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Climate-aware CMAs:
From insight to action
A practitioner’s guide to sustainable
portfolio construction
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.
We believe sustainable investing demands a holistic and multi-asset
approach to portfolio construction. This means integrating
sustainability at the strategic asset allocation (SAA) level and in the
implementation level, as we have previously advocated.
BlackRock this year unveiled capital market assumptions (CMAs) that
seek to explicitly reflect the impact of climate change on the
investment landscape. These climate-aware CMAs, developed by the
BlackRock Investment Institute (BII), inform our portfolio construction.
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This publication aims to put theory into practice:
•

We explain our three-step approach: embedding insights on the
impact of climate change into our SAAs, implementing them
through index, factor, and alpha-seeking strategies; and
monitoring and adjusting portfolios. See page 2.

•

We then showcase two examples to provide a practitioners’
perspective on ESG integration in a holistic way: an asset allocation
strategy using ETFs, and an alpha-seeking multi-asset strategy.
See pages 3 and 4.

A tectonic shift
We believe there is a tectonic shift toward sustainable investing that
investors have yet to fully appreciate. The COVID-19 pandemic has
accelerated this structural trend, as evidenced in increased
investment flows into strategies that emphasize ESG considerations.
We expect there is more to come. BlackRock’s 2020 Global
Sustainability Survey polled 425 institutional investors around the
world on their asset allocation plans. The result? Respondents said
they planned to double their sustainable investments in the next five
years, rising from an average of 18% of assets today to 37% by 20251.
We seek to deliver outcomes with more precision by employing a
holistic, multi-asset approach to constructing sustainable portfolios.
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Risk: 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.
The environmental, social and governance (“ESG”) considerations discussed herein may affect an investment
team’s decision to invest in certain companies or industries from time to time. Results may differ from
portfolios that do not apply similar ESG considerations to their investment process.
1 Source: BlackRock, 2020 Global Sustainability Survey.
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Integrating sustainability
into whole portfolios

indices, as measured by carbon emissions intensity
and our assessment of sectoral exposure to climate
risks and opportunities. By contrast, the higher
carbon intensity of companies in high yield and
broad emerging market debt indices could diminish
their appeal.2

As multi-asset investors, we integrate ESG into
portfolios in three steps:

Step 2: Implementation

1

First, we embed insights on the impact of
climate change into our SAAs.

2

Second, we invest using a range of index and
alpha-seeking strategies.

3

Third, we continuously monitor portfolios and
adjust over time.

Step 1: Strategic Asset Allocation
Until recently, integrating ESG into an SAA was
difficult. 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. However, BlackRock’s
climate-aware CMAs, first published in Q1 2021,
address this challenge.

Once we have incorporated climate into the strategic
asset allocation, the next step is to implement and
manage it with a combination of index and alphaseeking strategies. The selection of building blocks
will depend on our insights along with client needs
and preferences, including investment outcomes, risk
tolerance, and regulatory requirements. We partner
with clients both to build new sustainable
propositions and to transform existing portfolios.

Step 3: Monitoring and Reporting

BII’s proprietary framework for developing climateaware CMAs accounts for the impact of climate
change on asset prices through three channels: the
macroeconomic impact, the repricing of assets to
reflect climate risks and exposures, and the impact
on corporate fundamentals.
Adding climate considerations to the CMAs can
result in a higher expected return for developed
market equity, and slightly lower expected return for
high yield corporate credit and emerging market
debt, in our view. Higher expected returns for
developed market equities appear to be largely driven
by higher allocations to “green” sectors in their MSCI

The portfolio management process is ongoing.
Delivering sustainable outcomes over time requires
us to fully integrate ESG into our regular governance
and monitoring processes. This includes partnering
with BlackRock’s Investment Stewardship team to
promote business practices consistent with
sustainable long-term value creation. In addition, our
proprietary Aladdin Climate tool allows portfolio and
risk managers can see climate-adjusted analytics
alongside standard datasets as we make decisions.
BlackRock’s approach uniquely bridges climate
science with asset-specific modeling. Our clients
benefit from full transparency on portfolio
sustainability features, including ESG scores and
carbon metrics.
Risk: While proprietary technology platforms may
help manage risk, risk cannot be eliminated.

