
KEY TAKEAWAYS

• 	Avoided	emissions	reflect	emissions
savings	achieved	by	a	product,	service,
or	project	in	wider	society.	Avoided
emissions	is	a	key	complementary
metric	to	more	established	scope	1,	2
and	3	measures.

• 	Climate	solutions	such	as	solar,	wind,
grid	technologies	and	sustainable	biogas
are	key	to	boosting	avoided	emissions.

• 	There	is	a	lack	of	methodological	clarity
around	avoided	emissions,	but	greater
application	across	private	and	public
markets	will	formalise	measurement
approaches.

• 	Measures	of	avoided	emissions	can
help	channel	investment	to	solutions
that	make	the	most	significant
contribution	to	achieving	net	zero
emissions	by	2050.
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1) IPCC (2021). Summary for Policymakers. In: Climate 
Change 2021: The Physical Science Basis. Contribution of 
Working Group I to the Sixth Assessment Report of the 
Intergovernmental Panel on Climate Change.

The	increasing	frequency	and	severity	of	
weather-related	events	due	to	climate	change	
has	highlighted	the	urgent	need	to	take	action	
and	achieve	net-zero	greenhouse	gas	(GHG)	
emissions	by	2050.1	Investors	can	turn	to	
“avoided	emissions”	–	the	positive	impact	of	a	
more	sustainable	product	or	service	–	to	assess	
which	potential	investments	can	make	the	most	
significant	contribution	to	achieving	this	target.

Following	on	from	our	July	2023	thematic paper 
on	scope	3	emissions,	in	this	piece	we	seek	to	
break	down	the	concept	of	avoided	emissions,	its	
importance	in	achieving	climate	objectives	and	
how	it	is	being	integrated	into	financial	markets.

What	are	avoided	emissions?

Many	investors	will	be	familiar	with	companies	
reporting	on	their	own	carbon	footprint	in	terms	
of	scope	1,	2	and	3	emissions.	These	metrics	
capture	GHG	emissions	produced	across	the	
entire	value	chain,	from	the	energy	used	to	run	
factories	and	operate	delivery	trucks	to	the	
emissions	produced	by	a	company’s	suppliers	
and	its	customers	when	using	its	products.

In	contrast,	avoided	emissions	seek	to	capture	
the	broader	positive	contribution	(if	any)	of	a	

https://www.ipcc.ch/report/ar6/wg1/chapter/summary-for-policymakers/
https://www.ipcc.ch/report/ar6/wg1/chapter/summary-for-policymakers/
https://www.ipcc.ch/report/ar6/wg1/chapter/summary-for-policymakers/
https://www.ipcc.ch/report/ar6/wg1/chapter/summary-for-policymakers/
https://ap.allianzgi.com/en/insights/market-insights/outlook-and-commentary/scope-3-emissions
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product	or	service	to	the	economy	
outside	of	the	company’s	own	value	
chain.2	Solar	panels	or	heat	pumps,	
for	example,	can	help	residential	
customers	“avoid”	emissions	when	
they	use	these	products	versus	fossil-
fuel	alternatives	such	as	gas	boilers.	
Exhibit	1	summarises	some	of	the	key	
climate	solutions	that	can	contribute	
to	avoided	emissions.

In	comparison	to	measuring	a	
company’s	own	historical	carbon	
footprint,	this	forward-looking	
approach	measures	the	positive	
contribution	of	a	company’s	product	
versus	a	“reference	scenario”,	
including	alternative	solutions,	market	
developments	and	regulation	over	
time	(see	Exhibit	2).	 Source:	IPCC	(2022).3

2/4)	WBCSD (2023). Guidance on Avoided Emissions: Helping business drive innovations and scale solutions toward Net Zero.
3) IPCC (2022). Climate Change 2022: Mitigation of Climate Change. Contribution of Working Group III to the Sixth 
Assessment Report of the Intergovernmental Panel on Climate Change.
5) Mission Innovation (2023). The history of solution providers and avoided emissions/climate handprint in 35 steps.
6)	SBTi (2023). SBTi Corporate Manual.

Exhibit 1: Example climate solutions according to the IPCC
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Exhibit 2: Illustrative explanation of inventory GHG accounting at company-level versus avoided emissions as 
project/intervention accounting at society-level
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What	are	the	most	common	
misconceptions	about	
avoided	emissions?

