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GETTING THE FACTS
STRAIGHT
Learn more about sustainable index investing
Myth 1
Sustainable investing lacks a common definition; there are no clear standards for building a
sustainable portfolio.
Fact: There are several standard methods to invest sustainably. Indexing can help you clearly align
your investment approach with your sustainable and financial goals.

Myth 2
Sustainable investing is too nuanced for indexing and requires active management to express investor
values and preferences regarding environmental, social and governance (ESG) factors.
Fact: Index investing enables investors to implement their sustainability preferences in an explicit
and consistent way across exposures.

Myth 3
Index fund managers lack the stewardship tools to drive change.
Fact: Index fund managers deploying active investment stewardship can drive long-term change.

Myth 4
Sustainable indexing works for equities but not for fixed income exposures, and fixed income ESG data will
continue to lag behind equities.
Fact: Sustainability preferences can be applied across a range of fixed income exposures, and the
drivers of ESG demand in fixed income are similar to those for other asset classes.

Myth 5
Sustainability comes at a premium.
Fact: Indexing is bringing access to sustainable investing at a fraction of the cost.

Myth 6
You have to sacrifice performance when using sustainable indexing.
Fact: Early evidence on ESG index performance strongly challenges the tired misconception that
sustainable investing requires giving up financial returns for better ESG outcomes.
Source: BlackRock, as at 30 April 2021. This information should not be relied upon as research, investment advice, or a
recommendation regarding any products, strategies, or any security in particular. This is for illustrative and informational
purposes and is subject to change. It has not been approved by any regulatory authority or securities regulator.
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Indexing is reshaping sustainable investing
For decades, investors have been choosing an index approach to actively pursue the
goals that matter to them most. Today, as more and more investors are recognising
that sustainability-related considerations, such as climate change, can impact longterm returns, indexing is increasingly helping them transition to portfolios that
better reflect their sustainable and financial goals.
This shift is already visible in the accelerated
growth of assets under management in sustainable
index strategies. Assets in indexed products (ETFs
and index funds) as a proportion of the global $1.4
trillion market for sustainable funds more than
doubled to 20% in Q1 2021 from 9% in 2016. 1 We
believe the growth of sustainable indexing is just
getting started.
Despite this strong growth, sustainable investing
remains a nascent category. As a result, questions
about the validity of sustainable indexing may be
born out of an incomplete understanding or
outdated perception of index investing more
broadly.
Many misconceptions stem from the notion that
‘sustainable investing is different’, which infers that
indexing cannot or should not work in this
investment category in the way that it does across
traditional equity and fixed income strategies.

We would agree that this relatively new area of
investing requires further education and is in its
infancy in many regards, but would also argue
that indexing is particularly valuable in the
context of creating a common language for
sustainable investing.
Indexing is helping to transform a nebulous
category, full of acronyms and jargon, by
aggregating, standardising, and bringing
transparency to sustainability data and
investment methodologies. This transparency
creates cost-effective, actionable exposures that
make sustainable portfolio construction and
management far more efficient.
In the following pages, we debunk the common
myths associated with sustainable index investing
and provide the facts to help investors build more
sustainable portfolios.
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Source: BlackRock GBI. Data as of March 2021. For illustrative purposes only.
1 Source: BlackRock GBI, as of March 2021.
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Myth 1
Sustainable investing lacks a common definition; there are no clear standards for building
a sustainable portfolio.
Fact: There are several standard methods to invest sustainably. Indexing can help you
clearly align your investment approach with your sustainable and financial goals.
Sustainable investing is the practice of
understanding and incorporating ESG factors into
investment analysis and decision making.
Historically, the focus has been on avoiding
exposure to companies or sectors that pose certain
risks or violate commonly-held values, however,
investors are increasingly seeking to also advance
their ESG objectives, or meet defined, relatable
targets, such as a carbon footprint reduction
across asset classes. While there is growing
consensus on the importance of sustainable
investing terminology, definitions and
interpretations of this area of investing continue to
vary across markets and stakeholders. This lack of
common language is now sharply in focus for
regulators across Europe and within the broader
ESG ecosystem, including ESG data and index
providers, stock exchanges, public companies and

