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Summary

• MSCI proposes to enhance the MSCI SRI Indexes methodology to address the following:
1. Regulatory considerations, specifically the ESMA Fund Naming Rules, as reflected through screening, 

2. Latest thinking on the exclusions criteria, 

3. High observed turnover driven by the underlying MSCI ESG Ratings data, and

4. High level of concentration driven by large single stocks in certain regions/countries.

On the back of these considerations, MSCI is putting forward three proposals: 
o Proposal 1: Revisit and update the exclusions criteria

o Proposal 2: Remove ESG Ratings Trend from ranking and AA prioritization from selection

o Proposal 3: Integrate a concentration control mechanism

• MSCI additionally seeks feedback from market participants on 1) the relevance of the region 
building blocks of the MSCI Emerging Markets (EM) SRI Index, and 2) the approach to reducing 
the carbon footprint of the MSCI SRI Indexes. 

• MSCI invites feedback from market participants on or before December 13, 2024 and will 
announce the results of the consultation as well as the implementation timeline by the end of 
January 2025.
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Summary of Proposed Enhancements to the MSCI SRI 
Indexes Methodology

No. Proposed Enhancements What the Proposal Aims to Achieve

1
Revisit and Update the Exclusions Criteria related to 
certain business activities

Reflect investors’ regulatory considerations, such as ESMA 
Fund Naming Rules, as well as ensure that the exclusions 
criteria are up-to-date and relevant

2
Remove ESG Ratings Trend from the ranking logic 
and AA from the Top 25% selection prioritization

• Reduce unnecessary turnover and reverse turnover 
resulting from ESG Ratings Trend

• Limit the impact of the upward trend of MSCI ESG Ratings

3 Integrate a concentration control mechanism

• Reduce concentration by adjusting the weight of large 
securities and allowing for the addition of more eligible 
securities

• Maintain 25% coverage target by sectors
• Maintain regional building blocks
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Proposal 1:
Revisit and Update the Exclusions 
Criteria 

OVERVIEW OF PROPOSAL AND SIMULATIONS
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Proposal 1
Summary of Proposed Enhancements to the Exclusions Criteria

No. Proposed Enhancements & Discussion Points What the Proposals / Discussion Points Aims to Achieve

1a Proposal: Introduce new exclusions screens

- Add the fossil fuel-based activity screens as per the EU LCBR* Article 12(1) a-g 
to address the ESMA Fund Naming considerations:
• Select Oil and Gas Activities (Distribution/Retail, Equipment & Services, 

Extraction & Production, Pipelines & Transportation)
• Fossil Fuel-based Power Generation

- Add screens that are in line with biodiversity- and/or nature-related 
considerations:
• Arctic Oil & Gas Extraction
• Palm Oil Production

1b
Discussion Point: Review the existing business 
involvement screens

- Adjust the aggregate Weapons threshold from 15% to 10% to address German 
BVI minimum exclusions standards on weapons

- Include screen on Thermal Coal Reserves to reinforce the Fossil Fuel Reserves 
Ownership criterion

1c
Discussion Point: Introduce new human rights 
specific screens

Add the following screens that are in line with human rights-related 
considerations: 
- Predatory Lending
- For Profit Prisons
- Human Rights Concerns-related Controversy
- Labor Rights Supply Chain-related Controversy

*EU Low Carbon Benchmark Regulation (Commission Delegated Regulation (EU) 2020/1818 of 17 July 2020 supplementing Regulation (EU) 2016/1011 of the European Parliament 

and of the Council as regards minimum standards for EU Climate Transition Benchmarks and EU Paris-aligned Benchmarks)
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Proposal 1a
Introduce New Exclusions Screens

* Thermal Coal Mining is already applied in the existing SRI methodology at 0%
** The simulated impact is not provided at this stage given that the data is still subject to index input data due diligence

Proposals Details
Simulated Additional Exclusions from MSCI 

ACWI SRI (data as of Sep 2024)

Proposed: Add PAB-
based activity exclusions

Add exclusions as per the EU PAB Overlay Indexes 
Methodology* 
- Oil & Gas Distribution / Retail + Equipment & Services + 

Extraction & Production + Pipelines & Transportation + 
Refining ≥ 10%

- Fossil Fuel-based Power Generation ≥ 50%

Aggregate Count & Weight: 39 stocks with 
3.88% total weight (no impact for the Power 
Generation criterion):
Canadian National Railway (Canada: 0.38%)
Phillips 66 (USA: 0.33%)
National Grid (UK: 0.29%)
Valero Energy Corp (USA: 0.28%)

Optional: Use granular Oil 
& Gas activity exclusions 
subject to index input 
data due diligence

Add the PAB-based activity exclusions but with distinct 
screens for Oil vs. Gas:
- Oil Distribution + Exploration + Extraction & Production 

+ Pipelines & Transportation + Refining  ≥ 10%
- Gas Distribution + Exploration + Extraction & Production 

+ Pipelines & Transportation + Refining  ≥ 50%

tbc**

Proposed: Nature-related 
considerations

Add biodiversity- and/or nature-related considerations:
- Arctic Oil & Gas Extraction > 0% 

Threshold set at 0% to align with existing Fossil Fuel 
extraction screen (Thermal Coal + Unconventional Oil & Gas)

