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bp and ConocoPhillips: a bond spread curve ball
Josephine Richardson (*)

The link between long-term financial performance and sustainable transition is nowhere clearer
than in the business of hydrocarbon production. Oil demand is set to peak within the decade, and
the pace of subsequent demand reduction dependent on how quickly announced government
pledges are put into action.1 There are direct financial risks to ‘business-as-usual’ oil production
strategies, where losses due to stranded fossil-fuel assets are estimated to exceed $1trn.2

In previous work we have analysed relative sustainability3 within the oil & gas sector, to see if it has
been a driver of bond spreads.4 The starkest conclusion was around the shape of bond curves, with
little differentiation observed in long-dated bond spreads despite significantly varied future
production intentions and climate alignment. We want to review this market pricing.

Recent analysis by Carbon Tracker, an NGO, has concluded that the oil & gas sector remains
unaligned with the Paris Agreement, despite some more sustainable corporate messaging.1

However, within the sector, their analysis shows some differentiated performance, with bp (ticker
BPLN) the only oil major with plans to reduce production before 2030 ranking highest in Carbon
Tracker’s alignment assessment and ConocoPhillips (ticker COP) with the largest planned
increases at the bottom (the full ranking is shown in Figure 2).

Despite variations in their transition risk
exposure, these two A- rated issuers
have bond curves of near-identical
steepness (see Figure 1). In other
words,the market appears still to be
pricing the 10s30s forward credit risk of
the two issuers at virtually
indistinguishable levels.

Due to the long duration of these
securities, a single notch downgrade
could have substantial negative price
implications for investors, as the credit
impact of poor transition planning is
digested.

1 “Paris Maligned II: Climate alignment assessments reveal oil and gas company transition risk exposure”,
Carbon Tracker, 20 Mar 2024.
2 “Stranded fossil-fuel assets translate into major losses for investors in advanced economies”, Nature
Climate Change”, 26 May 2022.
3 We used data such as implied temperature alignment and forward production intentions. We emphasise
this was a relative analysis, and reiterate that no oil & gas producer has a credible transition strategy.
4 For the full analysis please see “Oil & Gas: climate performance and the cost of capital”, AFII, 6 Mar 2023.
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Figure 1. bp and ConocoPhillips USD bond spreads. Source:
Bloomberg, accessed 21 Mar 2024.

https://carbontracker.org/reports/paris-maligned-2/
https://www.nature.com/articles/s41558-022-01356-y
https://anthropocenefii.org/climate-risk-pricing/oil-gas-climate-performance-and-the-cost-of-capital
http://www.anthropocenefii.org/
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Transition risks for oil & gas producers
While there may be debate around the exact timing and speed of transition, the direction of travel
is indisputable. The International Energy Agency, an NGO, predicts demand for all fossil fuels will
peak before 2030,5 however even this trajectory is far from sufficient to achieve global climate
goals. The UN calculates that 2030 production intentions are 110% greater than those  consistent
with 1.5°C warming, and 69% more than 2°C.6 If the 1.5°C Paris Agreement goal is to be met, oil
production would need to drop  14% to 2030 or 69% to 2050.6 This reduction in demand could drive
prices as low as $10 a barrel in 2050.7

Relative alignment
Figure 2 shows the full ranking from
Carbon Tracker’s alignment
assessment of oil & gas producers.
Companies are graded from A-H.
Even bp, the top-ranked firm, is not
doing enough to align with the Paris
Agreement, which is why it only gets
a D grade.

When comparing bp (the top ranked)
and ConocoPhillips (the bottom
ranked), several key differences
explain their relative performances,
amplified by the weighting of certain
criteria.

In terms of future production, bp
predicts -13% by 2030 whereas
ConocoPhillips targets +47% by
2029-2032.

In terms of emissions targets,
ConocoPhillips commits to net zero across Scope 1 and 2 only by 2050, whereas bp has a 2030
absolute emissions reduction goal covering Scope 1, 2 and 3.

In terms of alignment of investment options, bp scores a 2, which means over 50% of its potential
future upstream capex is not incompatible with 1.7°C warming, whereas ConocoPhillips’s score of
0 means that less than 25% of its upstream capex is considered the same.

As Carbon Tracker concludes, the assessed oil majors have recently sanctioned projects and
intended investments which fall outside the Stated Policies Scenario (STEPS), which itself falls
short of announced government pledges. The longer-term financial risks of these projects are

5 “World Energy Outlook 2023”, IEA, Oct 2023.
6 “Global fossil fuel production plans far exceed climate targets, UN says”, Reuters, 8 Nov 2023.
7 “Oil could plummet to $10 by 2050 if Paris climte goals are achieved, energy consultancy says”, CNBC, 15
Apr 2021.

Figure 2. Carbon Tracker alignment assessment for Oil & Gas producers.
Source: Paris Maligned II by Carbon Tracker.

https://iea.blob.core.windows.net/assets/86ede39e-4436-42d7-ba2a-edf61467e070/WorldEnergyOutlook2023.pdf
https://www.reuters.com/business/energy/global-fossil-fuel-production-plans-far-exceed-climate-targets-un-says-2023-11-08/
https://www.cnbc.com/2021/04/15/oil-could-plummet-to-10-by-2050-if-paris-climate-goals-are-achieved.html
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substantial, and the ranking above serves to estimate relative exposure to such business transition
risk. It would be reasonable for this to be correlated with long term credit risk.

