
1

CLIMATE IMPACT COMES  
FROM ACTION   
Rebecca Myatt | October 2019

Global Listed Infrastructure assets lie at the heart of 
global efforts to reduce carbon emissions. With half 
of our universe being in utilities, our investments can 
create a measurable impact alongside a financial return.  

Whilst divestment strategies have a sound moral 
standing they do not drive change. Investing to create 
change is needed in order to reduce emissions over 
the long term.  

Developments within the electric power sector illustrate 
what lies in store for the transportation sector.

How the US electricity power generation 
market has changed
Over the last 11 years, carbon emissions from the US electricity 
sector have declined dramatically.  This has been driven by (1) state 
based renewable energy targets (2) renewable and natural gas-fired 
generation becoming cheaper than coal and more recently, (3) 
investors’ behaviour – favouring companies with renewable power 
generation over those that are more reliant on coal. 

The US is in a unique position.  Renewable generation has thrived as 
customer bills have remained flat, or even fallen.  Plentiful supplies 
of cheap natural gas have provided bill headroom that utilities have 
quickly filled by spending on renewable growth and upgrading 
existing energy networks.  This is proving to be a win-win-win 
situation for customers, state politicians and the environment.

U.S. Energy Emissions by Sector

Source: EIA

U.S. renewable electricity generation has doubled  
since 2008

Source: EIA

Composition of Customer Bills over time
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Whilst state-based renewable targets and declining renewables costs 
are not new, the behaviour of investors is something less explored 
and understood.
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Divestment doesn’t work
Divestment strategies, as employed by some institutions, focus 
on avoiding investments in fossil fuels.  This can involve selling 
shares of companies that have fossil fuel exposure or screening out 
future investments. 

Some socially responsible investors have undertaken divestment 
strategies to fulfil their moral obligations.  Whilst the approach has 
its uses, I would argue that in the fight against climate change this 
strategy is flawed.

Firstly, the ultimate purpose behind a divestment strategy is to reduce 
emissions.  It aims to do this by starving the company of capital. But 
in a world of cheap and free flowing capital, the reality is those shares 
are just sold to an investor who is agnostic to the impacts of climate 
change. As a result no emissions are reduced in the process.  

Secondly, fossil fuel-based generation is rarely the sole activity of a 
utility.  It is usually one part of a much bigger company and in some 
cases a relatively small component.  Divesting the shares of such a 
company would deem its other activities null and void. Indeed NextEra 
Energy, the largest US wind operator, also owns and operates gas-fired 
power generation assets. Under this divestment strategy the benefits of 
their renewable roll-out would go unrewarded.

Thirdly, the intermittency of renewable generation has for the last 
decade needed to be combined with a peaking form of generation to 
ensure a truly reliable power supply.  This peaking generation, in most 
cases, has been provided by gas. Hence it could be argued that if a 
divestment strategy prevented the build-out of gas generation, it would 
have had the unintended effect of impeding the build-out of renewable 
generation as well.

How to make a difference 
Directing capital towards those companies that can have a positive 
environmental and social impact whilst also delivering strong financial 
returns is the way to drive change. 

Many people focus on absolute levels of carbon emissions to determine 
whether a company’s climate change credentials are good or bad.  
This completely misses the point.  The key focus needs to be the 
reduction in emissions.  The largest sub-sector within the global listed 
infrastructure universe, the electric power sector, is leading the way 
by reducing emissions.  Companies within this space are doing this by 
shutting down coal plants and replacing that generation capacity with 
renewable energy.  This is how we measure success.

Measuring carbon reduction 
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CARBON REDUCTION PLANS ALIGN WITH 2O C GOALS
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2006 2018 2027E 2031E

~8,100  
MW

~6,500 
MW 

~4,400 
MW 

2007-2018 
Retirements

2019-2027 
Planned Retirements

Year Plant Capacity

2007 High Bridge 3-6 353 MW
2008 Riverside 6-8 371 MW
2010 Cameo 1-2 73 MW
2011 Cherokee 2 106 MW
2012 Cherokee 1 107 MW
2013 Arapahoe 3-4 144 MW
2015 Cherokee 3 152 MW
2015 Black Dog 3-4 282 MW
2017 Cherokee 4 352 MW
2017 Valmont 5 184 MW

Year Plant Capacity

2022 Comanche 1 325 MW
2023 Sherco 2 682 MW
2025 Comanche 2 335 MW
2025 Craig 1    42 MW*
2026 Sherco 1 680 MW

DECLINING COAL RELIANCE ENABLES SIGNIFICANT CARBON REDUCTIONS

* Based on Xcel Energy's ownership interest 

~3,400 
MW 

Year Plant Capacity

2028 King 511 MW
2030 Sherco 3 517 MW*

2028-2030 
Proposed Retirements

Source: Xcel Energy

This type of investing is also dynamic and nimble enough to evolve.  
For the last decade we have been targeting a reduction in the use of 
coal and promoting the use of renewables.  Over the next decade I 
anticipate that we will be targeting a reduction in the use of gas and 
promoting the use of batteries.  Today this transition is nascent as the 
technology is not at a stage to be used at utility scale deployment 
but it is only a matter of time till this changes.  The automotive sector 
is making significant investment into batteries to meet their electric 
vehicle targets.  As the cost curves come down we expect to see the 
size of batteries used in the utility space increase.  In fact over the last 
two years the scale of batteries has already started to increase as shown 
in the table below.

Combined wind, solar, energy storage projects

Source: NextEra Energy

As electric vehicles (EVs) start to take market share from internal 
combustion engines we will see the emissions from the transportation 
sector decline.  Utilities have a role to play in this through building 
out the infrastructure to support electric vehicle penetration and 
through using their regulatory relationships to talk about the benefits 
of decarbonising the transportation sector.  We believe investors will 
reward those companies that can (1) use battery technology to back 
up renewable generation at scale and (2) promote electric vehicle 
infrastructure in their service territories

Conclusion
Global Listed Infrastructure assets have a key part to play in 
effectively reducing global carbon emissions.  We invest in the 
sectors that are driving the most change.  We measure success 
through the rate of change.

Divestment strategies do not reduce emissions. We need to create 
change by directing capital to those companies that can reduce 
emissions over the long term. 

Remember “The future belongs to the few of us still willing to get our 
hands dirty”. 
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Important Information

This document is not a financial promotion and has been prepared for general information purposes only and the views expressed are those of the writer and may change over time. Unless 
otherwise stated, the source of information contained in this document is First State Investments and is believed to be reliable and accurate.

References to “we” or “us” are references to First State Investments. 

First State Investments recommends that investors seek independent financial and professional advice prior to making investment decisions. 

In the United Kingdom, this document is issued by First State Investments (UK) Limited which is authorised and regulated in the UK by the Financial Conduct Authority (registration number 143359). 
Registered office: Finsbury Circus House, 15 Finsbury Circus, London, EC2M 7EB, number 2294743. Outside the UK, issued by First State Investments International Limited which is authorised and 
regulated in the UK by the Financial Conduct Authority (registration number 122512). Registered office 23 St. Andrew Square, Edinburgh, EH2 1BB number SC079063.

The First State Investments logo is a trademark of the Commonwealth Bank of Australia or an affiliate thereof and is used by FSI under licence.
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For further institutional enquiries contact institutionalenquiries@firststate.co.uk
For wholesale enquiries contact enquiries@firststate.co.uk


