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Executive summary 

The global energy transition is progressing unevenly, shaped by differences in technology readiness and 
policy strength across sectors and regions. Financing capacity could further determine companies’ 
ability to invest in the transition, while the strength and stability of decarbonization policies may be linked 
to the quality of institutions in a jurisdiction. This paper explores how these factors may affect 
companies’ decarbonization efforts over the next five to seven years, using the MSCI Energy Transition 
Framework as the primary framework for the analysis. 

Key findings: 

• Technology availability varies widely across sectors 

Availability, cost and feasibility influence technology adoption by companies. Sectors such as 
utilities, steel and transport have access to a broader range of decarbonization technologies, while 
others like chemicals and oil and gas face more limited and costly options. Among technology 
pathways, process electrification and switching to low-carbon electricity show the broadest 
decarbonization potential, whereas low-carbon fuels and energy-efficiency measures tend to show 
more modest potential.  

• Financial strength influences transition readiness 

Companies with stronger balance sheets may be better positioned to invest in transition 
technologies, potentially widening gaps in decarbonization progress within industries. 

• Stronger policies were associated with better emissions performance, but not everywhere 

Stronger decarbonization policies were generally associated with larger reduction in Scope 1 and 2 
emissions intensity by companies in recent years, particularly among companies classified in 
developed EMEA markets and sectors such as utilities, telecommunications and industrials. For 
companies classified in the Asia-Pacific, which tend to face less mature policy frameworks, voluntary 
corporate targets were more strongly associated with emissions-intensity reduction than policy 
strength. Prior MSCI research had found that better emissions performance (controlling for the 
materiality of the emissions) is associated with better financial and economic performance.  

• Institutional quality underpins policy effectiveness 

Jurisdictions with stronger institutions, greater fiscal space and a robust rule of law may be better 
able to support credible, sustained policies that incentivize corporate decarbonization. 

For investors, understanding how technology, finance and policy interact across sectors and regions can 
help identify where transition risks are most material — and where low-carbon growth opportunities are 
emerging. 
 
 

https://www.msci.com/data-and-analytics/climate-solutions/energy-transition-framework?utm_product_line=one-msci&utm_ctype=newsletterutm_corder=edition-10
https://www.msci.com/data-and-analytics/climate-solutions/energy-transition-framework?utm_product_line=one-msci&utm_ctype=newsletterutm_corder=edition-10
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Introduction: Setting expectations for the energy transition 

For most countries and companies, the energy transition is not unfolding in a straight line. In some 
markets and product lines, change is happening rapidly; in others, it shows little sign of progress. 
Although significant investment is flowing toward clean-energy sources, oil and gas profits are rising. 
The purchase of electric vehicles (EVs) continues to grow, but coal use is also growing. A new 
technology to decarbonize heavy industry is making headlines, even as major industry players are 
restating their climate goals amid regulatory pullbacks. Amid these mixed signals, what should investors 
do?  

For institutional investors, understanding the pace of the transition is critical. They increasingly seek to 
measure where risks are rising — and, just as importantly, where they may not materialize at all.  

The energy transition is driven by technology and, at times, supported or constrained by policy. 
Understanding how these two forces interact can provide context for assessing the pace of transition 
across sectors and regions — and whether it may shift in ways that creates financial or economic risks, 
such as unexpected costs or lower returns. 

This paper applied MSCI’s Energy Transition Framework to consider what might change over the next 
five to seven years. While investment horizons vary, our discussions with market participants suggest 
that most think about the future on roughly a five-year timeline. We ask: What is technologically and 
commercially possible today? What may change in the next five years? And will government policies 
accelerate or slow the transition? 

Using our metrics, we assessed the expected pace of transition and show how they can help 
differentiate between companies.  

• First, we analyzed industries by the relevance and availability of decarbonization technologies — 
what options exist to reduce emissions and which companies are investing in them.  

• Second, we studied whether transition-relevant government policies are associated with 
decarbonization outcomes. These findings build on our recent study that shows that isolating the 
risks from the financially material portion of a carbon footprint is associated with market 
performance.  

Technological readiness and corporate capital allocation 

The availability of technologies to decarbonize industries helps distinguish which firms have viable 
options to reduce their emissions — and therefore may face economic costs and financial pressures to 
act — from those that do not. To evaluate this, we used metrics from MSCI’s Energy Transition 
Framework, which assesses more than 20 high-emitting industries based on the technologies available 
to decrease their material carbon emissions. Material emissions refer to those scopes of emissions within 
a sub-industry that carry the greatest financial risk for companies in that sub-industry and are most 
exposed to business and regulatory pressure to decarbonize. 

https://www.msci.com/data-and-analytics/climate-solutions/energy-transition-framework?utm_product_line=one-msci&utm_ctype=newsletterutm_corder=edition-10
https://www.msci.com/research-and-insights/paper/materiality-weighted-portfolio-carbon-footprint
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Decarbonization potential of technologies by sector or industry 

 

Data as of Aug. 6, 2025. The bars represent the range of decarbonization potential across technologies within each sector 
or industry. Longer bars indicate that multiple technologies are available, each with different potential. Shorter bars reflect 
fewer technology options and narrower potential. For sectors with only one applicable technology (e.g., motorcycles), a 
buffer is included for visibility. The color gradient highlights potential, shifting from red (lower potential) to green (higher 
potential). Source: MSCI Sustainability & Climate Research Services. MSCI Sustainability & Climate products and services 
are provided by MSCI Solutions LLC in the United States and MSCI Solutions (UK) Limited in the United Kingdom and 
certain other related entities. 

