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Climate Vulnerability in Retail 

This is part of a series of reports that Fitch Ratings will use as a basis 
for publishing Climate Vulnerability Scores (Climate.VS) that apply 

to industry sectors, individual corporates and projects, and their 
debt instruments.  

Climate.VS measure the relative vulnerability of sectors and 

entities to long-term, climate-related changes under a scenario that 
incorporates a climate that is less than 2°C warmer by 2050. Fitch’s  

analysis extends to 2050 but also provides milestone assessments 
from 2025.  

Our core stress scenario is the UN Principles of Responsible  

Investment (PRI) Inevitable Policy Response Forecasted Policy 
Scenario (FPS) released in October 2021. This focus on policy 

provides a realistic assessment of the core credit risk from climate 
to corporate and project debt issuers. 

The retail sector will be among the least affected, as we consider it 

will be able to adapt to changing regulation aimed at energy 
transition, waste and packaging reduction. Retail should experience 

limited demand destruction due to climate policy, particularly in 
food and online retail. These two categories will therefore have 

limited vulnerability to the transition to a low-carbon economy. 
Apparel, and durable and electronics goods for retail will be more  

vulnerable, due to a slightly greater effect on demand and 

companies’ business models, although at different speeds. 
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Supply chain emissions and shifting consumer 
behaviour will present increasing challenges, 
although low-carbon transition should be 
broadly manageable for the retail sector. 
Supplier engagement strategies and climate 
targets will become increasingly important to 
manage these risks. 
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Climate Vulnerability Scores in Retail 

The retail sector’s direct contribution to climate change is generally 
low compared to many other industries, with over 90% of the 

industry’s environmental impact represented by scope 3 emissions 
(in line with the Carbon Disclosure Project), which are related to 

activities outside the companies’ operational control. This includes all 
the emissions generated to make the products sold by retailers 

(upstream emissions) and the emissions that customers create by 
using and disposing of purchased products (downstream emissions). 

Emissions in Retail 

Scope 1 Scope 2 Scope 3 

Direct emissions 
from fuel used in 
company-owned or 
controlled facilities 

Indirect emissions from 
the generation of 
purchased electricity, 
steam, or heating and 
cooling consumed by 
the company 

Upstream emissions 
generated to create the 
products 

Direct emissions 
from fuel used in 
company-owned and 
vehicles 

 Downstream emissions 
created by customers’ 
using and disposing of 
purchased products 

Source: Fitch Ratings 

 

Direct emissions are mainly related to energy consumption by 
stores and warehouses. The other area of direct emissions impact 

stems from retailers’ logistics infrastructure, with often an intense 
use of road shipment, the most carbon-intense transportation 

mode. Extensive use of refrigerants is an additional source of 
climate impact for food retailers.  

Transition to more energy-efficient equipment and operations, 

which could reduce direct emissions, is often included in retailers’ 
operating efficiency programmes, supporting retailers’ profitability 

in the long term We expect more initiatives to be launched to 
reduce carbon emissions within companies’ logistics , particularly in 

terms of shift towards alternative-powered vehicles in freight, 
trucking and delivery fleets. 

Many large retailers work in cooperation with goods producers to 

increase efficiency of their operations and encourage the use of 
more sustainable raw materials for products and packaging  so as to 
reduce indirect upstream emissions.  

To reduce indirect downstream emissions, retailers invest in and 
promote reusable packaging, stimulate less waste-generating 

consumption and sales of energy-efficient products, adapt their 

offering with a greater share of durable goods with longer term of 
use, and create options to return used goods for recycling or resale.  

The scope and prevalence of these initiatives varies significantly by 

region, with greater progress in developed markets. The number of 
retailers who have set their environmental targets in line with the 

Science-based Targets Initiative (SBTi) have increased significantly in 
recent years, but this has yet to become a widespread practice globally.  

The pace of the introduction of changes is likely to vary across  

markets, but potentially at accelerated speed in regions where the 
largest multinational retailers have leading positions, as they are 
the first to introduce environmental initiatives. 

 

A clearly communicated environmental strategy is also becoming  

an additional competitive advantage for retailers and producers , 
particularly in developed markets. This serves as another natural  

incentive for both sides to invest in climate-related projects. The  
share of environment-conscious customers who are willing to 

contribute to initiatives against global warming by their consume r 
choice has been growing in the last decade, with the trend 
particularly prominent in developed markets. 

Nearly half of the global population will become eco active (highly 
concerned about the environment and taking actions to reduce  

waste) by 2030 from just above 20% in 2021,  according to KANTAR 
market research (dated September 2021). The agency projects that 
in high-GDP markets the 50% level will be reached by 2025. 

PwC’s June 2021 Global Consumer Insights Pulse Survey also 
confirmed an increase in the share of eco-friendly consumers globally, 

with the largest increase in the millennial demographic group. The 
heightened inflation in many regions is likely to restrain this trend as 

price will still be the key factor for many customers. However, we 
expect the shift to continue in the long term toward 2050. 
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Sector Climate.VS Definitions 

 Sector Climate.VS 

 10 30 50 70 90 

Description of 
cumulative risks to a 
point in time (e.g. 2050) 

Climate-related 
factors neutral to 
positive for sector 
prospects 

Fundamental demand 
drivers neutral to positive, 
despite major changes to 
existing business models or 
a need for heavy investment  
to address climate-related 
factors   

Solid demand drivers but 
a need for material 
changes to products or 
production methods, 
which may threaten 
profitability 

Major changes to 
markets, regulation and 
business model  due to 
climate-related factors 
likely to disrupt 
profitability for an 
extended period 

One or more climate-
related factors have 
the potential in a 
credible scenario to 
pose an existential 
threat to core 
business activities 

Note: Higher scores denote greater vulnerability  
Source: Fitch Ratings 
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As a result, over time and at different speeds across markets, 

retailers will have to respond to growing demand for changes in 
assortment management with continued shift toward sustainably 

produced and packaged goods, and sustainably managed retail 
operations.  