Market Pricing
The top and bottom issuers in Figure 2
provide an easy illustrative comparison.
Both are A-rated oil majors with deep USD
bond curves.8

The bonds in 5y/10y/20y and 30y appear
priced virtually on top of each other, a
similar conclusion to our earlier report
from last year.4

We acknowledge that the technicals of the
US bond market may be less supportive of
sustainability-motivated flows,9 which may
explain the lack of differentiated pricing
amongst shorter dated bonds. However,
with demand adjustments set to kick-in within the decade, it would be reasonable for the relative
degree of transition risk of these two issuers to translate into differentiation in the 20y and 30y
credit spreads.

Impact of downgrade

When considering what the potential pricing impact could be of ConocoPhillips’ transition risk, we
analyse the impact of a one-notch downgrade. Figure 4 shows bond spreads for securities around
20 years in maturity from BBB-rated oil producers Devon Energy Corp (ticker DVN), Hess Corp
(ticker HES) and Marathon Oil Corp (ticker MRO).

8 BPLN is A-/A2/A+ and COP is A-/A2/A, from Bloomberg accessed 25 Mar 2024.
9 Overall US sustainable funds suffered outflows in 2023 as reported in “US sustainable funds saw net
outflows in 2023: Morningstar”, ESGDive, 6 Feb 2024.
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Figure 3. bp and ConocoPhillips USD bond spreads. Source:
Bloomberg, accessed 21 Mar 2024.

COP $4.3 44sCOP $3.7 42s

DVN $5.6 41s DVN $4.75 42s

DVN $5 45sHES $5.6 41s

HES $5.8 47s

MRO $5.2 45s

0

25

50

75

100

125

150

175

200

225

250

15 16 17 18 19 20 21 22 23 24 25

Z-
sp

re
ad

 (b
p)

Years to maturity

COP (A-/A2/A) DVN (BBB/Baa2/BBB+) HES (BBB-/Baa3/BBB) MRO (BBB-/Baa3/BBB-)

Figure 4. Oil producer selected bond spreads. Source: Bloomberg, accessed 25 Mar 2024.

https://www.esgdive.com/news/us-sustainable-funds-net-outflows-2023-morningstar/706709/#:~:text=The%20market%20saw%20over%20%2413,the%20help%20of%20market%20appreciation.
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These bonds trade with a premium of 30-70bps to COP’s current levels. Applying this spread move
to COP $4.3% 44s (with a duration of 11.35) suggests a downward price move of 3.4%-7.9%, which
could potentially be greater for the longer maturity securities.

Conclusions
Hydrocarbon production is a business highly exposed to transition risk, and yet investments are
still being made that are inconsistent with stated climate policies which will limit future demand.
This has implications for the long-term credit risk of those issuers.

Our earlier analysis concluded that intra-sector relative climate alignment was not priced into
bond spreads.4 This seems still to be true for bp and ConocoPhillips,  since the shape of their bond
curves are near-identical despite materially different production intentions.

As these transition risks are increasingly considered by rating agencies,10 due to the long duration
of the bonds in question,  price moves could be substantial in the event of a downgrade. It is also
reported that fossil fuel producers will need to refinance significant sums in the near future,11

which could provide impetus for some of these risks to be scrutinised by investors.

10 “Credit rating agency evolution on climate change risk and fossil fuel financial viability”, IEEFA, 14 Mar
2024.
11 “A $3.2 Trillion Refinancing Wall Looms for High-Carbon Issuers”, Bloomberg, 20 Mar 2024.

https://ieefa.org/articles/credit-rating-agency-evolution-climate-change-risk-and-fossil-fuel-financial-viability
https://www.bloomberg.com/news/articles/2024-03-20/a-3-2-trillion-refinancing-wall-looms-for-high-carbon-issuers
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IMPORTANT DISCLAIMER:

This report is for information and educational purposes only. The Anthropocene Fixed Income
Institute (‘AFII’) does not provide tax, legal, investment or accounting advice. This report is not
intended to provide, and should not be relied on for, tax, legal, investment or accounting advice.
Nothing in this report is intended as investment advice, as an offer or solicitation of an offer to buy
or sell, or as a recommendation, endorsement, or sponsorship of any security, company, or fund.

AFII is not responsible for any investment decision made by you. You are responsible for your own
investment research and investment decisions. This report is not meant as a general guide to
investing, nor as a source of any specific investment recommendation. Unless attributed to others,
any opinions expressed are our current opinions only.

Certain information presented may have been provided by third parties. AFII believes that such
third-party information is reliable, and has checked public records to verify it wherever possible,
but does not guarantee its accuracy, timeliness or completeness; and it is subject to change
without notice.

Any reference to a company’s creditworthiness or likelihood of positive or negative performance in
the current or future market is purely observational and should not be taken as a recommendation
or endorsement or critique of such company or security.

 AFII is a non-profit organisation “to monitor, advocate for and influence the impact of the fixed
income and bond markets in the age of human induced climate change”. For more information
about the Institute, please visit www.anthropocenefii.org.

AFII is not in any way associated with, nor are any of its directors, employees or advisors, any of the
companies it references in its materials or reports and is not receiving compensation or
consideration of any nature for its observations and/or insights.
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