Industry groups can broadly be divided between those that have options to decarbonize and those that 
do not. Industries such as steel, utilities, airlines and construction materials (cement) have access to a 
wider range of technologies with varying levels of decarbonization. For companies in these sectors, 
having more technological pathways often means greater capital requirements to support the transition 
and may invite closer investor scrutiny on how they plan to reshape their operations.  

In contrast, industries such as chemicals and oil and gas face more limited technological options for 
reducing emissions, and the solutions that do exist typically achieve lower levels of decarbonization (see 
Appendix 1 for details on how technology pressure is assessed for product emissions in oil and gas). For 
companies in these sectors, the lack of scalable technologies may reduce near-term pressure to adopt 
new approaches, even as long-term transition risks remain. 
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Cost and feasibility across technology pathways 

Decarbonization potential does not necessarily translate into near-term decarbonization. Even in sectors 
with multiple technology options, progress often depends on the cost and feasibility of available 
solutions.  

Among the various pathways, process electrification and switching to low-carbon electricity show the 
broadest near-term potential. These approaches apply across several industries, including steel, heavy-
duty vehicles and manufacturing, where a significant share of emissions stems from processes that can 
be electrified. Yet, even within the same sector, process-level differences can determine whether 
electrification is technically viable or economically attractive. For example, battery density limitations 
constrain electrification for heavy-duty vehicles, while access to sufficient clean electricity for high-
temperature production processes in industries such as steel and aluminum poses additional cost and 
scalability challenges.  

Overall, our assessment suggests that in sectors such as steel, paper products and oil and gas, several 
solutions could become cost-competitive by 2030. 

Other pathways, including energy-efficiency improvements and transitional low-carbon fuels (e.g., grey 
or blue hydrogen), may provide incremental decarbonization potential over the next five to seven years. 
However, their impact tends to be narrower, either because they address a smaller share of total process 
emissions or because their achievable reductions are more limited.  

Decarbonization potential by process and sector or industry  

 

Data as of Aug. 6, 2025. The chart shows technology pathways that are not yet at cost parity but are expected to become 
so within a five-year timeline, according to MSCI Sustainability & Climate Research Services’ assessments. Each chart 
presents the average decarbonization potential within a sector or industry for a specific technology. MHTB = Medium & 
heavy trucks and buses; OGEP = Oil & gas exploration & production; OGRM = Oil & gas refining & marketing. Source: MSCI 
Sustainability & Climate Research Services 
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Company capacity to finance transition varies  

Even where feasible technology pathways exist, companies’ ability to adopt them can differ widely. To 
explore this variation, we examined the differences within sectors based on companies’ capacity to finance 
the transition, measured in the chart below by their total debt-to-total assets (%).  

MSCI Energy Transition business pressure score compared with total debt-to-total assets 
  

 

Data as of Sept. 2, 2025. The chart shows data for companies that are constituents of the MSCI ACWI Index grouped by 
GICS sectors.1 Only sectors assessed for technology availability are included. The chart compares, within each sector, the 
expected transition pressure a company may face, based on the emissions intensity and decarbonization options of its 
business segments (transition business pressure score) with its leverage (total debt-to-total assets ratio). Source: FactSet 
and MSCI Sustainability & Climate Research Services 

 

 

 

1 GICS is the global industry classification standard jointly developed by MSCI and S&P Dow Jones Indices. 
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Across sectors with both a wide range of business pressures, such as materials, and a narrower spread, 
such as industrials, companies vary widely in their leverage profiles, which affects their ability to invest in 
new technologies. As a result, the transition may amplify divergence within industries, separating firms 
with the capacity to invest from those with more constrained balance sheets. Where feasible technologies 
exist, companies that combine stronger financial profiles with higher business pressure may be better 
positioned to capture or expand market opportunities in low-emissions products.2 

Within the materials sector, for example, steel companies such as JSW Steel Ltd., CITIC Pacific Special 
Steel Holdings, China Steel Corp. and Tata Steel Ltd. exhibit relatively high business pressure scores but 
also carry elevated debt burdens. This combination of high transition pressure and limited financial 
flexibility may hinder their ability to fund decarbonization investments, despite the industry’s overall high 
technology readiness. 