- Palm Oil Production ≥ 5%

Aggregate Weight: 0.01%
Kuala Lumpur Kepong (Malaysia)
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Discussion Point 1b
Review the Existing Business Involvement Screens

Discussion Points Details
Simulated Additional Exclusions from 
MSCI ACWI SRI (data as of Sep 2024)

Discussion: Adjust the 
Aggregate Weapons 
threshold

Adjust the threshold from 15% aggregate weapons to 10%, 
in line with minimum standards for weapons referenced by 
local fund industry regulations in the EU, such as German 
regulation from BVI*. 
Previous: 5% Conventional Weapons & Components OR 
15% Aggregate Weapons (Conventional, Nuclear, 
Bio/Chem)
New: 5% Conventional Weapons & Components OR
10% Aggregate Weapons 

No impact

Discussion: Include 
Thermal Coal Reserves to 
the Reserves Ownership 
screen

Add Thermal Coal Reserves Evidence to the existing 
screen applied on Fossil Fuel Reserves for Energy 
Application, to strengthen the Reserves Ownership screen, 
in case of companies not flagged for energy application.
- Thermal Coal Reserves = True

No impact

* Bundesverband Investment und Asset Management e.V.
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Discussion Point 1c
Introduction of Human Rights-specific Screens

Discussion Points Details
Simulated Additional Exclusions from 
MSCI ACWI SRI (data as of Sep 2024)

Discussion: Add human 
rights-specific exclusions 
screens

Predatory Lending ≥ 5% No impact

Highly Restrictive:
For Profit Prisons Operations & Services = True OR
For Profit Prisons Aggregate ≥ 5%

Aggregate Weight: 0.07%
Secom Co (Japan)

Human Rights Concerns Score ≤ 1 (Red or Orange)
- Topics: detainment of ethnic minorities, human rights 

violations or abuses, forced displacement, poor living 
conditions or abuse in detainment centers, etc.

No impact

Labor Rights Supply Chain Labor Standards ≤ 1 (Red or Orange)
- Topics: forced labor by suppliers employing ethnic 

minorities, gender-based violence and harassment of female 
supply chain workers, failure to provide wages to garment 
supply factory workers, etc.

No impact
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Proposal 1: 
Update of Exclusions Criteria > Transitioning the Indexes

ACWI World EM USA Canada

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Turnover 25.2 28.7 27.3 31.1 9.2 9.4 33.0 36.7 9.8 25.7

No. of stocks added 114 118 69 75 44 43 31 30 5 8

No. of stocks deleted 103 138 76 98 27 40 21 33 3 7

Europe & Middle East Pacific EM Asia EM Latin America EM EMEA

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Current
Proposal 1
Transition

Turnover 17.2 19.5 17.5 17.6 9.2 9.2 9.5 16.8 8.9 11.8

No. of stocks added 17 21 16 16 36 35 4 4 4 4

No. of stocks deleted 29 33 23 25 21 28 4 7 2 5

Assuming transition of the indexes in May 2024 to coincide with the May Annual Index Review when the SRI indexes are fully rebalanced, almost 
all the simulated regional indexes would have had higher turnover due to the addition of the PAB-based activity screens compared to their 
corresponding live indexes.

Note: The simulations apply the proposed PAB-based Activities, Arctic Oil & Gas Extraction, and Palm Oil Production screens (see Slide 6)
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Proposal 2: 
Remove ESG Trend from Ranking and 
AA from Selection

OVERVIEW OF PROPOSAL AND SIMULATIONS
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Top 17.5% free float-
adjusted market cap 

coverage of the ranked 
universe

‘AAA’ and ‘AA’ rated 
securities in the top 25% 

free float-adjusted 
market cap coverage of 

the ranked universe

Current index 
constituents in the top 

32.5% free float-adjusted 
market cap coverage of 

the ranked universe

Recap: Current SRI Indexes Ranking and Selection

* https://www.msci.com/index/methodology/latest/SRI 

Free float-
adjusted 

Market Cap

Industry-
adjusted ESG 

Score

Current Index 
Membership

ESG TrendESG Rating

RANKING CRITERIA PER SECTOR BASED ON SECTION 3.1.2 OF THE INDEX METHODOLOGY* 

SELECTION RULES PER SECTOR AS PER SECTION 3.1.3

https://www.msci.com/index/methodology/latest/SRI
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Top 17.5% free float-
adjusted market cap 

coverage of the ranked 
universe

‘AAA’ and ‘AA’ rated 
securities in the top 25% 

free float-adjusted 
market cap coverage of 

the ranked universe

Current index 
constituents in the top 

32.5% free float-adjusted 
market cap coverage of 

the ranked universe

Proposal 2: 
Removal of ESG Ratings Trend in Ranking + AA Prioritization in Selection

* https://www.msci.com/index/methodology/latest/SRI 

Free float-
adjusted 

Market Cap

Industry-
adjusted ESG 

Score

Current Index 
Membership

ESG TrendESG Rating

RANKING

SELECTION RULES PER SECTOR AS PER SECTION 3.1.3

Proposal 2a

Proposal 2b

https://www.msci.com/index/methodology/latest/SRI
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Proposal 2: 
Removal of ESG Ratings Trend in Ranking and AA in Top 25% Bucket

General Observation: A notable upward trend in issuer ESG Ratings1 was observed, as well as 
greater uptick in ESG Rating changes2

1 MSCI ESG Fund Rating consultation: https://support.msci.com/documents/10186/48546c07-e385-89fc-2420-7c9cdbc699d8
2 MSCI ESG Ratings consultation: https://support.msci.com/documents/10186/307f6810-15da-8fd6-de7f-d099715669a6 

ESG Ratings Trend in Ranking

• Similar to what was observed for the MSCI ESG 
Leaders Indexes, we have also seen high index 
turnover due to ESG Ratings Trend in the ranking 
logic for MSCI SRI indexes in recent rebalances. 