auditors. The push towards robust standardsetting, strongly encouraged by BlackRock, 2 will
help to eliminate the perceived complexity of this
field, counter the perception of “greenwashing”,
and accelerate the sustainable finance transition.
BlackRock’s sustainable investing framework
applies to both indexed and alpha-seeking
products, and allows investors to consider how far
they are willing to deviate from a traditional asset
allocation model in order to achieve their
sustainable investing goals. This framework aims to
bring much-needed clarity and enable our clients
to match their ESG objectives to clear outcomes.
From eliminating certain exposures to focusing on
the top-rated ESG performers, there are many
different ways to incorporate sustainable investing
into the core of a portfolio.

A framework for sustainable index investing solutions
Avoid
Categories

Advance

Screened

ESG
Broad

Examples of
sub-categories
Definition

ESG Screened

ESG Optimised

ESG SRI

Removes exposure
to companies or
sectors that pose
certain risks or
violate international
norms, or investor
values, such as
controversial
weapons.

Targets the highest
possible ESG score
while maintaining
a limited tracking
error versus the
parent index.

Multiple social
and environmental
screens, aligned
business
involvement
screens + severe
controversy
screens.
Selects the top
ESG-scored
companies within
each sector.

Impact
Thematic
Climate
Government
Provides targeted
exposure to specific
E, S, G issues
or Sustainable
Development
Goals (SDGs),
based on how a
company operates
or the products or
services it supplies.

Green bonds
Intent to contribute
to measurable
positive
environmental, social
or SDGs outcome,
alongside financial
returns.

2 Source: BlackRock, April 2021. For illustrative purposes only.
The benchmark index only excludes companies engaging in certain activities inconsistent with ESG criteria if such
activities exceed the thresholds determined by the index provider. Investors should therefore make a personal
ethical assessment of the benchmark index’s ESG screening prior to investing in the Fund. Such ESG screening may
adversely affect the value of the Fund’s investments compared to a fund without such screening.
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Investors can use sustainable index products as
benchmark replacements, as model building
blocks, and as satellite exposures.
Adopting an indexing approach to sustainable
investing offers several benefits:
Access: Just as investors have embraced index
investing for efficient, transparent and scalable
market exposures in traditional portfolios, ETFs
and index funds are enabling investors to access
new ways of investing sustainably. The increasing
availability of ESG data means sustainable indexing
strategies are becoming more refined and efficient
than ever before.
Choice: Sustainability means different things to
different people and indexing puts investors in
control of their desired sustainable outcome.
Investors are taking different routes to embed ESG
criteria within their portfolios using index
investments - from exclusionary screens to
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investments with measurable impact. The broad
and growing range of sustainable indexing tools
available to investors brings a new level of choice
and control.
Clarity: The transparency of sustainable indexing
methodologies empowers asset allocators to build
holistic sustainable portfolios with consistent
building blocks. This allows investors to articulate
thier ESG narrative to clients, boards and other key
stakeholders while supporting compliance with
sustainability-related disclosure requirements and
other ESG-focused legislation.
Most sustainable indices are built from the same
benchmarks investors already invest in, allowing
investors to align their sustainable and financial
goals without altering existing asset allocation
strategies.
Source: BlackRock as at 30 April 2021.
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Myth 2
Sustainable investing is too nuanced for index investing and requires active management
to express investor values and preferences regarding environmental, social and
governance (ESG) factors.
Fact: Index investing enables investors to implement their sustainability preferences
in an explicit and consistent way across exposures.
Index investing is often conflated with a perceived
dormancy or lack of flexibility that does not truly
reflect the wide variety of ways that investors use
ETFs and index funds to take control of their
investment outcomes. Index investors are active
investors and this extends to sustainable investing,
where they are able to use index investing tools to
actively reflect their sustainability goals. The
misperception about a lack of nuance does not fully
take into account the following:
• Using indexing to invest sustainably harnesses the
simplicity, optionality and transparency of a
rules-based ESG methodology that delivers
measurable, deliberate and predictable outcomes,
such as an ESG score improvement or carbon
intensity reduction. This outcome-oriented
approach benefits from a plethora of choice across
ESG strategies. Investors have direct insight into
portfolio construction, can understand what drives
the ESG methodology, and have instant access to
key ESG data.
• ESG indexing both drives and benefits from
better ESG data disclosure. ESG data underpins
all sustainable index products and the awareness
of companies about the importance of ESG
disclosure is growing. For example, the proportion
of S&P 500 companies that published a
sustainability or corporate responsibility report
rose to 90% in 2020, the most recent year for
which data is available, from 20% in 2011. The
EU Non-Financial Reporting Directive has
required approximately 6,000 EU companies to
publish ESG data since 2017 and will keep
evolving, requiring more granular disclosures
over time. This data, as well as other information
coming increasingly from non-traditional
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sources, is a key component in building the ESG
ratings upon which sustainable indices are based.
The ongoing improvement in, and increasing
requirements for, ESG data disclosure will in
particular:
– Further improve the quality of ESG research
and ratings, thereby advancing sustainable
indexing, and
– Drive companies to enhance their sustainability
credentials.
More companies are reporting ESG information
10%