A similar pattern emerges in the industrial sector, particularly among the electrical components and 
equipment and heavy electrical equipment sub-industries. These include companies well positioned to 
benefit from transition-driven product demand, such as energy storage. For instance, LG Energy Solution 
Ltd., with a relatively low debt-to-assets ratio of 26%, appears better placed to scale energy storage 
solutions compared with more leveraged peers such as Gotion High-Tech Inc. (50.2%) and EcoPro BM 
Co. Ltd. (44.9%). 

The energy sector presents a distinct case. Most business lines remain misaligned with long-term low-
carbon pathways and can at best be viewed as transitional. Among oil and gas companies, however, 
relatively lower leverage compared with sector peers suggests some firms may still have the financial 
capacity to pursue transition opportunities or invest in adjacent low-carbon businesses.  

Leverage is only one lens, however. A company’s ability to finance the transition also depends on its 
access to capital markets and cost of capital, both of which vary by market structure and jurisdiction. 
Geography also shapes firms’ capacity to innovate and commit to long-term investments in emerging 
technologies. The next section explores these country-specific dynamics in detail.  

Transition pace influenced by policy and institutions  

The strength of decarbonization policies, as well as the institutional capacity of governments to 
implement them effectively, can shape companies’ decisions about when and whether to reduce 
emissions. Companies operating under more stringent regulations and durable policy signals are 
generally more motivated to invest in emissions-reduction efforts. When the risk of higher operating 
costs from carbon pricing and loss of market share due to demand shifts align with business planning 
horizons, policy can act as a powerful catalyst for investment in new technologies and efficiency 
improvements.  

 

2 Business pressure score measures the level of financially relevant pressure on a company to decarbonize its business based on the 
expected emissions intensity and commercial adoptability of relevant emissions-mitigation technologies. The business pressure scores 
feed into the energy transition score through the transition pressure component of the MSCI Energy Transition Framework. 
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To assess how decarbonization policies influence corporate emissions-reduction performance across 
sectors and regions, we used components of the MSCI Energy Transition Framework to regress 
emissions intensity performance scores against policy pressure scores (see Appendix 2 for more 
detailed data and methodology definitions). This cross-sectional regression examined whether 
companies facing stricter policy environments — reflected in higher policy pressure scores across their 
geographical footprints, such as mature carbon-pricing systems and binding emissions-reduction targets 
— had better Scope 1 and 2 emissions intensity performance in recent years (i.e., higher performance 
scores).3  

The stakes are high: prior MSCI research has found that better emissions performance (controlling for 
the materiality of the emissions) is associated with better financial and economic performance. 

Recognizing that emissions intensity can also be influenced by factors other than policy — such as 
companies’ emissions-reduction targets, business activities and technology availability — we controlled 
for targets assessment scores and business pressure scores in our regression analysis. (See Appendix 2 
for full score definitions and regression specifications.)  

Stronger policies led to better outcomes — but not everywhere 

We found that policy pressure scores were positively correlated with emissions intensity performance 
scores across most sectors. To gauge the relative importance of policy versus corporate ambition, we 
compared the influence of policy pressure with that of company emissions-reduction targets. In sectors 
where policy pressure played a strong role, targets appeared to have a less material influence on 
emissions outcomes.   

Policy pressure had a stronger influence on emissions intensity performance than targets in the utilities 
and communication-services sectors, particularly among multi-utilities and telecommunication services. 
This may reflect direct costs imposed by carbon pricing on power generators and the indirect exposure 
of telecoms to electricity prices, which heightens their sensitivity to cost pass-throughs.  

Positive correlations between policy pressure and emissions intensity performance were also observed 
in health care (pharmaceuticals), industrials (industrial conglomerates) and financials (banks). While 
these sectors are not major direct emitters, they may be more responsive to policy incentives and 
national decarbonization priorities through indirect cost pressures (such as electricity use) or reputational 
and regulatory expectations.  

By contrast, emissions-reduction targets showed a significantly stronger association with emissions 
intensity performance than policy pressure in the consumer-discretionary, consumer-staples, energy 
and information-technology sectors. The relatively limited influence of policy in these areas may reflect 
the inherent difficulty of regulating Scope 1 and 2 emissions in industries such as oil and gas, 
semiconductors and technology hardware — sectors that are strategically significant and where 

 

3 The emissions intensity performance score measures companies’ emissions-reduction track records relative to industry peers, based on 
Scope 1 and Scope 2 emissions over the three most recent reporting periods. Scope 3 emissions are excluded due to limited and 
inconsistent reporting across the coverage universe. 

https://www.msci.com/research-and-insights/paper/materiality-weighted-portfolio-carbon-footprint
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imposing direct constraints may be less politically or economically viable. Nevertheless, comprehensive 
targets and stronger track records of achievement were correlated with better emissions performance, 
as indicated by the positive coefficients for the targets assessment metrics.  