The	concept	of	avoided	emissions	
has	been	developing	for	several	 
decades,5	but	common	misunder-
standings	persist	on	identifying	 
and	measuring	them.	

1  Avoided emissions can 
substitute the reduction of  
scope 1, 2 and 3 emissions.

Avoided	emissions	are	sometimes	
referred	to	as	“scope	4”	emissions.	
Avoided	emissions	do	not	contribute	
to	a	company’s	decarbonisation	
science-based	targets6 and	fall	
under	a	separate	accounting	

system	(see	Exhibit	2).	Renewable	
energy	purchases	to	decarbonise	a	
product’s	manufacture,	for	example,	
would	contribute	to	lowering	
scope	2	emissions	but	not	avoided	
emissions.	However,	if	emissions	in	
broader	society	are	reduced	due	
to	a	company’s	product	versus	
its	alternatives	serving	the	same	
function,	these	are	avoided	 

https://www.wbcsd.org/contentwbc/download/15909/229494/1
https://www.ipcc.ch/report/ar6/wg3/
https://www.ipcc.ch/report/ar6/wg3/
https://www.misolutionframework.net/history-of-avoided-emissions
https://sciencebasedtargets.org/resources/files/SBTi-Corporate-Manual.pdf
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emissions	and	can	complement	 
a	company’s	profile	in	supporting	 
net	zero	ambitions.

2  A reduction in Scope 3 emissions 
is the same as avoided emissions.

 
Scope	3	emissions	consider	emissions	
in	a	company’s	value	chain	before	and	
after	a	company’s	direct	operations	
and	are	accounted	for	historically	at	
the	company	level.7 Avoided emissions 
are	forward-looking	and	anticipate	the	
“additionality”	of	a	specific	product’s	
positive	contribution	relative	to	
alternatives.

That	said,	a	product’s	improved	energy	
efficiency	can	both	lower	a	company’s	
own	scope	3	emissions	and	increase	
the	level	of	emissions	avoided	outside	
of	a	company’s	own	value	chain	–	they	
are	separate	accounting	approaches.	
This	is	critical	since:

•	 	If	a	highly	efficient	solution	is	
popular	it	will	increase	avoided	
emissions,	but	it	could	result	in	
higher	absolute	scope	3	emissions	
for	the	producing	company	(albeit	
with	better	intensity).

•	 	Avoided	emissions	are	expressed	
relative	to	existing	“reference	
points”,	and	these	may	decrease	
over	time	as	higher	standards	are	
adopted	more	broadly.

3  Carbon dioxide removal (CDR) 
projects should be considered 
avoided emissions.

CDR	projects	(also	referred	to	as	
“negative	emissions”)	removes	CO2 
from	the	atmosphere	and	durably	
stores	it	in	geological,	terrestrial,	or	
ocean	reservoirs	or	in	products.8  
CDR	activities	can	be	accounted	 
for	both	as	avoided	emissions	 
and	in	a	company’s	scope	1,	2	and	

3	emissions.	However,	purchased	
emissions	removal	credits	should	
not.	Having	both	metrics	strengthens	
the	actions	companies	can	take	to	
contribute	to	net	zero	targets.9  
For	example,	instead	of	simply	
changing	agricultural	suppliers	to	
reduce	scope	3	emissions,	a	company	
may	instead	partner	to	implement	
bioenergy	projects,	contributing	to	 
an	overall	reduction	in	emissions	 
to	the	atmosphere.

How	do	avoided	emissions	
link	to	climate	action	
frameworks?

Net	zero	will	require	climate	solutions.	
To	facilitate	the	necessary	finance,	
these	solutions	need	the	support	
of	industry	initiatives	and	relevant	
technical	guidance.	For	example,	
the	guidance	on	transition	finance	
published	by	the	Glasgow	Financial	
Alliance	for	Net	Zero	(GFANZ)10 or 
the	Climate	Investment	Roadmap	
developed	by	the	Institutional	
Investors	Group	on	Climate	Change	
(IIGCC).11	The	latter	recommends	

Why	is	the	focus	on	avoided	
emissions	so	critical?