• Moreover, we note that the higher priority for ESG 
Ratings Trend may result in the non-selection of 
longstanding ESG Leaders (AAA-AA) companies.

• The proposed removal would result in reduced 
turnover while maintaining the overall ESG 
characteristics.

+ AA Prioritization in Selection

• Including AA in the Top 25% selection bucket limits 
the turnover mitigation effect of the 3rd selection 
bucket (current constituents in Top 32.5%) 
considering that the 25% coverage is often already 
filled with only AAA- and AA-rated companies.

• AA-rated companies will continue to be eligible for 
selection in the first and third buckets based on the 
ranked universe

• When combined with the removal of ESG Ratings 
Trend in ranking, the removal of AA prioritization in 
Selection would result in further reduction in 
turnover. 

https://support.msci.com/documents/10186/48546c07-e385-89fc-2420-7c9cdbc699d8
https://support.msci.com/documents/10186/307f6810-15da-8fd6-de7f-d099715669a6
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Key Metrics

MSCI 
ACWI 
Index

Simulated* 
ACWI SRI

Simulated* 
ACWI SRI 
Ex Trend

Simulated* ACWI 
SRI Ex AA and Ex 

Trend

Total Return* (%) 10.2 11.5 13.9 14.5

Total Risk (%) 17.2 17.5 17.5 17.5

Return / Risk 0.59 0.66 0.79 0.83

Sharpe Ratio 0.46 0.53 0.66 0.70

Active Return (%) 0.0 1.2 3.7 4.3

Tracking Error (%) 0.0 3.1 3.2 3.1

Information Ratio 0.41 1.15 1.39

Historical Beta 1.00 1.00 1.00 1.01

Number of 
Constituents***

2913 571 479 454

Turnover** (%) 2.9 18.3 14.4 12.5
Period: May 31, 2018 to Jun 28, 2024. * Gross returns annualized in USD ** 
Annualized one-way index turnover over index reviews *** Monthly averages

Proposal 2: 
Combined Removal of ESG Ratings Trend and AA in Top 25% Bucket

Integration, Values and Norms

MSCI 
ACWI 
Index

Simulated* 
ACWI SRI

Simulated* 
ACWI SRI 
Ex Trend

Simulated* ACWI 
SRI Ex AA and Ex 

Trend

Integration

ESG Score 6.8 8.6 8.6 8.6

ESG Leaders (AAA-AA) (%) 45.2 84.6 92.4 89.5

ESG Laggards (B-CCC) (%) 3.3 0.0 0.0 0.0

ESG Trend Positive (%) 12.1 8.9 3.8 4.0

ESG Trend Negative (%) 13.0 2.7 2.3 2.3

Environmental Pillar Score 6.0 6.5 6.7 6.8

Social Pillar Score 5.1 6.2 6.2 6.0

Governance Pillar Score 5.7 6.5 6.4 6.3
As of June 28, 2024.

* Simulations do not apply any other exclusions criteria apart from ESG Ratings eligibility criteria to isolate the Proposal impact.
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Proposal 2: 
Removal of ESG Ratings Trend and AA Prioritization > Live Index* Simulations

* Indexes are simulated using the current methodology effective from May 2018 
1. Key Metrics (Active Return, Tracking Error, Turnover) Period: May 31, 2018 to Jun 28, 2024; 2. ESG Metrics (ESG Score, ESG Leaders, and Index ESG Rating) are as of June 28, 2024

ACWI World EM USA Canada

Current Proposal 2 Current Proposal 2 Current Proposal 2 Current Proposal 2 Current Proposal 2

Active Return (%) 1.9 2.1 1.5 1.7 4.4 4.5 2.7 3.0 -8.1 -7.5

Tracking Error (%) 3.4 3.6 3.7 3.8 5.6 5.6 4.9 5.0 6.2 6.8

Turnover (%) 21.1 16.6 21.4 16.8 18.9 15.7 23.0 19.9 29.0 24.8

ESG Score 8.6 8.7 8.7 8.7 8.2 8.2 8.5 8.6 8.3 8.4

ESG Leaders (AAA-AA) (%) 84.0 85.0 86.0 87.0 68.0 69.6 80.0 81.3 94.7 96.3

Index ESG Rating AAA AAA AAA AAA AA AA AA AA AA AA

Europe & Middle East Pacific EM Asia EM Latin America EM EMEA

Current Proposal 2 Current Proposal 2 Current Proposal 2 Current Proposal 2 Current Proposal 2

Active Return (%) 2.8 2.8 -1.3 -1.2 6.5 6.8 -1.5 -1.3 -1.4 -2.2

Tracking Error (%) 3.8 3.9 3.2 3.9 7.1 7.1 7.6 7.6 10.7 10.6

Turnover (%) 16.2 11.3 26.6 13.2 17.6 14.4 22.0 19.0 28.9 25.0

ESG Score 9.2 9.2 8.7 8.8 8.3 8.4 7.2 7.2 7.6 7.5

ESG Leaders (AAA-AA) (%) 100.0 100.0 99.3 100.0 71.9 72.8 44.7 49.1 53.6 57.5

Index ESG Rating AAA AAA AAA AAA AA AA AA AA AA AA
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Proposal 3:
Integrate a Concentration Control 
Mechanism

