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From Why To
How?

Defining ESG investment objectives
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Common approaches to setting primary and secondary ESG investment objectives
Align with norms
and values

Achieve positive impact
(environmental & social)

Achieve better
risk-adjusted returns

Align portfolio with:
•
Global norms (e.g. UNGC)
•
Regulatory constraints
(e.g. controversial weapons)
•
Investor beliefs

Generate measurable social or
environmental benefits:
•
Support UN SDGs
•
Promote climate change
•
Promote gender diversity

ESG as risk management tool
•
Enhance long-term, riskadjusted returns
•
Mitigate reputational risks
•
Improve crisis resilience

Historically, aligning a portfolio with norms and values using exclusion screens was the main objective of most ESG
investors. More recently, many ESG investors are defining:
Primary objectives: For example, addressing financially relevant risks

Secondary objectives: For example, aligning with norms and values within their financial objectives
(risk budget, tracking error)

Definitions: The Sustainable Development Goals (UN SDGs) are a collection of 17 global goals designed to be a "blueprint to achieve a better and more sustainable future for all". The SDGs, set in 2015 by the
United Nations General Assembly are intended to be achieved by the year 2030.
The United Nations Global Compact (UN GC) is a non-binding United Nations pact to encourage businesses worldwide to adopt sustainable and socially responsible policies, and to report on their implementation.
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Integrate ESG into your investment strategy

1

There are numerous approaches for integrating ESG into portfolio construction—whether active or
passive strategies—in equities or fixed income. Here are some common approaches.
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Improve ESG Quality /
Reduce Risk

Reduce Carbon Footprint

Exclude Business
Activities

ESG

CO2

VALUES

MSCI’s ESG Ratings can be used
for security selection or within
systematic strategies to help
improve ESG quality and reduce
risk. Foundations of ESG
Investing illustrate various
investment approaches.1

The MSCI Low Carbon Target
Index targets an 80% reduction
in carbon emissions while
maintaining similar
characteristics as the parent
Index, including a 0.5% tracking
error.2

Asset owners increasingly
require screens on their funds.
MSCI offers a full range of
screens and thresholds to help
managers meet client needs.

1. Foundations of ESG Investing, Parts 1-4, MSCI, 2018; Can ESG Add Alpha? MSCI, 2015; Factor Investing and ESG Integration, MSCI, 2016.
2. Beyond Divestment: Using Low Carbon Indexes, MSCI, 2015
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Integrate ESG into your risk management

1

We increasingly see clients incorporating ESG into risk reporting and conversations with portfolio
managers.
Sample report used by
large fund manager for
quarterly risk reporting
Portfolio has a higher
ESG Quality score than
the benchmark
High ESG Quality score
coming from higher
exposure to ESG
leaders and lower
exposure to laggards
Portfolio has moderate
Carbon Risk (1) and
Very low Reputational
Risk (2), as well as
4.3% more exposure to
Governance Leaders
(3) than the
benchmark
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Available in MSCI RiskManager, MSCI BarraOne and MSCI Barra Portfolio Manager
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Engage with stakeholders and communicate
Many asset owners expect managers to be active stewards of capital and to exert oversight and influence on
companies they own. Leaders in field use engagement to improve company performance.

Proxy Voting

Well-informed voting aimed at
improving returns

Company Engagement

Direct, constructive dialogue
to improve practices

‘Beta Engagement’

Beta engagement aimed at
raising market standards
Examples: Proxy Access,
Climate Disclosure

Corporate Inquiries/Feedback from Japanese Companies
As part of Japan’s Government Pension Fund (GPIF)
allocation to MSCI ESG Leaders Index mandates, MSCI
initiated engagements with Japanese corporates in
2017 to raise awareness of ESG best practices. As a
result, we have seen a dramatic increase in interest,
measured by an increase in response rates from
Japanese companies.

Source: MSCI ESG Research
Universe: MSCI Japan IMI as of Feb 3, 2021
Corporate Inquiries/Feedback: companies that have inquired about and/or provided feedback on MSCI ESG Research data and analysis
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MSCI ESG
Ratings
Solutions, Experience and
Leadership

MSCI’s Approach to ESG Ratings
MSCI ESG Ratings assess the extent to which
companies are positioned to manage the risks and
take advantage of the opportunities emerging
from a rapidly changing world

 Forward-looking financial
materiality: We monitor
emerging risks & opportunities
and focus on the issues that are
most relevant to a company’s
core business model.

Source: MSCI ESG Research, LLC, November 2021.

 Alternative data & models:
Alternative data helps minimize
reliance on voluntary disclosure
to deliver key insights.

 Robust models transform
unstructured data into
meaningful signals.

