF THE FOREGOING AND TO THE MAXIMUM EXTENT PERMITTED BY LAW, IN NO EVENT
SHALL ANY OF THE INFORMATION PROVIDERS HAVE ANY LIABILITY REGARDING ANY OF
THE INFORMATION FOR ANY DIRECT, INDIRECT, SPECIAL, PUNITIVE, CONSEQUENTIAL
(INCLUDING LOST PROFITS) OR ANY OTHER DAMAGES EVEN IF NOTIFIED OF THE
POSSIBILITY OF SUCH DAMAGES. The foregoing shall not exclude or limit any liability that
may not by applicable law be excluded or limited. Privacy notice: For information about how
MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.
com/privacy-pledge.

Please note that the issuers mentioned in MSCI ESG Research materials sometimes have
commercial relationships with MSCI ESG Research and/or MSCI Inc. (collectively, “MSCI")
and that these relationships create potential conflicts of interest. In some cases, the issuers
or their affiliates purchase research or other products or services from one or more MSCI
affiliates. In other cases, MSCI ESG Research rates financial products such as mutual

funds or ETFs that are managed by MSCI's clients or their affiliates, or are based on MSCI
Inc. Indexes. In addition, constituents in MSCI Inc. equity indexes include companies that
subscribe to MSCI products or services. In some cases, MSCI clients pay fees based in
whole or part on the assets they manage. MSCI ESG Research has taken a number of steps
to mitigate potential conflicts of interest and safeguard the integrity and independence of its
research and ratings. More information about these conflict mitigation measures is available
in our Form ADV, available at https://adviserinfo.sec.gov/firm/summary/169222.
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