OVERVIEW OF PROPOSAL AND SIMULATIONS
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TSMC

EM Asia

Given the simple market cap weighting scheme and the 25% target coverage of the MSCI SRI Indexes Methodology, 
some regional or country indexes exhibit high concentration, with single stocks dominating the sector allocation. 
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Final 
Index

Selection
Initial 

Universe

THE 3 KEY SRI INDEX CONSTRUCTION STEPS
WHERE THE MECHANISM COULD BE APPLIED

Proposal –
Integrated into the 

selection process: applied 
only to large securities 

that are selected

Applied Pre-selection: 
applied to large securities even 
if these are not selected, which 

can create unnecessary 
redistribution effect

Applied Post-selection:
may distort sector weights (if 

redistributed to all securities) or 
result in large active security 

weights (if redistributed only to 
securities in same sector) 

The proposed concentration control mechanism aims to reduce concentration, better controlling turnover when a large stock 
is deleted from the SRI index, without interfering with the sector representation objective of the SRI methodology. The 
mechanism targets (rather than guarantees) a maximum weight for large securities based on their weight in the parent index.

Proposal 3
Integrate a Concentration Control Mechanism
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Proposal 3
Integrate a Concentration Control Mechanism > Overview

Proposal

Objectives

• Effectively control for high concentration in SRI indexes.

• Maintain the objective of 25% coverage of each sector in each region*.

• Favor the inclusion of additional eligible securities vs. increasing the weight of existing securities.

• Retain opportunity for all selected securities to be significantly upweighted vs. the parent index.

Proposed Mechanism

• Limit the weight of large securities as part of the sector-level selection process in each region*.

• Allow additional eligible securities to be selected to reach the 25% sector coverage target.

• Maintain the same relative weight between securities when aggregating regional indexes to build 
global indexes (e.g., World SRI, EM SRI, ACWI SRI).

• Apply the mechanism during the May annual index reviews of SRI indexes, as well as the quarterly 
index reviews in February, August and November.

Target Weight • Target a security weight of not more than +5% versus weight in the parent regional index.

* DM regions: USA, Canada, Pacific, Europe & Middle East;   EM regions: EM Asia, EM EMEA, EM Latin America
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Security Weight - Parent Regional Index

Current (no control) Proposed (+5% control)

• The current methodology 
targets security weights of 4 
times their weight in the 
parent index (due to the 25% 
coverage target).

• The proposed methodology 
targets security weights of 4 
times their weight in the 
parent index OR the parent 
index weight + 5%, whichever 
is smaller. The 2nd condition is 
only relevant for large 
securities (weight greater than 
~1.7% in the parent regional 
index).

Proposal 3
Integrate a Concentration Control Mechanism > Graphical Representation
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Proposal 3
Integrate a Concentration Control Mechanism > Illustration > USA

Within the IT sector of the USA building block, the mechanism results in a controlled weight for NVIDIA, allowing for 
the addition of MICROSOFT (MSFT) to reach the 25% coverage target (the weight of MSFT is also controlled).

The simulations assume a methodology transition at the time of the May 2024 Index Review. Securities are sorted in their order of selection towards the 25% sector coverage target.

Combined Proposal 1-2 Combined Proposal 1-2-3

Security
Parent 
Weight

ESG 
Rating

Sector 
Coverage

Cumulative 
Coverage

SRI 
Weight

Sector 
Coverage

Cumulative 
Coverage

SRI 
Weight

ADOBE 0.46% AAA 1.53% 1.53% 1.99% 1.53% 1.53% 1.97%

TEXAS INSTRUMENTS 0.39% AAA 1.28% 2.81% 1.67% 1.28% 2.81% 1.65%

AUTODESK 0.10% AAA 0.33% 3.14% 0.43% 0.33% 3.14% 0.43%

LAM RESEARCH CORP 0.27% AAA 0.89% 4.03% 1.17% 0.89% 4.03% 1.15%

INTUIT 0.40% AAA 1.32% 5.35% 1.73% 1.32% 5.35% 1.70%

WORKDAY A 0.12% AAA 0.39% 5.74% 0.50% 0.39% 5.74% 0.50%

NXP SEMICONDUCTORS (US) 0.15% AAA 0.50% 6.24% 0.65% 0.50% 6.24% 0.64%

APPLIED MATERIALS 0.39% AAA 1.29% 7.53% 1.68% 1.29% 7.53% 1.66%

INTEL CORP 0.29% AAA 0.96% 8.48% 1.25% 0.96% 8.48% 1.23%

KEYSIGHT TECHNOLOGIES 0.05% AAA 0.18% 8.66% 0.24% 0.18% 8.66% 0.23%

NVIDIA 5.12% AAA 16.86% 25.52% 22.00% 8.33% 16.99% 10.74%

MICROSOFT CORP 6.50% AA - - - 9.47% 26.46% 12.21%
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Proposal 3
Integrate a Concentration Control Mechanism > Illustration > EM Asia

The simulations assume a methodology transition at the time of the May 2024 Index Review. Securities are sorted in their order of selection towards the 25% sector coverage target.

