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THE PORTFOLIO VIEW*:

Bringing sustainability to the core of your
portfolio with climate-aware CMAs
BlackRock Portfolio Analysis & Solutions, February 2021
* A series of short papers to provide a high-level view on themes and topics BlackRock believes you should
consider when implementing changes to your asset allocation, and on which we can assist you.
Over the last five years, the European financial services industry has gone through a profound
transformation with respect to sustainable investing.
Originally, with sustainable investing being new for many, investors focused on understanding product
landscape, taxonomy, and methodologies. As the space matured, more and more investors have
shifted their efforts towards incorporating sustainability across all steps of their portfolio
construction process: from setting the portfolio objectives, to designing a strategic asset allocation
(SAA) which helps achieve such targets, to implementing it with products.
Working with EMEA investors, our Portfolio Consulting team has seen a 70% increase in ESGrelated portfolio consultations last year vs. 2019. These consultations covered both building new
sustainable portfolios from scratch and evolving existing allocations.
Up until now, achieving a sustainable transformation of portfolio construction processes has been a
challenge. While investors could define an ESG objective relatively easily, very few could design an
asset allocation to meet it. This is because forward-looking risk and return expectations (or capital
market assumptions) for different asset classes rarely accounted for the impact of climate change,
broadly continuing to be estimated only for ‘brown’ exposures. As a result, investors could embed
ESG exposures only at the product implementation stage by swapping traditional building blocks for
sustainable ones. This, however, resulted in a tracking error vs. the original SAA design – therefore
limiting the penetration of sustainable strategies, particularly for investors with a structured CIO-led
investment process.
BlackRock’s new climate-aware CMAs, now available to investors, address this challenge
[https://www.blackrock.com/institutions/en-gb/insights/charts/capital-market-assumptions],. These
risk and return expectations incorporate the impact of climate change and are available across
asset classes.
Our Portfolio Consulting team ‘translates’ these CMAs into asset allocation, to help investors with both
building new sustainable propositions from scratch and transforming their existing portfolios.
Everything we do maps into a range of executable implementation options and is accompanied by a
360 degree assessment of portfolio sustainability features, including ESG Quality Score, Carbon
Emissions Intensity, Business involvement and Low Carbon Transition Score.
Get in touch with our Portfolio Consulting team via your BlackRock relationship manager to see how
you can incorporate sustainability at the core of your portfolio construction process.
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BUILDING NEW PROPOSITIONS
Our Portfolio Consulting team can help
investors design new, fully sustainable
portfolios from scratch, translating
BlackRock IP and research in the
sustainable space into asset allocation
and product implementation ideas.

Source: BlackRock, February 2021.
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TRANSFORMING THE EXISTING SAA
Our Portfolio Consulting team can help
transform the existing asset allocation to
improve its sustainability features, both at
index and at product implementation level.
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CASE STUDY 1
BUILDING NEW PROPOSITIONS – ILLUSTRATING HOW WE CAN PARTNER
Our Portfolio Consulting team can help clients design a new offering of ESG portfolios to complement
their existing offering built with traditional building blocks.
In this illustrative case study we are building three EUR-based multi-asset models across risk profiles:
Conservative, Moderate, and Aggressive. The objective is to maximise portfolios’ risk/return profiles,
subject to equity/fixed income constraints at 20%/80% (Conservative), 60%/40% (Moderate) and
80%/20% (Aggressive).

Annualised Return (%)

To do that, we used the BlackRock climate-aware CMAs in EUR over a 10-year horizon, combined with
the optimisation’s objectives and constraints1, to identify different strategic asset allocation blends
that might help achieve these objectives.
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The allocations of the three resulting Max Sharpe portfolios – Conservative, Moderate, and Aggressive –
as well as their risk / return characteristics can be found below. Our Portfolio Consulting team can help
translate this asset allocation into product implementation ideas.
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Annualised Return, %
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Max Sharpe:
Conservative
2.44
7.39
0.38
20
80

