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Investor engagement strategies on climate change have typically 
focused on private sector companies, but state-owned enterprises  

(SOEs) have a key role to play in decarbonisation and development 
of low-carbon technologies. Close links to sovereigns can create 

particular risks and opportunities in this regard, requiring a 
different approach to engagement. 

SOEs are dominant participants in many key emerging markets in 

Asia-Pacific, Latin America and sub-Saharan Africa. These high-
growth economies have been key drivers of emissions growth in 

recent years, and emissions are likely to continue to grow in the 
short to medium term. 

SOEs Dominate Emerging-Market Emissions  

Chinese SOEs, followed by Russian, Indian and Indonesian 
companies, dominate their local economies through fossil fuel 

usage and are therefore major contributors to domestic 
greenhouse gas emissions – and emissions growth globally.  

SOEs Influence Low-Carbon Economics  
SOEs, particularly Chinese state-owned companies, by virtue of size 

typically have a significant influence on global technology costs and 
economies of scale for low-carbon technologies. Government 

support, particularly subsidies, has historically been a key factor in 
falling costs of solar technologies, but can also play a key role in 

developing unproven or high-risk new technologies and energy 
sources, such as green hydrogen. For example, China’s nascent 
green hydrogen sector is almost all being developed by SOEs. 

In some instances, SOEs can be a barrier, instead of a driver, to low-
carbon energy deployment, as they can be required provide  

services such as energy and electricity at subsidised prices to 
domestic customers, which can at times undermine their 

profitability and their ability to finance their decarbonisation 
strategy. Low fossil fuel energy can also slow investment in greener 
energy. 

Ownership Structure Shapes Climate 

Strategy  

SOEs' ownership structure can have significant implications for 
their strategic orientation on climate and wider ESG issues, as they 

have more varied objectives and more complex chains of 
stakeholders than private companies. Some SOE strategies will be 

subjugated to wider socioeconomic priorities, such as maximising 
employment, wider economic output or achieving climate-related 

goals while supporting a just transition. This could lead to 
suboptimal investment from a returns perspective, and/or to less 
determined decarbonisation ambitions. 

 

“SOEs have a key role to play in the energy transition, given 

their strategic importance in many emerging markets, and their 
large GHG footprint. SOEs can enable the development of high-

risk new technologies, depending on the country’s commitment 
to emission reduction.  China’s SOEs will play  a key role in the 
country’s decarbonisation.” 

David McNeil, Sustainable Fitch  
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A Major Role in Global Emissions  

SOEs represent a major share of carbon emissions globally, 
particularly in key emerging markets. This includes direct emissions 

from the power sector and coal mining activities, as well as indirect 
emissions from industrial and transport applications.  

For example, China’s SOEs generate around half the country’s total 

annual greenhouse gas emissions, reflecting the structura l  
importance of SOEs in the domestic economy. The rapid economic 

growth in key emerging markets over the past 20 years – 
particularly China – has meant SOEs have become a significant 
source of global emissions growth over this time.  

Analysis by the Centre on Global Energy Policy at the University of 
Columbia shows that the power sector dominates global emissions 

from SOEs (85% of global emissions) followed by state-owned oil 
and gas companies at 10%, transport and cement at around 2% each 
and chemicals at 0.6%.  

Nonetheless, the analysis also shows that emissions data from 
state-owned iron and steel sectors are largely unavailable, and 

estimates from oil and gas are likely to be understated by a lack of 
disclosure. Total value chain emissions enabled and financed by 

SOEs are therefore substantial and these entities have key roles in 
meeting their parent countries’ climate targets and Nationally 
Determined Contributions under the Paris Agreement. 

 

Successive waves of privatisation in developed markets mean that 

SOEs generally play a marginal role in those economies and 
emissions growth, aside from companies such as France’s EDF  

(BBB+/Negative), or GDF Suez or Italy’s Eni (A-/Stable) which play 
a key role in the utilities sector of those countries.  

By contrast, the trend in emerging markets has been one of SOEs 

increasing in size and influence in recent years. This means that in 
emerging markets, SOEs have a disproportionate role in supporting  

their parent countries (such as China, Brazil, India and South Africa) 
to achieve stated net zero ambitions. Listed SOEs play a large role  

in China’s equity and bond markets, at over 40% of the total, and the 
trend of recent years has been towards consolidation and mergers, 

increasing their influence on the commanding heights of the 
economy, such an energy, aviation, finance, telecoms and transport.  