Very	simply,	we	need	solutions	to	
solve	problems.	Unfortunately,	the	
investment	gap	is	significant	(see	
Exhibit	3)	and	our	ability	to	minimise	
global	emissions	and	achieve	net	
zero	will	be	greatly	constrained	
without	both	rapidly	scaling	existing	
technologies	and	new,	innovative	
products.

avoided	emissions	as	a	key	climate	
solution	indicator,	which	coupled	with	
revenue	and	capex	metrics	can	help	
to	quantify	how	much	a	portfolio	is	
invested	in	climate	solutions.

The	developing	industry	guidance	
coincides	with	rising	interest	in	
integrating	and	measuring	avoided	
emissions	in	investments.	In	2022,	
around	50%	of	companies	reporting	
low-carbon	products	also	reported	
on	avoided	emissions	in	the	CDP	
Climate	Questionnaire	(see	Exhibit	4).	
That	said,	data	and	methodologies	
remain	under-developed,	and	

7)	GHG Protocol (2013). Corporate Value Chain (Scope 3) Accounting and Reporting Standard.
8)	IPCC (2022). Climate Change 2022: Mitigation of Climate Change. Contribution of Working Group III to the Sixth Assessment Report  
of the Intergovernmental Panel on Climate Change.
9)	GHG Protocol (2023). Land Sector and Removals Guidance. Part 1: Accounting and Reporting Requirements and Guidance (Draft).
10) GFANZ (2023). Scaling Transition Finance and Real-economy Decarbonization: Supplement to the 2022 Net-zero Transition Plans report. 
11) IIGCC (2022). Climate Investment Roadmap

Exhibit 3: Estimated global gap in climate solution finance between 2021 
and 2030 to achieve net zero emissions by 2050
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https://ghgprotocol.org/corporate-value-chain-scope-3-standard
https://www.ipcc.ch/report/ar6/wg3/
https://www.ipcc.ch/report/ar6/wg3/
https://ghgprotocol.org/land-sector-and-removals-guidance#supporting-documents
https://www.gfanzero.com/publications/
https://www.iigcc.org/resources/climate-investment-roadmap
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robust	engagement	is	required	to	
substantiate	third-party	or	in-house	
avoided	emission	estimates.

How	are	avoided	emissions	
being	integrated	into	
investments?

Climate	investing	can	be	broadly	split	
into	two	categories:	decarbonising	
portfolios	and	investing	in	solutions	
(see	Exhibit	5).	Where	decarbonising	
portfolios	capture	adopters	of	climate	
solutions,	we	link	“avoided	emissions”	
to	the	enablers	of	these	solutions.

Avoided	emissions	technologies	
remain	at	a	relatively	immature	phase	
of	development,	where	the	focus	has	
been	to	finance	and	scale	up	early-
stage	solutions	and	infrastructure.	
It	is	therefore	unsurprising	that	
private	markets	are	more	mature	in	
integrating	avoided	emissions	into	
investments,	especially	in	the	private	
equity	and	venture	capital	segments.	
Climate-orientated	private	market	
funds	have	gained	the	greatest	share	
of	impact	fund	launches	in	recent	
years,	accounting	for	33%	of	new	
assets	under	management	launched	
across	the	first	three	quarters	of	
202313,	and	some	of	the	largest	funds	
are	focused	on	climate	solutions.14 
As	outlined	in	our	2023 whitepaper,	
avoided	emissions	has	become	a	key	
indicator	for	positive	climate	outcomes	
in	impact	investing	portfolios.

While	public	markets	currently	lag	the	
private	markets	in	focus	on	the	topic,	
there	are	several	ways	we	anticipate	
this	will	increase:

• 	Climate	solutions	now	represent
19%	of	public	climate	funds,15	but
represent	much	higher	shares	in
China	and	Rest	of	the	World16 

investors.	Avoided	emissions	is	a

key	technology	in	climate	solutions,	
and	with	these	areas	focused	on	
climate	solutions,	investment	in	
avoided	emission	solutions	and	
technologies	should	benefit	from	
this	specific	focus.

• 	Climate	Solutions	represent	the
largest	climate	strategy	focus	for
Article	9	Climate	funds	(see	Exhibit
6),	an	area	of	renewed	focus	after
areas	of	clarification	from	the	Euro-
pean	Union’s	Sustainable	Finance
Disclosure	Regulation	(SFDR).