Implementation of a developed sustainability strategy, confirmed 

by demonstrated progress and credentials, is likely to become an 
increasingly important factor for the investor community in the 

coming decades. Retailers are already active in the sustainability-
linked bond market, with offerings ranging from Carrefour’s  

EUR1.5 billion bonds placed in March 2022 to the NOK400 million 
green bonds issued by Norwegian retailer NorgesGruppen.  

Objectives 

This report focuses on risks at sector and sub-sector levels and 

outlines how we assign Climate.VS to individual entities and debt 
instruments.  

We assess Climate.VS and assign scores for the retail sector on a 

global basis. We recognise any significant regional differences when 
we assign scores to entities and transactions through “entity 
modifiers”. 

Assumptions 

We have adopted the PRI Inevitable Policy Response’s  2021 FPS as 

our core scenario (full details are available on the PRI website). The  
FPS highlights a range of policies consistent with a scenario 

whereby the climate warms by less than 2°C. The scenario is 
credible, publicly available and focuses on the policy outcomes we  
see as the key drivers of vulnerability for corporates and projects.  

The FPS is based on the premise that there will be a forceful global 
policy response to climate change in 2023-2025. This scenario is far 

from the only credible long-term scenario in the market but, given 
the focus of Climate.VS on identifying risks, we believe it gives us a 

prudent yet credible core scenario around which to base our 
thinking. Key policy assumptions in the FPS that have a bearing on 
this report include: 

• An expansion of carbon pricing mechanisms and carbon 
border adjustment mechanisms, and a rise in carbon prices. 

The FPS expects a global convergence in prices, accelerated 
by carbon border adjustment mechanisms, to more than or 

equal to 100/tCO2 by 2050. This will strongly incentivise 
investment in new assets such as low-carbon manufacturing  
processes and transportations. 

• The implementation of energy efficiency and product 
quality policies will have a direct impact on the retail sector, 

in particular minimum energy performance standards for 
new appliances and requirements for longer lifespan and 

reparability of consumer products. Energy efficiency 
policies in buildings will require investment in building and 

parking retrofits, involving, for example, changing heating 
systems and installing electric vehicle charging stations. 

Retail companies that are tenants will be indirectly affected 
via higher rents for ‘greener’ premises. 

• Circular economy policies, which will incentivise recycling  
and reusing products, support the second-hand economy;  
they could include requirements to provide spare parts. 

• Waste policies, to reduce packaging. 

• Climate policy and trends that lead to changes in consume r 
preferences and behaviours, such as changes in food 

consumption (decrease in meat consumption, rise in 
alternative proteins) will require food retailers to adapt 

their offerings. Aside from food, the FPS does not single out 
a specific change related to retail, but we include here  

increased appetite for second-hand consumer goods (eg 
fashion and furniture). 

• Food expenditure’s share in household income broadly  
stable, and to move from 4.1% in 2020 to 3.8% in 2050, as 

GDP per capita grows. Regions with stronger land 
competition are expected to experience more significant 

food price increases, particularly bioenergy-rich regions  
such as Central and South America, Mexico, and Brazil. 

Entity Modifiers 
The vulnerability of companies to climate risks is primarily a 

function of their business mix. Our initial view on an entity’s 
vulnerability will reflect its business mix, with its score based on the 

Climate.VS in the following sections and weighted by EBITDA at the 
end of our financial forecast horizon (typically three to five years). 

We will complement this with a two-tier system of entity modifiers, 
which are intended to provide more granular sub-sector analysis 

through business-line-specific considerations and to capture wider 
group-specific factors, such as the level of diversification and 
climate strategy. 

Tier 1 – Business-Line-Specific ESG Considerations  

Sub-sector factors are applied across all sub-sectors discussed in 
this report and are grouped into four categories. Descriptions of 

each category vary slightly from sector to sector and are provided 

in relevant subsections of this report. 

Business-Line-Specific Climate Considerations 

1. Local regulation and 
state support 
mechanisms 

The degree of aggression of local environmental 
policies in relation to hotel companies and their 
GHG emissions.  

2. Demand and 
revenue stability  

Key considerations would include shifts in 
consumer preferences toward sustainable and 
environment-friendly consumption.  

3. Cost 
competitiveness 

Cost competitiveness is determined by region, 
scale and business structure, including share of 
online operations. 

4. Environmental asset 
efficiency, age and 
quality 

Asset efficiency, proportion of total electricity 
sourced from renewable energy sources, usage 
of electric vehicles within logistics and 
climatization systems.   

Source: Fitch Ratings  
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Tier 2 – Group-Level Considerations 

Group considerations will be applied on top of subsector-specific 

and business-line-specific factors and will reflect a company’s  
operational features and climate strategy. This will help provide a 

more refined view on a particular company’s  vulnerability to 
climate risks.  