Neither targets nor policy pressure had a significant effect on the materials sector, which includes major 
energy end-use industries such as construction materials and chemicals). In these industries, the limited 
availability of viable technologies may constrain the impact of both regulatory measures and voluntary 
targets. 

Influence of policy pressure and emissions targets on emissions performance by sector 

 
Data as of Sept. 15, 2025. Bars represent standardized regression coefficients (using Z-scores) for policy pressure scores 
and targets assessment scores. Each coefficient indicates the expected change (in standard deviations) in emissions 
intensity performance scores associated with a one-standard-deviation increase in policy pressure or targets assessment 
scores. ***, ** and * indicate significance at the 99.9%, 99% and 95% levels, respectively. Fixed effects were included at 
the sub-industry level. R2 values ranged from 0.171 to 0.353. F-statistics are significant at the 99.9% level for all sectors 
except consumer discretionary and utilities (95% level), and energy and real estate (not statistically significant). 
Correlation does not imply causation. Source: MSCI Sustainability & Climate Research Services 

When comparing market segments and regions, the strongest positive correlation between policy 
pressure and emissions intensity performance was observed in companies in developed markets in 
EMEA, primarily within the EU. This likely reflects the EU’s comprehensive decarbonization policy 
framework, which includes a mature carbon-pricing system and ambitious long-term decarbonization 
commitments enshrined in law. By contrast, emissions-reduction targets appeared to play a larger role 
for companies in the Asia-Pacific region, where decarbonization policies are generally less 
institutionalized.  
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Influence of policy pressure and emissions targets on emissions performance by region 

 

Data as of Sept. 15, 2025. Bars represent standardized regression coefficients (using Z-scores) for policy pressure scores 
and targets assessment scores. Each coefficient indicates the expected change (in standard deviations) in emissions 
intensity performance scores associated with a one-standard-deviation increase in policy pressure or targets assessment 
scores. ***, ** * indicate significance at the 99.9%, 99% and 95% levels, respectively. Fixed effects were included at the 
sub-industry level. R2 values ranged from 0.303 to 0.654. F-statistics are significant at the 99.9% level for all regions 
except emerging markets in EMEA (99% level) and emerging markets in the Americas (not statistically significant). 
Correlation does not imply causation. Source: MSCI Sustainability & Climate Research Services 

Our findings indicate that the relative influence of decarbonization policies and emissions-reduction 
targets on past emissions performance varies across sectors and regions. For transition-focused 
investors, understanding these different drivers of emissions performance can inform investment and 
engagement strategies.  

Where policy frameworks are more mature and exert stronger financial pressure — such as in utilities 
and developed markets — companies tend to exhibit better emissions performance. Prior MSCI research 
has shown that firms achieving stronger performance also tend to demonstrate superior financial and 
economic outcomes.  

At the same time, voluntary corporate targets appear to play a role in keeping companies accountable 
for their emissions, particularly in emerging markets where decarbonization policies are less mature.  
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https://www.msci.com/research-and-insights/paper/materiality-weighted-portfolio-carbon-footprint
https://www.msci.com/research-and-insights/paper/smoke-signals-finding-leading-indicators-of-corporate-decarbonization
https://www.msci.com/research-and-insights/paper/smoke-signals-finding-leading-indicators-of-corporate-decarbonization
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Durable policies and signals key to sustaining corporation decarbonization 

Regardless of whether policy signals or corporate targets have been the stronger driver to date, past 
emissions progress offers no assurance of future outcomes. Sustaining decarbonization efforts 
ultimately depends on risk-reward dynamics: the costs of inaction and the incentives for action must be 
credible enough to encourage long-term investment. This credibility, in turn, relies on whether policy 
frameworks and incentive mechanisms are stable and predictable.  

Technology barriers underscore this challenge. In industries where low-carbon alternatives are unlikely 
to reach cost parity in the near term, reliable government support and clear policy roadmaps may help to 
lower risk and attract capital. Examples include switching from coal- to hydrogen-based steelmaking, 
retrofitting cement plants with carbon capture and storage, and electrifying petrochemical processes — 
technologies with high decarbonization potential but low readiness due to high costs and implementation 
hurdles.4   

Fiscal capacity, institutional effectiveness and the rule of law are key enablers that determine whether 
governments can develop and sustain credible decarbonization policies and incentives. Our analysis 
shows that companies under higher policy pressure often operate in jurisdictions with stronger 
institutional performance, as reflected in the governance pillar scores of the MSCI ESG Government 
Ratings.  

Developed-market firms, particularly those based in EMEA jurisdictions, face more stringent 
decarbonization policies but also benefit from more stable and effective institutions. This combination 
may create more predictable investment environments, helping make transition efforts financially viable. 
By contrast emerging-market firms in Asia-Pacific jurisdictions often encounter weaker policies and 
governance. This could result in lower near-term pressure to cut emissions but also greater risks from 
abrupt policy shifts and ineffective implementation, which can create uncertainty and increase financing 
costs.  

