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Sustainable Investing Perspectives at a glance:

The One Big Beautiful Bill Act, now law in the United States, changes the timeline for clean energy credits,
leaving them in place.
Water management is a challenge across industries, including for energy production. We look at recent
developments and aligned opportunities.
Sustainable investing strategies can be a way to implement CIO's attractive view on emerging markets.

The objective of this publication is to offer monthly ideas underpinned by developments with implications across three
categories: policy, regulatory, and macro; longer-term thematic trends; and asset allocation and portfolio construction.
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Policy, regulatory, and macro developments
US OBBBA impact on renewables balanced by fundamental demand growth
President Trump signed the “One Big, Beautiful Bill” into law on 4 July 2025. CIO Research believes the final version of
the bill is slightly more favorable to renewables overall than the first version passed by the House.

Key takeaways from the bill:
• Increased restrictions on some equipment and project supplies from Foreign Entities of Concern (FEOC) which would

not be eligible for tax credits.

• Solar and wind tax credits ending earlier than before, now in 2027, but an additional year for projects to begin
construction and still be eligible for tax credits.

• Energy storage, including battery storage for utility-scale projects exempt from phase-down of wind and solar tax credits.

• Credits for nuclear, hydro, and geothermal energy production stay unchanged and will remain until 2032.

Figure 1: New electricity projects across the US
Electricity source and generation capacity (MW)

Source: US Energy Information Agency, UBS (as of June 2025).

Note: State color denotes the winning party in the 2024 presidential elections, where red and blue represent a Republican and Democratic Party win,

respectively.

The extra year for “safe harbor” activities may allow renewable developers, particularly large-scale developers, to continue
to add new energy resources over the next five years in the US and a short-term acceleration of projects. Data from the
U.S. Energy Information Administration notes as of May 2025, Texas is installing almost 6 times the solar capacity that
California is installing this year, exemplifying the complexity of the politics around discontinuation of these credits.

Given increased energy demand from AI, solar and wind play an important role in filling energy needs, especially since
they have the shortest lead time from construction to commercial service—about 18-24 months. This is compared to the
2029-2030 delivery slot for new natural gas turbines. However, it is important to note some of these changes may not
be favorable for all renewable energy developers and manufacturers. A non-profit business group, E2, estimates canceled
investments from planned US clean energy initiatives this year total over $15.5B USD since January and have cost at least
12,000 jobs this year.

https://secure.ubs.com/public/api/v2/investment-content/documents/HO_D5gJuPwc2vhqEvvHx3w?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m
https://e2.org/releases/may-25-clean-economy-works/#:~:text=The%20latest%20cancellations%20%E2%80%93%20including%20battery,create%20nearly%2012%2C000%20new%20jobs.
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Takeaways:
• If data center energy demand continues to drive renewable energy adoption and production, it could provide

fundamental support to growth prospects.

• Pressure on foreign sourcing of components and other materials may lead to supply chain volatility, which could
encourage more domestic sourcing where available and create new opportunities for investment.

• Earlier unchanged factors like eliminating EV tax credits and ending tax credits for residential solar opportunities could
have a greater impact at the consumer level.

Longer-term thematic updates
Water risk affecting energy systems
Water scarcity is emerging as a critical and underappreciated risk for global energy systems, with
potentially far-reaching implications for both traditional and renewable power generation. Energy production
is fundamentally water-intensive: Thermoelectric power plants (coal, gas, nuclear)—which use water for cooling purposes

—account for roughly 40% of freshwater withdrawals in the US
[1]

 while hydropower generates about 16% of global

electricity.
[2]

 As water stress intensifies owing to climate change, population growth, and infrastructure inefficiencies, the
reliability and cost structure of energy supply are increasingly vulnerable.