Group-Level Climate Considerations 

1. Size and integration Large integrated companies have more tools to 
deal with the energy transition and coordinate 
sustainability targets with goods suppliers, given 
greater scale, better access to funding and 
exposure to a variety of sectors and segments, 
which will experience different levels of 
disruption (eg international networks). 

2. Diversification by 
geography and asset  

Allows companies to mitigate the risk of sudden 
adverse market or regulatory changes in one 
country or region, gives more optionality in terms of 
capex deployment, and gives access to more 
business opportunities and higher growth potential. 

3. Financial access and 
flexibility 

Financial flexibility in the broad sense, including 
liquidity, steady access to cash for investments, 
and good-quality assets that can be traded if 
necessary. 

4. Climate strategy This involves long-term strategic views that are 
clearly driven by climate considerations, a 
positive factor. In particular, where the current 
business mix is quite vulnerable, the definition 
and transparent communication of a clear path 
to a more sustainable business could lead to a 
better score than the one implied by the current 
business profile. 

Source: Fitch Ratings  

 

Food Retail Climate.VS 
We believe food retail will be the least vulnerable retail subsector 

to climate transition risks to 2050, mainly due to resilience of 
demand in the segment. We assign the category a score of 15 in 

2025, climbing modestly to 25 by 2050. This is also a low score  
relative to other non-retail corporate sectors, where demand is 
more discretionary.  

The transition to a low-carbon economy will require some 
investment for food retailers, to upgrade equipment and lower 

energy consumption, reduce reliance on heavy packaging and 
cooperate with upstream agribusiness and food companies’ difficult 
decarbonisation trajectory.  

Food retailers will need to address the issue of refrigeration’s  
energy use, but will be able to do it as part of the natural equipment 

replacement cycle. Food retailers will need to gradually adapt their 
product offering to more environment-conscious consumers and 

adjust to a rising share of e-commerce, but demand factors will 
remain robust through the transition. 

Food products are responsible for 60% of global nature loss and 

contribute over a third of total greenhouse gas (GHG) emissions 
globally. The food retail biggest input in addressing climate change 
is to be made from reducing the sector’s Scope 3 emissions.  

Most common areas for climate-change responses in relation to 
direct emissions for many food retailers include reduction of energy 

consumption by store and warehouse facilities, lowering of logistics 
fleet emissions, and switching to sustainable packaging and food 
waste reduction. 

Reduction of in-store energy consumption for food retailers might 
require more complex solutions than for non-food operators, as 

often they manage a larger selling space with a wider variety of 
premises, differing in terms of building and location characteristics .  

Food retailers also generally consume more energy than non-food 

retailers due to refrigeration equipment. The largest contributi on 
of GHG emissions of refrigeration systems now comes from its 

energy consumption as technologies of refrigerant systems have 
improved in recent decades, with lower rates of refrigerant leaked 

into the atmosphere. In the coming years, food retailers will 
therefore need to invest in less energy-intense refrigerants. Other 

factors that can minimise the total impact of refrigeration and air-
cooling equipment include more efficient management, monitoring  

and retrofits of refrigeration systems, which would constrain 
temperature losses or unnecessary cooling.  

Generally, we believe that additional investments needed for lower 

energy consumption-related projects are not likely to materially 
affect retailers’ cash flow and profitability in the long term, and are 

likely to be offset by efficiency gains accompanying reduced energy 
consumption. 

Logistics infrastructure spans carbon-intense activities, such as 

road freight and trucking, and less emitting activities including  
warehousing and other supply chain operations. Key 

decarbonisation targets for retailers lie in trucking and store  
delivery. This would require large-scale adoption of alternative 

fuels infrastructure, which for retailers is likely to be limited to the 
cost of acquiring alternative powered vehicles and operational  

measures at logistics facilities. Electrification and hybridisation of 
road vehicles is also a likely solution for urban store and custome r 
deliveries, although it is less proven for long-haul vehicles.  

 

Climate VS Evolution 

 2025 2030 2035 2040 2045 2050 

Food Retail 15 20 20 20 25 25 

Source: Fitch Ratings 
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Sustainability-related projects in logistics might be capital intense 

for retailers with material own logistics infrastructure and lead to 
higher costs of use of outsourced logistics services. This is likely to 

put modest pressure on retailers’ operating profitability and free 
cash flow generation in the mid to long term, only partly offset by 
potential efficiency gains related to decarbonisation projects. 

Indirect emissions targets are commonly addressed by new policies 
of interaction with suppliers, including promotion of voluntary  

environmental certifications by goods producers and increased 
preference for suppliers whose environmental policies are in line 
with the retailer’s.  

For example, Carrefour reported that around 300 of its suppliers  
have committed to the retailer’s food transition pact in 2021, up 

from 26 in 2020. The pact is aimed at sustainable fishing, combating 
deforestation, nutrition and health, local products,  and reducing  

the use of packaging and the carbon footprint of the products it 
sells. The company also launched a reporting platform shared with 

suppliers to monitor the carbon footprint reduction of products  
(scope 3).  

Assuming the share of eco-conscious customers will gradually 

increase, retailers will be naturally motivated to encourage changes 
in food production of suppliers and correspondingly adjust their 

assortment policies. We consider that in the medium term this 
trend should not have material implications for food retailers in 

terms of demand or costs. In the longer term, retailers need to 
establish resilient access to sustainably produced products. 