Combined Proposal 1-2 Combined Proposal 1-2-3

Security
Parent 
Weight

ESG 
Rating

Sector 
Coverage

Cumulative 
Coverage

SRI 
Weight

Sector 
Coverage

Cumulative 
Coverage

SRI 
Weight

TAIWAN SEMICONDUCTOR MFG 10.64% AAA 37.29% 37.29% 40.13% 13.70% 13.70% 16.71%

ACER 0.07% AAA - - - 0.25% 13.96% 0.31%

INFOSYS 0.95% AA - - - 3.32% 17.28% 4.05%

HCL TECHNOLOGIES 0.25% AA - - - 0.89% 18.17% 1.08%

DELTA ELECTRONICS THAI 0.11% AA - - - 0.37% 18.54% 0.45%

SUNNY OPTICAL TECH 0.07% AA - - - 0.23% 18.77% 0.28%

UNITED MICROELECTRONICS 0.31% AA - - - 1.09% 19.87% 1.33%

DELTA ELECTRONICS 0.32% AA - - - 1.12% 20.98% 1.36%

LITE-ON TECHNOLOGY CORP 0.10% AA - - - 0.37% 21.35% 0.45%

KINGDEE INTL SOFTWARE 0.05% AA - - - 0.19% 21.54% 0.23%

SAMSUNG ELECTRO-MECH. CO 0.11% A - - - 0.38% 21.91% 0.46%

SK HYNIX 1.28% A - - - 4.47% 26.38% 5.45%

Within the IT sector of the EM Asia building block, the mechanism results in a controlled weight for TAIWAN 
SEMICONDUCTOR MFG (TSMC), allowing for the addition of 11 securities to reach the 25% coverage target.
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Combined Simulations
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Summary of Proposals

1. Introduction of new Exclusions Criteria

a) Add PAB-based activity exclusions

b) Add biodiversity/nature-related considerations, including Arctic Oil & Gas Extraction and Palm 
Oil Production

2. Removal of the following elements in the Ranking and Selection

a) ESG Ratings Trend in ranking, and 

b) AA prioritization in Top 25% selection

3. Integration of a concentration control mechanism into the Selection step, with a target 
maximum active security weight of +5% vs. weight in parent index
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Combined Proposals > Live Index* Simulations (1/3)

ACWI World EM

Current
Combined

Proposal 1-2
Combined 

Proposal 1-2-3
Current

Combined
Proposal 1-2

Combined 
Proposal 1-2-3

Current
Combined

Proposal 1-2
Combined 

Proposal 1-2-3

Active Return (%) 1.9 2.6 2.1 1.5 2.3 1.9 4.4 5.0 3.0

Tracking Error (%) 3.4 3.9 3.4 3.7 4.1 3.8 5.6 5.7 5.1

Turnover (%) 21.1 16.6 16.4 21.4 16.9 16.0 18.9 15.5 20.0

Number of Constituents (Avg) 570 517 543 393 352 360 177 165 183

Top 10 Constituents Weight (%) 28.5 30.1 24.9 30.1 31.9 27.9 47.3 48.2 35.5

Max. Constituent Weight 9.7 10.2 5.8 10.9 11.5 6.6 25.4 25.8 12.2

Max. Active Sector Weight (%) 12.5 12.5 12.4 12.7 12.6 12.9 16.0 16.8 17.5

Sector with largest overweight IT IT IT IT IT IT IT IT Financials

Min. Active Sector Weight (%) -6.8 -6.8 -6.8 -7.1 -7.0 -7.1 -8.4 -8.7 -8.7

Sector with largest underweight Comm Serv Energy Energy Comm Serv Comm Serv Comm Serv Comm Serv Energy Energy

ESG Score 8.6 8.7 8.4 8.7 8.8 8.5 8.2 8.2 7.7

Index ESG Rating AAA AAA AA AAA AAA AA AA AA AA

ESG Leaders (AAA-AA) (%) 84.0 86.4 86.0 86.0 88.5 88.5 68.0 69.9 63.8

Carbon Intensity to EVIC - Scope 1 + 2 + 3 191 149 152 184 142 142 240 197 237

Carbon Intensity Reduction 46% 58% 57% 43% 56% 56% 61% 68% 61%

* Indexes are simulated using the current methodology effective from May 2018 
1. Key Metrics (Active Return, Tracking Error, Turnover) Period: May 31, 2018 to Jun 28, 2024; 2. ESG Metrics (ESG Score, ESG Leaders, and Index ESG Rating) are 
as of June 28, 2024
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* Indexes are simulated using the current methodology effective from May 2018 
1. Key Metrics (Active Return, Tracking Error, Turnover) Period: May 31, 2018 to Jun 28, 2024; 2. ESG Metrics (ESG Score, ESG Leaders, and Index ESG Rating) are 
as of June 28, 2024

Combined Proposals > Live Index* Simulations (2/3)