Droughts—now more frequent and severe—are directly affecting hydropower output: In 2024, Ecuador, where

hydropower makes up 70% of electricity, imposed nightly blackouts for 12 provinces due to a severe drought.
[3]

 Similarly,
in 2022, China’s Sichuan province, which relies on hydropower for over 80% of its electricity, faced widespread blackouts

owing to record-low river flows.
[4]

 In the western US and southern Europe, declining reservoir levels have forced utilities
to curtail hydroelectric generation, leading to price spikes and increased reliance on fossil fuels.[5]

The risks are not limited to renewables. Water scarcity can disrupt cooling operations at thermal power plants,
causing unplanned outages or forcing plants to operate at reduced capacity. In the Dallas Fed’s latest survey, 74% of energy
executives operating in the Permian Basin reported water management is already constraining drilling and completion

activities, with 32% describing the constraint as significant.
[6]

Infrastructure inefficiencies can further compound the problem: Notably, inefficiencies in water infrastructure remain

a significant challenge, with up to 40% of water in Mexico City and 60% in parts of the US lost to leakage
[7]

.

As drought risk and heatwaves intensify, regulators are increasingly likely to step in to manage the negative
impact of freshwater use for municipal (drinking) and agricultural use. Indeed, the challenges faced by the oil
and gas executives described above are in part related to rules set by the Environmental Protection Agency or local state

government to drive less impact on the freshwater table and less pollution.
[8]

There are ongoing attempts to "price" water, which may in theory encourage systemic water scarcity to be reflected
on private company balance sheets. Progress has been mixed, with key challenges being market participation and policy
alignment. We expect further—albeit inconsistent and gradual—progress on this front, with the latest development being
the European Union's release of its "nature credits" roadmap.

Takeaways:
• Water scarcity is a systemic and growing global financial risk

[9]
, with acute impact which extend across industries, from

energy to agriculture and technology.

• Water risk should be considered by looking at ESG leader strategies that explicitly consider water risk in security selection,
and also by considering the geographical exposure of their portfolios over the longer term.

• As CIO Research recommends in its Longer-Term Investment theme on Water Scarcity, solutions in water efficiency and
infrastructure represent a structural growth opportunity aligned with long-term investment themes; our review of select
funds aligned with this theme these tend to be concentrated in the (water) utility sectors as well as in industrial names
which provide efficiency solutions.
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Asset allocation and portfolio construction
Emerging markets back in the spotlight
While much of the remarkable geopolitical events of the first half of 2025 are unprecedented, they are not likely to be
unique—CIO Research believes uncertainty is here to stay. It also believes persistent tensions and global de-dollarization will
continue to shift investment positioning priorities, encouraging diversification. Meanwhile, near-term growth uncertainty
also supports a focus on strong structural trends. CIO Research believes all of these may entice investors to revisit emerging
markets (EM) opportunities.

Beyond macro drivers, emerging markets may have additional appeal in sustainable investing portfolios. Companies in
emerging markets are traditionally seen as sustainability laggards, with growth powered by industrialization which, in
turn, is more dependent on more pollutive fossil fuels-based energy. But this is rapidly changing. Based on our review of

the UBS CIO SI Scores
[10]

, emerging market companies' score are improving faster than those of companies in developed
markets. Furthermore, in the CDP Corporate A List 2024, of the eight companies to have received a “Triple A” rating,
one was Brazilian. Asia as a region also had the most A list companies in climate and water topics, coming ahead of
Europe and the Americas.

Index data indicate emerging market ESG leader indices have outperformed parent benchmarks. Since inception in 2007,
the MSCI EM Selection index has delivered 5.4% compared to 2.88% in the parent benchmark—almost double the return

—while the global equivalent MSCI ACWI Selection index only outperformed its parent by 42bps.
[11]

 MSCI EM Selection
also outperformed its parent in seven of the past 10 years, while MSCI ACWI Selection outperformed in five.

One explanation for these results is that fundamentally, the basis for ESG leader outperformance is companies

demonstrating better sustainability management also deliver better financial performance
[12]

,; given overall sustainability
performance among companies in emerging markets has greater variance, ESG leaders could be seeing a greater
advantage as well as valuation premium.

While these public market strategies aim to balance sustainability alignment and replicability of traditional financial
market exposure, they do not address key sustainable development gaps for emerging markets, which the United Nations

now estimates to have widened to over USD 4 trillion per year
[13]

. With the withdrawal of the United States from the
international development area—a country that had accounted for nearly 30% of global official development assistance
—the outlook for financing may seem bleak. New coalitions and increased participation from other countries, as well
as business and finance leaders around the world, at the recent FfD4 (Fourth International Conference on Financing for
Development) in Spain gives hope, but innovative financing solutions remain in critical need.

