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The sleeping giant
Bond markets are critical in the fight against
climate change (part 1)
 This material is for Investment Professionals only, and should not be relied upon by private investors.
 The value of investments and the income from them can go down as well as up and investors may not get back
the amount invested.
 Reference to specific securities should not be construed as a recommendation to buy or sell these securities and
is included for the purposes of illustration only.
 Investors should note that the views expressed may no longer be current and may have already been acted upon.
 Overseas investments will be affected by movements in currency exchange rates.
 Investments in emerging markets can be more volatile than other more developed markets.


There is a risk that the issuers of bonds may not be able to repay the money they have borrowed or make interest
payments. When interest rates rise, bonds may fall in value. Rising interest rates may cause the value of your
investment to fall.
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Fixed income investors have a vital role to play in accelerating the shift to a net zero world by
2050. In the first of this two-part series, Kris Atkinson and Sajiv Vaid, portfolio managers of
our actively managed climate focussed fixed income strategies and our sustainable sterling
corporate bond strategy discuss the challenge of climate change for bond investors and how
debt markets are uniquely positioned for investors to support the transition to net zero and to
influence companies towards net zero.

The enormous challenge of climate change
We believe climate change poses one of, if not the most, significant risk to the long-term profitability
and sustainability of companies. Investors are exposed to climate change not only through its direct
physical impacts on corporations, but also through transition and disintermediation risks from the
move to a low carbon economy.
The physical effects of climate change include extreme weather events affecting agriculture and food
supply, infrastructure, precipitation, and water supply. Transition and disintermediation risks concern
the ability of companies to plan and execute climate-related changes in their operations, including
how they manage policy developments such as the EU Sustainable Taxonomy for economic
activities, changing consumer preferences and greater scrutiny of supply chains.
The challenge of mitigating climate change is complex, long term and will require a transformation of
the global economy. A key feature of any transition to net-zero emissions is its universality, across
energy and land-use systems and throughout the global economy. This universality extends to the
investment community.

Why climate change matters to bondholders
Shareholders are not the only ones that lose out when companies misbehave - bondholders are also
affected. In fact, while equity investing is about picking winners, credit investing emphasises avoiding
the losers, so risk exposure takes precedence. We believe that a company’s creditworthiness is
directly linked to the way it behaves. An organisation’s governance structure, corporate behaviour
and its impact on the environment and society, all affect how it will perform.
Credit quality is a complex subject to evaluate, but broadly speaking it is a function of a company’s
profitability, productivity, industry positioning, cost of capital and future value. These characteristics
can be intrinsically connected to sustainability credentials. For example, climate change regulations
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affect capital expenditure and operating margins, and any breaches of environmental laws can
reduce a business’s cash flows.
On 29 January 2019, the Pacific Gas and Electric Company (PG&E) filed for bankruptcy protection
following a series of wildfires between 2015 and 2018. PG&E was blamed for improperly maintaining
their power lines and faced potential liabilities of US$30 billion for wrongful death, personal injuries,
property loss, business losses, and other legal damages. This case is widely regarded as the first
“Climate Bankruptcy” and demonstrates how inadequate governance and controls can impact fixed
income investors through legal and reputational events. It is therefore essential for investors to
assess the sustainability profile of an issuer within a standardised framework.
If investors do not incorporate climate factors into their investment analysis, they could face more risk
events. The IPCC Climate Mitigation report is clear that the economy either significantly accelerates
the process of decarbonisation or contends with higher risks of warming related events such as
extreme weather. If we experience more extreme weather, all companies will face higher physical
risks to their assets, and those companies that fail to keep up with decarbonisation will undergo more
intense competition and could fail.
While climate change poses risks that could lead to financial losses, there are also opportunities for
creating value. Companies that can develop sustainable solutions such as electric vehicles and
renewable energy sources, or adaptations such as flood protection, building reinforcements and new
forms of agriculture, can generate above normal cash flows, potentially boosting the value of their
securities. Bond investors who understand both the risks and opportunities of climate change are
better placed to identify the winners and losers of the transition to a low carbon economy.

Untapped potential
The unfortunate reality is that, when it comes to the climate, global capital markets currently finance
more harm than good.
Annual fossil fuel bond issuance still outstrips green bond issues despite the latter’s rapid growth.
Even with the advances in transparency in the green bond market, most bonds traded on debt capital
markets still provide little information about their environmental impacts, with only 10% of global bond
issuances in 2021 detailing specific labelling of their ESG benefits.