20%

2011

2021

80%
Non-reporters

90%
Reporters

Source: Governance & Accountability Institute,
2020, based on companies wtihin the S&P 500.
For illustrative purposes only. There is no guarantee
that a positive investment outcome will be
achieved. To ensure you understand whether our
product is suitable, please read the Key Investor
Information Document.
• Sustainable indexing is an effective way to
deploy sustainable investments at scale. While
there is a clear value in active management and
extensive single name due diligence regarding
the impact of E, S and G criteria on performance,
indexing provides an opportunity to include these
criteria over thousands of companies in a more
consistent way.
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Myth 3
Index fund managers lack the stewardship tools to drive change.
Fact: Index fund managers deploying active investment stewardship can drive longterm change.
Index fund managers take a long-term view,
amplifying the impact of company engagements.
Those who are sustainability-minded, like
BlackRock, exercise influence with companies
through engagements on ESG topics and they stay
the course to see change happen. This is the value
of patient capital.
Still, some question the impact that index fund
managers can have given they cannot sell their
holdings. However, it is precisely because we
cannot sell that we are so committed to
stewardship activities. BlackRock can demonstrate
a long-term commitment to a company, potentially
well beyond the tenure of the current board and
management, and can be persistent in encouraging
changes in practices that enhance sustainability.
This includes how companies are managing, but also
reporting on, the material environmental and social
impacts of their operations.
There are two main stewardship levers, both of
which are crucial to achieving sustainable longterm value creation:
Engagement – or direct dialogue – with companies
is critical to ensuring that we vote in an informed
way and provide timely feedback to companies to
protect our clients’ long-term economic interests.

In our engagements, we encourage companies to
deliver long-term, sustainable growth and returns
for our clients. As a large investor, we are able – and
feel a responsibility – to monitor the companies in
which we invest and to engage with them
constructively and privately where we believe that
would help our clients’ interests. Engagement helps
build mutual understanding on any issues where
we are concerned that a company’s practices fall
short of operational excellence. It also helps us
assess a company’s approach to governance in the
context of its specific circumstances.
Meanwhile, voting is the most broad-based form of
engagement we have with companies, providing a
channel for feedback to the board and
management about investor perceptions of their
performance and governance practices. BlackRock
votes annually at more than 16,000 shareholder
meetings, taking a case-by-case approach to the
items put to a shareholder vote. Our analysis is
informed by our internally-developed proxy voting
guidelines, our pre-vote engagements, research,
and the situational factors at a particular company. 3

Voting – at shareholder meetings is the formal
mechanism through which we provide feedback to
companies on their corporate governance and
business practices.

