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Clean electricity is a vital first step toward 
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Given today’s global shift toward clean energy and the prevailing low spread environment, 
we believe positioning investment grade portfolios among the “greener” electricity 
generators is vital to reducing transition risk (credit deterioration due to increased 
investment in renewables) and preventing the ownership of stranded assets (assets that 
have lost value or become liabilities).

Clean electricity can help achieve net zero 

The International Energy Agency’s (IEA) special report, Net Zero by 2050: A roadmap 
for the Global Energy Sector, sets out the need for electricity generators to eliminate 
emissions and envisages a dramatic shift toward electricity generation from renewables.1

Like the IEA, we see clean electricity generation as a key enabler for the achievement 
of net zero (i.e., no longer adding greenhouse gases to the atmosphere) by 2050. We 
also believe that investing in electricity generators with low carbon intensity, or with 
plans approved by the Science Based Targets initiative (SBTi) to align with net zero, 
reduces transition risk in portfolios.2 Figure 1 illustrates that the reduction of emissions 
from electricity and heat generation in the 2020s is an important first step in allowing 
industry and transport sectors to subsequently decarbonize. Intuitively, this makes sense 
since there is no point migrating from gas-burning to electric vehicles if consumers are 
burning fossil fuels to charge car batteries. Furthermore, we are seeing companies issue 
sustainability-linked bonds where achievement of “key performance indicators” is reliant 
on sourcing increasing amounts of clean energy. In our view, this confirms the pivotal 
role that electricity generation, a material emitting sector under the Net Zero Investment 
Framework, will play in starting the transition toward net zero, and explains why this sector 
requires investor focus.

Figure 1: Emissions generated (mt CO2) by key industrial segments

0

5000

10000

15000

20000

25000

30000

35000

2050204020302020

■ Electricity and heat (A)   ■ Industry (B)   ■ Transport (C)   ■ Buildings (D)   ■ Other (E)

(A)

(B)

(E)

(C)

(D)

Source: IEA. Scenario projections as of 2019. mt is metric tons.
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Although the electric utility sector has traditionally been slow to change, we believe 
the pace of transition could surprise investors. The IEA’s roadmap to 2050 envisages a 
radical growth in the proportion of energy generated by renewables. As Figure 2 shows, 
renewables will need to increase from 12% of global energy production in 2020 to 31% 
in 2030, effectively at the cost of oil- and coal-powered generation. Indeed, the IEA also 
envisages that advanced economies will decarbonize the electricity sector by 2035 
(in line with strong commitments from governments, including US President Biden’s target 
to decarbonize power in the US), with developing economies following by 2040. We 
believe this rate of change is likely to allow a meaningful reduction in the level of carbon 
intensity within the utility sector, which we see as a pre-requisite to the decarbonization 
of other industrial sectors.

Figure 2: Energy supply by generation source 2020-2050

0

20

40

60

80

100

2050204020302020

■ Renewables (A)   ■ Oil (B)   ■ Coal (C)   ■ Nuclear (D)   ■ Gas (E)   ■ Other (F)

(%
)

11.8%
30.5%

55.1%
66.7%

(A)

(B)

(D)

(C)

(E)

(F)

Source: IEA. Scenario projections as of 2019.

As clients seek to align their investment grade credit portfolios toward net zero, we 
believe decreasing their carbon intensity due to the electricity sector will become 
increasingly important. As Figure 3 shows, the Towards Sustainability initiative (a Belgian 
industry label for socially responsible and sustainable financial products) suggests a glide 
path for global electricity utilities of a maximum of 393gCO2/kWh in 2021 to 315gCO2/kWh 
by 2025 as a pre-requisite for portfolio inclusion. (Separately, we note that the European 
Union Taxonomy is proposing a much stricter target of 100gCO2/kWh, tapering down 
every five years to reach zero by 2050).3 Given the rapid shift toward renewables, we 
believe the carbon intensity of all electricity producers should be falling, and that it makes 
sense to screen heavy emitters along these lines. As well as helping align to net zero, 
we believe low emitters are far less likely to face either significant capital expenditures 
to modernize their generation capabilities, or stranded assets that could damage their 
credit metrics.