There are, however, some exceptions. Companies in South Korea and China face stronger-than-average 
transition policy pressure, potentially shaping their investment priorities. While domestic-facing U.S. 
firms experience relatively low policy pressure following recent regulatory rollbacks, multinational U.S. 
firms remain exposed to higher pressures from stricter regulations in overseas markets.  

Overall, the diverging decarbonization policy paths across regions highlight the need for risk-
differentiated approaches that focus on where policy pressures are most financially material. Evaluating 
companies’ geographical operational and revenue footprints can offer investors a more accurate picture 
of their exposure and transition risk.5 

 

4 Based on the technology readiness component of the MSCI Energy Transition Framework.  

5 The policy pressure score represents a weighted average of the policy pressure across each of a company’s reported geographic 
segments. Geographic segments are defined by assets or revenue, depending on which metric is financially most relevant based on the 
business activities of the company.  
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Relationship between policy pressure and institutional environments   

 
Data as of Sept. 15, 2025. Each bubble represents aggregated data for companies within a jurisdiction, based on their 
country of classification. The y-axis shows the weighted-average policy pressure score, calculated from companies’ 
geographic revenue or asset segments. The x-axis shows the weighted-average governance pillar score, based on 
companies’ geographic revenue or asset segments. Bubble size reflects the total emissions of companies in the 
jurisdiction, excluding non-financially material emissions. Policy pressure is a component of the MSCI Energy Transition 
Framework, which is presented on a 0 (low) to 10 (high) scale. Governance pillar scores are based on MSCI ESG 
Government Ratings, which are presented on a 0 (weak governance) to 10 (strong governance) scale. Dotted lines mark 
average values across the universe, which includes constituents of the MSCI ACWI Index (as of June 30, 2025) in the 
utilities, energy, materials, industrials, real-estate and consumer-discretionary sectors. Labels highlight major economies, 
including members of the Group of Twenty (G20). U.S. bubbles are split between firms with >50% operations abroad 
(international) and <50% (domestic). Source: MSCI Sustainability & Climate Research Services 
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Conclusion 

The transition will continue to unfold in unexpected ways, shaped by technological breakthroughs and 
abrupt policy shifts. Yet investors must make decisions based on the information available today. Using 
metrics and indicators derived from bottom-up economic exposures, we sought to measure the pace 
and pressure of the transition on companies across sectors and regions.  

We found: 

• Industries differ significantly in the range of decarbonization levers available to them and in the 
potential emissions reductions those levers can achieve. Power generation and transport sectors 
appear positioned for significant progress, while cement and mining face more structural challenges. 
Companies’ ability to capitalize on these shifts may also depend on their financing capacity, 
illustrated in this paper through leverage ratios. 

• Stronger policy pressure to decarbonize is associated with greater emissions reductions. But the 
strength of this relationship varies by industry, and in some cases decarbonization progress is better 
explained by the quality of emissions-reduction targets. 

• At the country level, the strength of decarbonization policies tends to correlate with broader 
sovereign governance quality. However, some countries like Brazil, China, Poland and the U.S. 
stand out as important exceptions. This relationship may indicate where decarbonization policies are 
more stable, and therefore where investors may be able to build longer-term expectations. 
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Appendix 1: Treatment of transition technology pressure on the 
downstream emissions related to oil and gas 

MSCI Sustainability & Climate Research has developed a detailed methodology within its Energy 
Transition Framework for assessing downstream emissions associated with oil and gas. The framework 
applies a bottom-up approach that evaluates the commercial adoptability of technologies offering 
alternatives to the consumption of oil and gas. The chart below illustrates where technological 
developments are — and are not — creating commercially viable substitutes in the short-term. 

For example, in the case of gasoline, there is growing pressure from EVs and plug-in hybrids. However, 
the trend is less convincing globally for other parts of the barrel, such as petrochemicals, jet fuel and 
middle and heavy distillate for marine transportation, where most solutions remain at the R&D or pilot 
stage.  

Similarly, natural gas used for electricity generation faces pressure from renewables, but many other 
applications are less likely to be electrified or made dramatically more efficient in the next five years, e.g., 
industrial heat. Even in commercial uses, where well-known alternatives exist, the trend of adoption has 
been slow globally because of cost differentials. 