USA Canada Europe & Middle East Pacific

Current
Combined
Proposal 

1-2

Combined 
Proposal

1-2-3
Current

Combined
Proposal 

1-2

Combined 
Proposal

1-2-3
Current

Combined
Proposal 

1-2

Combined 
Proposal

1-2-3
Current

Combined
Proposal 

1-2

Combined 
Proposal

1-2-3

Active Return (%) 2.7 3.4 2.1 -8.1 -5.3 -1.8 2.8 3.5 3.1 -1.3 -1.1 -1.0

Tracking Error (%) 4.9 5.3 4.7 6.2 8.7 6.2 3.8 4.1 3.8 3.2 3.9 3.8

Turnover (%) 23.0 20.4 16.9 29.0 22.0 20.7 16.2 11.0 12.2 26.6 12.8 13.5

Number of Constituents (Avg) 143 124 130 24 20 22 123 112 113 103 96 96

Top 10 Constituents Weight (%) 46.1 48.7 41.7 77.3 80.5 74.1 39.1 41.4 39.8 38.8 39.8 38.7

Max. Constituent Weight 16.8 17.7 9.8 19.1 21.3 12.2 8.7 9.0 7.3 7.7 7.7 6.7

Max. Active Sector Weight (%) 18.4 19.8 19.8 16.9 19.8 13.1 7.2 7.0 6.9 7.2 5.2 5.0

Sector with largest overweight IT IT IT IT IT Materials IT IT IT Financials Financials Health Care

Min. Active Sector Weight (%) -10.7 -10.7 -10.7 -15.9 -20.9 -20.6 -6.0 -8.6 -8.6 -3.6 -3.2 -2.9

Sector with largest underweight Comm Serv Comm Serv Comm Serv Energy Energy Energy Energy Energy Energy Industrials Industrials Industrials

ESG Score 8.5 8.6 8.4 8.3 8.2 8.1 9.2 9.2 9.2 8.7 8.8 8.8

ESG Leaders (AAA-AA) (%) 80.0 84.0 84.8 96.1 89.9 90.2 100.0 98.8 98.7 100.0 100.0 100.0

Index ESG Rating AA AAA AA AA AA AA AAA AAA AAA AAA AAA AAA

Carbon Intensity to EVIC - 
Scope 1 + 2 + 3

165 98 98 231 282 272 158 143 154 357 424 439

Carbon Intensity Reduction 30% 59% 59% 61% 52% 54% 68% 71% 69% 38% 26% 24%
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Combined Proposals > Live Index* Simulations (3/3)

EM Asia EM Latin America EM EMEA

Current
Combined

Proposal 1-2
Combined 

Proposal 1-2-3
Current

Combined
Proposal 1-2

Combined 
Proposal 1-2-3

Current
Combined

Proposal 1-2
Combined 

Proposal 1-2-3

Active Return (%) 6.5 7.2 4.0 -1.5 -0.6 -1.7 -1.4 -2.4 -1.2

Tracking Error (%) 7.1 7.2 6.3 7.6 7.8 7.2 10.7 11.2 11.5

Turnover (%) 17.6 14.1 17.8 22.0 19.4 21.5 28.9 25.8 24.5

Number of Constituents (Avg) 121 116 131 23 20 23 32 29 30

Top 10 Constituents Weight (%) 58.3 58.8 45.3 73.9 79.6 72.5 67.8 71.4 65.3

Max. Constituent Weight 32.9 33.0 15.8 17.5 19.2 12.6 21.0 21.6 13.5

Max. Active Sector Weight (%) 21.3 21.5 16.2 21.6 27.9 24.3 33.2 33.9 26.7

Sector with largest overweight IT IT Financials Financials Financials Financials Cons Disc Cons Disc Financials

Min. Active Sector Weight (%) -9.2 -9.2 -8.3 -25.4 -25.4 -25.4 -16.2 -19.6 -19.6

Sector with largest underweight Comm Serv Comm Serv Comm Serv Materials Materials Materials Energy Energy Energy

ESG Score 8.3 8.4 7.8 7.2 7.2 7.1 7.6 7.5 7.6

ESG Leaders (AAA-AA) (%) 71.9 72.9 66.0 44.7 50.4 41.5 53.6 57.1 61.9

Index ESG Rating AA AA AA AA AA AA AA AA AA

Carbon Intensity to EVIC - Scope 1 + 2 + 3 216 191 238 383 146 145 329 260 277

Carbon Intensity Reduction 63% 67% 59% 60% 85% 85% 43% 55% 43%

* Indexes are simulated using the current methodology effective from May 2018 
1. Key Metrics (Active Return, Tracking Error, Turnover) Period: May 31, 2018 to Jun 28, 2024; 2. ESG Metrics (ESG Score, ESG Leaders, and Index ESG Rating) are 
as of  June 28, 2024
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Transitioning the Indexes > Combined Proposals 

ACWI World EM USA Canada

Current Proposed Current Proposed Current Proposed Current Proposed Current Proposed

Turnover 25.2 20.2 27.3 19.6 9.2 25.0 33.0 20.5 9.8 30.0

No. of stocks added 114 88 69 52 44 36 31 19 5 6

No. of stocks deleted 103 88 76 60 27 28 21 23 3 6

Total no. of stocks 622 611 387 386 234 225 174 160 26 24

Europe & Middle East Pacific EM Asia EM Latin America EM EMEA

Current Proposed Current Proposed Current Proposed Current Proposed Current Proposed

Turnover 17.2 19.2 17.5 7.4 9.2 27.4 9.5 25.0 8.9 10.0

No. of stocks added 17 17 16 10 36 31 4 4 4 1

No. of stocks deleted 29 19 23 12 21 19 4 6 2 3

Total no. of stocks 101 111 86 91 169 166 27 25 38 34

Assuming transition of the indexes in May 2024 to coincide with the May Annual Index Review when the SRI indexes are fully rebalanced, almost 
all regions will see reduced additions, while most broad regions (except USA) will also see reduced deletions. The net impact on deletions is a 
function of the combined impact of Proposal 1 (more deletions) and Proposal 2 (fewer deletions).
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Are Region Building Blocks Essential for MSCI EM SRI Index?

