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Executive Summary

CONTEXT

One of the goals of the Paris Agreement is to make financial flows consistent with a low-carbon
pathway. The “PACTA 2020” climate compatibility assessment measures the alignment of the
Liechtenstein financial sector in this respect.

Article 2.1(c) of the 2015 Paris Agreement created the political mandate to ensure the consistency
of financial flows with the goal to limit the increase of global mean temperature to well below 2°C.
Responding to this mandate, the assessment and reduction of emissions from investments via
financial assets was defined as one of the goals of the Climate Vision 2050, which was presented
by the Government in October 2020.

The test was coordinated internationally, as part of a wider effort to standardize the
measurement and monitoring of the financial sector’s contribution to the Paris climate goals.

In 2020, the climate compatibility assessment was implemented in Switzerland and Liechtenstein.
Next, the assessment will be implemented in a number of European countries such as Austria,
Luxembourg, Norway and Sweden, as well as through the Swiss/Dutch initiative to align financial
flows with the Paris Agreement. Committed countries help their financial institutions to test their
investments for climate compatibility in an internationally comparable way. Lessons learned will be
shared and fed into the international debate on measuring and monitoring progress towards climate
alignment. With users in North and South America, Europe, and Asia, PACTA is developing into an
international standard.

Recognizing the critical role of moving beyond portfolio alignhment towards the impact of
different portfolio strategies, the PACTA 2020 climate compatibility test combines the
quantitative analysis of portfolio alignment with a qualitative survey on existing climate
strategies. As part of a voluntary survey, financial institutions were asked to provide information on
existing climate strategies. In addition, institutions had the opportunity to position themselves on
different policy measures and agreements, including the Paris Agreement and the Agenda 2030 for
sustainable development.

In addition to the country-level analysis, each participating institution receives a bespoke individual
report on their climate alignment results, including benchmarking against peers, market portfolios
and indices. Participating institutions are free to disclose the results of the analysis as they see fit.

METHODOLOGY

The climate relevant real economy sectors analyzed represent roughly 70-90 % of indirect
emissions in capital markets. The underlining asset-level database consists of around a quarter
of a million industrial assets.

The quantitative, scenario-based analysis focuses on the most climate relevant sectors across
global corporate bonds and listed equity. The following sectors are covered by the PACTA analysis:

oil and gas extraction and coal mining, electric power, transportation (automobile, aviation,
4
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shipping), industry (steel, cement). The sectors included in this analysis together represent roughly
70-90 % of indirect CO2 emissions in capital markets.

In total, the analysis for the equity and corporate bond portfolios builds on over 77 thousand
individual holdings uploaded across nearly 105 individual portfolios in Liechtenstein’s PACTA test,
of which 90 % could be mapped to the underlying company data and evaluated.

The assessment presented in this report seeks to answer three related questions:

1 What is the current exposuref the Liechtenstein financial sector to climate-relevant sectors and
technologies?

1 What is the forward-looking alignmenbf the Liechtenstein financial sector with 2°C climate
scenarios across key climate-relevant sectors and asset classes?

1 What is the state of the art of financial institutions’ climate actionsand how do these relate to the
guantitative alignment results?

The climate scenarios used in this report for assessing the climate compatibility of global sectors
were published by the international energy agency (IEA) and the European Commission Joint
Research Centre.

The PACTA model was developed by the independent, not-for-profit think-tank 2° Investing
Initiative and is based on forward-looking, asset-level data and production plans for the real
economy companies from external data providers from third-party data providers.

KEY FINDINGS

14 institutions in Liechtenstein participated in the PACTA exercise. In order to guarantee the
anonymity of the participants, the results were grouped by ‘Banks & Asset Managers’ and ‘Pension
Funds & Insurance’. 2 participants were classified as “Others” and are out of the analysis. The small
pool of institutions analyzed in the exercise is not a full representation of the individual sectors or
of the Liechtenstein financial market, however, the groups comprise leading institutions in their
sectors, which makes the general results a fair indication of the current alignment to the Paris
Agreement principles.

CURRENT EXPOSURE OF THE LIECHTENSTEIN FINANCIAL MARKET TO CLIMARE-RELEVANT
SECTORS AND TECHNOLOGIES

The extraction and burning of fossil fuels (oil, natural gas, coal) is the primary cause of
anthropogenic climate change, while also covering around 80% of global primary energy
demand. While oil is primarily used for transportation, both coal and gas are primarily used for
electricity and heating. Around 3-4% of the listed equity and 5-7% of corporate bonds portfolios
of participating Liechtenstein financial institutions is invested in the direct extraction of oil and
gas as well as coal mining.

The exposure to upstream fossil fuel operations is noticeably higher for pension funds and
insurance companies, both in the listed equity as well as the corporate bond portfolios. However,
as shown in the figure below, the exposures are lower than the ones of the global equity and bonds
market in these sectors. Compared to the Swiss results, the listed equities exposure is roughly the
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same (around 2-4%), but Liechtenstein participants have notably more exposure to coal, oil and gas
through their corporate bond investments (5-7% in Liechtenstein compared to 3-5% in Switzerland).

Figurel: Exposure to coal mining, oil agds extraction, as percent of total portfolio value

The power sector is at the center of the low-carbon transition and accounted for 42% of energy-
related CO2 emissions in 2018. 2-6% of the aggregate Liechtenstein portfolios are exposed to
the power sector. In the Banks & Asset Managers peer group the aggregated exposure to high-
carbon power capacity is around two and a half times as











































































































