Changes in supply also often include retailers’ and suppliers’ 

commitments for localised manufacturing, which should lower 
emissions through a shorter supply chain and avoidance of 

excessive inventory due to production being more aligned with 
local demand. We expect the latter to lower waste production and, 
positively for retailers, lower their shrinkage expenses. 

Overall, we assess that the gradual shift in retailers’ assortment 
policy toward sustainable goods and food products, supported by 

large suppliers and clearly communicated to consumers, should 
have neutral to positive impacts on retailers’ operations. 

A shift to sustainable packaging has also emerged as one of the top 

focuses for eco-conscious consumers, which has translated into 
prompt response by producers and retailers. Packaging represents  

nearly 40% of all plastic produced globally. As global plastic waste is 
projected to triple by 2060 according to the Organisation for 

Economic Co-operation and Development, reduction of plastic 
packaging in retail is of high importance for GHG reduction.  

Food retailers including Aldi and Sainsbury ’s have pledged to halve 

their plastic footprint over 2020-2025. This will require significant 
changes to current operations and potentially investment in 
reusable packaging service providers, among other methods. 

Common initiatives introduced by retailers include: revision of 

operations with the aim of removing plastic packaging where  
possible; introduction of reusable packaging for customers; and 

gradual switch to recyclable packaging. These actions would mainly 
cover in-store secondary packaging or additional packaging for 

goods sold via online channels. However, the greatest impact would 
be achieved if such initiatives were expanded outside retailers’ 

operational control, with increasing cooperation with goods 
suppliers, including with producers of private-label products.  

Entity-Level Considerations 

Business-Line-Specific Climate Considerations 

1. Local regulation 
and state support 
mechanisms 

The degree of aggression of local environmental 
policies in relation to energy consumption, waste 
management, transportation and their GHG 
emissions.  

2. Demand and 
revenue stability  

Significance of environment-conscious customers 
in key markets of operations, trends in consumer 
preferences and shifts toward sustainable 
consumption.  

3. Cost 
competitiveness 

Cost competitiveness is determined by region, scale 
and business structure, including share of online 
operations. Access to products and goods suppliers 
operating under environmental policies adequate 
for the particular region. 

4. Environmental 
asset efficiency, 
age and quality 

This is focused on asset efficiency, proportion of 
total electricity sourced from renewable energy 
sources and climatization systems, environmentally 
efficient logistics infrastructure including the 
vehicle fleet.  

Source: Fitch Ratings  

 

Entities’ Emission Reduction Targets 
Large international and regional food retail companies are making 

increasingly clear commitments to net-zero emission targets and 
other similarly environmentally protective policies relating to 

energy, water and waste management or recycling. These  
strategies are being communicated to suppliers and customers, and 
internally.  

Most of the medium-term targets, toward 2030, are for scope 1 and 
scope 2 emissions, while inclusion of scope 3 targets is still in 

process for many retailers and are for the moment of lower scale. 
We expect continued development and focus on scope 3 emissions 

by the industry in the coming decade, with the most results to be 
achieved after 2030.  

 

  

Exclusively for the use of Tahmina Pinnington-Mannan at Fitch Group, Inc.. Downloaded: 14-Jul-2022



 

Special Report  │  30 June 2022 fitchratings.com 7 

 

  

 
Corporates / Sustainable Finance 

Retail 

Global 

Environmental targets of selected Food Retail Companies 

Company Targets  

Walmart Inc Reduce absolute scope 1 and 2 GHG emissions 35% by 2025 and 65% by 2030 from a 2015 
base year. Walmart will also work to reduce CO2e emissions from upstream and downstream 
scope 3 sources by 1 billion tonnes between by 2030 from a 2015 base year. 

Tesco Reduce scope 1 and 2 GHG emissions 60% by 2025, using a 2015 base year. Tesco also commits 
to reduce its scope 3 GHG emissions 17% by 2030, using a 2015 base year. The emissions 
categories covered by the scope 3 target are purchased goods and services (supply chain), fuel 
and energy-related activities, upstream transportation and distribution, and waste generated 
in operations. 

Schwarz Group  
(Lidl, Kaufland, Schwarz Produktion, PreZero) 

Reduce absolute scope 1 and 2 GHG emissions by 55% by FY30 from a FY19 base year.a 
Schwarz Gruppe also commits that 78% of its suppliers b y emissions covering purchased goods 
and services will have Science-Based Targets by FY26. Schwarz Gruppe commits to reduce 
absolute scope 3 emissions from use of sold products covering sold fuels by 27.5% by FY30 from 
a FY19 baseline.  

Aeon Co., Ltd. Reduce absolute scope 1 and 2 GHG emissions 46.2% by 2030 from a 2019 base year. AEON 
also commits that 80% of its suppliers by emissions covering purchased goods and services 
will set Science-Based Targets by 2021. 

Carrefour Reduce absolute scope 1 and 2 GHG emissions of 30% by 2030 and 55% by 2040 from a 2019 
base year. Carrefour Group also commits to reduce absolute scope 3 GHG emissions from 
purchased goods and services and use of sold products of 29% by 2030 from a 2019 base year. 

Koninklijke Ahold Delhaize N.V., Delhaize NV  Ahold Delhaize commits to reduce absolute scope 1 and 2 GHG emissions 50% by 2030 from a 
2018 base year. Ahold Delhaize commits to reduce scope 3 GHG emissions 15% by 2030 from 
a 2018 base year. 