The stringent exclusions criteria and 
the sector-by-sector selection expose 
some SRI indexes to large deviations 
from the 25% coverage target in 
sectors of narrow regions with few 
eligible stocks, or with single stocks 
dominating the given sector coverage. 
This is the case in EM where the 
building block approach may not be 
effective to achieve better regional 
representation.

Question:
Should we consider removing the 
region building blocks for 
Emerging Markets, treating EM as 
a single region? 

72%

12%

16%

81%

7%

12%

MSCI EM SRI Constituents by Region

EM Asia

EM Latin America

EM EMEA

Weight

Count
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Integration
MSCI EM (Emerging 

Markets) Index
EM SRI 

Current Sim
EM (single region) 

Current Sim

ESG Score 5.8 8.2 8.2

ESG Leaders (AAA-AA) (%) 28.7 68.0 70.5

Index ESG Rating A AA AA

As of June 28, 2024.

Key Metrics

Are Region Building Blocks Essential for MSCI EM SRI Index?
Simulation for MSCI EM SRI Index

MSCI EM (Emerging 
Markets) Index

EM SRI 
Current Sim

EM (single region) 
Current Sim

Total Return* (%) 2.4 6.8 6.7

Total Risk (%) 18.3 20.7 20.4

Return / Risk 0.13 0.33 0.33

Sharpe Ratio 0.01 0.22 0.22

Active Return (%) 0.0 4.4 4.3

Tracking Error (%) 0.0 5.6 5.4

Information Ratio 0.79 0.79

Historical Beta 1.00 1.09 1.08

Number of Constituents*** 1343 177 177

Turnover** (%) 7.0 18.9 17.7

Period: May 31, 2018 to Jun 28, 2024. * Gross returns annualized in USD ** Annualized one-way index turnover over 
index reviews *** Monthly averages

EM SRI Current Sim (%)

EM (single region) SRI Current Sim (%)
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Do the MSCI SRI Indexes Require Further Carbon Reduction?

ESG Score

Region

Sector
Carbon 

Footprint

Considering the addition of the 
PAB-based activity screens, the 
carbon footprint of the MSCI SRI 
Indexes have seen significant 
carbon footprint reduction, except 
for a few regions.

HIGHER SCORING
STOCKS WITHIN A

GIVEN SECTOR

BELOW THRESHOLD
OR LOWER

SCORING STOCKS

SRI

Exclusions

25%
A

Carbon Reduction ACWI World EM USA Canada Europe & ME Pacific EM Asia EM Latin America EM EMEA

Current SRI 46% 43% 61% 30% 61% 68% 38% 63% 60% 43%

Proposed 57% 56% 61% 59% 54% 69% 24% 59% 85% 43%

Question:
To reduce unnecessary complexity, and 
considering the substantial reduction from the new 
screens, do you agree that it is not necessary to 
add a carbon reduction mechanism? 
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Consultation Questions (1/2)

1. Proposal 1: Revisit and Update the Exclusions criteria related to certain business activities
– Do you agree with the incorporation of the PAB screens to address ESMA fund naming considerations? 

– Do you have preference on the use of the granular oil and gas screens*? 

– Do you agree with adding new screens that are geared towards biodiversity-/nature-related considerations, namely 
Palm Oil production and Arctic O&G extraction?

– Do you think it makes sense to reduce the aggregate weapons threshold in line with the German BVI requirements?

– Do you have preference to incorporate an additional screen on thermal coal reserves to ensure coal reserves 
ownership is excluded regardless of application? 

– Do you think SRI should include more human rights-specific screens? 

– If yes, which screen/s should be considered? A) Predatory Lending, B) For Profit Prisons, C) ESG Controversy – 
Human Rights Concerns, and/or D) ESG Controversy – Labor Rights Supply Chain Labor Standards

2. Proposal 2: Remove ESG Ratings Trend from the ranking logic and AA from the Top 25% selection 
prioritization
– Do you agree with the removal of ESG Ratings Trend from the ranking logic, considering the reduced significance, 

impact on long-standing ESG Leaders companies and the associated turnover?

– Considering the observed upward ESG Ratings trend, do you agree with the removal of AA in the Top 25% selection 
prioritization, but keeping AAA? 

* These data points are currently not used in MSCI indexes, and, prior to use, will be subject to appropriate data due diligence that MSCI applies to all new data or 
data providers. 
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Consultation Questions (2/2)

3. Proposal 3: Integrate a concentration control mechanism into the top 25% selection step
– Is it warranted to introduce a concentration control mechanism in SRI indexes, considering that this may lead to a 

reduction in ESG Score for certain indexes?

– Is it appropriate to integrate the mechanism into the selection step of the index construction?

– Do you agree that the mechanism should allow for the addition of new eligible securities, rather than increasing the 
weight of existing constituents?

– Do you agree with the proposal to maintain the key diversification features of the SRI methodology (sector target 
coverage and region building blocks)?