3 Source: BlackRock Investment Stewardship: Our Responsibility. As at 30 April 2021.

7

SUSTAINABLE MYTHBUSTING | GETTING THE FACTS STRAIGHT ON SUSTAINABLE INDEX INVESTING
MKTGH0621E/S-1678260-7/13

Myth 4
Sustainable indexing works for equities but not for fixed income exposures, and fixed
income ESG data will continue to lag behind equities.
Fact: Sustainability preferences can be applied across a range of fixed income
exposures, and the drivers of ESG demand in fixed income are similar to those for
other asset classes.
Indexing can be the starting point for a sustainable
fixed income investment solution, and
considerations such as sustainable impact and
risk-return profile compared to non-sustainable
equivalent products resonate particularly well in
fixed income.

Impact
We expect that companies with stronger
commitments to sustainability will attract more
capital in the decades to come. This will result in
better access to financing, fuelling increased
demand for bonds issued by more sustainable
companies and lowering their cost of capital. This is
a key element driving issuers’ sustainable
considerations and disclosures, and extends
beyond the corporate space. Investors’
commitments to sustainability and scrutiny of
issuers also impact government bonds, with many
investors now using climate risk metrics in
particular as a measurable way to evaluate a
country’s sustainability profile. Increased reporting
by governments on decarbonisation and other
climate-related risks, driven by social and
regulatory pressures, has helped to facilitate this
evolution in sustainable fixed income investing.

Performance
The main drivers of return in fixed income remain
credit and duration, coupled typically with high
diversification across issuers in benchmarks. This
leads to sustainable fixed income indices exhibiting
similar risk-return profiles to non-sustainable
exposures. If, as we expect, inflows into sustainable
products continue to account for a growing
proportion of all fixed income indexing flows, this
will have a positive impact on the capital
appreciation of bonds issued by companies with
high ESG ratings, but therefore a negative impact
on yield expectations for these issuers.

Data
There are more fixed income issuers than listed
stocks, as many issuers are not publicly-listed
companies. This poses a potential challenge in
transparency and disclosure of sustainable data,
but this issue has improved dramatically over the
last few years. For example, today MSCI’s
sustainable data covers 96% of the issuers in the
Bloomberg Barclays U.S. Credit Index, versus 75%
in 2013. 4

4 Source: MSCI ESG Research, as at 30 April 2021.
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Myth 5
Sustainability comes at a premium.
Fact: Indexing is bringing access to sustainable investing at a fraction of the cost.
A few decades ago, investors had limited choice in
how to access certain exposures: they could either
pick securities themselves or pay a premium for
actively managed mutual funds, many of which had
inconsistent track records. However, the
proliferation of ETFs and index funds lowered the
cost of access for all investors while providing
transparency and precision. We believe indexing
will do for sustainable investing what it did for

traditional stock and bond investing. Until recently,
sustainable investment strategies were only
available through higher-fee actively managed
funds, or highly customised mandates that required
in-house ESG specialisation. Sustainable indices
are helping drive down the total costs of investing
sustainably while broadening the variety of
available exposures.