Ownership structure can also vary significantly between countries  

and sectors. Many government ‘block owners’ also tap capital 
markets for access to international finance, while retaining 

overarching ownership. For example, PetroChina (A+/Stable), 
Gazprom and Petrobras (BB-/Negative) are among the world’s  

largest listed companies, and Saudi Aramco became the most 

valuable listed public company on the listing of 1.5% of its shares in 
2019. Its ultimate owner, the Saudi Arabian government, has stated 

its intention to sell a USD50 billion stake, which would equate to 
around 2.5% of its shares at current valuations.  

Much of the value of these flotations to date has ultimately been 

acquired by North America- or Europe-domiciled asset owners , 
increasing their exposure to the financed emissions of these SOEs.  

Other emerging-market governments, such as those of India, Russia 
and Brazil, hold majority or significant minority stakes in publicly 
listed companies.  

Only around a third of publicly listed SOEs disclose their emissions 
performance, according to analysis by the OECD. Very few non-

listed SOEs provide data on emissions performance, despite being 
large contributors to their national economic and emissions output.  

In addition to direct government control, some sovereign wealth 

funds (SWFs) manage ownership of strategic energy, oil and gas and 
other listed companies on behalf of their parent governments, with 

Norway’s oil and gas company Equinor a prominent example of such 
an approach.  

 

Major Influence on Low-Carbon Value 

Chains  

SOEs can deeply influence low-carbon value chains in their country  

of operation, and can be a key driver of new technology  
development and adoption. However, a dominant market presence  
can also slow a country’s decarbonisation trends. 

SOEs are also major participants in low-carbon energy deployment 
globally. Analysis by the OECD has indicated that although SOEs in 

the power sector represent over half of the world’s fossil fuel 
supply, they also own about 75% of global hydro and nuclear 
capacity.  

Because SOEs can carry an implicit or explicit guarantee of support 
from central governments, they can benefit from access to 

financing at more favourable rates for high-risk projects such as 
new nuclear capacities, or unproven low-carbon technologies.  

This was a key factor behind France’s rapid deployment of its 

nuclear fleet from the 1970s. Privatisation has slowed the adoption 
of new nuclear projects in developed markets because of  its very 

high costs of capital. For similar reasons, China and India have been 

Power 
85%

Oil and gas
10%

Transport
2%

Cement 
2%

Chemicals
1%

Source:  Fitch Ratings, Columbia University

Power Sector Dominates SOE Emissions
(% total annual)

0

2

4

6

C
h

in
a

R
u

ss
ia

In
d

ia

In
d

o
n

e
si

a

S
o

u
th

 A
fr

ic
a

S
o

u
th

 K
o

re
a

S
a

u
d

i A
ra

b
ia

M
e

x
ic

o

T
a

iw
an

S
w

e
d

e
n

U
S

A

B
ra

zi
l

P
o

la
n

d

O
th

e
r

Source:  Fitch Ratings, University of Columbia 

Direct SOE Emissions by Country of Ownership
(GtCO2e/year)

Exclusively for the use of Tahmina Pinnington-Mannan at Fitch Group, Inc.. Downloaded: 20-Jun-2022



 

Special Report  │  20 June 2022 fitchratings.com 3 

 

  

 
Sustainable Finance 

Cross-Sector 

Global 

able to accelerate deployment of domestic nuclear builds through 
state guarantees and de-risking.  

The market weight of SOEs also has ramifications for the overall 
cost structures of low-carbon technologies; this has been 

particularly visible in the last decade, when large solar photovoltaic 
procurement in China, and the role of government support in the 

form of subsidies and other research and development incentives, 
has significantly driven down component and capital costs for the 
solar industry as a whole. 

China’s state-owned energy companies have set ambitious targets 
for increasing their installed renewable energy capacities by 2025. 

Targets are less ambitious among state-owned oil companies, which 
expect a gradual shift towards chemical products as climate policies 
tighten, but demand for oil remains robust in much of Asia-Pacific.  