– Do you agree with the relative approach used (weight difference vs. parent index) and the target value (+5%)?

4. Additional questions
– MSCI EM SRI building block: do you agree that it is unnecessary to create EM SRI using a building block approach 

considering that it is primarily defined by EM Asia?

– Carbon reduction mechanism: do you agree that a carbon reduction mechanism is not needed, especially if the 
proposed additional PAB-based activity screens are implemented?

5. Timeline of Implementation
– If changes are made following the consultation, do you agree with an implementation timeline of May 2025 for all 

changes, to coincide with the next annual index review of the SRI indexes?
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Rationale for Proposal 2
Reported Observations on MSCI ESG Ratings in Recent Years

• A notable upward trend in issuer ESG Ratings was 
observed, driven by improved ESG transparency and 
practices.1 In the specific fund metric use case that 
utilized ESG Ratings Trend, ESG Ratings Trend “amplified 
the trend in issuer ESG Ratings” and was determined to 
have become less meaningful as a differentiator. This led 
to the succeeding revision of the fund metric.

• In November 2023, MSCI ESG Research launched a model 
consultation2 to introduce ESG Rating buffers considering 
the greater uptick in ESG Rating changes in recent years, 
resulting in a 10% increase in the weighted average 
management scores. 

1 MSCI ESG Fund Rating consultation: https://support.msci.com/documents/10186/48546c07-e385-89fc-2420-7c9cdbc699d8
2 MSCI ESG Ratings consultation: https://support.msci.com/documents/10186/307f6810-15da-8fd6-de7f-d099715669a6 

https://support.msci.com/documents/10186/48546c07-e385-89fc-2420-7c9cdbc699d8
https://support.msci.com/documents/10186/48546c07-e385-89fc-2420-7c9cdbc699d8
https://support.msci.com/documents/10186/307f6810-15da-8fd6-de7f-d099715669a6
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MSCI is a leading provider of critical decision support tools and services for the global 
investment community. With over 50 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. 

The process for submitting a formal index complaint can be found on the index regulation 
page of MSCI’s website at: https://www.msci.com/index-regulation.

http://www.msci.com/
https://www.msci.com/index-regulation
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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 may include “Signals,” defined as quantitative attributes or the product of methods or formulas that describe or are derived from calculations using historical data. Neither these Signals nor any description of historical data are intended to provide investment advice or a 
recommendation to make (or refrain from making) any investment decision or asset allocation and should not be relied upon as such. Signals are inherently backward-looking because of their use of historical data, and they are not intended to predict the future. The relevance, correlations and 
accuracy of Signals frequently will change materially.

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. The calculation of indexes and index returns may deviate from the stated methodology. 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 msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.  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 a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such, provided that applicable products or services from MSCI ESG Research may constitute 
investment advice. 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. MSCI ESG and climate ratings, 
research and data are produced by MSCI ESG Research LLC, a subsidiary of MSCI Inc. MSCI ESG Indexes, Analytics and Real Estate are products of MSCI Inc. that utilize information from MSCI ESG Research LLC. MSCI Indexes are administered by MSCI Limited (UK) and MSCI Deutschland GmbH.

Please note that the issuers mentioned in MSCI ESG Research materials sometimes have commercial relationships with MSCI ESG Research and/or MSCI Inc. (collectively, “MSCI”) and that these relationships create potential conflicts of interest.  In some cases, the issuers or their affiliates 
purchase research or other products or services from one or more MSCI affiliates. In other cases, MSCI ESG Research rates financial products such as mutual funds or ETFs that are managed by MSCI’s clients or their affiliates, or are based on MSCI Inc. Indexes. In addition, constituents in MSCI 
Inc. equity indexes include companies that subscribe to MSCI products or services. In some cases, MSCI clients pay fees based in whole or part on the assets they manage. MSCI ESG Research has taken a number of steps to mitigate potential conflicts of interest and safeguard the integrity and 
independence of its research and ratings. More information about these conflict mitigation measures is available in our Form ADV, available at https://adviserinfo.sec.gov/firm/summary/169222.  

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 S&P Global Market Intelligence.  “Global Industry Classification Standard (GICS)” is a service mark of MSCI and S&P Global Market Intelligence.

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. 

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.

https://www.msci.com/privacy-pledge
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The process for submitting a formal index complaint can be found on the index regulation page of MSCI’s website at: 
https://www.msci.com/index-regulation.

AMERICAS EUROPE, MIDDLE EAST & AFRICA ASIA PACIFIC

United States +1 888 588 4567 * South Africa + 27 21 673 0103 China + 86 21 61326611

Canada + 1 416 687 6270 Germany + 49 69 133 859 00 Hong Kong + 852 2844 9333

Brazil + 55 11 4040 7830 Switzerland + 41 22 817 9777 India + 91 22 6784 9160

Mexico + 52 81 1253 4020 United Kingdom + 44 20 7618 2222 Malaysia 1800818185 *

Italy + 39 02 5849 0415 South Korea +82 70 4769 4231

France + 33 17 6769 810 Singapore +65 67011177

Australia +612 9033 9333

Taiwan 008 0112 7513*

Thailand  0018 0015 6207 7181*

* = toll free
msci.com/contact-us

Japan +81 3 4579 0333

https://www.msci.com/index-regulation
https://www.msci.com/contact-us
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