Max Sharpe:
Moderate
4.05
9.01
0.49
60
40

Max Sharpe:
Aggressive
5.21
11.03
0.5
80
20

For illustrative purposes only, not a recommendation or advice by BlackRock based on our strategic asset allocation views.
Based on a subset of available indices. Results may differ subject to chosen universe and constraints.
1 The constraints used in the optimisation included a 20%/80% equity/fixed income allocation for Conservative portfolio, 60%/40% for Moderate portfolio and 80%/20%
for Aggressive portfolio. A Max Sharpe portfolio was selected on each of the three efficient frontiers. Assets under consideration included: MSCI USA SRI Select Reduced Fossil
Fuel Index, MSCI Europe SRI Select Reduced Fossil Fuel Index, MSCI Japan SRI Select Reduced Fossil Fuel Index, MSCI Pacific ex Japan ESG Leaders Index, MSCI EM SRI Select
Reduced Fossil Fuel Index, FTSE Advanced Climate Risk-Adjusted EMU Government Bond Index (EGBI), Bloomberg Barclays MSCI Euro Corporate Sustainable SRI Index, BBG
Barc MSCI Euro Corporate High Yield Sustainable BB+ SRI Bond Index and J.P. Morgan ESG Emerging Market Bond Global Diversified Index.
This information is not intended as a recommendation to invest in any particular asset class or strategy or as a promise - or even estimate - of future performance. Forecasts
are not a reliable indicator of future performance. Source: BlackRock Investment Institute, February 2021. Data as of 31 December 2020. Time Period: 10 Years. Notes:
[ADD
CONTACTS]
Return assumptions are total nominal returns. Return expectations for all
asset classes
used in the analysis have been unhedged. Asset return expectations are gross of fees.
Full methodology is available at https://www.blackrock.com/institutions/en-zz/insights/charts/capital-market-assumptions#methodology. Index returns are for illustrative
purposes only and do not represent any actual fund performance. Index performance returns do not reflect any management fees, transaction costs or expenses. Indices are
unmanaged and one cannot invest directly in an index.
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CASE STUDY 2
TRANSFORMING THE EXISTING SAA – ILLUSTRATING HOW WE CAN PARTNER
Our Portfolio Consulting team can partner with clients to transform their SAA to improve portfolios’
sustainability features.

In this illustrative case study we are showing how we can transform a hypothetical SAA built with traditional
building blocks into an SAA built with ESG building blocks that would achieve the same level of risk and
an ESG Quality Score of at least 7.2 (to ensure that the resulting portfolio falls into MSCI’s ‘ESG Leaders’
category).

1

ASSESSING RISK AND ESG PROFILE OF THE ORIGINAL SAA

First, we established that the expected risk of the original portfolio was 9.8% and the ESG Score was
5.8, using the BlackRock climate-aware CMAs and MSCI ESG Research data, respectively.
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IDENTIFYING A SUSTAINABLE SAA WITH THE SAME RISK AND HIGHER ESG SCORE

We then replaced the original exposures with their sustainable alternatives1 to build an efficient
frontier. The weight of each asset was constrained to -/+10% vs. the weight of its traditional counterpart
in the original portfolio. The minimum constraint for portfolio’s ESG Score was set at 7.2. On the frontier
we have identified a portfolio achieving the same level of risk as the original one at 9.8%.
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1MSCI USA SRI Select Reduced Fossil Fuel Index, MSCI Europe SRI Select Reduced Fossil Fuel Index, MSCI Japan SRI Select Reduced Fossil Fuel Index, MSCI Pacific ex Japan

ESG Leaders Index, MSCI EM SRI Select Reduced Fossil Fuel Index, FTSE Advanced Climate Risk-Adjusted EMU Government Bond Index (EGBI), Bloomberg Barclays MSCI
Euro Corporate Sustainable SRI Index, BBG Barc MSCI Euro Corporate High Yield Sustainable BB+ SRI Bond Index and J.P. Morgan ESG Emerging Market Bond Global
Diversified Index.
This information is not intended as a recommendation to invest in any particular asset class or strategy or as a promise - or even estimate - of future performance. Forecasts
are not a reliable indicator of future performance. Source: BlackRock Investment Institute, February 2021. Data as of 31st December 2020. Time Period: 10 Years.
Notes: Return assumptions are total nominal returns. Return expectations
for all asset
classes used in the analysis have been unhedged. Asset return expectations are gross of
[ADD
CONTACTS]
fees. Full methodology is available at https://www.blackrock.com/institutions/en-zz/insights/charts/capital-market-assumptions#methodology. Index returns are for
illustrative purposes only and do not represent any actual fund performance. Index performance returns do not reflect any management fees, transaction costs or expenses.
Indices are unmanaged and one cannot invest directly in an index.
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3

COMPARING RISK/RETURN PROFILE AND ESG FEATURES OF THE TWO PORTFOLIOS

As the last step, we compared the new sustainable portfolio vs. the original one in terms of forward-looking
risk/return expectations and sustainability characteristics.
The sustainable portfolio achieved a higher Sharpe ratio at 0.4 (vs. 0.36 for the original one) and
improved sustainability features including ESG Quality Score, Carbon Emissions Intensity and Low
Carbon Transition Score.
Improvements in the portfolio’s sustainability features were achieved thanks to a shift from traditional into
sustainable exposures, while the higher Sharpe Ratio was driven by shifts in the portfolio’s strategic asset
allocation, aiming to take advantage of winners and losers of climate change in the future.
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The two case studies above represent just a sample of ESG analyses our Portfolio Consulting team can
perform. Each portfolio consultation we provide for our clients is accompanied by an overview of portfolios’
ex-ante risk drivers – powered by BlackRock’s multi-asset risk management platform Aladdin®– and is
done in an iterative fashion to ensure that the resulting portfolios meet clients’ individual objectives and
constraints.