 Tech-enabled human insights:
We use technology and artificial
intelligence (AI) to increase the
timeliness and precision of data
collection and analysis, and to
check and validate data.
 Our 200+ strong team of analysts
vet, validate and transform the
data into meaningful insights.

Key Research Questions
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Q: How is the
company governed?

Q: What risks does
the company face?

Q: What does the
company say?

Q: What does the
company do?

How do governance
structures impede /
enable it to be a longterm steward of
capital?

How exposed is its
business model to
relevant short-,
medium- and long-term
ESG risks?

What is its strategy for
managing these risks?
What measures has it
put in place?

What evidence do we
see that these risks
are being managed?
What is its track
record?

A: Analyze ownership
structure, board,
incentives and behavior.

A: Map company
operations to an
extensive proprietary
database of ESG risk
factors.

A: Benchmark company
disclosures and policies
vs. industry peers.

A: Evaluate alternative
data from sources
outside the company.

Source: MSCI ESG Research, LLC, November 2021.
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Source Of Data Inputs Into MSCI ESG Ratings
Sized by % of Contribution
Company-reported ESG information
Most standardized

Information from other sources

Company characteristics

Least standardized

Voluntary Corporate Disclosure Aligned to
ESG Reporting Frameworks

Product Risk Data

Acquire data

Macro Risk Data

Regulatory Agency
Data
Events Data

Corporate Governance
Disclosure

Not Aligned
to ESG
Reporting
Frameworks

Product Segment Data

Fill data gaps with proxies and estimates
Standardize data

Modelling
Convert to quantifiable assessment
Aggregate model components
Apply weights

Geographic Segment Data

Source: MSCI ESG Research. February 2021.

Data Processing

Other Company
Characteristics

Granular Risk Exposure Analysis Leveraging Alternative Data
Company disclosure complemented with alternative
data for insights

Exposure derived from company disclosure

REGION

% OF
ASSETS

WATER RISK

China

97%

MEDIUM

GEOGRAPHIC WATER RISK = 4.8 (MEDIUM)

FACILITY OR REGION

% OF
ASSETS

WATER RISK

XUZHOU CITY FACILITY

61%

MEDIUM

ZHUNDONG

27%

HIGH

OTHER FACILITIES

9%

LOW

GEOGRAPHIC WATER RISK = 5.9
(MEDIUM)
Source: MSCI ESG Research, LLC, November 2021.
Gassert, F., P. Reig, T. Luo, and A. Maddocks. 2013. "Aqueduct country and river basin rankings: a weighted aggregation of spatially distinct hydrological indicators." Working paper. Washington, DC: World
Resources Institute, December 2013. Available online at http://wri.org/publication/aqueduct-country-river-basin-rankings. Hofste, R., S. Kuzma, S. Walker, E.H. Sutanudjaja, et. al. 2019. “Aqueduct 3.0: Updated
Decision Relevant Global Water Risk Indicators.” Technical Note. Washington, DC: World Resources Institute. Available online at: https://www.wri.org/publication/aqueduct-30.
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MSCI
Climate Solutions
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How Asset Owners are Approaching Net-Zero
Net-zero Asset Owner Alliance target setting protocol

Following suit from members of the net-zero
Asset Owner Alliance, asset owners may seek to:
 Set themselves targets on emission reduction
at sector and/or portfolio level, and on climate
positive investments.
 Adjust portfolios to achieve those targets,
and will expect their managers to adjust similarly
 Actively engage with companies as a key lever
for a real transition
 Track progress against those targets and report
on it regularly

Source: Draft 2025 Target Setting Protocol October 2020.
https://www.unepfi.org/net-zero-alliance/resources/alliance-2025-target-setting-protocol/
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Overview of MSCI Net-Zero Solutions: Key Building Blocks
on 10,000+ companies, across 800+ datapoints
Minimize
TRANSITION RISKS
MODELS

Low Carbon
Transition
assessment

Policy
Climate
Value-at-Risk

Required
Emission
Reduction
at 2030

DERIVED DATA

Co’s Carbon
policies &
oversight

Estimated
Carbon
Emissions
S1,2 & 3

STANDARDIZED
DATA

Capture
GREEN OPPORTUNITIES

Reported
Carbon
Emissions
S1,2 & 3

Co’s
Programs
to reduce
carbon
emissions

Fossil Fuel
Revenues &
Reserves

Tech Opps
Climate
Value-at-Risk

EU taxonomy
alignment

Heavy
Precipitation &
snowfall

Technology
Scenarios

Net SDG
Alignment

Utilities /
Fuel Mix

Green
Revenues.

