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This is a TPI explainer, which is meant to help investors to better understand our Carbon 
Performance methodology and company assessments. In particular, it answers the following 
questions: How can an absolute emissions budget be translated into emissions intensity 
benchmarks? How do we measure company performance against those benchmarks? 

The science of climate change tells us that global temperature increases 
in proportion to cumulative absolute emissions of CO2.  This is why 
meeting the Paris Agreement temperature goals of well below 2°C, 
preferably 1.5°C, requires staying within an absolute CO2 emissions 
budget.  

However, TPI measures company Carbon Performance based on 
emissions intensity, i.e. company emissions divided by an appropriate 
measure of company activity, such as megawatt hours of electricity 
generated or tons of crude steel produced. The main reason for 
normalising company emissions per unit of activity is to enable 
comparisons. Companies’ absolute emissions are strongly related to 
company size, so comparisons based on absolute emissions would 
mainly tell us how big companies are, not how clean.  

This creates a challenge. How can an absolute emissions budget be 
translated into emissions intensity benchmarks and how do we measure 
company performance against those benchmarks? 

The Sectoral Decarbonisation Approach 

The first part of the question – how can an absolute emissions budget 
be translated into emissions intensity benchmarks – has been addressed 
by the Sectoral Decarbonisation Approach (SDA), developed by CDP, 
WWF and the World Resources Institute in 2015. Crucially, the SDA starts 
with an absolute emissions budget. Using an integrated economy–
energy model (usually from the International Energy Agency [IEA]), the 
SDA then divides the absolute, economy-wide emissions budget into 
sectoral budgets, e.g. for electricity and steel. From the same model, 
the SDA takes estimates of sectoral activity, e.g. megawatt hours of 

electricity generated and tons of crude steel produced, and then divides 
emissions by activity to obtain sectoral emissions intensity scenarios or 
benchmarks (see Figure 1). It is important to use a consistent estimate 
of sectoral activity, because the low-carbon transition implies changes 
not only to emissions but also to activity, e.g. modal shifts in transport. 

Figure 1. Summary of the Sectoral Decarbonisation Approach 

 



 

Assessing company pathways against the benchmarks 

The second part of the question requires good judgement on the part of 
investors. If a company’s emissions reduction pathway always lies above 
the Paris Agreement benchmarks, then clearly it cannot be described as 
Paris-aligned, and vice versa for a company whose pathway always lies 
below them. The difficult cases are those that lie in between (see Figure 
2). 

What happens if a company starts above the benchmarks but has set 
emissions reduction targets that would eventually bring it below the 
benchmarks? This is common because most companies are starting 
above the benchmarks, unless their business model gives them a cleaner 
starting point than their industry peers (something that occurs at times 
in shipping and steel, for instance). Unfortunately, there is no exact 
science here, because what is required of each individual company 
depends on what the other companies in the sector are doing and on 
how market shares are changing, something that cannot be 
systematically forecast. Since it is cumulative emissions that matter, 
the company’s entire emissions pathway from today to 2050 matters, 
not just the endpoint. If a company is above the benchmarks until just 
before 2050 (i.e. backloading its emissions reduction efforts), it will have 
used up a disproportionate share of the sectoral emissions budget and 
the sector as a whole will be over-budget, unless other companies 
compensate. There is evidence of backloading in autos, cement and 
electricity, as discussed above. 

Companies could be required to undercut the benchmarks later on by 
the same cumulative amount by which they overshoot them today, thus 
ensuring the company’s cumulative emissions intensity is the same as 
the benchmarks. Account could also be taken of changing market 
shares, if investors believe with a high degree of confidence that a 
company is going to gain or lose market share in the future. 

In general, investors should be looking for companies to align 
themselves with the benchmarks as soon as is practicable. In some 
sectors, such as electricity, this can be within 10 to 15 years. In other 
sectors, such as cement and oil and gas, it may take longer. 

 

 

 

 

 

Company D has a 2045 target, which is compared with the benchmarks in 2050. Company 
D is not aligned with any benchmark. 

Company E has a 2050 target, which would place it below the 1.5C benchmark in 2050.  

Company F has no target. However, in 2020, it already has an emissions intensity below 
the 1.5C benchmark. 

Figure 2. Stylised representation of companies aligning with 
the different benchmarks at different stages, 2015–2050 
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6. DISCLAIMER 
 
1. Data and information published in this paper and on the TPI 

website is intended principally for investor use but, before any such 
use, you should read the TPI website terms and conditions to ensure 
you are complying with some basic requirements which are 
designed to safeguard the TPI whilst allowing sensible and open use 
of TPI data. References in these terms and conditions to “data” or 
“information” on the website shall include the carbon performance 
data, the management quality indicators or scores, and all related 
information. 

2. By accessing the data and information published in the report and 
on this website, you acknowledge that you understand and agree 
to these website terms and conditions. In particular, please read 
paragraphs 4 and 5 below which details certain data use 
restrictions. 

3. The data and information provided by the TPI can be used by you 
in a variety of ways – such as to inform your investment research, 
your corporate engagement and proxy-voting, to analyse your 
portfolios and publish the outcomes to demonstrate to your 
stakeholders your delivery of climate policy objectives and to 
support the TPI in its initiative. However, you must make your own 
decisions on how to use TPI data as the TPI cannot guarantee the 
accuracy of any data made available, the data and information on 
the website is not intended to constitute or form the basis of any 
advice (investment, professional or otherwise), and the TPI does 
not accept any liability for any claim or loss arising from any use 
of, or reliance on, the data or information. Furthermore, the TPI 
does not impose any obligations  
  
 

 
 
 

on supporting organisations to use TPI data in any particular way. 
It is for individual organisations to determine the most appropriate 
ways in which TPI can be helpful to their internal processes. 

4. Subject to paragraph 3 above, none of the data or information on 
the website is permitted to be used in connection with the creation, 
development, exploitation, calculation, dissemination, distribution 
or publication of financial indices or analytics products or datasets 
(including any scoring, indicator, metric or model relating to 
environmental, climate, carbon, sustainability or other similar 
considerations) or financial products (being exchange traded 
funds, mutual funds, undertakings collective investment in 
transferable securities (UCITS), collective investment schemes, 
separate managed accounts, listed futures and listed options); 
and you are prohibited from using any data or information on the 
website in any of such ways and from permitting or purporting to 
permit any such use. 

5. Notwithstanding any other provision of these website terms and 
conditions, none of the data or information on the website may be 
reproduced or made available by you to any other person except 
that you may reproduce an insubstantial amount of the data or 
information on the website for the uses permitted above. 

6. The data and information on the website may not be used in any 
way other than as permitted above. If you would like to use any 
such data or information in a manner that is not permitted above, 
you will need tpi’s written permission. In this regard, please email 
all inquiries to tpi@unpri.org. 
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