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Executive
Summary
•

COP26 has created the framework for the global economy to keep Paris Agreement goals
within reach.

•

A financial system for net zero is being established, and over $130 trillion of capital from
450-plus firms across 45 countries is now committed to transforming the economy.

•

Net-zero transition plans are mainstreaming, driving demands for capital and solutions.
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01 INTRODUCTION

Introduction
When thinking about the legacy of COP26, it helps to take a look back. Not to November
2021, when the conference took place in Glasgow, but to 2015, when COP21 concluded
and the Paris Agreement was born.
That agreement was successful because it became

One of the most important achievements of COP26

the reference point for every investor focused

was to provide a consistent framework for capital

on sustainability—on what it meant to contain

markets and companies to operate in. As a result

climate change. We believe the outcome from

of COP26, the “plumbing” is now being built for a

COP26 will ultimately mainstream the climate

net-zero financial system that will bring climate

transition so that the core of the global financial

change into the core of financial decision-making.

Sidebar:

Already, leaders are allocating capital to seize the

Why a Half-Degree
Makes a World
of Difference

system takes climate change into account when
making investment and lending decisions.
The Paris Agreement committed countries to
limiting the global average temperature rise to
well below 2 degrees Celsius above pre-industrial
levels—with 1.5 degrees as a stretch target. Six
years later, the G20’s Leaders pact in Rome, and the
Glasgow Climate Pact at COP26, sharply increased
country pledges. The new consensus is that we

opportunities in the net-zero transition. These
will only expand as the transition mainstreams.
COP26 has changed the incentive structure
for companies to transition to net zero. This
creates an enormous opportunity for investors,

In 2018, the Intergovernmental Panel on

especially those who are able to tap into large-

Climate Change examined the differences in

scale capital and leverage operational expertise.

the effects of a 1.5˚C temperature limit versus

must limit the Earth’s temperature increase to
1.5 degrees Celsius above pre-industrial levels.

those at 2˚C, along with the differences
between the emissions pathways for
achieving those goals. They found the climate
impacts to be severe in the 1.5˚C scenario,
and that they become significantly worse with
2˚ (see Appendix).
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02 RETOOLING THE FINANCIAL SYSTEM

Retooling the
Financial System

In addition, a new accounting body, the International

Over the past two years, the number of companies

Sustainability Standards Board (ISSB), made its

with science and target-based net-zero transition

debut at COP26. It will target a formal standard

plans is up five-fold to over 5,000 today. Science-

Changes to the plumbing of the financial

apply in 130 countries. The ISSB was immediately

system are moving climate change from
the fringes to the forefront.
These changes include mandatory climate
disclosure, climate stress testing, sciencebased transition plans, portfolio alignment and
frameworks to wind down stranded assets.
These developments will bring climate change
into the core of financial decision-making.
Standardizing climate disclosure ensures that
financial institutions have the climate information
they need to manage risk and seize opportunities.
The Task Force on Climate-Related Financial
Disclosures (TCFD) launched at COP21 provides
standards, and many leading companies and
financial institutions have chosen to apply them. But
the private sector has taken this about as far as it

for sustainability disclosure that will ultimately
endorsed by 40 of the largest countries in the
world at COP26, covering 75% of global emissions.
This includes all the major emerging economies,

based plans are pathways that depend on the sector
that a company is in, and they are on their way to
becoming the norm. One of the announcements at
COP26 was that the U.K. will mandate transition plans

such as China, India and Brazil.1 The first draft of

for all listed companies.2 While different jurisdictions

this formal standard from the ISSB, based on the

move at different speeds, the U.K.’s actions here

TCFD and Sustainability Accounting Standards

might be a prologue for what other countries will do.

Board (SASB), was released in March 2022.

The alignment of portfolio investments with climate

Changes to the plumbing also mean widespread
climate stress testing to reveal the mounting
physical risks if the world stays on its current path.
It also reveals the scale of stranded assets should
the world succeed in its mission to control the

goals is another important consideration. Investors
and creditors will demand to know how their clients’
money is invested for the transition. Existing climaterelated measures serve an important purpose,

climate. The Network for Greening the Financial

but they aren’t yet as forward-looking, robust and

System (NGFS) has grown dramatically such

useful for decision-making as they need to be. As

that 75% of the world’s emissions are or are

momentum behind decarbonization continues to

about to be subject to a climate stress test.

build, we expect to see more progress in this area.

can on a voluntary basis. If we want comprehensive,

Climate Change to the Forefront

consistent and comparable disclosure, climate
disclosure must become mandatory.
Europe, the U.K. and the U.S. are moving forward.
Europe has legislated this disclosure through
the European Financial Reporting Advisory
Group (EFRAG), and the U.K. is mandating
disclosure. In the U.S., meanwhile, the Securities
and Exchange Commission has just released
its draft mandatory climate disclosure.