Index funds and ETFs can help investors build sustainable portfolios at a lower cost
Comparing average costs across the industry and within the iShares ETF product offering

113bps

64bps
28bps

Sustainable
Mutual Funds

Sustainable ETFs

Equity

24bps

Sustainable
Mutual Funds

Sustainable ETFs

Fixed Income

33bps

iShares ETFs

23bps

iShares
Sustainable ETFs

All Asset Classes

For illustrative purposes only. Bps = basis points. A basis point is one hundredth of one percent. Subject to
change. All chart data is global and calculated on an asset-weighted basis. Sources: BlackRock, Bloomberg
(ETFs); Morningstar (mutual funds) as of 30 April 2021. Mutual fund data calculated based on oldest
share class.
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Myth 6
You have to sacrifice performance when using sustainable indexing.
Fact: Early evidence on ESG index performance strongly challenges the tired
misconception that sustainable investing requires giving up financial returns for
better ESG outcomes.
We looked at traditional equity indices alongside
ESG screened, ESG optimised and ESG best-inclass versions. Our findings are outlined in the
chart below. Since 2012, annualised returns for
sustainable indices have matched or exceeded the
standard index in both developed and emerging
markets, with comparable volatility. Research

indicates that the phenomenon can be explained
through better governance, lower regulatory risks
and a tilt to companies with healthier balance
sheets. 6 The empirical data is clear and objective:
there is no evidence that investing sustainably
requires a performance sacrifice - in fact, the
opposite appears to be true.

Index performance
Index performance (%)

Comparison of sustainable exposures to the parent benchmark
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MSCI World ESG Enhanced Focus

1 Year

3 Year Ann.
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MSCI World SRI Select Reduced Fossil Fuel

MSCI World Climate Paris Aligned Benchmark Seelect

MSCI World ESG Screened

Annual performance
(Apr-16 Apr-17)

(Apr-17 Apr-18)

(Apr-18 Apr-19)

(Apr-19 Apr-20)

MSCI World Index

14.65%

13.22%

6.48%

-4.00%

45.33%

MSCI World ESG Screened

14.94%

13.14%

6.71%

-3.10%

46.33%

Index Name

(Apr-20 Apr-21)

MSCI World ESG Enhanced Focus

14.45%

12.91%

6.05%

-2.44%

46.07%

MSCI World SRI Select Reduced Fossil Fuel

13.99%

13.64%

6.88%

1.59%

44.65%

MSCI World Climate Paris Aligned Benchmark Select

15.53%

13.48%

7.66%

-1.68%

45.17%

7.32%

8.07%

11.06%

0.52%

19.60%

MSCI World Minimum Volatility ESG Reduced
Carbon Target

Data Source: Bloomberg as of end 31 December, 2020. Data is based on daily returns.
The figures shown relate to past performance. Past performance is not a reliable indicater of current or future
results. Index performance returns does not reflect any management fees, transaction costs or expenses.
Indices are unmanaged and one cannot invest directly in an index.
6 Source BlackRock as at 31 March, 2020
10 SUSTAINABLE MYTHBUSTING | GETTING THE FACTS STRAIGHT ON SUSTAINABLE INDEX INVESTING
MKTGH0621E/S-1678260-10/13

CONCLUSION
The rapid growth of sustainable investing, paired
with the proliferation of definitions, data providers
and regulations, has led to unfounded claims that
indexing cannot work in this space and that active
management is the only solution. We believe that it
is the very nature of sustainable investing, with the
push towards increased reporting and
standardisation, that makes indexing not only
valuable, but necessary to accelerate the
sustainable finance transition and empower the
construction of sustainable portfolios. Many of the
myths surrounding sustainable indices - such as a
requirement to sacrifice performance in pursuit of
sustainable goals, or the lack of stewardship tools are simply not true.
The arguments around sustainable indexing are
similar in many ways to the old debate around the
use of index-based solutions as a means to access

economic exposures. This debate is over 20 years
old and now deemed irrelevant by most investment
professionals. Similarly, we expect the unfounded
reservations about sustainable index investing to
soon become a thing of the past.
Myths about performance and costs can be easily
challenged through the evidence presented by the
growing number of sustainable index strategies,
which are made accessible by ETFs and index
funds at very compelling prices. Portfolio
composition can be adjusted efficiently and scaled
to achieve targeted sustainable outcomes. Indexing
can be a driver for change when it's patient capital
perspective and stewardship approach is fully
appreciated. For these reasons, we believe that not
only does sustainable indexing work, but that it will
become an increasingly indispensable component
of investors' portfolios.
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Risk Warnings
Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed.
Investors may not get back the amount originally invested.
Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration
when selecting a product or strategy.
Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase.
Fluctuation may be particularly marked in the case of a higher volatility fund and the value of an investment may fall
suddenly and substantially. Levels and basis of taxation may change from time to time.