Target Corporation Reduce absolute scope 1 and 2 emissions and scope 3 GHG emissions from retail purchased 
goods and services 30% by 2030 from a 2017 base year. Target also commits that 80% of its 
suppliers by spend covering all purchased goods and services will set science-based scope 1 
and scope 2 targets by 2023. 

X5 Retail Group A 30% reduction in GHG emissions (scope 1 and scope 2) intensity per sqm of selling space 
compared to 2019. This would include an increase to 30% in the share of renewable energy 
used in the company’s operations and a 30% reduction in the ratio of waste generated to retail 
sales compared to 2019. 

a The target boundary includes biogenic emissions and removals from bioenergy feedstocks 
Source: Fitch Ratings, companies’ data, SBTi 
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Non-Food Retail Climate.VS 

Around 98% of non-food retailers’ emissions fall under scope 3 with 
the biggest contribution to GHG emissions coming from the use of 

sold products (nearly 68%) and from production and transportation 
of goods (around 29%) and in line with Carbon Disclosure Project.  

Direct scope 1 and scope 2 emissions usually refer to fuel 

combustion of company-owned facilities and vehicles and the use of 
purchased electricity, steam, heat and cooling. These areas are 

often already under control and/or under sustainability- and cost-
related programmes by retailers, particularly in developed markets.  

Climate.VS Evolution 
 2025 2030 2035 2040 2045 2050 

Food Retail 15  20  20  20 25 25  

Apparel Retail 20 25 30 30 35 35 

Durable Goods and Consumer 
Electronics 

20 25 30 30 35 35 

Building Materials 20 20 25 25 30 30 

Pure Play Online 15 20 20 25 25 25 

Source: Fitch Ratings 

 
For Climate.VS scores for fuel retail companies, see Oil & Gas and 

Chemicals–Climate Vulnerability Scores Update report. 
 

Apparel Retail 

We assign a Climate.VS of 20 for the clothing retail category in 

2025, growing to 35 out to 2050. By then, the apparel retail 
subsector will the most vulnerable retail category, along with 
durable goods and consumer electronics subsector.  

The clothing industry accounts for a significant share of global 
emissions. The World Resources Institute (WRI) estimates it 

amounts to 2% of total emissions, with most occurring up the supply 
chain, during the manufacturing process. The WRI estimates that 

96% of apparel retail’s emissions fall under scope 3 (upstream and 
downstream emissions), 3% fall under scope 2 (purchase d 

electricity and energy) and just 1% under scope 1 (direct emissions). 
Emissions from offices, retail and distribution centres are lower . 

Some fall under the retail company’s scope 1 emissions, if it owns  
buildings. For example, Inditex has a very large manufacturing and 

distribution centre in Spain, which manufactures some of the 
garments it sells, although it does not own the real estate assets 
hosting the stores. 

In publications from 2021, the WRI, the Apparel Impact Institute  
(Aii) and the Fashion For Good platform (FFG) identified the options  

to reduce scope 3 emissions for the fashion industry, breaking them 
down between existing solutions, which have the potential to 

reduce scope 3 by 47% by 2050, and innovative solutions, which 
could reduce emissions by 39%. The rest of the emissions could be 

reduced via other solutions linked to materials efficiency, extended 
use and reducing waste, in order to increase the useful life of 

garments and, to boost re-commerce and reduce overproducti on 
trends.  

 

 

Existing solutions as identified by WRI, Aii and FFG include:  

• The deployment of renewable energy; 

• Scaling up sustainable materials and processes, by 
increasing the use of lower-carbon fibres such as recycled 

polyester, and lower-carbon practices, such as regenerative 
agriculture techniques for cotton. Currently, recycling rates  

are limited due to complex and expensive processes , 
compounded by the increasingly complex combinations of 

fibres, fixtures and accessories in garments. The EPA 
estimates that only 15% of all discarded textiles in the US in  

2018 were recycled, and that the share decreased to 13%  
for clothing and footwear; 

• Maximising energy efficiency in manufacturing facilities. 

This is likely to require companies to rethink their unsold 
inventory and overproduction practices.  

• Phasing out coal by using alternative fuel sources for apparel  
manufacturing. 

Innovative solutions, requiring additional research to reach scale, 
include:  

• Acceleration in the development of next-generation 
materials, including textile recycling, carbon capture and 

utilisation-based polyester production, bio-based materials 
and plant-based leather.  

• Phasing out coal in the dry processing stage of 
manufacturing, with new dyeing processing technologies  
that require very little to no water. 

Government climate policy related to the clothing industry is likely 
to include policies reducing waste (France passed a law in 2020 

forbidding companies from destroying unsold, usable goods) and 
policies supporting the circular economy. The rise in carbon prices  

will also directly affect production costs, as polyester and other 
synthetic fibres are mostly derived from the fossil fuel industry. 

These government measures will require significant changes to 
existing clothing production processes, in particular linked to 
unsold inventory management, waste and material recycling rates.  

The Aii and FFG estimate the cost of decarbonising the fashion 
industry to be USD1 trillion by 2050, or USD33 billion annually on 

average over 2020-2050, with most of the investment made by 
companies, mostly via debt and equity.  

Clothing brands are likely to experience an increase in materials’ 

costs, in particular due to increasing cost of carbon. Solutions that 
allow the reduction of emissions and partly avoid the rise in carbon 

prices, such as the deployment of renewable energy in the 
manufacturing process, already exist.  

