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Investors worldwide are increasingly concerned about the 
impact of their decisions on the future of the planet. At the 
same time, of course, they want to generate returns. Are 
the two goals mutually exclusive? 

In this article, we examine how investors can incorporate climate-aware indices into an 
investment portfolio, and assess the differences between the S&P Carbon Control Index Series 
and their traditional market-value-weighted counterparts. 

Then, most importantly, we address the question: for investors seeking long-term returns, does it make 
sense to use these indices, and will it significantly change the key attributes of an existing portfolio?

Globally, assets under management in climate-aware funds grew at a CAGR of about 15% a year 
over the past decade, from around US$600 million to more than US$2.2 trillion.1 In Australia, the 
growth trajectory has been even steeper at an annual average of 34%.1

The trend is undeniable, but can these investments meet the twin targets of reducing carbon 
emissions and delivering long-term returns? 

Studies suggest they can. Bolton, Kacperczyk (2020), for example, found evidence of a carbon 
premium. Based on historical analysis, they found that lower-carbon-intensity stocks led to 
higher returns. In our view, there is reason to believe that these investments should continue to 
perform well in the longer term. 

To understand the impact of using the Carbon Control Indices in place of their market-cap 
weighted benchmarks, we created a climate-aware simulated portfolio using S&P Carbon 
Control developed ex-Australia and emerging markets indices and compared it against its 
market-cap multi-asset benchmarks (market-value-weighted multi-asset benchmark).2 
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The results (Figure 1) show that both climate-aware portfolios outperformed the market-cap 
weighted multi-asset benchmark across different time intervals during the study period. They 
also had higher Sharpe and Sortino ratios over the entire period.

To understand this outperformance, we examined the differences between the Carbon Control 
strategy and the market-cap benchmark, since all other components within the portfolios remain 
the same. Looking only at the differences in the developed ex-Australia exposure by itself, it might 
look as if much of the outperformance was the result of a persistent underweight in the energy 
sector. That would be an oversimplification. 

Without doubt, being underweight energy contributed to outperformance, but stock selection 
also contributed materially to overall return. 

Of course, given recent market volatility, we must be cautious about extrapolating past results to 
predict the future. That being said, we can reasonably expect that lower-carbon-intensity stocks 
will continue to find medium and longer-term support as the world tilts toward renewables and 
low-carbon energy alternatives.

Positive Returns 

Figure 1 
Hypothetical Model 
Portfolio Using Carbon 
Control Benchmarks

Multi-Asset Climate Aware Portfolio Market-Value Weighted 
Multi-Asset Benchmark

Annualised Return

All Period (%) 8.76 8.41

Annualised Risk

All Period (%) 7.48 7.47

Downside Risk Statisitcs

Max Drawdown (%) 12.53 13.01

Downside Deviation 1.37 1.39

Historical VaR (95%) (%) -2.85 -2.74

Ratios and Other Relative Statistics

Excess Return (%) 0.35 —

Sharpe Ratio 1.171 1.126

Tracking Error (%) 0.49 —

Beta 0.999 1.000

Other Statistics

Carbon Emissions Intensity Reduction 
(versus Parent) (%)

-30.20 0.00

Source: State Street Global Advisors, Bloomberg Finance L.P., S&P Dow Jones Indices LLC., as of May 2022. The inception 
date for the S&P Emerging Markets LargeMidCap Carbon Control Index and the S&P Developed ex-Australia Carbon Control 
Index was August 2021. Results prior to this date were calculated by using available data at the time in accordance with the 
Index’s current methodology. Index returns reflect capital gains and losses and income. The results were generated over 
April 2014–December 2021 period. Past Performance is not a reliable indicator of future results. Returns of the climate-
aware portfolios were achieved by mathematically combining the actual performance data of the S&P Developed ex-Australia 
Carbon Control Index, S&P/ASX Government Bond Index, S&P Emerging Markets Carbon Control Index and the S&P/ASX 200 
Index. Returns of the market-value-weighted multi-asset benchmark were achieved by mathematically combining the actual 
performance data of the S&P Developed ex-Australia LargeMidCap Index, S&P/ASX Government Bond Index, S&P Emerging 
Markets LargeMidCap Index and the S&P/ASX 200 Index. The performance assumes no transaction and rebalancing costs, 
so actual results will differ. Cells highlighted in green represent more favourable numbers.

The absolute risk of the climate-aware portfolio was pretty much in line with the market-
value-weighted multi-asset portfolio. The historical tracking error between them was also very 
low, with the majority of that coming from sector biases. The most important biases include 
an underweight in US oil and gas exploration and production as well as in US oil and gas and 
consumable fuels. 
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Both climate-aware portfolio experienced a material reduction in their carbon-emissions intensity 
after replacing their market-cap weighted benchmarks with Carbon Control Indices. Looking at 
just the S&P Developed ex-Australia Carbon Control Index itself, we saw a reduction of nearly 70% 
in emissions intensity compared with the developed ex-Australia broad benchmark. 

Much of that reduction (54%)3 came from eliminating fossil-fuel companies4 in the second step 
of the stock-picking process, when controversies were removed. For the S&P Emerging Markets 
Carbon Control Index, there was an even stronger reduction in carbon emissions (more than 80% 
on average5) compared with the broad benchmark.

