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Delivering a Zero Carbon portfolio: 2 year anniversary 

 

 In June 2018 we launched a Zero Carbon Portfolio for a university 

endowment fund 

 The objective was to deliver the performance of a global equity index 

whilst fully excluding companies with exposure to fossil fuels and 

positively including Socially Responsible Investments 

 In addition to a successful back-test, the live portfolio has delivered on 

objectives 

 

What is Zero Carbon investing 

The Zero Carbon Society at Cambridge University is one of many campaign groups calling for 

university endowment funds to divest from all fossil fuels.  This has been termed “Zero Carbon” 

investing. 

The divestment trend started in the US in 2012 when the city of Seattle divested from fossil fuels.  In 

2014, Stanford University followed suit.  Campaigns across the US and UK led to other universities 

following suit.  Some of the reasons universities found it hard to ensure that their investments were 

“fossil free” is because: 

 Collectives: Use of collective investment schemes meant it was hard to pressure fund houses 

to change investment style, on something that would affect all clients 

 Alternatives: Use of hedge funds and alternative strategies meant it was hard to vouch for 

full exclusion on a look-through basis 

 Trackers: Use of low-cost tracker funds meant indirect exposure to energy stocks 

 Definitional uncertainty: if you invest in a FTSE 100 future does that create “exposure”? 

 Opportunity Set: Concern about a narrowing of the investment opportunity set 

 Methodology: low carbon and ESG funds could nonetheless include energy companies with 

strong green credentials and substantial investment in renewable energy 

The challenge 

When set this challenge by a university college, we proposed to do two things.  Firstly to create a 

Zero Carbon SRI benchmark to show how Zero Carbon investing could be done whilst also focusing 

on other ESG considerations.  Secondly, to create a Zero Carbon portfolio to deliver on the primary 

aim of full divestment. 

  

http://zerocarbonsoc.soc.srcf.net/
https://www.etfstream.com/news/elston-helps-queens-college-go-green-with-etf-portfolio/
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Creating a Zero Carbon SRI benchmark 

We wanted to create a benchmark for the endowment’s managers that not only screened out fossil 

fuels, but went further to screen out one of the main consumer of fossil fuels, the Utilities sector, as 

well as other extractive industries – namely the Materials sector.  We also wanted to screen in 

companies with high ESG scores and low controversy risk and cover the global equity opportunity 

set.  We worked with MSCI to create a custom index, the catchily-named (for taxonomy reasons) 

the MSCI ACWI ex Energy ex Materials ex Utilities SRI Index (the “Custom Index”, please refer to 

Notices). 

Creating a Zero Carbon portfolio 

The second part of the project was to create an implementable investment strategy that maintained 

a similar risk-return profile to World Equities, but fully excluded the Energy, Materials and Utilities 

sectors.  Rather than creating a fund which introduces additional layer of costs, this was achievable 

using sector-based ETF portfolio. 

This portfolio meets the primary objective of creating a Zero Carbon, fully divested, world equity 

mandate.  In the absence of ESG/SRI sector-based ETFs, it is not yet possible to create a sector-

adjusted ESG/SRI ETF portfolio.  But we expact that to change in the future. 

Custom Index Performance 

The back-test of both the custom index could deliver similar risk-return characteristics to global 

equities.  The concern was would those back-test results continue once the index and portfolio went 

live.  The answer is yes.  Whilst the custom index has shown outperformance, that was not the 

objective.  The objective was to access the same opportunity set, but with the fossil-free, ESG and 

socially responsible screens in place. 

Fig.1. Custom Index performance simulation from June 2012 & live performance from June 2018 

 

https://www.institutionalassetmanager.co.uk/2018/07/24/266731/queens-college-cambridge-launches-and-adopts-msci-custom-esg-index
https://www.etfstrategy.com/queens-college-cambridge-launches-etf-portfolio-as-part-of-carbon-divestment-strategy-in-partnership-with-ssga-and-elstonetf-83932/
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Zero Carbon Portfolio performance 

Similarly, the Zero Carbon portfolio has delivered comparable performance to MSCI World – hence 

no “missing out” on the opportunity set whilst being fully divested from fossil fuels.  Although not 

intentional, the exclusion of Energy, Materials & Utilities has benefitted performance and meant that 

the performance, net of trading and ongoing ETF costs, is ahead of the MSCI World Index. 

Fig.2. Zero Carbon ETF portfolio performance from June 2018 

 

Summary 

Whatever your views on the pros and cons of divestment, Zero Carbon investing is not an 

insurmountable challenge, and the combination of index solutions and ETF portfolios solutions 

creates a range of implementable options for asset owners and asset managers alike. 

 

 

Find out more 

For more insights and information on research, portfolios and indices, visit: 

www.elstonsolutions.co.uk or NH ETF<Go> 

www.elstonsolutions.co.uk  

http://www.elstonsolutions.co.uk/
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ABOUT ELSTON 

We research, design and build investment solutions with and for asset owners, managers 

and advisers. 

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs. 

IMPORTANT NOTICE ABOUT THE CUSTOM INDEX 

With reference to the MSCI ACWI ex Energy ex Materials ex Utilities SRI Index (“Custom Index”). Where Source: MSCI is 

noted, the following notice applies. 

Source: MSCI.  The MSCI data is comprised of a custom index calculated by MSCI, and as requested by, Queens’ College 

Cambridge.  The MSCI data is for internal use only and may not be redistributed or used in connection with creating or 

offering any securities, financial products or indices.  Neither MSCI nor any third party involved in or relating to compiling, 

computing or creating the MSCI data (the “MSCI Parties”) makes any express or implied warranties or representations with 

respect to such data (or the results to be obtained by the use thereof), and the MSCI Parties hereby expressly disclaim all 

warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to such 

data.  Without limiting any of the foregoing, in no event shall any of the MSCI Parties have any liability for any direct, 

indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of 

such damages. 

NOTICES 

With reference to the European Union Directive 2014/65/EU on markets in financial instruments (“MiFID II”): this Report 

does not provide a recommendation for an action, provides information freely available for public consumption and does 

not therefore constitute “Research” as defined by MiFID II.  This is because this report contains purely factual information 

on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment 

strategy.  It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35) 

of EU Markets Abuse Regulation (“MAR”), in conjunction with Article 3(1)(34) of MAR.  For further information, please refer 

to ESMA guidance ESMA70-145-111 Version 12. 

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the 

information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston 

Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.  

If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these 

portfolios and/or indices. 

An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-tracking investments with a periodic 

rebalancing scheme. 

All company, product and service names and trademarks used in this article are for identification purposes only and are 

the property of their respective owners, and their usage does not imply endorsement. 

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not 

intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument, 

or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information 

contained herein. 

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478, 

registered office: 42 Brook Street, London W1K 5DB. 

© Elston Consulting Limited.  All rights reserved   No unauthorised reproduction.  