Want to know more?
If you are looking to incorporate sustainability at the core of your portfolio
design, speak with your BlackRock Relationship Manager and request a
BlackRock Portfolio Analysis & Solutions (BPAS) portfolio consultation

For information only, subject to change. The ratings, metrics, methodologies and scores may differ from those of other providers. Certain information ©2021 MSCI ESG
Research LLC. Reproduced by permission; no further distribution.
1 MSCI ESG Quality Score assesses management of key Environmental (E), Social (S) and Governance (G) risks & opportunities. E, S, and G factors are weighted according to their
materiality to the company and the industry to achieve the MSCI ESG Quality Score. At the company level, the figure is an industry-adjusted weighted average of scores ranging
from 0-10 (10 = best). At the portfolio level, the ESG Score also considers the ESG Rating trend of holdings and the portfolio exposure to holdings in the laggard category.
For further details regarding MSCI’s methodology, please visit https://www.msci.com/esg-ratings
2 A portfolio’s Weighted Average Carbon Emissions Intensity by Sales is achieved by calculating the carbon intensity (Scope 1 + 2 Emissions / $M Sales) for each portfolio
company and calculating the weighted average by portfolio weight. The underlying holdings’ emissions Intensity data is sourced from MSCI. For further details regarding MSCI’s
methodology, please visit https://www.msci.com/index-carbon-footprint-metrics
3 MSCI ESG Research’s Low Carbon Transition Risk Assessment is designed to identify potential leaders and laggards by holistically measuring companies’ exposure to and
management of risks and opportunities related to the low carbon transition. Low Carbon Transition Score is based on a multi-dimensional risks and opportunities assessment
and considers both predominant and secondary risks a company faces.[ADD
It is industry
agnostic and represents an absolute assessment of a company’s position vis-à-vis the
CONTACTS]
transition. Source: MSCI, “Climate Change Metrics – Low Carbon Transition Risk Assessment. Methodology”, March 2019.
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Disclosures
Index Disclosures:
Index returns are for illustrative purposes only and do not represent any actual fund performance. Index
performance returns do not reflect any management fees, transaction costs or expenses. Indices are
unmanaged and one cannot invest directly in an index.
General Disclosure:
This material is prepared by BlackRock and is not intended to be relied upon as a forecast, research or
investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt
any investment strategy. The opinions expressed are as of January 2021 and may change as subsequent
conditions vary. The information and opinions contained in this material are derived from proprietary and
nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not
guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no responsibility
arising in any other way for errors and omissions (including responsibility to any person by reason of
negligence) is accepted by BlackRock, its officers, employees or agents. This material may contain 'forward
looking' information that is not purely historical in nature. Such information may include, among other things,
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon
information in this material is at the sole discretion of the reader. This material is intended for information
purposes only and does not constitute investment advice or an offer or solicitation to purchase or sell in any
securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to any
person in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the
securities laws of such jurisdiction. Investment involves risks. 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. This material is intended for institutional investors only and not for public distribution. The
information provided here is neither tax nor legal advice. Investors should speak to their tax professional for
specific information regarding their tax situation. Investment involves risk including possible loss of principal.
International investing involves risks, including risks related to foreign currency, limited liquidity, less
government regulation, and the possibility of substantial volatility due to adverse political, economic or other
developments. These risks are often heightened for investments in emerging/developing markets or smaller
capital markets.
BlackRock's Long-Term Capital Market Assumption Disclosures:
This information is not intended as a recommendation to invest in any particular asset class or strategy or
product or as a promise of future performance. Note that these asset class assumptions are passive, and do
not consider the impact of active management. All estimates in this document are in US dollar terms unless
noted otherwise. Given the complex risk-reward trade-offs involved, we advise clients to rely on their own
judgment as well as quantitative optimisation approaches in setting strategic allocations to all the asset
classes and strategies. References to future returns are not promises or even estimates of actual returns a
client portfolio may achieve. Assumptions, opinions and estimates are provided for illustrative purposes only.
They should not be relied upon as recommendations to buy or sell securities. Forecasts of financial market
trends that are based on current market conditions constitute our judgment and are subject to change
without notice. We believe the information provided here is reliable, but do not warrant its accuracy or
completeness. If the reader chooses to rely on the information, it is at its own risk. This material has been
prepared for information purposes only and is not intended to provide, and should not be relied on for,
accounting, legal, or tax advice. The outputs of the assumptions are provided for illustration purposes only
and are subject to significant limitations. "Expected" return estimates are subject to uncertainty and error.
Expected returns for each asset class can be conditional on economic scenarios; in the event a particular
scenario comes to pass, actual returns could be significantly higher or lower than forecasted. Because of the
inherent limitations of all models, potential investors should not rely exclusively on the model when making
an investment decision. The model cannot account for the impact that economic, market, and other factors
may have on the implementation and ongoing management of an actual investment portfolio. Unlike actual
portfolio outcomes, the model outcomes do not reflect actual trading, liquidity constraints, fees, expenses,
taxes and other factors that could impact future returns.

[ADD CONTACTS]
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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.

EIIiH1121E/S-1937322-6/7

5

FOR PROFESSIONAL CLIENTS / QUALIFIED INVESTORS / QUALIFIED CLIENTS ONLY
Important 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.
In the UK and Non-European Economic Area (EEA) countries: this is 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.
In the European Economic Area (EEA): this is Issued by BlackRock (Netherlands) B.V., 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 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 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. BlackRock may terminate marketing at any time.
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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