Percent of oil and gas consumption by level of technology pressure 

 

Data as of September 2025. A high level of technology pressure indicates that more commercially adoptable technologies 
exist which provide alternatives to end-use consumption. For this example, we created bands using the downstream 
business pressure score from the MSCI Energy Transition Framework: Low: 0 – 3.3, Medium: 3.3 – 6.6, High: 6.6 – 10. 
Source: US Energy Information Administration and MSCI Sustainability & Climate Research Services 
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Appendix 2: Analyzing the relationship between emissions 
intensity performance and policy pressure 

Our analysis relies on four component scores of the MSCI Energy Transition Framework, described in the 
specifications below. These scores are derived from companies’ most recent disclosures of business 
and geographic segments, emissions and emissions-reduction targets, as well as the latest 
decarbonization policies across jurisdictions. 6  

𝐸𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑠 𝑖𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦 𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 ~ 𝑃𝑜𝑙𝑖𝑐𝑦 𝑝𝑟𝑒𝑠𝑠𝑢𝑟𝑒 + 𝑇𝑎𝑟𝑔𝑒𝑡𝑠 𝑎𝑠𝑠𝑒𝑠𝑠𝑚𝑒𝑛𝑡 + 𝐵𝑢𝑠𝑖𝑛𝑒𝑠𝑠 𝑝𝑟𝑒𝑠𝑠𝑢𝑟𝑒 
 
• Target variable: Emissions intensity performance score, which measures companies’ emissions 

reduction track records relative to industry peers, based on Scope 1 and Scope 2 emissions over the 
three most recent reporting periods.7 Scope 3 emissions are excluded due to limited and inconsistent 
reporting across the coverage universe. 

• Primary explanatory variable: Policy pressure score, which reflects public policy-driven transition 
pressures across companies’ geographical footprints. Policy instruments include carbon pricing, 
near- and long-term mitigation targets that raise transition pressure and countervailing measures 
such as fossil-fuel subsidies, which may lower transition pressure. These external pressures can 
manifest as financial costs for companies.  

• Controls:  

o Targets assessment score, which measures the comprehensiveness and track records of 
companies’ emissions-reduction targets. This variable was added to control for the influence 
of emissions targets.  

▪ Our recent research paper, “Smoke Signals: Finding Leading Indicators of Corporate 
Decarbonization,” provides an empirical study on the relationship between firm-level 
factors, including targets, capex and green revenues, and their relationship with 
emissions outcomes.   

o Business pressure score, which indicates the level of financially relevant pressure on the 
company to decarbonize its business based on the expected emissions intensity and 
commercial adoptability of relevant emissions mitigation technologies, to account for the 
effect that these factors may have on emissions-reduction behaviors.   

All scores are measured on a 0-10 scale and standardized to Z-scores to allow better comparison of 
results in relative terms.   

 

6 This analysis assumes that the most recent policy pressure scores (as of 2024) reflect the policy environment over the three-year 
period during which emissions intensity performance (2022–2024) was measured. We believe this is reasonable given that the most 
recent update of Nationally Determined Contributions was in 2020. Similarly, we assume that firms’ latest targets reflect their willingness 
to decarbonize over the same period. As more historical data become available, we can conduct panel regressions and make stronger 
inferences on the relationship between policy environments, corporate targets and emissions outcomes. 

7 Levels refer to the three-year average Scope 1 and 2 emissions intensity (mtCO2e/million USD revenue) per company. Trend refers to 
the three-year rolling average percentage change in Scope 1 and 2 emissions intensity.  

https://www.msci.com/research-and-insights/paper/smoke-signals-finding-leading-indicators-of-corporate-decarbonization
https://www.msci.com/research-and-insights/paper/smoke-signals-finding-leading-indicators-of-corporate-decarbonization


 

 

 

 

msci.com  Page 18 of 20 

  

© 2025 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document. 

Setting Expectations Amid a Bumpy Energy Transition | November 2025 

 

 

 

 

 

 

Contact Us 

About MSCI Inc. 

MSCI (NYSE: MSCI Inc.) strengthens global 
markets by connecting participants across the 
financial ecosystem with a common language. 
Our research-based data, analytics and indexes, 
supported by advanced technology, set 
standards for global investors and help our clients 
understand risks and opportunities so they can 
make better decisions and unlock innovation. We 
serve asset managers and owners, private-
market sponsors and investors, hedge funds, 
wealth managers, banks, insurers and corporates. 

To learn more, please visit www.msci.com 
msci.com/contact-us 

The process for submitting a formal index 
complaint can be found on the index regulation 
page of MSCI’s website at: 
https://www.msci.com/index-regulation. 

 
About MSCI Sustainability and Climate 
Products and Services  

MSCI Sustainability and Climate products and 
services are provided by MSCI Solutions LLC and 
certain related entities, and are designed to 
provide in-depth research, ratings and analysis of 
environmental, social and governance related 
business practices to companies worldwide. ESG 
ratings, data and analysis from MSCI 
Sustainability and Climate are also used in the 
construction of MSCI Indexes. 