However, the WRI, Aii and FFG estimate that a large share of 

potential emissions reduction will rely on innovative solutions that 
are not yet available at scale (such as carbon capture), suggesting 

textile and apparel manufacturers are likely to experiences an 
increase of production costs due to carbon policies. Manufacturers  

should be able to pass some of the added cost onto retailers and 
customers.   
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Most of the emissions in the apparel supply chain fall under retail 

brands’ scope 3 emissions and therefore lie outside their direct 
control, but retailers are likely to participate in funding the efforts to 

reduce emissions at their suppliers. This is exemplified by the launch 
in June 2022 of the Fashion Climate Fund by the Aii. Partly funded by 

apparel retail companies, including H&M and Lululemon, it aims to 
identify, fund and scale decarbonisation methods for suppliers.  

Passing the increase in costs on to the customers could be 

challenging, as clothing has relatively elastic demand given intense 
competition and the large substitute choices available (eg of 

second-hand clothing, which usually commands a discount), and 
consumers are able to adjust their clothing spending  to some 

extent. This could threaten the profitability of the companies that 
are unable to pass on a majority of the increasing costs onto 

consumers. Companies that rely on a low margin-high turnove r 
model could be more vulnerable to this trend, as the fashion 

industry - excluding luxury - usually has low margins as it operates  
on a low margin-high turnover model.  

Consumers will fund part of the efforts, mainly by paying a premium 

for more sustainable materials, but justifying this will become more  
difficult as the use of lower-carbon materials becomes mainstream.  

Part of clothing retail’s revenue is also likely to be negatively 

affected by evolving consumption trends and the rise of a more  
environment-friendly consumer, which will encourage using 

garments for longer and support the second-hand economy. Both 
‘fast fashion’ and second-hand apparel retail have been growing  

strongly and concomitantly in recent years, catering to different 
types of consumers.  

Fast fashion is likely to continue growing in the coming decade, but 

the increase in production costs we expect in the industry could 
dent sales in the longer term as the industry has built its popularity  

on the very low price of its products. While the circular and second-
hand economy will only take up a share of total apparel retail 

(estimated at 21% in 2019 by BCG), it could slow down sales of 
traditional retailers.  

Some established brands will look to offset this trend by setting up 

their own second-hand, refurbishing and rental businesses to support 
their brands, or by buying stakes in online resale companies. 

Durable Goods and Consumer Electronics 

The durable goods and consumer electronics retail (DGCE) segment 

will be the most vulnerable to transition risks among the entire  
retail sector, alongside apparel. We assign the segment a 

Climate.VS of 20 in 2025, growing to 35 by 2050. The transition to 
a low-carbon economy will require retailers to gradually shift their 

offering toward products made with more sustainable materials 
and with much improved reparability and durability characteristics . 

The rise of the second-hand and sharing economy, bolstered by 
climate policy and evolving consumers’ preferences is likely to 
negatively affect demand for DGCE in the long term. 

As for other non-food retailers, the very large majority of GHG 
emissions for sellers of DGCE also fall under Scope 3 emissions.  

Therefore one of the key areas of environmental actions for the 
sector is to grow the cooperation with goods producers and 

encourage changes in materials and methods used by suppliers to 
manufacture durable and consumer electronics products.  

For furniture and home goods producers, this would include  

responsible wood, paper and fibre sourcing, rising use of recycled 
and biodegradable materials and materials not linked to 

deforestation, and more sustainable use of paints. For consume r 
electronics manufacturers, key areas of environmental response  

would include production of more energy-efficient appliances, use 
of biodegradable materials, investments in effective recycling and 

extension of product lifetimes. We expect that most of the potential 
increase in production costs related to these initiatives would be 

passed over to customers and will have minimal impact on retailers’ 
profitability. For both sub-segments, environmental targets also 

include investments in infrastructure for reduced levels of 
obsolescence and reparability to avoid full product replacement.  

Product durability characteristics will become a key area of 

vulnerability for the sector as public policy aimed at improving 
reparability and end-of-life product management gain momentum.  The 

UN estimates that consumers generate around 50 million tonnes of 
electrical and electronic waste a year, with the figure expected to 

increase to 120 million tonnes by 2050. However, only 20% of this is 
recycled, with annual e-waste estimated at around USD62.5 billion.  

Consumer electronics retailers along with manufacturers might be 

increasingly expected by regulators to be responsible for promoting 
the use of longer lifetime products, facilitation of goods recycling and 

reparability. The latter could require additional investments in goods 
service stations, educating customers on potential options to lengthen 

products’ life, and availability of some spare parts in stores. We would 
expect such investments to be shared with goods producers.  

The progress of transitioning toward sustainability targets for retailers 

is often measured by the share of revenues generated from sustainable 
products, so this will require retailers to ensure a resilient and growing 
supply of sustainable products in key markets of operations.  

The gradual shift towards goods with longer use life is likely to lead to 
higher demand up to 2030, prompted by the consumers’ trend for 

updating home appliances and consumer electronics to more eco-
sustainable versions with longer use lives. However in the later years 

of this forecast this might lead to slower turnaround of appliances, 
which is likely to negatively affect retailers’ sales volumes. 

The second-hand and sharing economy is also likely to affect 

demand for DGCE in the long term. The growing scale of selling used 
goods creates competitive pressure for retailers. Therefore, brick-

and-mortar and online retailers are expanding into resale business. 
For example, IKEA has launched a global buyback programme and 

is opening stores dedicated to selling pre-owned furniture . 
Retailers also enter into cooperation with resale companies and 
online second-hand platforms. 