Figure 3: A glide path for emissions reduction (max gCO2/kWh)
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An alternative approach to assessing current emissions is to look at how issuers plan 
to decarbonize over time, using tools like the Transition Pathway Initiative (TPI). As net 
zero by 2050 commitments are long-term in nature, they are easy for management teams 
to promise, but much harder to deliver. A globally recognized first step toward aligning 
to net zero is to set a science-based emissions reduction target. The SBTi is a global 
partnership between the Carbon Disclosure Project (CDP), the United Nations Global 
Compact, World Resources Institute (WRI) and World Wide Fund for Nature (WWF) that 
provides a framework for companies to set targets and disclose their progress annually. 
We therefore believe that an issuer’s approval from the SBTi (an independent expert 
assessor and validator) of compliance with a 1.5°C framework4 also merits inclusion 
in net zero aligned portfolios.

Clearly, such a stringent approach to net zero-aligned portfolios (requiring either low 
carbon intensity or SBTi commitments) will likely reduce the investible universe within 
the electricity sector. However, given that the most radical reductions in emissions 
will likely be achieved in this sector over the next decade, and that this facilitates the 
decarbonization of other industrial sectors in subsequent decades, we believe this 
approach is appropriate.

Numerous factors need to be incorporated into a decision to invest in a fixed income 
portfolio (fundamental credit quality, environmental, social, and governance (ESG) 
credentials, net zero alignment, climate change exposure) and we believe investors 
cannot adopt a “one size fits all approach”. Invesco Fixed Income (IFI) closely monitors 
ESG risks across its portfolios, and especially in the rapidly evolving net zero alignment 
space. Having a well-resourced, experienced credit team is important for assessing 
the issues raised here and to inform our investment decisions. IFI seeks to ensure that 
credit spreads adequately reflect downside risks, including ESG factors, or, where this 
is not the case, that “at risk” names are avoided.

1. Source: IEA, Net Zero by 2050: A roadmap for the Global Energy Sector, May 2021.
2.  The Science Based Targets initiative (SBTi) defines and promotes best practices in emissions reductions and net-

zero targets in line with climate science.
3.  The European Union Taxonomy for sustainable activities is a classification system established to clarify which 

investments are environmentally sustainable, in the context of the European Green Deal. The aim of the taxonomy 
is to prevent greenwashing and to help investors make greener choices.

4. A 1.5°C framework includes goals and commitments to limit the rise in global temperatures to 1.5°C.
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Investment risks

The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested. Past performance is not a guide 
to future returns. 

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest 
rates. Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. 
An issuer may be unable to meet interest and/or principal payments, thereby causing its instruments to 
decrease in value and lowering the issuer’s credit rating. 

The risks of investing in securities of foreign issuers, including emerging market issuers, can include 
fluctuations in foreign currencies, political and economic instability, and foreign taxation issues. 

The performance of an investment concentrated in issuers of a certain region or country is expected 
to be closely tied to conditions within that region and to be more volatile than more geographically 
diversified investments.

Important information
This document is for Professional Clients only in Dubai, Jersey, Guernsey, Isle of Man, Ireland, Continental 
Europe (as defined below) and the UK; for Institutional Investors only in the United States, for Sophisticated or 
Professional Investors in Australia; in New Zealand for wholesale investors (as defined in the Financial Markets 
Conduct Act); for Professional Investors in Hong Kong; for Qualified Institutional Investors in Japan; in Taiwan for 
Qualified Institutions/Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified 
Institutional Investors and/or certain specific institutional investors in Thailand; in Canada, this document is 
restricted to Accredited Investors as defined under National Instrument 45-106. It is not intended for and should 
not be distributed to, or relied upon by, the public or retail investors. Please do not redistribute this document.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, France, 
Germany, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain, Switzerland and Sweden. This does 
not constitute a recommendation of any investment strategy or product for a particular investor. Investors should 
consult a financial professional before making any investment decisions.

This overview contains general information only and does not take into account individual objectives, taxation 
position or financial needs. Nor does this constitute a recommendation of the suitability of any investment strategy 
or product for a particular investor. Investors should consult a financial professional before making any investment 
decisions. It is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or 
to participate in any trading strategy to any person in any jurisdiction in which such an offer or solicitation is not 
authorized or to any person to whom it would be unlawful to market such an offer or solicitation. It does not form 
part of any prospectus. While great care has been taken to ensure that the information contained herein is accurate, 
no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon.