AMERICA 

United States 

Canada 

Brazil 

Mexico 

+ 1 888 588 4567 * 

+ 1 416 687 6270 

+ 55 11 4040 7830 

+ 52 81 1253 4020 

EUROPE, MIDDLE EAST & AFRICA 

South Africa 

Germany  

Switzerland 

United Kingdom 

Italy 

France 

+ 27 21 673 0103 

+ 49 69 133 859 00 

+ 41 22 817 9777 

+ 44 20 7618 2222 

+ 39 02 5849 0415 

+ 33 17 6769 810 

ASIA PACIFIC 

China 

Hong Kong 

India 

Malaysia 

South Korea 

Singapore 

Australia 

Taiwan  

Thailand 

Japan 

* toll-free 

+ 86 21 61326611 

+ 852 2844 9333 

+ 91 22 6784 9160 

1800818185 * 

+ 82 70 4769 4231 

+ 65 67011177 

+ 612 9033 9333 

008 0112 7513 * 

0018 0015 6207 7181 * 

+ 81 3 4579 0333 

http://www.msci.com/
https://www.msci.com/index-regulation


 

 

 

 

Setting Expectations Amid a Bumpy Energy Transition | November 2025 

 

 

msci.com  Page 19 of 20 

  

© 2025 MSCI Inc. All rights reserved. 

Notice and Disclaimer 

The data, data feeds, databases, reports, text, graphs, charts, images, videos, recordings, models, metrics, analytics, indexes, ratings, scores, cases, 
estimates, assessments, software, websites, products, services and other information and materials contained herein or delivered in connection with this 
notice (collectively, the “Information”) are copyrighted, trade secrets (when not publicly available), trademarks and proprietary property of MSCI Inc. or its 
subsidiaries (collectively, “MSCI”), MSCI’s licensors, direct or indirect suppliers and authorized sources, and/or any third party contributing to the Information 
(collectively, with MSCI, the “Information Providers”). All rights in the Information are reserved by MSCI and its Information Providers and user(s) shall not, nor 
assist others to, challenge or assert any rights in the Information.  

Unless you contact MSCI and receive its prior written permission, you must NOT use the Information, directly or indirectly, in whole or in part (i) for 
commercial purposes, (ii) in a manner that competes with MSCI or impacts its ability to commercialize the Information or its services, (iii) to provide a service 
to a third party, (iv) to permit a third party to directly or indirectly access, use or resell the Information, (v) to redistribute or resell the Information in any form, 
(vi) to include the Information in any materials for public dissemination such as fund factsheets, market presentations, prospectuses, and investor information 
documents (e.g. KIIDs or KIDs), (vii) to create or as a component of any financial products, whether listed or traded over the counter or on a private 
placement basis or otherwise, (viii) to create any indexes, ratings or other data products, including in derivative works combined with other indexes or data or 
as a policy, product or performance benchmarks for active, passive or other financial products, (ix) to populate a database, or (x) to train, use as an input to, 
or otherwise in connection with any artificial intelligence, machine learning, large language models or similar technologies except as licensed and expressly 
authorized under MSCI’s AI Contracting Supplement at https://www.msci.com/legal/supplemental-terms-for-client-use-of-artificial-intelligence. 

The intellectual property rights of MSCI and its Information Providers may not be misappropriated or used in a competitive manner through the use of third-
party data or financial products linked to the Information, including by using an MSCI index-linked future or option in a competing third-party index to provide 
an exposure to the underlying MSCI index or by using an MSCI index-linked ETF to create a financial product  that provides an exposure to the underlying 
MSCI index without obtaining a license from MSCI. 

The user or recipient of the Information assumes the entire risk of any use it may make, permit or cause to be made of the Information. NONE OF THE 
INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE 
RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION 
PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, 
SUITABILITY, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF 
THE INFORMATION. Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall MSCI or any other 
Information Provider have any liability arising out of or relating to any of the Information, including for any direct, indirect, special, punitive, consequential 
(including lost profits) or any other damages, even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may 
not by applicable law be excluded or limited.   

The Information, including index construction, ratings, historical data, or analysis, is not a prediction or guarantee of future performance, and must not be 
relied upon as such. Past performance is not indicative of future results. The Information may contain back tested data. Back-tested performance based on 
back-tested data is not actual performance but is hypothetical. There are frequently material differences between back tested performance results and 
actual results subsequently achieved by any investment strategy. The Information may include “Signals,” defined as quantitative attributes or the product of 
methods or formulas that describe or are derived from calculations using historical data. Signals are inherently backward-looking because of their use of 
historical data, and they are inherently inaccurate, not intended to predict the future and must not be relied upon as such. The relevance, correlations and 
accuracy of Signals frequently change materially over time.  

The Information may include data relating to indicative prices, evaluated pricing or other information based on estimates or evaluations (collectively, 
“Evaluations”) that are not current and do not reflect real-time traded prices. No evaluation method, including those used by the Information Providers, may 
consistently generate evaluations or estimates that correspond to actual “traded” prices of any relevant securities or other assets. Evaluations are subject to 
change at any time without notice and without any duty to update or inform you, may not reflect prices at which actual transactions or collateral calls may 
occur or have occurred. The market price of securities, financial instruments, and other assets can be determined only if and when executed in the market. 
There may be no, or may not have been any, secondary trading market for the relevant securities, financial instruments or other assets. Private capital, equity, 
credit and other assets and their prices may be assessed infrequently, may not be priced on a secondary market, and shall not be relied upon as an explicit or 
implicit valuation of a particular instrument. Any reliance on fair value estimates and non-market inputs introduces potential biases and subjectivity. Internal 
Rate of Return metrics are not fully representative without full disclosure of fund cash flows, assumptions, and time horizons. 