 

Government Support Central to Hydrogen 

Development  

The nascent green hydrogen sector is a clear example of the key role  
SOEs can play in developing high-risk new decarbonisation 

technologies. Green hydrogen is a promising technology that could 
allow emissions reduction across some key hard-to-abate sectors, 

but it lacks cost competitiveness and is still generally considered 
unproven at scale. 

Nevertheless, Chinese SOEs are taking a leading role in developing 

hydrogen in the country, spurred by the central government and its 
net zero 2060 goal. 

China’s state-owned oil companies are seeking to develop their 

hydrogen production capacities, with Sinopec (A+/Stable) having 
earmarked CNY30 billion to develop its hydrogen business in the 

next five years. In addition to existing fossil fuel-based hydrogen 
production, the company also has four green hydrogen projects in 

development. Petrochina has announced similar plans for hydrogen 
expansion, although on a smaller scale.  

We expect hydrogen to remain reliant on fossil fuels in the medium 

term, but the role of renewables should expand faster after 2030. 
Green hydrogen costs are typically USD2.5-6.0/kilogramme, versus 

grey hydrogen costs of USD1.0-2.0/kg. Price convergence will 
require policy support and subsidies to incentivise adoption at the 

early stages of transition, but these early investments from SOEs 
should help lower technology costs and improve economies of scale.  

In China, information from Fitch’s Key Projects Database indicates 
that current and planned hydrogen projects are almost all driven by 

SOEs. In almost all projects, SOEs are the sole companies involved 
in them, either on their own, or via the China Hydrogen Alliance, a 
state-backed industry group including large SOEs. 

Beyond China, SOEs are also playing a role in green hydrogen 
project development in other key markets such as Australia and 

Germany, but they are usually among many private operators  
involved in hydrogen projects. 

Australia is leading the development of new hydrogen capacity 

globally, and projects usually involve a wide range of public and 
private investors, including significant investments by state-level 

governments in the projects. SOEs in the ports and utilities sectors  
also tend to have a role, including Stanwell Corporation, CS Energy  

(two energy companies owned by the Queensland government), 
Tasmanian Ports Corporation and Port of Townsville Limited.  

In Germany, the state is typically involved through public 

guarantees or de-risking via public development banks, and some 
SOEs from other European countries are involved in a number of 

projects. This is the case of Equinor (Norwegian SOE), Uniper 
(majority owned by Finnish SOE Fortum), EDF Energy (majority  

owned by the French state) and Vattenfall AB (wholly owned by the 
Swedish state), among others.  

In emerging markets, the role of SOEs is more limited and the 
private sector is driving new project development.   

 

 

SOEs Can Also Represent A Barrier to Low-
Carbon Energy Development 

However, SOEs can also be a barrier to low-carbon energy 
deployment. According to a report from IISD, SOE investments 

account for the largest type of G20 government support measure 
for fossil fuel production and fossil fuel-based power. This kind of 

subsidy can distort the market and artificially lower fossil fuel 
prices, slowing the shift to low-carbon energy sources. Moreover, 

SOEs often have the obligation to provide goods at subsidised 
prices to domestic customers, sometimes at below cost. This is 

particularly the case for utilities and energy providers focused on 
their domestic market. This can at times undermine SOEs’ 

profitability and their ability to finance their decarbonisation 
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strategy, which often relies on expensive new technology  
deployment. 

Ownership Structure Can Influence Strategic 

Priorities 
The ownership structure of SOEs can have significant implications  
for their strategic orientation on climate and wider ESG issues.  

Direct ownership of companies by governments can mean that 

profit-maximising concerns can be subjugated to wider 
socioeconomic and development priorities, such as maximising 

employment, wider economic output or achieving climate-related 
goals and supporting a just transition.  

The governance of SOEs often involves a more complex chain of 

stakeholders than for private sector companies, including  
taxpayers, legislative and executive branches of government and 

government institutions, as well as the board and management of 
SOEs themselves. Direct ownership provides parent countries with 

several tools to influence SOEs’ climate policies that can be more  
direct than legislative or regulatory action. As a shareholder, a 

government can direct the board of an SOE to consider certain 
climate-related action, directly appoint or remove senior 

executives to drive effective climate action, and issue procureme nt 
directives that favour low-carbon options. 