The consumer electronics sector is attracting increasing attention 
from the regulatory bodies in different regions. Countries impose 

various requirements related to environmental safety of the 
products, which could require additional testing and certifications  

in different regions. This could also indirectly affect retailers’ 
operations. In addition, there might be a growing trend on 

regulation of product characteristics allowed for sale in particular 
regions. For example, USB Type-C will become the common 

charging port for all mobile phones, tablets and cameras in the EU 
by autumn 2024, which should reduce e-waste in the region. 
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Building Materials and Home Improvement Retail 

Building materials and construction is one of the largest consumers  

of natural resources, with a large environmental footprint, including  
its large direct and indirect greenhouse gas emissions, significant 

waste generation and high water consumption. For details on the 
sector’s environmental impact see Building Materials and 
Construction –Long-Term Climate Vulnerability Scores.  

Retailers who sell building materials and a wide range of products  
needed for construction and renovation purposes are also 

considered to be important parties to reducing the greenhouse gas 
emissions in this product category. Their Climate.VS of 20 to 30 

throughout 2025-2050 are lower than those of goods 
manufacturers and suppliers, and  reflect strong long-term demand 

drivers, fairly limited regulatory risks and low-to-moderate changes 
needed to existing business models.  

Initiatives related to combatting scope 1 and scope 2 emissions are 

common with other non-food retailers. To ensure a reduction in 
emissions, home improvement retailers are likely to gradually 

change their revenue structures toward more environment-
friendly products. They are also encouraging customers buy and 

install more resource-efficient and planet-friendly equipment 
solutions and materials to reduce energy and water consumption. 

The second-hand economy is also developing in this sector, albeit to 

a lesser extent than in apparel or consumer electronics and durable  
goods. In the long term this could negatively affect retailers’  

revenue in some product segments if not mitigated by development 
of an internal division to sell the used products.  

For example, in 2022 Castorama (a home improvement chain 

retailer owned by Kingfisher) in 2022 launched an online store of 
refurbished electrical and electronic products in France, in 

partnership with Back Market, the European leader in the sector 
and the company Cordon Group, a French specialist in the repair 
and renovation of electronic products. 

Development of more stringent regulations worldwide for building 
materials manufacturers and construction industry is naturally 

helping retailers increase the share of sales volumes of modern and 
more sustainable products. In addition, home improvement and 

building materials retailers have started increasing cooperation 
with large producers to facilitate this trend. However, we generally 

view such initiatives to combat upstream emissions as neutral  to 
positive for retailers, without material impact on their business 
operations. 

Pure-Play Online Retail 

Pure-play online retail will be the least vulnerable to transition risks 

in the non-food retail sector and is assigned a Climate.VS of 15 in 
2025, increasing to 25 by 2050. As for food retail, pure-play online 

retailers will be required to make some investments to shift their 
transport fleet to electric vehicle and implement energy efficiency 

measures in warehouses, but these investments will not 
significantly affect free cash flow, and demand factors will remain 
robust through the transition.  

The shift to online retail has been accelerated by the Covid-19 
pandemic. According to a UN study, online retail sales as a share of total 

retail sales increased by 3% in 2020 against a to a 2% rise between 

2018-2019. Online retail makes up almost 20% of total retail sales. In 

countries such as China, the US, UK and Japan e-commerce takes a 
particularly large market share. We expect this consumer shift to e-

commerce to continue throughout the low-carbon transition.  

A significant sub-industry, online retail faces many of the same 
climate-related issues as the broader retail industry. According to a 

study by Carnegie Melon, online shopping delivery uses ‘less 
primary energy’ and produces less emissions of CO2 than offline 

retailing. The study concluded that overall, e-commerce had about 

30% less energy consumption than offline retailing.  

Emissions from companies’ complex logistics and delivery network  
are a key source of online retailers’ overall  direct emissions. 

Companies will need to invest heavily in electrifying their own fleet 
of vehicles and improve efficiency in their operations and logistics 

to lower these emissions. This shift will demand additional capex. 
However, we do not expect these expenses to pose a significant 

challenge to companies’ financial flexibility. The switch from 
internal combustion engine vehicles to electric will occur gradually 

over the next 10 years, giving companies time to include these 
expenses in medium-term business planning. Improved energy and 

operational efficiency will also offer opportunities for savings.   

 

A second main source of emissions is delivery to customers through 
third-party delivery services. The demand for home deliveries is 

expected to grow by 78% by 2030 according to the World Economi c 
Forum. As demand for deliveries grows, 36% more e-commerce  

delivery vehicles will be on the road in cities around the world by 
the end of this decade. Online retailers will have to engage with 

these third-party delivery services in their supply chain to tackle 
scope 3 emissions, especially as the last-mile deliveries are the most 

energy-intensive part of a delivery. Costs could increase to support 
supplier engagement or due to a move to new, for now more  

expensive, third-party delivery providers that offer lower-carbon 

services would most likely be passed on to customers. 