Research such as the Global Sustainable Investment Survey (2020)6 highlights that investors 
in most regions, particularly in Europe and Australia, often combine several strategies, such as 
integration, corporate engagement, and exclusionary screening. 

The S&P Carbon Control Index Series utilise both an exclusion and integration approach. They 
are designed to minimise the overall carbon emissions intensity of the market-value-weighted 
benchmark as far as possible, while maintaining broad diversification, and excluding companies 
engaged in controversial activities7 and industries.8 

The index’s stock selection process starts by removing companies that do not comply with the 
UN Global Compact Principles, engage in controversial behaviour or business activities, or are 
ranked in the bottom 25% of S&P DJI ESG scores in their corresponding GICS industry group. 

After this, the Carbon Control strategy selects its final constituents and determines their final 
weight by means of an optimisation procedure. This procedure applies constraints so that 
the minimum amount of carbon emissions intensity is achieved, while ensuring that there is 
sufficient diversification and that the strategy does not deviate too much from the market-
capitalisation benchmark.

Integration 
or Exclusion?

Endnotes 1 Source: State Street Global Advisors, Morningstar. 
Data from February 2012 to January 2022.

2 Portfolios were simulated on the basis of returns 
between 2014 and 2021 and were rebalanced on a 
monthly basis. 

3 Source: S&P Dow Jones Indices.

4 Fossil fuels include thermal coal, oil sands, Arctic oil and 
gas exploration, shale energy.

5 Over the study period between April 2014 and 
December 2021.

6 Global Sustainable Investment Survey 2020, Global 
Sustainable Investment Alliance. 

7 Companies which are deemed non-compliant with 
the UN Global Compact Principles, or which have a 
poor S&P DJI ESG scores, or which have engaged in 
‘controversial’ behaviour as flagged by RepRisk. 

8 These industries include controversial weapons, 
gambling, tobacco, fossil fuels (thermal coal, oil 
sands, Arctic oil and gas exploration, shale energy), 
alcohol and adult entertainment.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 30 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $4.02 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2020. 
†  This figure is presented as of March 31, 2022 and includes approximately $73.35 billion USD of assets with respect to SPDR 

products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. 
SSGA FD and State Street Global Advisors are affiliated.

About State Street 
Global Advisors

ssga.com/etfs
Information Classification: General Access
This communication is directed at 
institutional and wholesale clients only.

Issued by State Street Global Advisors, 
Australia Services Limited (AFSL Number 
274900, ABN 16 108 671 441) (“SSGA, ASL”). 
Registered office: Level 14, 420 George 
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This material is general information only and 
does not take into account your individual 
objectives, financial situation or needs and you 
should consider whether it is appropriate for 
you. Investing involves risk including the risk of 
loss of principal.

The views expressed in this material are the 
views of ETF Model Portfolio Team through 
the period ended 31 May 2022 and are subject to 
change based on market and other conditions. 
This document contains certain statements that 
may be deemed forward-looking statements. 
Please note that any such statements are not 

guarantees of any future performance and actual 
results or developments may differ materially 
from those projected. 

Investing involves risk including the risk of loss 
of principal.

Diversification does not ensure a profit or 
guarantee against loss.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions.

Investing in foreign domiciled securities may 
involve risk of capital loss from unfavourable 
fluctuation in currency values, withholding 
taxes, from differences in generally accepted 
accounting principles or from economic or 
political instability in other nations.

Investments in emerging or developing markets 
may be more volatile and less liquid than 
investing in developed markets and may 
involve exposure to economic structures that 
are generally less diverse and mature and to 
political systems which have less stability 
than those of more developed countries.

Investments in mid-sized companies may 
involve greater risks than in those of larger, 
better known companies, but may be less 
volatile than investments in smaller companies.

Companies with large market capitalisations 
go in and out of favour based on market and 
economic conditions. Larger companies tend 
to be less volatile than companies with smaller 
market capitalisations. In exchange for this 
potentially lower risk, the value of the security 
may not rise as much as companies with 
smaller market capitalisations.

Currency Risk is a form of risk that arises from 
the change in price of one currency against 
another. Whenever investors or companies 
have assets or business operations across 
national borders, they face currency risk if their 
positions are not hedged. Currency Hedging 
involves taking offsetting positions to reduce 
exposure to different currencies. These 
currency exchange contracts may reduce or 
eliminate some or all of the benefit that an 
investment may experience from favourable 
currency fluctuations.

The returns on a portfolio of securities which 
exclude companies that do not meet the 

portfolio’s specified ESG criteria may trail 
the returns on a portfolio of securities which 
include such companies. A portfolio’s ESG 
criteria may result in the portfolio investing 
in industry sectors or securities which 
underperform the market as a whole.

“SPDR” is a trademark of Standard & Poor’s 
Financial Services LLC (“S&P”) and has been 
licensed for use by State Street Corporation. 
No financial product offered by State Street 
Corporation or its affiliates is sponsored, 
endorsed, sold or promoted by S&P or its 
affiliates, and S&P and its affiliates make 
no representation, warranty or condition 
regarding the advisability of buying, selling 
or holding units/shares in such products.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of 
its contents disclosed to third parties without 
SSGA ASL’s express written consent.
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