 

  

Eskom Highlights Challenges for State-Owned Utilities 

South Africa’s state-owned power utility Eskom (B/Stable) 

highlights the challenges for SOEs operating in emerging 
markets in balancing the need for investments in new capacity 

and low-carbon transition with keeping costs affordable to 
consumers. More than 80% of Eskom’s electricity generation 

capacity is based on coal-fired power plants. It expects this 
reduce to 60% in this decade while the company continues to 

struggle with regulator-approved annual tariff increases that 
have consistently fallen short of its requirement for fully cost-
reflective tariffs.  

The latest price determination by the regulator, for FY23, was 
for a 9.6% increase in tariff, which compared with an application 

for 20% increase, which itself assumed a negative return on 
assets as Eskom wanted to minimise the impact on consumers . 

Not fully cost reflective tariff increases have meant that Eskom 
continues to face liquidity shortfalls, which the government has 

funded through direct equity (liquidity) support, and its 
standalone credit profile remains extremely weak.  

Eskom expects to decommission about 11,000 MW of coal-

fired capacity by 2030, and is planning to add about 8,000 MW 
of cleaner capacity. It has been enabling the use of available land 

at its power stations for use by private developers to generate 
electricity sourced from renewables. Together with the 

company’s focus on improving the performance of existing 
generation capacity to minimize production shortfalls versus 

demand Eskom is pursuing repowering and repurposing its 
existing coal-fired stations with renewable plants, and 
greenfield cleaner energy plants.  

Eskom’s energy transition was further highlighted at COP26, 
with the announcement of South Africa’s Just Energy Transition 

Partnership (JETP) designed to accelerate coal power station 
closures and support the development of renewable energy 

alongside commitments of USD8.5 billion of climate finance 
commitments from JETP members including France, Germany, 
the UK, the US and the EU.  

However, estimates of the total cost of low-carbon transition in 
South Africa’s NDC equate to over USD30 billion for Eskom and 

USD60 billion by 2030 for wider investments in the power 
sector and support to small businesses and households. 

Moreover, it remains unclear to what extent these pledges are 
additional to existing climate finance commitments – and donor 

countries have historically lagged significantly behind public 
pledges.  
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For example, the convergence of China’s SOEs’ in productivity with 

their private company peers began to reverse from 2007 as the 
government prioritised employment and output-driven recovery  
from the global financial crisis alongside broad stimulus measures.  

Low-carbon transition is one area where sensitivities to local 
government concerns can lead to suboptimal investment decisions 

from a returns perspective but address wider concerns around 
security of supply, local business continuity and labour market 
structure. 

In China, provincial and regional government-owned powe r 
companies are ramping up renewable energy investments, typica lly 

in the form of joint investments with central government-owne d 
power companies, which account for over half of China’s current 

power capacity. Nonetheless, wider concerns around energy 
security mean that fossil fuel generation is unlikely to face 
significant pressure in the short to medium term.  

There is also some evidence (from cross-country research by the 
OECD) that directly owned and controlled SOEs are more likely to 

be subject to policy uncertainties given changes in mandates on ESG 
factors alongside changing governments. This can lead to negative 

credit impacts when governments are under pressure to manage 
immediate concerns (such as the cost of energy tariffs), to the 
detriment of long-term returns on capital and capex plans.  

SOEs’ management may also be insulated from disciplining market 
forces that influence private firms, such as the threats of 

bankruptcy or takeover by another company. Research by the IEA1 
indicates that carbon pricing schemes may be less effective in 

influencing low-carbon investments among SOEs than for their 
private sector equivalents, largely for similar reasons.  

SWF or strategic investor ownership (such as by country or 

subnational superannuation schemes) can incentivise different 
approaches to direct ownership because these owners are typically 

influenced by defined fiduciary duties rather than wider public or 
social or environmental policy objectives.  

Fundamentally, most of these owners are tasked with providing  

reliable long-term returns for beneficiaries (such as pension policy 
holders). This long-term perspective puts a particular onus on 

investments with long-term steady returns, even if they are 
relatively low.  

Examples of this include large investments by SWFs in mature  

technologies such as solar and wind projects in recent years. 
Moderate returns on mature renewable projects are generally 

acceptable to SWFs, which can typically accept returns as much as 
half of those expected by a pension fund, or private equity, which 

will invest earlier in a technology growth cycle in pursuit of higher 
returns. This reflects the state-backed resources and lower cost of 

capital incurred by a SWF, which means that lower returns are 
viable. 