Figure 1: BlackRock’s framework for climate-aware CMAs and SAAs
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Source: BlackRock Investment Institute, February 2021. For illustrative purposes only. Subject to change without notice.
2 Source: BlackRock, as of June 2021. Subject to change. Reference to individual investments mentioned in this communication is for illustrative
purposes only and should not be construed as investment advice or investment recommendation.
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Practitioner’s perspective
In this section, we present two case studies to further
illustrate how our MASS investment team builds
sustainable portfolios.

Case Study 1: Multi-Asset ESG ETF
strategy (For illustrative purposes only)
Our range of Multi-Asset ESG ETFs are diversified,
risk-managed, and cost effective portfolios. These
strategies draw on the climate-aware CMAs as part of
the portfolio construction process and invest using
the full universe of iShares UCITS ESG ETFs.

Step 1: Strategic Asset Allocation
As previously noted, SAAs driven by our climateaware CMAs have tended to have increased
allocations to developed market equity at the
expense of emerging market and high-yield debt.
In this example, when we compare the SAA driven by
“climate change-agnostic” CMAs to one that
incorporates climate risk, we observe an increase in
US equities funded by reductions in other regions.3
Figure 2: Climate-aware (outer) vs. climate
change-agnostic (inner) equity positioning
Emerging
Markets
 -1.9%
APAC
 -3.8%

US
+10.8%

Step 2: Implementation
In implementing the SAA, this strategy uses only
ESG-oriented index building blocks. Historically,
focusing on ESG ETFs has not reduced returns or
impacted portfolio risk, and our portfolio managers
see potential for outperformance of sustainable
index exposures versus traditional counterparts.
Within the universe of ESG ETFs, there are several
varieties from which the portfolio managers can
choose. Some indexes simply exclude controversial
or poorly scoring companies, while others are further
optimised toward companies with higher ESG scores.
These different approaches come with varying levels
of active risk, ESG and carbon scores, and cost.
In constructing the Multi-Asset ESG ETFs, we have
used “enhanced” and socially responsible investing
(SRI) indexes as well as climate aware and green
bond exposures within fixed income. Benefits of
enhanced indexes include modest tracking error and
potential for increased resilience and exposure to
companies which may improve their ESG scores over
time. SRI indexes come with greater tracking error
but tend to have the highest ESG scores given more
stringent screens. We are also always tracking
availability of new sustainable strategies and
building blocks, notably impact, thematic, and Parisaligned benchmark indexes.

Step 3: Monitoring and Reporting
By considering sustainability throughout the
portfolio construction process, we believe we are able
to positively impact environmental and sustainable
factors. Most notable is the 30% reduction in carbon
emissions intensity, as shown below.
Figure 3: Reduction in carbon intensity

Source: BlackRock, as of June 2021. For illustrative purposes only. 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.
As a final input to this step, our portfolio managers
review CMA-dictated SAAs and make discretionary
changes where appropriate. Our portfolio
construction process considers both climate-aware
CMAs and total risk, while preventing large deviations
of the portfolio return outcome versus a comparable
broad market-capitalisation portfolio.
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Source: BlackRock, MSCI, as of June 2021. For illustrative purposes
only. MSCI ESG ratings, metrics, methodologies and scores may differ
from those of other providers.

3 Source: BlackRock, as of June 2021. Subject to change. Reference to individual investments mentioned in this communication is for illustrative
purposes only and should not be construed as investment advice or investment recommendation.
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Case Study 2: ESG Strategic Growth
strategy (For illustrative purposes only)

investment perspective we believe that these assets
will continue to benefit from the transition to a lowcarbon economy and note the additional
diversification benefit they bring to the portfolio.5

Step 1: Strategic Asset Allocation
Like our Multi-Asset ESG ETF strategy example, the
ESG Strategic Growth strategy uses the climateaware CMAs to determine the SAA that is aligned to
the strategy’s long-term objective. Portfolio
managers then apply a layer of discretionary
oversight which allows us to consider the
implications of our macro outlook on near-term
positioning.
For example, the inclusion of climate impact in the
CMAs suggested a reduced allocation to UK equities
and global infrastructure and an increase in the
allocation to European equities and hard currency
emerging market bonds.4 In this example, when
considering these changes alongside our macro
outlook, we elected to reduce exposure to broad UK
equities and increase exposure to European equities,
as indicated by the SAA. On the other hand, we
retained the allocation to global infrastructure, which
is largely implemented through listed renewable
energy funds. As well as contributing to the
decarbonisation of electricity generation, from an

Step 2: Implementation
In implementing the desired asset allocation, we use
ESG and SRI ETFs and index funds, bespoke thematic
baskets, and individual securities. We seek to
generate alpha by identifying and investing in
companies that are ESG leaders or part of an ESG
theme. Furthermore, we apply a number of
exclusionary screens. We believe this comprehensive
approach to ESG investing allows us to lean into
those companies better managing ESG risks,
including climate risk, and therefore best placed to
deliver sustainable growth.