Takeaways:
• An ESG leaders equities strategy can be an attractive implementation idea for CIO's constructive investment views on

emerging markets, with a focus on both financial and sustainability performance.

• In addition to supporting equity performance, de-dollarization and geopolitical uncertainty may continue to favor
emerging market local currency debt markets. A total return emerging market sustainable finance strategy can capitalize
on this volatility through active positioning, while potentially smoothing currency hedging needs for development
projects in emerging markets, which often rely on USD-denominated funding from multilateral development banks.

Sources:

[1] U.S. Geological Survey, 2015; Note: more recent estimates not available.

[2] Ember, Energy Institute Statistical Review of World Energy, 2024.

[3] BBC.com, “South America drought brings wildfires and blackouts”, 2024.
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[4] The Guardian, “China drought causes Yangtze to dry up, sparking shortage of hydropower,” 2022.

[5] IEA, Hydropower Special Market Report, 2021.

[6] Federal Reserve Bank of Dallas, Energy Survey Q2, 2025.

[7] UN Convention to Combat Desertification, Drought Hotspots around the World, 2023-2025.

[8] E&E News, “The oil and gas industry has a water problem. EPA wants to help.”, 2025.

[9] UN Water, "Water Scarcity", 2025.

[10] UBS Chief Investment Office, SI Scores, updated June 2025.

[11] The MSCI ESG Leaders Indexes were renamed the MSCI Selection Indexes as of February 2025.

[12] Based on meta-analyses conducted by Friede, et al. (2015) and Whelan, et al. (2020).

[13] UN Department of Economic and Social Affairs, "UN chieff urges 'surge in investment' to overcome $4 trillion financing gap", 2025.
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Disclaimer

Information About Sustainable Investing Strategies
Sustainable investing strategies aim to incorporate environmental, social and governance (ESG) considerations into
investment process and portfolio construction. Strategies across geographies and styles approach ESG analysis and
incorporate the findings in a variety of ways. The returns on portfolios consisting primarily of sustainable investments may
be lower or higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered, and the
investment opportunities available to such portfolios may also differ.

Sustainable investing strategies aim to consider and incorporate environmental, social and governance (ESG) factors
into investment process and portfolio construction. Strategies across geographies and styles approach ESG analysis and
incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may inhibit
the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent
with its investment objective and other principal investment strategies. The returns on a portfolio consisting primarily
of sustainable investments may be lower or higher than portfolios where ESG factors, exclusions, or other sustainability
issues are not considered by the portfolio manager, and the investment opportunities available to such portfolios may also
differ. Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable investing
issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility,
sustainability, and/or impact performance.

The ability to implement the approaches to sustainable investing will depend on the product or service selected; they are
not available for all products, services or accounts offered through UBS.

Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities
and Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and
brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways and are
governed by different laws and separate contracts. It is important that you carefully read the agreements and disclosures
UBS provides to you about the products or services offered. For more information, please visit our website at www.ubs.com/
workingwithus.

UBS 2025. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed
for individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services
Inc. and UBS International Inc.). The second research source is UBS Group Research, whose primary business focus is
institutional investors. The two sources operate independently and may therefore have different recommendations. The
various research content provided does not take into account the unique investment objectives, financial situation or
particular needs of any specific individual investor. If you have any questions, please consult your Financial Advisor. UBS
Financial Services Inc. is a subsidiary of UBS AG and an affiliate of UBS International Inc.

International investments involve considerations and potential risks not typically associated with domestic securities,
including risks associated with changes in currency values, economic, political and social conditions, loss of market
liquidity, the regulatory environment of the countries which a fund invests, and difficulties in receiving current or accurate
information.

Emerging market investments involve risk of capital loss from unfavorable fluctuation in currency values, from differences
in generally accepted accounting principles, from economic or political instability in other nations or increased volatility
and lower trading volume.

https://www.ubs.com/workingwithus.
https://www.ubs.com/workingwithus.


Disclaimer
Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .
This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a
member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.
Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.
Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.
All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.
Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.
Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.
Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be processed
in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services, UBS
Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you
notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.
Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.
© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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