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Rising to the challenge

 

The world has a massive challenge to limit global warming to 1.5 degrees Celsius, in

line with the Paris Agreement. At COP26 in November 2021, countries responsible for 88%

of emissions made net zero pledges; and Article 6 was finally included in the Paris

Rulebook, paving the way for the wider development of carbon markets. A year later, at

COP27 in Sharm el-Sheikh, countries came together in Egypt to advance the Paris

Agreement goals with a groundbreaking decision on loss and damage associated with

climate change. When these global pledges are taken together, they will only achieve a

1.8 degrees pathway. We need to go much further, and much faster.

 

The value in ‘scenarios’ is in the power of perspective gained from exploring high

consequence futures. To get to a 1.5 degrees scenario, which is consistent with the ‘net

zero emissions commitments by 2050’ made by governments (and with the remaining carbon

budget assessments made by the Intergovernmental Panel on Climate Change (IPCC),

corporates and investors), we will have to employ multiple solutions over the next few

decades, perhaps some not yet even in the frame. Electrification is central to the shift

away from fossil fuels, with renewables and electric vehicles (EVs) important disruptors

in the early phases of the transition. Later, emerging technologies, including carbon

capture and storage and hydrogen at industrial scale, will become critical for

decarbonising hard-to-abate sectors.

 

Global carbon prices, today averaging under US$25/tonne, will need to rise seven-fold by

2050 to incentivise technology development and adoption. If stabilising climate change

is the primary goal, the 1.5 degree scenario also presents boundless opportunities for

energy and natural resources companies. Wood Mackenzie estimates that there is US$70

trillion of capex investment needed by 2050 to get to net zero in low-carbon

technologies and infrastructure; mining commodities; and fossil fuels (on which the

world will continue to rely for decades yet).

 

How realistic is the 1.5 degree scenario

 

The invasion of Ukraine has highlighted how dependent the world is on oil, gas, and

coal. Energy security is suddenly at the very top of the political agenda and, with gas

prices inflated, coal is back in the energy mix. Some governments, the UK included, are

offering the oil and gas industry new incentives to invest in supply. The consequence is

that global carbon emissions won’t fall as rapidly as hoped in the immediate aftermath

of COP26 or COP27; indeed, they may hold up longer as economies navigate through the

crisis.
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However, decarbonisation also has a crucial role in meeting energy security goals. We

are seeing a simultaneous acceleration of policy to get the world onto a 1.5 degree

pathway. Europe has doubled down on low-carbon targets with REPowerEU; the Biden

administration’s Inflation Reduction Act (IRA) promises to position the US as a

transition leader in low-carbon technologies; and there is significant progress across

Asia. China is electrifying passenger road transport at a rapid pace, although gasoline

demand is still rising, for now.

 

Wood Mackenzie research indicates that the aspiration to achieve net zero remains

intact. If progress this decade is a little slower, the pace of change next decade may

be much faster. The following key themes are driving the energy transition towards the

Paris Agreement goal of a 1.5 degree future.

Energy security in the transition: record commodity prices have highlighted the

challenges in navigating the energy transition. Markets most exposed to global

commodity markets double down on plans to decarbonise through electrification and

other emerging, net zero-enabling technologies.

Sustaining political momentum: the Glasgow Climate Pact has set the stage for a

global carbon market. As countries legislate net zero into law, Wood Mackenzie

expects carbon prices to rise, reaching a global average of $175/t by 2050.

Electric vehicles and the materials transition:      battery pack prices will

continue to fall as regulatory support grows and technologies advance. But an

unprecedented growth in mine supply is required to deliver the raw materials to

underpin electrification of the transport sector.

Hydrogen and carbon capture:    low-carbon hydrogen and CCUS (carbon capture,

utilisation and storage) deliver the last mile on emissions reductions and provide

the solution for the difficult-to-abate end-use sectors and for reliable, flexible,

dispatchable generation.

New industries and business models:     though niche today, emerging technologies

will become mainstream.

 

Figure 1: Multiple decarbonisation solutions are required to deliver net zero by

2050

 

Electrification and renewables underpin the reduction, delivering large efficiency gains

and restoring balance. This graph shows the difference in CO2 emissions from Wood

Mackenzie’s base case vs 1.5 degree aligned scenario:
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Source: Wood Mackenzie.

Forecasts are not an indicator of future performance and any investments are

subject to risks and uncertainties.

 

Related blogs

+ Nickel and copper: building blocks for a greener future

+ Battery Storage: Driving the Energy Transition

 

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=C674F61F03B54D07A73F2C0AF380BC64&_z=z
https://wisdomtree.eu/~/link.aspx?_id=98C5C6A4C32B4D67BE6BF4E77010A513&_z=z
https://www.wisdomtree.eu/en-gb/blog/2023-03-29/the-1,-d-,5-degree-goal-driving-the-energy-transition
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Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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