The Information does not constitute, and must not be relied upon as, investment advice, credit ratings, or proxy advisory or voting services. None of the 
Information Providers, their products or services, are fiduciaries or make any recommendation, endorsement, or approval of any investment decision or asset 
allocation. Likewise, the Information does not represent an offer to sell, a solicitation to buy, or an endorsement of any security, financial product, instrument, 
investment vehicle, or trading strategy, whether or not linked to or in any way based on any MSCI index, rating, subcomponent, or other Information 
(collectively, “Linked Investments”).The Information should not be relied on and is not a substitute for the skill, judgment and experience of any user when 
making investment and other business decisions. MSCI is not responsible for any user’s compliance with applicable laws and regulations. All Information is 
impersonal, not tailored to the needs of any person, entity or group of persons, not objectively verifiable in every respect, and may not be based on 
information that is important to any user. 

It is not possible to invest in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third 
party investable instruments (if any) based on that index. MSCI makes no assurance that any Linked Investments will accurately track index performance or 
provide positive investment returns. Index returns do not represent results of actual trading of investible assets/securities. MSCI maintains and calculates 
indexes but does not manage assets. The calculation of indexes and index returns may deviate from the stated methodology. Index returns do not reflect 
payment of any sales charges or fees an investor may pay to purchase securities underlying the index or Linked Investments. The imposition of these fees 
and charges would cause the performance of a Linked Investment to be different than the MSCI index performance. 

Information provided by MSCI Solutions LLC and certain related entities (“MSCI Solutions”), including materials utilized in MSCI sustainability and climate 
products, have not been submitted to, nor received approval from any regulatory body. MSCI sustainability and climate offerings, research and data are 
produced by, and ratings are solely the opinion of MSCI Solutions. MSCI India Domestic ESG Ratings are produced by MSCI ESG Ratings and Research 
Private Limited and offered domestically in India. Other MSCI products and services may utilize information from MSCI Solutions, Barra LLC or other affiliates. 
More information can be found in the relevant methodologies on www.msci.com. MSCI Indexes are administered by MSCI Limited (UK) and MSCI 
Deutschland GmbH. No regulated use of any MSCI private real assets indexes in any jurisdiction is permitted without MSCI’s express written authorization. 
The process for applying for MSCI’s express written authorization can be found at: https://www.msci.com/index-regulation. 

MSCI receives compensation in connection with licensing its indexes and other Information to third parties.  MSCI Inc.’s revenue includes fees based on 
assets in Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations section of msci.com. Issuers mentioned in 

https://www.msci.com/legal/supplemental-terms-for-client-use-of-artificial-intelligence
http://www.msci.com/
https://www.msci.com/index-regulation


 

 

 

 

Setting Expectations Amid a Bumpy Energy Transition | November 2025 

 

 

msci.com  Page 20 of 20 

  

© 2025 MSCI Inc. All rights reserved. 

MSCI Solutions materials or their affiliates may purchase research or other products or services from one or more MSCI affiliates, manage financial products 
such as mutual funds or ETFs rated by MSCI Solutions or its affiliates or are based on MSCI Indexes. Constituents of MSCI equity indexes are listed 
companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Constituents in MSCI Inc. 
equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. MSCI Solutions has taken steps to mitigate potential conflicts of interest and 
safeguard the integrity and independence of its research and ratings.  

MIFID2/MIFIR notice: MSCI Solutions does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal on its own 
account, provide execution services for others or manage client accounts. No MSCI product or service supports, promotes or is intended to support or 
promote any such activity. MSCI Solutions is an independent provider of sustainability and climate data. All use of indicative prices for carbon credits must 
comply with any rules specified by MSCI. All transactions in carbon credits must be traded “over-the-counter” (i.e. not on a regulated market, trading venue 
or platform that performs a similar function to a trading venue) and result in physical delivery of the carbon credits. 

You may not remove, alter, or obscure any attribution to MSCI or notices or disclaimers that apply to the Information. MSCI, Barra, RiskMetrics, and other 
MSCI brands and product names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other 
jurisdictions. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P Dow Jones Indices. “Global 
Industry Classification Standard (GICS)” is a service mark of MSCI and S&P Dow Jones Indices. Terms such as including, includes, for example, such as and 
similar terms used herein are without limitation. 

MSCI and its Information Providers may use automated technologies and artificial intelligence to help generate content and output incorporated in the 
Information. 

Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at: https://www.msci.com/privacy-pledge. 
For copyright infringement claims contact us at dmca@msci.com. This notice is governed by the laws of the State of New York without regard to conflict of 
laws principles. 

 

https://www.msci.com/privacy-pledge