Step 3: Monitoring and Reporting
In this strategy, we aim to deliver a lower carbon
intensity and higher ESG score than the broad
market. As shown in the figure below, using the
climate-aware CMAs has been especially impactful
on the former, while our choice of implementation
vehicles helps us achieve the latter.
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Figure 4: Reduction in carbon intensity and improvement in MSCI ESG score

Final portfolio

Source: BlackRock, MSCI, as of June 2021. For illustrative purposes only. MSCI ESG ratings, metrics, methodologies and scores may differ from those
of other providers. See page 5 for more details.

Want to learn more?
Our multi-asset investment team believes that integrating sustainability through the investment process
helps us to deliver outcomes with more precision. We are here to partner with clients who are looking to
build portfolios that are more resilient to climate change or set to have a positive impact on the world.
Please contact us to learn more about putting sustainability at the core of your portfolio through our multiasset model portfolios, alpha-seeking strategies, and portfolio construction consulting services.
4 Source: BlackRock Investment Institute, as of 31 March 2021. 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. See next page or www.blackrock.com/institutions/en-zz/insights/
charts/capital-market-assumptions for more details on capital market assumptions. 5 Source: BlackRock, as of June 2021. Subject to change.
Reference to individual investments mentioned in this communication is for illustrative purposes only and should not be construed as investment
advice or investment recommendation.
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BlackRock’s Long-Term Capital Market Assumptions: 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. Asset allocation/diversification does not guarantee investment returns and does not eliminate the risk of loss.
ESG Metrics: Certain information, such as ESG Ratings, ESG Scores and Emissions Intensity contained herein (the “Information”) has been provided by
MSCI ESG Research LLC, a RIA (Registered Investment Advisor) under the Investment Advisers Act of 1940, and may include data from its affiliates
(including MSCI Inc. and its subsidiaries (“MSCI”)), or third party suppliers (each an “Information Provider”), and it may not be reproduced or
redisseminated in whole or in part without prior written permission. The Information has not been submitted to, nor received approval from, the US SEC
(Securities and Exchange Commission) or any other regulatory body. The Information may not be used to create any derivative works, or in connection
with, nor does it constitute, an offer to buy or sell, or a promotion or recommendation of, any security, financial instrument or product or trading
strategy, nor should it be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Some funds may be based on
or linked to MSCI indexes, and MSCI may be compensated based on the fund’s assets under management or other measures. MSCI has established an
information barrier between equity index research and certain Information. None of the Information in and of itself can be used to determine which
securities to buy or sell or when to buy or sell them. The Information is provided “as is” and the user of the Information assumes the entire risk of any use
it may make or permit to be made of the Information. Neither MSCI ESG Research nor any Information Party makes any representations or express or
implied warranties (which are expressly disclaimed), nor shall they incur liability for any errors or omissions in the Information, or for any damages
related thereto. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited.
For further details, see the table below or www.msci.com/esg-ratings or www.msci.com/index-carbon-footprint-metrics.
Metrics

Definition and methodology

ESG Coverage

The coverage represents the sum of the market value weights of the funds’ underlying holdings that have been assigned an ESG score
by MSCI. It is expressed as a percentage of the fund’s total market value.

ESG Adjusted Score

The ESG Adjusted Score is calculated as the weighted average of the underlying holdings’ ESG Scores. It is provided on a 0-10 scale,
with 0 and 10 being the respective lowest and highest possible scores. MSCI scores underlying holdings according to their exposure to
37 industry specific ESG risks and their ability to manage those risks relative to peers. These issuer-level ESG scores correspond to an
issuer-level ESG rating.

Environment (E),
Social (S), Governance
(G) Scores

The Environment (E), Social (S) and Governance (G) Scores are each calculated as the weighted average of the underlying holdings’ E, S,
and G scores respectively. They are also provided on a 0-10 scale, with 0 and 10 being the respective lowest and highest possible
scores. MSCI scores underlying holdings according to their exposure to industry- specific Environmental, Social and Governance risks
and their ability to manage those risks relative to peers. These issuer-level ESG scores correspond to an issuer-level ESG rating.