As it currently stands, the bond market, which trades around US$1 trillion each day, has enormous
but unrealised potential in supporting the transformation to a carbon neutral world. However, there is
substantial scope for this to change. According to a report by McKinsey, capital spending on physical
assets for energy and land-use systems to transition to net-zero is estimated to require up to an
additional US$3.5 trillion each year from 2021 to 2050. The bond market has a central role in
plugging that funding gap and it also has some specific characteristics that give it an edge in
influencing how corporations do business and offer investors a unique way of addressing the climate
problem.
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The sleeping giant
It is often thought that equity markets play the foremost role in urging issuers to become more
sustainable, and bond markets are more marginal actors. However, we believe fixed income
investors have a vital role to play and in some ways are better positioned than equity markets to exert
pressure and promote positive change. The size of the bond market, frequency of bond issuance,
breadth of issuer type, possibility of targeted capital deployment via sustainable debt instruments are
all unique advantages bond investors have in addressing climate change.
Size of the bond market: The bond market is bigger than the equity market. The Securities Industry
and Financial Markets Association (SIFMA) estimated that at the end of 2020, global bond markets
were worth US$123.5 trillion compared to the equity market’s US$105.8 trillion. In the US, bonds
outstanding are US$47.2 trillion compared to equities valued at US$40.7 trillion.
Frequency of issuance: Companies tap bond markets for new issues far more regularly and in
greater size than equity markets. This facilitates a close relationship between fixed income investors
and corporate executives, giving bondholders frequent touch points with which to influence
management teams.
Bond issuance dwarfs equity issuance
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Breadth of issuer type: Bond markets also comprise public and private businesses, in contrast to
equity markets, which are only involved with listed companies. In addition, governments, local
authorities, and supernational institutions issue debt, not shares. This is important given non-listed
entities are responsible for significantly more carbon emissions than public companies.
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Publicly listed companies are responsible for less than a quarter of total emissions
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Targeted capital deployment: Fixed income markets also provide capital at the issuer and asset
level, allowing investors to deploy capital in more targeted ways and monitor how the capital is being
used through covenants and other metrics. This gives bondholders a much broader and diverse
counterparty profile than shareholders.
Sustainable debt instruments: Bond markets also provide investors with the ability to invest in
securities designed to finance specific projects (such as green bonds, social bonds and sustainability
bonds) or align with client interests via sustainability linked bonds.
In the second part of this series, we will discuss the practical steps and strategies required to
incorporate climate risks in bond investing, including engagement case studies.
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Important Information
This is a marketing communication. This information must not be reproduced or circulated without prior permission.
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.
Fidelity International refers to the group of companies which form the global investment management organisation that provides information
on products and services in designated jurisdictions outside of North America. This communication is not directed at, and must not be acted
upon by persons inside the United States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are
authorised for distribution or where no such authorisation is required.
Unless otherwise stated all products and services are provided by Fidelity International, and all views expressed are those of Fidelity
International. Fidelity, Fidelity International, the Fidelity International logo and F symbol are registered trademarks of FIL Limited.
Research professionals include both analysts and associates.
The Key Investor Information Document (KIID) is available in English and can be obtained from our website at
www.fidelityinternational.com. The Prospectus may also be obtained from Fidelity.
Fidelity Funds “FF” is an open-ended investment company (UCITS) established in Luxembourg with different classes of shares. FIL
Investment Management (Luxembourg) S.A. reserves the right to terminate the arrangements made for the marketing of the sub-fund and/
or its shares in accordance with Article 93a of Directive 2009/65/EC and Article 32a of Directive 2011/61/EU. Prior notice of this cessation
will be made in Luxembourg.Third party trademark, copyright and other intellectual property rights are and remain the property of their
respective owners.
Luxembourg: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on
the basis of the current prospectus (in English, French and German) and the KIID (key investor information document), available in English,
French and German, which is available along with the current annual and semi-annual reports free of charge through
https://www.fidelityinternational.com, or from our distributors and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A.
2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF
(Commission de Surveillance du Secteur Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.lu in English.
Austria: We recommend that you obtain detailed information before taking any investment decision on the basis of the current prospectus
(in English and German) and the KIID (key investor information document), available in English and German along with the current annual
and semi-annual reports free of charge through https://www.fidelityinternational.com, from our distributors and from our European Service
Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in
Austria, UniCredit Bank Austria AG, Schottengasse 6-8, 1010 Vienna. Issued by FIL (Luxembourg) S.A., authorised and supervised by the
CSSF (Commission de Surveillance du Secteur Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.at in German.