Packaging is another source of emissions that is particularly  

pronounced in online retail. E-commerce is estimated by 
Generation Investment Management to use up to 10 times more  

packaging than brick-and-mortar stores. This goes to landfill and 
produces methane, a particularly potent greenhouse gas. However, 

due to higher centralisation of logistics operations, online retailers 
are well positioned to use more packaging recycling. Online 

retailers will still need to develop ways to package deliveries in les s 
waste-producing ways and invest in alternative and more  

sustainable materials than plastic.
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Like other retail companies, online retailers will also need to engage 

with their suppliers to lower their scope 3 emissions, especially on 
issues such as product packaging and product quality (eg lifespan, 

and ability to repair and recycle). Online retailers might face a 
bigger challenge engaging with suppliers due to the large number of 

smaller, geographically dispersed suppliers. However, large 
companies such as Amazon, Alibaba and JD.com are likely to have a 

greater power to influence suppliers and therefore offer their 

customers more sustainable options to buy.  

Customer demand for sustainable products is increasing steadily 

and offering such options would present a business opportunity for 
these companies. To further support customers’ decision-making, 

online retailers could invest in developing algorithms and filters 
that underpin e-commerce platforms to nudge customers towards  

sustainable and net-zero products and services by default.  

Online retailers will have to tackle emissions and waste from 

customer returns. One study estimates that in the US returns  
create 15 million tonnes of CO2e and 2 million tonnes of landfill 

waste. Most online retailers offer free returns, creating an incentive 
for customers to order more than they want or need. Ending this 

policy has been controversial in the industry, but this has changed 
with fashion retailer Zara in the UK announcing that it will end free 

postal returns for online deliveries earlier this year. Although free 
returns can drive purchases, they also cost retailers over USD70 

billion a year. Savings will therefore offset a least some of the loss in sales. 

Entity-Level Considerations 

Business-Line-Specific Climate Considerations 

1. Local regulation 
 and state support 
mechanisms 

The degree of aggression of local environmental 
policies in relation to companies and their GHG 
emissions.  

2. Demand and 
revenue stability  

Significance of environment-conscious 
customers in key markets of operations, trends 
in consumer preferences and shifts toward 
sustainable consumption.  

3. Cost 
competitiveness 

Cost competitiveness is determined by region, 
scale and business structure, including share of 
online operations, and access to goods suppliers 
operating under environmental policies 
adequate for the region. 

4. Environmental asset 
efficiency, age and 
quality 

Asset efficiency, proportion of total electricity 
sourced from renewable energy sources and 
climatization systems, and environmentally 
efficient logistic infrastructure including the 
vehicles fleet.  

Source: Fitch Ratings  

 

 

 

Entities Emission Reduction Targets 
Many non-food retail companies have set the most ambitious targets for reducing scope 1 and scope 2 emissions by 60% to 90% the next 10 to 

20 years, while scope 3 emissions are the hardest to address, with the most common range for reduction targets of 20% to 40%.  

Environmental targets of selected Non-Food Retail Companies 

Company Targets  

Amazon Achieve net-zero carbon emissions across the business by 2040. 

JD.com JD commits to reduce GHG emissions by 50% by 2030 compared with 2019. 
Among other initiatives, JD is replacing traditional fuel-combustion trucks with new energy vehicles, and introducing energy charging 
stations in China. 

The Home Depot   Reduce scope 1 and scope 2 CO2 emissions by 2.1% a year to achieve a 40% reduction by 2030 and a 50% reduction by 2035. 

Ikea The IKEA home furnishing business commits to reduce absolute GHG emissions across the IKE A value chain (scope 1, 2 and 3) at least 
15% by FY30, from a FY16 base. Inter IKEA Group commits to reduce scope 1 and 2 GHG emissions 80% by FY30, from 2016. 
For IKEA retail operations (scope 3), the franchisee Ingka Group commits to reduce absolute scope 1 and 2 GHG emissions 80% by 
FY30, from 2016.  

Inter IKEA Group also commits to reduce absolute scope 3 GHG emissions from production at direct home furnishing, food, component 
and catalogue suppliers 80% by FY30, from 2016. Inter IKEA Group and the franchisee Ingka Group commit to reduce scope 3 GHG 
emissions by 50% per person for customer and co-worker travel and home deliveries by FY30, from 2016. 

Inter IKEA Group includes the IKEA franchisor, range development (including food), supply and some manufac turing activities. The 
target boundary includes biogenic emissions and removals from bioenergy feedstocks. 

Inditex Inditex aims to reduce absolute scope 1 and 2 GHG emissions 90% by 2030 from a 2018 base year. Inditex also commits to reduce 
absolute scope 3 GHG emissions 20% by 2030 from a 2018 base year. 

FAST RETAILING 
(Uniqlo) 

Uniqlo aims to reduce absolute scope 1 and 2 GHG emissions 90% by FY30 from a FY19 base year and to reduce absolute scope 3 GHG 
emissions from purchased goods and services 20% over the same time frame. It intends to have 100% sourcing of renewable electricity by FY30. 

Gap Inc. Gap aims to reduce absolute scope 1 and 2 GHG emissions by 90% and scope 3 GHG emissions from purchased goods and services 30% 
by 2030 from a 2017 base year. It also aims to increase annual sourcing of renewable electricity from 0% in 2017 to 100% by 2030 for 
its owned and operated facilities globally. 

Kingfisher plc Kingfisher intends to reduce absolute scope 1 and 2 GHG emissions 37.8% by 2025 from a 2016 base year and reduce scope 3 GHG 
emissions from use of sold products and purchased goods and services 40% per million  pounds of turnover by 2025 from a 2017 base year. 

Source: Fitch Ratings, companies’ data, SBTi 
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