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KEY INSIGHTS
■ Many countries have now established net zero targets—making energy transition
an important factor from a fiduciary responsibility perspective.
■

■

Data availability has continued to improve in that more companies are choosing
to report, but a lack of standardization is still an issue.
We are seeing a demand for products that invest in companies that finance
climate solutions, commit to greenhouse gas reduction targets, or both.

M

any entities, including federal
and regional governments,
corporations, universities, and
investors are setting net zero targets—
as the world looks to tackle climate
change. Net zero means achieving
a balance between the greenhouse
gases (GHG) put into the atmosphere
and those taken out. This state is also
referred to as carbon neutral. The focus
on net zero targets accelerated
in 2021 and was one of the key
objectives of COP26 (the 2021 United
Nations Climate Change Conference).
Coming out of the summit, more than
140 countries—accounting for 90% of
global greenhouse gas emissions—had
established net zero targets.1
The fact that so many countries have
made this commitment makes energy
transition an important factor from a
fiduciary responsibility perspective.
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The net zero emissions reduction
trajectory is a severe one—it requires
a 50% reduction in GHG emissions
between 2020 and 2030 and reaching
net zero by 2050. It is incomparable
with any energy transition that has ever
taken place in modern history. Even if
governments only partially achieve
their goals, it will be highly disruptive to
industry and macroeconomic trends.
Looking at the enormity of the task at
hand, many want to do their part to aid
the energy transition. At T. Rowe Price,
we see this in demand for products
that invest in companies that finance
climate solutions, commit to GHG
reduction targets, or both. To this end,
we have joined the Net Zero Asset
Managers initiative and are committed to
developing investment products with net
zero objectives to help meet the needs
of these clients.

The net zero
emissions reduction
trajectory is a
severe one....

Source: The Climate Action Tracker—an independent scientific analysis that tracks government climate action and measures it against the globally
agreed Paris Agreement aim of “holding warming well below 2°C, and pursuing efforts to limit warming to 1.5°C.”
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The Rise in Mandatory Climate Reporting
(Fig. 1) Will compulsory climate reporting become the norm?

Europe
The European Union

The Sustainable Finance
Disclosure Regulation will
be complemented by the
Corporate Sustainability
Reporting Directive in
January 2023.

Switzerland

The Federal Council plans
to introduce mandatory
climate reporting and is
preparing a draft
consultation due in
summer 2022.

United Kingdom

From April 2022, 1,300 of
the largest UK-registered
companies and financial
institutions must make
climate-related disclosure
in line with the Task Force
on Climate-Related
Financial Disclosures
(TCFD) requirements.

North America
United States

Latin America
Brazil

Asia-Pacific
China

The Securities and
Exchange Commission
has proposed that
U.S.-listed companies will
have to disclose
climate-related data based
on TCFD requirements.

Brazil’s central bank
outlined new rules for
banks to incorporate
climate change-related
risks in their stress tests
from July 2022.

In 2021, the central bank
announced plans to
introduce mandatory
disclosure of
climate-related information.

Canada

Mexico

The Banco de México
has recommended the
development of a
regulatory strategy that
follows TCFD
recommendations.

The Council of Experts
proposed enhancing
climate-related disclosure
based on the TCFD
framework for prime
market-listed companies.

The Canadian Securities
Administrators released a
proposal to require all
companies that issue debt
or equity to the public to
disclose climate-related
information.

Japan

Africa
South Africa

The National Treasury
recommended standards
for ESG and climate risk
monitoring and reporting
at portfolio and
transaction level. The
Johannesburg Stock
Exchange has issued draft
guidance based on
the TCFDs.

New Zealand

Using the TCFD
framework, certain large
financial institutions must
make climate-related
disclosures from 2022.

Singapore

The Singapore Exchange
Regulation’s road map
for climate-related
disclosures will be
mandatory from 2023.

Hong Kong

Hong Kong’s Green and
Sustainable Finance
Cross-Agency Steering
Group plans to make
TCFD-aligned disclosures
mandatory by 2025.

As of March 31, 2022.
Sources: S&P Global Sustainable, Allen & Overy, Norton Rose Fulbright, Sustainable Stock Exchange Initiative. Analysis by T. Rowe Price.
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Politics: What’s Happened and
What to Expect
The COP26 summit held in Glasgow
last November was driven by climate
urgency. The impact of climate change
has become much more real to
politicians as major storms and other
weather events are becoming more
prominent. Whether or not the summit
was successful is in the eye of the
beholder. Technically, success should
have been gaining agreement for all
parties to limit global warming to 1.5°C,
backed up with Nationally Determined
Contributions (NDCs)—plans submitted
by each nation that detail how they will
deliver on GHG reductions. That did
not happen as the aggregate NDCs fell
well short of net zero 2050, but, given
the enormity and difficulty of the task at
hand, that probably was not a realistic
expectation for COP26.

...isolating climate
into a single factor
such as GHG
footprint can
be misleading....