Finland: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English) and the KID (Key Investor Information Document), available in Finnish and English along with
the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from your financial advisor or from
the branch of your bank. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du
Secteur Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.fi in English.
Sweden: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English)/and the KIID (Key Investor Information Document) available in Swedish, along with the current
annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from your financial advisor or from the branch
of your bank, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021
Luxembourg. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur
Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.se in Swedish.
Norway: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English) and the KIID (Key Investor Information Document) available in English and Norwegian along
with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from your financial advisor or
from the branch of your bank. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du
Secteur Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.no in English.
Denmark: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English) and the KIID (Key Investor Information Document), available in Danish and English along with
the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from your financial advisor or from
the branch of your bank. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du
Secteur Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.dk in English.
Poland: This material does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance
Regarding Information Constituting Recommendations Concerning Financial Instruments or Issuers Thereof dated October 19, 2005. No
statements or representations made in this document are legally binding on Fidelity or the recipient and not constitute an offer within the
meaning of the Polish Civil Code Act of 23 April 1964.
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We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of
the current prospectus (in English and Polish), and the KIID (Key Investor Information Document) and the Additional Information for
Investors, available in English and Polish along with the current annual and semi-annual reports free of charge through
https://www.fidelityinternational.com, from our distributors, from our European Service Centre in Luxembourg, and from the fund’s
representative office in Poland. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du
Secteur Financier). Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the
following link: https://www.fidelity.pl in Polish.
Belgium: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English, French and Flemish) and the KIID (key investor information document), available in English
French and Flemish along with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com,
from our distributors, from FIL (Luxembourg) S.A. and CACEIS België NV, with head office at Havenlaan 86C, B320, 1000 - Brussels, the
financial service provider in Belgium. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de
Surveillance du Secteur Financier). Investors/ potential investors can obtain information on their respective rights regarding complaints and
litigation on the following link: https://www.fidelity.be in French and Flemish.
Switzerland: Fidelity undertakes the financial services of purchasing and/or selling financial instruments within the meaning of the Financial
Services Act (""FinSA""). Fidelity is not required to assess the appropriateness and suitability under FinSA.
We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the
current prospectus (in English, German and French) and the KIID (key investor information document), available in English, German and
French along with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from our
distributors, from our European Service Center in Luxembourg FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021
Luxembourg and from the representative and paying agent in Switzerland, BNP Paribas Securities Services, Paris, succursale de Zurich,
Selnaustrasse 16, 8002 Zurich. Issued by FIL Investment Switzerland AG. Investors/ potential investors can obtain information on their
respective rights regarding complaints and litigation on the following link: https://www.fidelity.ch in German and English.
Netherlands: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on
the basis of the current prospectus (in English and Dutch) and the KIID ( Key Investor Information Document), available in Dutch along with
the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from FIL (Luxembourg) S.A.,
Netherlands Branch (registered with the AFM), World Trade Centre, Tower H, 6th Floor, Zuidplein 52, 1077 XV Amsterdam (tel. 0031 20 79
77 100) or from www.fidelity.nl. The fund is authorised to offer participation rights in The Netherlands pursuant to article 2:66 (3) in
conjunction with article 2:71 and 2:72 Financial Supervision Act. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF
(Commission de Surveillance du Secteur Financier). Investors/ potential investors can obtain information on their respective rights
regarding complaints and litigation on the following link: https://www.fidelity.nl in Dutch.
Italy: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis
of the current prospectus (in Italian and English) and the KIID (Key Investor Information Document), available in Italian along with the
current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from your financial advisor or from the
branch of your bank. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur
Financier). Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following
link: https://www.fidelity-italia.it in Italian.
Spain: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in Spanish and English) and the KIID (Key Investor Information Document), available in Spanish along with
the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com. Issued by FIL (Luxembourg) S.A.,
authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). Investors/ potential investors can obtain
information on their respective rights regarding complaints and litigation on the following link: https://www.fondosfidelity.es in Spanish.
Slovakia: We recommend that you obtain detailed information before taking any investment decision.Investments should be made on the
basis of the current prospectus (in English) and the KIID (Key Investor Information Document), available in English and Slovakian along
with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from our paying agent
UniCredit Bank Slovakia, a.s., Sancova 1/A 81333, Slovakia. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF
(Commission de Surveillance du Secteur Financier). Investors/ potential investors can obtain information on their respective rights
regarding complaints and litigation on the following link: https://www.fidelity.sk in Slovakian.