Abu Dhabi’s USD100 billion Developmental Holding Company   

recently announced a joint venture with Kazakhstan’s National 

                                                                                           
1 https://www.oecd-ilibrary.org/energy/re-powering-
markets_9789264209596-en 

Fund to build local solar capacity, while Saudi Arabia’s USD500 

billion Public Investment Fund announced plans to issue a green 
bond in 2022 to finance renewable projects. The GIC Wealth Fund 

of Singapore and various UAE sovereign wealth funds have invested 
heavily in Indian solar power projects in recent years, as a mature  

and established technology in a rapidly-growing country with 
expanding energy needs.  

At the same time, there are examples of SWFs engaging in higher-

risk projects where these align with national development 
priorities. SWFs of a number of Middle East fossil fuel exporters are 

investing heavily in carbon capture and storage technologies, which 
could prove critical to the viability of oil and gas exports in a 
tightening regulatory environment.  

Links to Sovereign Grow in Importance  
Analysis of Fitch’s rated SOEs or government-related entity ratings 

against their sovereign rating shows a general trend of the role of 
sovereigns increasing in importance and influence, particularly for 

utilities, where there has been a secular trend towards lower ratings 
in the past decade as a result of tightening climate regulations, 
rising low-carbon capex requirements and lower returns on capital.  

This has meant that the role of the sovereign in supporting the 
rating of SOEs has been growing in importance. In most cases this is 

supportive of the rating (ie results in a higher corporate rating than 
would otherwise be the case) as a result of assumptions of implicit 
or explicit forms of support to the corporate in a stress event.  

However, this supportive relationship could weaken or even flip in 
the medium to long term, especially for countries with significant 

investments in state-owned fossil fuel producers or that are heavily 
dependent on tax revenues from fossil fuel-related SOEs. A key 

consideration is their core mandate: Chinese national oil 
companies, for example, bear the core policy mandate of 

safeguarding the country’s energy security, so large investments in 
oil and gas are unlikely to weaken support from a climate change 
perspective.  

A report by the Natural Resource Governance Institute found that 
state-owned fossil fuel companies are set to invest almost USD2 

billion over the next 10 years in projects that do not align with the 
goals of the Paris Agreement. This creates significant risk of 
stranded assets for these SOEs and their parent countries.  

Fitch’s Standalone Credit Profile measures the intrinsic 
vulnerability to default of an issuer without considering the 

extraordinary influence (either support or interference) on the 
credit rating due to the relationship with, and credit quality of, 

related parties such as governments with some level of ownership. 
Standalone Credit Profiles are not credit ratings but express a key 
component of the analysis.  
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Sustainable Finance 

Cross-Sector 

Global 

SOEs, Sovereign Rating and Standalone Credit Profile 

Company  Parent  Sovereign Rating  Corporate IDR Standalone Credit Profile 

YPF S.A. Argentina CCC/Stable CCC/Stable b 

OMV AG Austria AA+/Stable A-/Stable a- 

Petrobras Brazil BB-/Negative BB-/Negative bbb 

PetroChina Company Ltd China A+/Stable A+/Stable  aa- 

China National Petroleum 
Corporation  

China A+/Stable A+/Stable  aa- 

Sinopec China A+/Stable A+/Stable  a- 

CNOOC Ltd China A+/Stable A+/Stable  a 

Fortum Oyj Finland AA+/Stable BBB/Stable bbb 

EDF France  AA/Stable BBB+/Negative bbb 

Public Power Corporation S.A. Greece BB/Positive BB-/Stable b+ 

NTPC Ltd  India BBB-/Negative BBB-/Negative bbb- 

Indian Oil India BBB-/Negative BBB-/Negative bb+ 

PT Perusahaan Listrik Negara  Indonesia BBB/Stable BBB/Stable bb+ 

PT Pertamina Indonesia BBB/Stable BBB/Stable bbb- 

PEMEX Mexico  BBB-/Stable BB-/Stable ccc- 

Statkraft AS Norway AAA/Stable BBB+/Stable ccc 

PGE S.A.  Poland A-/Stable BBB+/Stable bbb+ 

Saudi Electricity Company Saudi Arabia A/Positive A/Stable bbb 

Eskom South Africa BB-/Stable B/Stable ccc- 

Korea Electric Power Corporation South Korea AA-/Stable AA-/Stable bbb 

Source: Fitch Ratings 

 

China’s Largest Steel SOEs Spearheading 

Sector Decarbonisation 

In China, SOEs are at the forefront of the steel decarbonization 

drive, and their leadership is likely to grow further in the ongoing 
consolidation and strengthening of SOEs in the country. Of the 10 

largest steel producers in China as of 2020, five were SOEs, and 
three of them – the largest - announced net zero pledges in 2021.  