While politicians may have done well for
the hand they were dealt, COP26 can
only be viewed as a failure through the
lens of climate change math. A range of
estimates have come out regarding the
commitments made at Glasgow, which
imply a warming scenario of at least
1.8°C–2.1°C at the end of the century.
The 1.8°C estimate comes from the
International Energy Agency and has
been criticized for making some heroic
assumptions.2 The 2.1°C estimate
assumes full implementation of the NDC
targets and has a heavy reliance on
strong progress being made between
2030 and 2050. More realistically, the
Climate Action Tracker highlights that
the 2030 targets are not ambitious
enough and would put us on course for
2.4°C of warming.
As part of the Glasgow agreement,
countries will resubmit their NDCs
ahead of COP27 and have specifically
been asked to improve their 2030
targets. A key take‑away from the talks is
an acceptance that countries will meet
more frequently to review their targets
and measure progress against them.
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Another giant gap in the equation for
investors is corporate disclosure of GHG
emissions data, something we also
discussed in last year’s ESG Annual
Report. Data availability has continued
to improve from a year ago in that more
companies are choosing to report, but
a lack of standardization is still an issue
(which means that when two companies
report their GHG emissions, the
comparison may not be apples to
apples). Regulators are starting to
address the issue, but reporting GHG
emissions is still not mandatory in
most places.
Evaluating Climate in Investments
With more than 140 countries
(accounting for 90% of global
greenhouse gas emissions) having
established net zero targets,
understanding how our investments are
positioned in this changing landscape
is essential to fulfilling our role as an
asset manager. Similarly, many of
our clients recognize this potential
investment risk and want to understand
how their portfolios are positioned
regarding the energy transition. To this
end, we provide quarterly greenhouse
gas footprint profiles for a range of
investment portfolios that we manage,
where enough data are available.
Of course, isolating climate into a
single factor such as GHG footprint
can be misleading—it would be akin to
financial analysis taking only the income
statement into account and ignoring
valuable insights from the balance
sheet and cash flow statement. A GHG
footprint gives you a “point in time”
analysis and misses key items, such
as the historic and forward trajectory
of emissions and exposure to climate
solutions. More importantly, a myopic
view on GHG footprints could lead an
investor to investing only in low emitters,
thereby ignoring the prospect of GHG
reductions in the real economy.

The International Energy Agency. As of November 4, 2021.
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Global Commitments to Greenhouse Gas Reductions
(Fig. 2) Current NDCs are falling short

83 157

(representing 83.2% of global
emissions) have submitted a
new or updated Nationally
Determined Contributions

(representing
74.2% of
global GHG
emissions) have
communicated
a net zero
target

(representing 65.3% of global emissions)
have increased their emissions reduction
targets compared with their previous
Nationally Determined Contributions

COUNTRIES

COUNTRIES
Of these,

93
COUNTRIES

As of March 2022.
Current aggregate Nationally Determined Contributions (NDCs) fall short of what is needed to reach net zero by 2050.
Source: Climate Watch. 2020. Washington, DC: World Resources Institute. Available online at: https://www.climatewatchdata.org. World Bank. 2017. Nationally
Determined Contributions (NDCs). Available at: http://spappssecext.worldbank.org/sites/indc/Pages/INDCHome.aspx.

In recognition that net zero is a complex
topic that cannot be boiled down to a
single data point, we are committed to
expanding transparency around climate
reporting. Due to data availability and
other limitations, this will take time—but
we are committed to continued progress.

A good example is the Net-Zero Asset
Owner Alliance. The UN‑convened
alliance includes 71 asset owners
controlling more than USD 10 trillion
that are committed to transitioning
investment portfolios to net zero
greenhouse gas emissions by 2050.

Investment Products Targeting
Net Zero

We have been working with clients that
are members of the Net-Zero Asset
Owner Alliance as well as other clients
looking to set GHG reduction targets
on their portfolios. This is something
that can be more easily accomplished
when the client (typically institutional)

Some clients want to go further than
considering energy transition as an
investment risk—by specifically targeting
GHG reduction as an investment goal.
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has set up their own separate account.
Committing to a specific GHG reduction
target limits the investment universe and,
by default, prioritizes an environmental
target over financial performance—not
every client in an existing pooled asset
would want this to take place.
Nevertheless, we recognize that there
are many clients who wish to apply
net zero targets to their investment
portfolios but, for various reasons, need
to rely on pooled investment vehicles.

For this reason, we are seeking to
develop investment products with net
zero objectives to meet their needs.
Ultimately, by signing up to the Net
Zero Asset Managers initiative we
are illustrating our commitment to
developing products with net zero
objectives. It also underlines our
intention to help promote best practices
and create industry standards around
net zero portfolios.

The Net Zero Asset Managers Initiative
As of April 25, 2022, T. Rowe Price has become a signatory of the Net Zero
Asset Managers initiative (NZAMI).
NZAMI is an international group of asset managers committed to
supporting the goal of net zero greenhouse gas emissions by 2050 or
sooner, in line with global efforts to limit warming to 1.5°C. It launched in
December 2020 as a sibling organization to the Net-Zero Asset Owner
Alliance, with the aim of galvanizing the asset management industry to
provide products suitable for asset owners committing to net zero goals.
NZAMI has grown to include 236 signatories with USD 57.5 trillion assets
under management (as of December 31, 2021).3
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Source: netzeroassetmanagers.org.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.
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