ISSB Endorsed by World's
40 Largest Countries
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Expanded Climate
Stress Testing

Widespread Commitment
to a Net-Zero Future
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03 GETTING THE CAPITAL FLOWING

assets tied to fossil fuels that will no longer

Getting the
Capital Flowing

able to generate an economic return after the

Through the Glasgow Financial Alliance

transition. For example, coal provides much of the

for Net Zero (GFANZ), over $130 trillion

electricity for many developing nations and is a

of capital from 450-plus firms across

major source of employment for those countries.

45 countries is now committed to

Therefore, it can’t be “turned off” overnight; a

transforming the economy (see Figure 1).

The last change needed to the financial system
is a framework for addressing stranded assets—

As a result, 40% of the world’s financial

process needs to be instituted to wind down

assets are pledged to net zero.

reliance on fossil fuels in these countries.

GFANZ is essentially changing the incentive structure
for decarbonization. This will be the key in helping
companies decarbonize because reducing emissions
requires a lot of capital. In fact, by the mid-2030s,
incremental infrastructure investment is forecast
to result in an additional two percentage points
added to the growth rate of global GDP.7 About
half of this investment is expected to come from
access to clean power generation, including the
electrification of transport and industrial processes.

At its core, GFANZ is building an architecture

F IGUR E 1

to ensure that the entire financial system is
moving in the same direction to help companies

40% of the World's Financial
Assets Are Pledged to Net Zero

get the capital they need to decarbonize.6

Finance Need and Finance Committment

many companies are taking steps in the right

Loans and investments from GFANZ members will

200

direction to address stranded assets, such as

not only fund green projects, like renewables, but

According to Carbon Tracker, a think tank focused
on the energy transition, asset stranding risk
via unsanctioned assets is severe, even in a
slower, “well below 2 degrees” pathway.3 While

$100
Trillion

will also go where the emissions are—like autos,

setting targets for abatement, governments and

steel and cement—and back those companies

policymakers will need to do much more.

with plans to decarbonize. Conversely, GFANZ

For example, more advanced economies could

$130
Trillion

100

members will withdraw capital from companies

provide support to developing economies in the

in their portfolios that aren’t moving fast enough.

form of subsidies to keep resources in the ground.

In other words, members will own all the indirect

This idea may be gaining traction; at COP26, a

emissions that occur across the value chain of

partnership between Germany, the U.K., the U.S.,

the reporting company, including both upstream

4

France and the EU was announced to support South

(of suppliers) and downstream emissions (of

Africa in its energy transition with a focus on coal.

customers in the use of their products or services).
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Trillion
US$
Finance Need
for Net Zero
Through 2050

Finance
Committed
to Net Zero
Through GFANZ

Source: Glasgow Financial Alliance for Net Zero (GFANZ).
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04 INVESTING IN 50 SHADES OF GREEN

GFANZ members are also focused on near-term

F I G U RE 2

results by agreeing to target their fair share of

Ending the Tragedy on the Horizon

the 50% greenhouse gas emissions reductions by
2030 that are needed to keep the world on track
for 1.5˚C (see Figure 2). And within 18 months
of joining, banks must also set out detailed

Today

12–18 Months

2030

2050

Annual Reporting

5 Year
Decarbonization Plans

Fair Share of 50%
Decarbonization

Net Zero

sector-specific emissions reduction plans.

F I G U RE 3

Demand for Corporate Green Power Is Stronger Than Ever

Investing in 50
Shades of Green

Americas Green Corporate PPA Volumes

The process of transitioning high-carbonemitting businesses to more sustainable
operations will be a continuum, with

10
Annual
Volume
(GW)

0
2016

companies moving across every shade
of the spectrum from black to green.
Enabling the transition to net zero means
going where the emissions are, and then
helping companies get on a path that
brings those emissions down.