Regulatory Information

This material is for distribution to Professional Clients (as defined by the Financial Conduct Authority or MiFID
Rules) only and should not be relied upon by any other persons.
Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct
Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered
in England and Wales No. 02020394. For your protection telephone calls are usually recorded. Please refer to the
Financial Conduct Authority website for a list of authorised activities conducted by BlackRock.
Until 31 December 2020, issued by BlackRock Advisors (UK) Limited, authorised and regulated by the Financial
Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: +44 (0)20 7743 3000.
Registered in England and Wales No. 00796793. For your protection, telephone calls are usually recorded. Please refer
to the Financial Conduct Authority website for a list of authorised activities conducted by BlackRock.
From 1 January 2021, in the event the United Kingdom and the European Union do not enter into an arrangement
which permits United Kingdom firms to offer and provide financial services into the European Economic Area, the
issuer of this material is:
(i) BlackRock Advisors (UK) Limited for all outside of the European Economic Area; and
(ii) BlackRock (Netherlands) B.V. for in the European Economic Area,
BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets.
Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 – 549 5200, Tel: 31-20-549-5200. Trade Register No.
17068311 For your protection telephone calls are usually recorded.

For investors in Israel
BlackRock Investment Management (UK) Limited is not licenced under Israel’s Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry
insurance thereunder.

For qualified investors in Switzerland
This document is marketing material. Until 31 December 2021, this document shall be exclusively made available to,
and directed at, qualified investors as defined in the Swiss Collective Investment Schemes Act of 23 June 2006 (“CISA”),
as amended. From 1 January 2022, this document shall be exclusively made available to, and directed at, qualified
investors as defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of qualified investors
with an opting-out pursuant to Art. 5 (1) of the Swiss Federal Act on Financial Services ("FinSA"). For information on
art. 8 / 9 Financial Services Act (FinSA) and on your client segmentation under art. 4 FinSA, please see the following
website: www.blackrock.com/finsa

For investors in the Dubai International Financial Centre
The information contained in this document is intended strictly for Professional Clients as defined under the Dubai
Financial Services Authority (“DFSA”) Conduct of Business (COB) Rules.
The information contained in this document, does not constitute and should not be construed as an offer of, invitation
or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service
and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate,
no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You
may only reproduce, circulate and use this document (or any part of it) with the consent of BlackRock.
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The information contained in this document is for information purposes only. It is not intended for and should not
be distributed to, or relied upon by, members of the public.
The information contained in this document, may contain statements that are not purely historical in nature but
are “forward-looking statements”. These include, amongst other things, projections, forecasts or estimates of
income. These forward-looking statements are based upon certain assumptions, some of which are described in
other relevant documents or materials. If you do not understand the contents of this document, you should consult
an authorised financial adviser.
Any research in this document has been procured and may have been acted on by BlackRock for its own purpose.
The results of such research are being made available only incidentally. The views expressed do not constitute
investment or any other advice and are subject to change. They do not necessarily reflect the views of any company
in the BlackRock Group or any part thereof and no assurances are made as to their accuracy.
This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in
any BlackRock funds and has not been prepared in connection with any such offer.
© 2021 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, BUILD ON
BLACKROCK and SO WHAT DO I DO WITH MY MONEY are trademarks of BlackRock, Inc. or its subsidiaries
in the United States and elsewhere. All other trademarks are those of their respective owners.
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