Emissions Intensity
(Sales)

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.

Emissions Intensity
(Total Capital)

A portfolio's Weighted Average Carbon Emissions Intensity by Capital is achieved by calculating the carbon intensity (Scope 1 + 2
Emissions / $M Total Capital) for each portfolio company and calculating the weighted average by portfolio weight. The underlying
holdings’ Scope 1 + 2 Emissions data is sourced from MSCI and BlackRock divides emissions by Total Capital (Total Debt + Total Equity).

Emissions Scope

Emissions Intensity by Sales and Total Capital cover Scope 1 + 2 Emissions where scopes are defined as indicated below:
• Scope 1 emissions are those from sources owned or controlled by the company, typically direct combustion of fuel as in a furnace
or vehicle.
• Scope 2 emissions are those caused by the generation of electricity purchased by the company.
• Scope 3 emissions include an array of indirect emissions resulting from activities such as business travel, distribution of products by
third parties, and downstream use of a company's products (i.e. by customers).
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Capital at risk: The value of investments and the income from them can fall as well as rise and are not guaranteed. The investor 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.
This material is provided for informational purposes only and does not constitute a solicitation in any jurisdiction in which such solicitation is unlawful
or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an investment agreement with the recipient of this
document nor an invitation to respond to it by making an offer to enter into an investment agreement. This material 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. Opinions and estimates offered herein constitute the judgment of BlackRock and are subject to change. All opinions and estimates are based
on assumptions, all of which are difficult to predict and many of which are beyond the control of BlackRock. In addition, any calculations used to
generate the estimates were not prepared with a view towards public disclosure or compliance with any published guidelines. The information and
opinions contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily allinclusive and are not guaranteed as to accuracy. Reliance upon information in this material is at the sole discretion of the reader.
The environmental, social and governance (“ESG”) considerations discussed herein may affect an investment team’s decision to invest in certain
companies or industries from time to time. Results may differ from portfolios that do not apply similar ESG considerations to their investment process.
Product risks
BGF ESG Strategic Growth Fund
Exchange rate / currency risk - Overseas investment will be affected by movements in currency exchange rates. High yield bonds risk - The Fund invests in high
yielding bonds. Companies which issue higher yield bonds typically have an increased risk of defaulting on repayments. In the event of default, the value of your
investment may reduce. Economic conditions and interest rate levels may also impact significantly the values of high yield bonds. Credit risk - Fixed income securities
issued by governments can be affected by the perceived stability of the country concerned and proposed or actual credit rating downgrades. The Fund invests in fixed
interest securities issued by companies. There is a risk of default where the issuing company may not pay income or repay capital to the Fund when due. Interest rate
risk - The fund invests in fixed interest securities such as corporate or government bonds which pay a fixed or variable rate of interest (also known as the ‘coupon’) and
behave similarly to a loan. These securities are therefore exposed to changes in interest rates which will affect the value of any securities held. ESG - The
environmental, social and governance (“ESG”) considerations discussed herein may affect an investment team’s decision to invest in certain companies or industries
from time to time. Results may differ from portfolios that do not apply similar ESG considerations to their investment process.
BlackRock ESG Multi-Asset ETF range (Conservative, Moderate, Growth)
Counterparty risk - The insolvency of any institutions providing services such as safekeeping of assets or acting as counterparty to derivatives or other instruments,
may expose the Share Class to financial loss. Credit risk - The issuer of a financial asset held within the Fund may not pay income or repay capital to the Fund when
due. Equity risk - The value of equities and equity-related securities can be affected by daily stock market movements. Other influential factors include political,
economic news, company earnings and significant corporate events. ESG - 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. Liquidity risk - Lower liquidity means there are insufficient buyers or sellers to allow the Fund to sell or buy investments readily. Commodity
swaps risk - The prices of commodities tend to experience greater variations than other asset classes (e.g. equities or fixed income securities). Investments in
commodities are therefore potentially riskier than other types of investments.
Important information
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. 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 qualified investors in Switzerland: 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 licensed under Israel’s Regulation of Investment Advice, Investment Marketing and
Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.
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 is a registered trademark of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other marks
are the property of their respective owners.
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