None of the top private companies has yet followed suit. The effort 

is being led by the world’s largest steel producer, controlled by the 
central government, Baowu Steel, which was the first to announce  

its net zero pledge, following President Xi Jinping’s own pledge 
made in September 2020.  

HBIS, Ansteel and Baotou (the country’s 14th largest producer), 

which are all SOEs, followed in Baowu’s steps in 2021. SOEs appear 
to be leading innovation as well as cooperation with other supply 

chain participants (in particular iron ore producers in Australia) to 
achieve steel decarbonization. For example, Baowu and HBIS are 

among a handful of companies in China to be developing hydrogen-
based ironmaking projects, which they expect to come online over 
2022-2024. 

The Chinese steel sector’s emissions are likely to peak ahead of the 
planned 2030 deadline – largely due to the peak of steel production 

in the country and government-mandated overcapacity 

curtailment. Deep decarbonization will be difficult to achieve in 

China, maybe even more so than in other steel producers. China’s 
steel emissions intensity is higher than the global average due to the 

country’s heavy reliance on blast furnaces. Operating steel plants 
are also only about 10-15 years old according to the IEA, making 
major retrofitting unlikely in the near term.  

Steel companies and market participants estimate that the sector 
will need considerable sums to decarbonize steel production, which 

is a notoriously hard-to-abate sector for which the most promising  
technologies are in the development stage. The Climate Bond 

Initiative reported in 2022 that China could need RMB20 trillion 
(USD3.14 trillion) in investment over 2020-2060 to decarbonize its 

steel, or USD78.5 billion a year. This compares for example with 
Baowu’s net profits of USD6.9 billion in FY21.  

In light of these large funding requirements, the sector’s  

decarbonization will require government involvement, which is 
likely to keep SOEs at the forefront of innovation and carbon 

emission reduction, given their strong link with the state. Chinese 
steel SOEs will be able to count on strong government support to 

access funding via the large state-owned banks. Issuance of labelled 
bonds could rise but is likely to remain limited for now among 

Chinese SOEs, which will continue to favour bank loans. Liuzhou 
Steel Group, a regional SOE, recently issued China’s first steel-
sector sustainability-linked bond in 2021.   
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Largest Steel Companies in China - Emission Reduction Targets  

Company Type 
Steel production, 

2020 (mnt) 
%  

China 
%  

Global Emission reduction targets 
Date 
announced 

China Baowu Iron and 
Steel 

Central SOE 115 11 6 Peak by 2023. Cut emissions by 30% by 2035. Neutral by 
2050. Scope not specified. 

Feb 21 

Hebei Iron and Steel 
(HBIS) 

Regio-nal SOE 44 4 2 Peak by 2022. Cut emissions by 10%+ by 2025 and by 
30%+ by 2030. Neutral by 2050. Scope not specified. 

Mar 21 

Jiangsu Shagang 
(Shasteel) 

Private 42 4 2 None announced. n.a. 

Angang (Ansteel) Central SOE 38 4 2 Carbon neutrality by 2050. May 21 

Beijing Jianlong Heavy 
Industry 

Private 36 3 2 None announced. n.a. 

Shougang Regional SOE 34 3 2 None announced. n.a. 

Shandong Iron and Steel Regional SOE 31 3 2 None announced. Acquired by Baowu in 2021.  n.a. 

Dalong Private 28 3 1 None announced. n.a. 

Hunan Valin Iron and 
Steel 

Private 27 3 1 None announced. Entered into a partnership in March 
2022 with Vale to study the feasibility of using high-grade 
iron ore produced by Vale in the forms of pellets or fines. 

n.a. 

Fangda Private 20 2 1 None announced. n.a. 

Source: Fitch Ratings, media reports, companies’ reports 
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