Aim for 1.5°C
TEMPERATURE ALIGNMENT

Physical
Climate
Value-at-Risk

Green Revenue
2030
Projections

Policy
Scenarios

Minimize
PHYSICAL RISK

Low Carbon
Tech. Patents

Green CapEx
(energy sector)

Extreme
Weather
Scenarios

Extreme
heat and cold

Wind gusts

Fluvial
flooding

Implied
Temperature
Rise

Co’s Absolute
and Relative
over/under
shoot

Wildfire

Company’s
projected
Emissions
up to 2070

Coastal
flooding

Tropical
cyclones

Estimated
Emissions
S1&2
And Scope 3

Facilities
Location*

Transient
Response to
Cumulative
CO2 (TCRE)2

Company
specific
2°C budget
across 3
scopes

Co’s
Normalized
Carbon
reduction
targets

Global
2°C Budget2

Reported
Carbon
Emission
S1 & 2

Fundamental data: revenues at SIC/country level, Enterprise Value, WACC, profit margins
Coverage: More than 10,400 companies including large, mid and small cap developed and emerging market equities, as well as Investment Grade, high yield and emerging market fixed income issuers*; 198 countries for select / relevant metrics.
1: Facilities location is not fully exposed to clients.
2: source IPCC

Climate science input
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Climate metrics within MSCI Net Zero Solutions toolbox
Implied Temperature Rise

Climate Value-at-Risk

Low Carbon Transition

• Objective: estimate how
companies and portfolios align
with global temperature targets.

• Objective: estimate scenariospecific valuation impact/ risk for
transition and physical impacts

• Output: °C of warming (2100),
issuer-specific

• Output: % of asset value (+/-),
security-specific

• Objective: assess current and
potential exposure to transition
risks & opps through both
companies’ operations & business
model

• Captures: companies‘ budget and
projected emissions (incl. targets)
across all 3 scopes

• Captures: policy risk across value
chain, cleantech opportunities and
physical climate risks.

• Climate Science: global budget
(IPCC, UNEP GAP report) and
companies’ allocation informed by
NDCs analysis

• Climate Science: narratives of
plausible futures, i.e. what happens
to the valuation of my portfolio if
the Paris goals are met?

• Use Case: Reporting, Portfolio
Construction, Engagement, Target
setting

• Use Case: Risk Management,
Scenario Analysis

• Output: 0-10 score & 5 categories,
issuer-specific
• Captures: Current exposure to
transition risks and opportunities
via emission intensity (S123)
• Benefit: simple, easy to use
outputs
• Use Case: Portfolio Construction,
Asset Allocation
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About MSCI: ESG
About MSCI ESG Research Products and Services

MSCI ESG Research products and services are provided by MSCI ESG Research LLC, and are designed to
provide in-depth research, ratings and analysis of environmental, social and governance-related business
practices to companies worldwide. ESG ratings, data and analysis from MSCI ESG Research LLC. are also
used in the construction of the MSCI ESG Indexes. MSCI ESG Research LLC is a Registered Investment
Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.
About MSCI Inc.
MSCI is a leading provider of critical decision support tools and services for the global investment
community. With over 45 years of expertise in research, data and technology, we power better investment
decisions by enabling clients to understand and analyze key drivers of risk and return and confidently build
more effective portfolios. We create industry-leading research-enhanced solutions that clients use to gain
insight into and improve transparency across the investment process.

To learn more, please visit www.msci.com.
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Notice and disclaimer: ESG
This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making
or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission from MSCI. All rights in
the Information are reserved by MSCI and/or its Information Providers.
The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring,
managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO
BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY,
TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.
Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if
notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results from the negligence or
willful default of itself, its servants, agents or sub-contractors.
Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past performance does not guarantee future results.
The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. All Information is impersonal and not tailored to the needs of any person,
entity or group of persons.
None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.
It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise
express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, “Index Linked Investments”). MSCI makes no
assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.
Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the
index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance.
The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested performance results and actual results subsequently achieved by any investment strategy.
Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion
of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.
Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes. More information can be found in the relevant index methodologies on www.msci.com.
MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations section of www.msci.com.
MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, neither MSCI nor any of its products or services recommends, endorses,
approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI’s products or services are not intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment
decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research. MSCI ESG Research materials,
including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body.
Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other
jurisdictions. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s. “Global Industry Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s.
MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal on its own account, provide execution services for others or manage client accounts. No MSCI ESG Research product or service supports,
promotes or is intended to support or promote any such activity. MSCI ESG Research is an independent provider of ESG data, reports and ratings based on published methodologies and available to clients on a subscription basis. We do not provide custom or one-off ratings or recommendations
of securities or other financial instruments upon request.
Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.com/privacy-pledge.
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