The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other Invesco 
investment professionals. Opinions are based upon current market conditions, and are subject to change 
without notice.

As with all investments, there are associated inherent risks. Please obtain and review all financial material carefully 
before investing. Asset management services are provided by Invesco in accordance with appropriate local 
legislation and regulations.

This material may contain statements that are not purely historical in nature but are “forward-looking statements.” 
These include, among other things, projections, forecasts, estimates of income, yield or return or future 
performance targets. These forward-looking statements are based upon certain assumptions, some of which are 
described herein. Actual events are difficult to predict and may substantially differ from those assumed. All forward-
looking statements included herein are based on information available on the date hereof and Invesco assumes no 
duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated returns or 
projections can be realized, that forward-looking statements will materialize or that actual returns or results will not 
be materially lower than those presented.

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.

All information is sourced from Invesco, unless otherwise stated.

All data as of September 20, 2021, unless otherwise stated. All data is USD, unless otherwise stated.

Restrictions on distribution

Australia
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied 
upon by anyone else. Information contained in this document may not have been prepared or tailored for an 
Australian audience and does not constitute an offer of a financial product in Australia. You may only reproduce, 
circulate and use this document (or any part of it) with the consent of Invesco.



invesco.com II-CENZ-INSI-1-E 10/21 GL1897487

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs. Before acting on the information the investor should consider its 
appropriateness having regard to their investment objectives, financial situation and needs. 

You should note that this information:

• may contain references to dollar amounts which are not Australian dollars;
• may contain financial information which is not prepared in accordance with Australian law or practices;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address Australian tax issues

Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 
Victoria, 3000, Australia which holds an Australian Financial Services License number 239916.

Canada
This document is restricted to accredited investors as defined under National Instrument 45-106. All material 
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This 
is not to be construed as an offer to buy or sell any financial instruments and should not be relied upon as the sole 
factor in an investment making decision. As with all investments there are associated inherent risks. Please obtain 
and review all financial material carefully before investing.

Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, ON M4W 1B7.

Further information is available using the contact details shown: 

• Issued in Belgium, Denmark, Finland, France, Greece, Italy, Netherlands, Spain, Sweden, Luxembourg, Norway 
and Portugal by Invesco Management S.A., President Building, 37A Avenue JF Kennedy, L-1855 Luxembourg, 
regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

• Issued in Dubai by Invesco Asset Management Limited. PO Box 506599, DIFC Precinct Building No 4, Level 3, 
Office 305, Dubai, UAE. Regulated by the Dubai Financial Services Authority.

• Issued in Austria and Germany by Invesco Asset Management Deutschland GmbH, An der Welle 5, 60322 Frankfurt 
am Main, Germany.

• Issued in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

• Issued in Ireland, the Isle of Man, Jersey, Guernsey and the United Kingdom by Invesco Asset Management 
Limited which is authorised and regulated by the Financial Conduct Authority. Invesco Asset Management Ltd, 
Perpetual Park, Perpetual Park Drive, Henley-on-Thames, RG9 1HH, UK.

Issued in Hong Kong by Invesco Hong Kong Limited 景順投資管理有限公司, 41/F, Champion Tower, Three Garden 
Road, Central, Hong Kong.

Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, 
Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho) 306; 
Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association.

New Zealand
This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in New 
Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This document has 
been prepared only for those persons to whom it has been provided by Invesco. It should not be relied upon by 
anyone else and must not be distributed to members of the public in New Zealand. Information contained in this 
document may not have been prepared or tailored for a New Zealand audience. You may only reproduce, circulate 
and use this document (or any part of it) with the consent of Invesco.

This document does not constitute and should not be construed as an offer of, invitation or proposal to make an 
offer for, recommendation to apply for, an opinion or guidance on Interests to members of the public in New Zealand. 
Any requests for information from persons who are members of the public in New Zealand will not be accepted.

Issued in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 
Victoria, 3000, Australia, which holds an Australian Financial Services Licence number 239916. 

Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore 
048619.

Issued in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). Invesco 
Taiwan Limited is operated and managed independently.

Issued in the United States by Invesco Advisers, Inc., Two Peachtree Pointe, 1555 Peachtree Street, N.E., Suite 1800, 
Atlanta, Georgia, 30309. 