•	 	We	anticipate	specific	activities
supporting	avoided	emissions

will	be	linked	to	contributing	to	
environmental	goals,	which	can	be	
captured	for	Sustainable	Investment	
Share	or	SDG	alignment	KPIs.

• 	Avoided	emissions	is	fast	becoming
a	key	indicator	in	objectives	for
green	bonds	(assisted	by	improved
data	from	the	likes	of	S&P
Global).17

• 	Lastly,	we	expect	initiatives	like
the	CDP	Climate	Questionnaire	to
prompt	improving	disclosures	on
climate	mitigation	and	adaptation,
which	will	increasingly	include
avoided	emissions.

12) CDP (2022). Corporate Responses Dataset 2022.
13) Pitchbook (2023). 2023 Impact Investing Update, December	2023.
14)	A look at the 5 biggest US PE impact funds – PitchBook,	June	2023.
15)	“Investing	in	times	of	Climate	Change”,	Morningstar,	September	2023.
16)	Includes	Australia,	Canada,	South	Korea,	Taiwan,	Japan,	Malaysia,	Israel,	India,	Singapore,	Chile,	New	Zealand,	Brazil,	
Thailand,	and	Indonesia.
17) S&P Global (2022). Measuring the impact of green bonds,	October	2022.

Exhibit 4: Number of companies participating in different CDP 
Climate disclosures

Number	of	companies	participating	in	CDP	questionnaire

Companies	reporting	low-carbon	products

Companies	disclosing	avoided	emissions

5,028

2,435

1,272

Source:	Allianz	Global	Investors	and	CDP	(2022).12

Exhibit 5: Climate strategies

Source:	Morningstar,	September	2023
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https://ap.allianzgi.com/en/insights/market-insights/outlook-and-commentary/investing-for-meaningful-impact-in-private-markets
https://www.cdp.net/en/data/corporate-data
https://pitchbook.com/news/reports/2023-impact-investing-update
https://pitchbook.com/news/articles/largest-private-equity-impact-investing-funds
https://www.spglobal.com/esg/insights/blog/measuring-the-impact-of-green-bonds
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What	are	the	next	steps	for	
avoided	emissions?

The	interest	in	climate	solutions	
and	the	potential	capital	available	
was	evident	at	COP	28,	but	the	
widespread	adoption	of	avoided	
emissions	to	channel	this	investment	
largely	depends	on	the	continued	
methodological	convergence	
around	its	measurement.	This	
will	enhance	both	the	credibility	
and	comparability	of	the	metric.	
Defining	common,	sector-specific	

reference	scenarios	to	measure	the	
“additionality”	of	climate	solutions	
will	also	be	critical	in	ensuring	
comparability.	Once	consensus	is	
reached,	these	can	be	hard-coded	
into	binding	criteria	like	taxonomies,	
science-based	frameworks	and	
regulation	related	to	the	energy	
transition.

A	huge	amount	of	investment	is	
needed	to	bridge	the	climate	solution	
financing	gap	to	achieve	net-zero	
emissions	by	2050.	Measures	of	

avoided	emissions	can	help	solve	
this	by	channelling	investment	
to	solutions	that	make	the	most	
significant	contribution	to	achieving	
this	target.	Its	established	use	in	
private	markets	impact	investing	
and	its	growing	prominence	in	
public	markets	should	see	increasing	
application	but	methodological	
standardisation	will	need	to	evolve	
swiftly	to	enable	its	integration	
and	ensure	the	world	has	the	best	
opportunity	to	hit	a	2050	net-zero	
ambition.

18)	“Investing	in	times	of	Climate	Change”,	Morningstar,	September	2023.

Exhibit 6: Article 8 and 9 climate funds by strategy

Source:	Morningstar,	September	2023.18
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local 
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the 
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an 
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with, 
any contract or commitment on the part of any person to proceed with any transaction. 

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No 
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document.  The 
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy, 
investment product or services nor does this constitute investment advice or recommendation. 

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without 
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no 
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on 
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is 
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to 
adequacy, accuracy, reliability or completeness of such information.  The information is given on the understanding that any person who acts upon it or 
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part.  There is no guarantee that 
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to 
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction, 
projection or forecast is not indicative of future performance.  Investors should not make any assumptions on the future on the basis of performance 
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations 
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate, 
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect 
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with 
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally 
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions. 