8x

20

2021

Source: Bloomberg New Energy Finance (BNEF).

emissions from the generation of purchased energy.

providers to decarbonize their operations. And

As companies implement these goals, they will need

electricity generators will need capital to enable

to source clean energy, often through power purchase

them to shift from coal to gas, and from gas to

agreement (PPA) contracts with renewable energy

renewables. Not everything can be green today, but

The best way for companies to make an immediate

suppliers. In the U.S., for example, green corporate PPA

impact on their carbon footprint is greening the

volumes have grown eight-fold since 2016 (see Figure 3).

power they use in their businesses. This immediately

Carbon-intensive industries such as steel, cement,

addresses Scope 2 emissions, which are the indirect

chemicals and others will need to partner with capital
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every business needs to get on the path to being
green in the future.
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06 CONCLUSION
05

Conclusion
Decarbonization—from the country level to the company level to the financial
sector—has accelerated significantly and is now a global imperative.
Over the past two years, the number of countries with net-zero commitments is up seven-fold.
More importantly, the proportion of global emissions that are covered by those objectives has
risen to almost 90%. This creates a massive economic opportunity, requiring significant capital
and deep operating expertise. In bringing the future to the present—and building a financial
system for net zero—global finance is positioning itself to land on the right side of history.
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WHITE PAPER
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Appendix

Explaining the IPCC's 1.5°C Special Report
1.5°C

2°C

2°C IMPACTS

Extreme Heat

2.6x

Global population
exposed to severe

Worse

heat at least once
every five years

Sea-Ice-Free
Arctic
Number of
ice-free summers

14%

At Least One
Every
100 Years

At Least One
Every
10 Years

Worse

.06M

Amount of sea level

More

rise by 2100

.46 Meters

Worse
8%

Species Loss:
Plants
Plants that lose
at least half of
their range

2x

Worse
8%

16%

Species Loss:
Insects
Insects that lose
at least half of
their range

2°C IMPACTS

2x

Vertebrates that
lose at least half of
their range

4%

10x

2°C

Species Loss:
Vertebrates

37%

Sea Level Rise

.40 Meters

1.5°C

3x

Worse
6%

18%

*CO NTINUED ON NEXT P AG E
Source: IPCC, World Resources Institute.
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Appendix

(Continued) Explaining the IPCC's 1.5°C Special Report
1.5°C

2°C

2°C IMPACTS

Ecosystems

1.5°C

2°C

Coral Reefs

1.86x

Amount of Earth's
land area where
ecosystems will shift
to a new biome

Worse
7%

Up To

Further decline
in coral reefs

29%
Worse

13%

70–90%

Permafrost

99%

Fisheries

38%

Amount of Arctic
permafrost that
will thaw

Worse
4.8 Million KM2

6.6 Million KM2

Crop Yields

2°C IMPACTS

2x

Decline in
marine fisheries

Worse
1.5 Million
Tonnes

3 Million
Tonnes

2.3x

Reduction in maize
harvests in tropics

Worse
3%

7%

Source: IPCC, World Resources Institute.
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This commentary and the information contained herein are for edu-
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cational and informational purposes only and do not constitute, and

2 “Fact Sheet: Net Zero-aligned Financial Centre,” November 2, 2021.

should not be construed as, an offer to sell, or a solicitation of an offer

3 Carbon Tracker, “Adapt to Survive: Why oil companies must plan for net zero and avoid stranded assets,” September 9, 2021.

to buy, any securities or related financial instruments. This commen-

4 Bloomberg, “The World Needs a Plan for Stranded Assets,” October 20, 2021.

tary discusses broad market, industry or sector trends, or other general

5 Institute for Advanced Sustainability Studies, “Invigorating South Africa’s Deal to Phase Out Coal-Fired Power,” January 19, 2022.

economic or market conditions. It is not intended to provide an over-

6 Goldman Sachs Global Macro Research, “Top of Mind: Investing in Climate Change 2.0,” December 13, 2021.

view of the terms applicable to any products sponsored by Brookfield

7 Goldman Sachs Global Investment Research, “Carbonomics,” November 17, 2021.

Asset Management Inc. and its affiliates (together, "Brookfield").
This commentary contains information and views as of the date indicated and such information and views are subject to change without
notice. Certain of the information provided herein has been prepared
based on Brookfield's internal research and certain information is
based on various assumptions made by Brookfield, any of which may
prove to be incorrect. Brookfield may have not verified (and disclaims
any obligation to verify) the accuracy or completeness of any information included herein including information that has been provided by
third parties and you cannot rely on Brookfield as having verified such
information. The information provided herein reflects Brookfield's
perspectives and beliefs.
Investors should consult with their advisors prior to making an investment in any fund or program, including a Brookfield-sponsored fund
or program.
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