Czech Republic: We recommend that you obtain detailed information before taking any investment decision. Investments should be made
on the basis of the current prospectus (in English and Czech) and the KIID (Key Investor Information Document), available in English and
Czech along with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com from our paying
agent UniCredit Bank Czech Republic a.s., Zeletavska 1525/1, 14092 Prag 4 - Michle, Czech Republic. Issued by FIL (Luxembourg) S.A.,
authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). Investors/ potential investors can obtain
information on their respective rights regarding complaints and litigation on the following link: https://www.fidelity.cz in Czech.
Portugal: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English) and the KIID (Key Investor Information Document), available in Portuguese along with the
current annual and semi-annual reports free of charge through https://www.fidelityinternational.com. Issued by FIL (Luxembourg) S.A.,
authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). Investors/ potential investors can obtain
information on their respective rights regarding complaints and litigation on the following link: https://www.fidelity.pt in Portuguese.
France: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus(in French) and the KIID (Key Investor Information Document), available in French along with the current
annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from your financial advisor or from the branch
of your bank. The document is available in French upon request. If you do not wish to receive documents in English dedicated to
Professional, please contact your Fidelity contact. Issued by FIL Gestion, authorised and supervised by the AMF (Autorité des Marchés
Financiers) N°GP03-004, 21 Avenue Kléber, 75016 Paris. Investors/ potential investors can obtain information on their respective rights
regarding complaints and litigation on the following link: https://www.fidelity.fr in French.
Germany: Any performance disclosure is not compliant with German regulations regarding retail clients and must therefore not be handed
out to these. Investments should be made on the basis of the current prospectus in German/Key Investor Information Document (KIID),
which is available in German along with the current annual and semi-annual reports free of charge through
https://www.fidelityinternational.com, from FIL Investment Services GmbH, Postfach 200237, 60606 Frankfurt/Main.
For German Wholesale clients issued by FIL Investments Services GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus.
For German Institutional clients issued by FIL (Luxembourg) S.A., 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. For German
Pension clients issued by FIL Finance Services GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus.
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Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.lu/complaints-handling-policy in English. The information above includes disclosure requirements of the fund’s
management company according to Regulation (EU) 2019/1156.
Hungary: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the current prospectus (in English) and the KIID (Key Investor Information Document), available in English and Hungarian along
with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from our distributor
Raifeisenbank Zentralbank Österreich AG, Akademia u. 6, 1054 Budapest. Issued by FIL (Luxembourg) S.A., authorised and supervised by
the CSSF (Commission de Surveillance du Secteur Financier). Investors/ potential investors can obtain information on their respective
rights regarding complaints and litigation on the following link: https://www.fidelity.co.hu in Hungarian.
Liechtenstein: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on
the basis of the current prospectus (In German and English) and the KIID (Key Investor Information Document) , available in German and
English along with the current annual and semi-annual reports free of charge through https://www.fidelityinternational.com, from our
distributors, from our European Service Center in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette, BP 2174, 1021
Luxembourg as well as from the Liechtenstein paying agent VP Bank AG, Äulestrasse 6, 9490 Vaduz. Issued by FIL (Luxembourg) S.A.,
authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier).
Investors/ potential investors can obtain information on their respective rights regarding complaints and litigation on the following link:
https://www.fidelity.li. in German and English.
Ireland: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the
basis of the prospectus and KIID (key investor information document), which are available free of charge in English along with the current
annual and semi-annual reports at www.fidelity.ie. Issued by FIL Fund Management (Ireland) Limited, which is authorised and regulated by
the Central Bank of Ireland (the “Central Bank”) as a management company pursuant to the European Communities (Undertakings for
Collective Investment in Transferable Securities) Regulations, 2011 (S.I. 352 of 2011), as amended. The Company is also authorised by the
Central Bank as an Alternative Investment Fund Manager pursuant to the European Union (Alternative Investment Fund Managers)
Regulations 2013, as amended (S.I. 257 of 2013). Registered office of FIL Fund Management (Ireland) Limited is Georges Quay House, 43
Townsend Street, Dublin 2, DO2 VK65. Investors/ potential investors can obtain information on their respective rights regarding complaints
and litigation on the following link: https://www.fidelity.ie in English.
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