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1. What is happening with Sustainable Finance? 

The regulatory environment around sustainable finance will continue to receive 

increasing focus over the coming years. Financial regulators, supervisory authorities 

and international standard setters around the world are looking to enhance and 

develop their rulebooks to integrate ESG considerations into their supervisory work. 

Consequently, their expectations on financial market participants to adopt a 

sustainability-lens on their products and services is only likely to grow.   

The EU is pursuing an ambitious legislative package, which started in 2018, with the 

publication of its 10-point action plan on financing sustainable growth. The package, 

alongside the European Green Deal announced in December 2019, aims to redirect 

capital flows towards a more sustainable economy as well as meet the EU’s 

international commitments on climate.  

Building on these previous announcements, on 6 July 2021 the EU Commission 

adopted a renewed Strategy for financing the transition to a sustainable economy 

setting out several initiatives to tackle climate change and other environmental 

challenges, while increasing investment and the inclusion of SMEs in the EU’s 

transition towards a sustainable economy. The Strategy focuses on: 

Action 1: To develop a more comprehensive framework and help the financing 
of intermediary steps towards sustainability 
Action 2: To improve the inclusiveness of sustainable finance  
Action 3: To enhance economic and financial resilience to sustainability 

 risks 
Action 4: To increase the contribution of the financial sector to sustainability 
Action 5: To monitor an orderly transition and ensure the integrity of the EU 

 financial system 
Action 6: To set a high level of ambition in developing international sustainable 
finance initiatives and standards and to support EU partner countries 

2. What is the EU Sustainable Finance Package?  

MSCI supports the aims of the EU Sustainable Finance legislative package and its 
Strategy for financing the transition to a sustainable economy. 
 
The package has broad reach, with most major financial services regulations having 
been amended to align with it. While many of the legislative streams are being pushed 
forward independently (e.g., Climate Benchmarks, Sustainable Finance Disclosure 
Regulation (SFDR), Taxonomy Regulation for sustainable activities, Corporate 
Sustainability Reporting Directive (CSRD), EU Green Bond Standard (EUGBS)) and are 
currently not joined up, the idea is that over time the different streams will converge. 

https://ec.europa.eu/info/publications/210706-sustainable-finance-strategy_en


 

 
Please note that this FAQs document is provided for informational purposes only and is not intended as legal 
advice. We encourage you to discuss any questions that you may have about the regulations themselves and 
how they apply to your firm, with your respective legal and compliance departments. Also, please note that the 
timeframes in this document may be subject to the EU legislative process and may be subject to change. 

 
 

SUSTAINABLE FINANCE FAQS | DECEMBER 2021       

 

 

MSCI.COM | Page 4 of 35 © 2021 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document. 
 

Furthermore, the Strategy for financing the transition to a sustainable economy may 
provide renewed momentum with further upcoming measures.  
 
As a result of differing implementation dates for various interdependent pieces of 
legislation like SFDR and CSRD, data availability is a concern but also diverging data 
definitions across different legislative streams. In Schedule 1 (see appendix), we 
provide a summary of the different data requirements for select common factors 
across regulations. 
 
We also outline the key legislative streams of the package below. Further information 
about the EU Sustainable Finance package can be found on the EU Commission’s 
website here. MSCI has hosted several virtual events discussing the package, which 
can be found here. 

 
EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

Enhanced 
Corporate/Issuer 
Disclosures/Sustainability 
Reporting Directive 
(CSRD)  

The European Commission has adopted on April 21, 2021 
a proposal for a Corporate Sustainability Reporting 
Directive (CSRD), which would amend and enhance the 
existing reporting requirements of the Non-Financial 
Reporting Directive (NFRD) by: 

• Extending the scope to all large companies and all 
companies listed on regulated markets (except listed 
micro-enterprises) 

• Requiring the audit (assurance) of reported 
information 

• Introducing more detailed reporting requirements, and 
a requirement to report according to mandatory 
EU sustainability reporting standards 

• Requiring companies to digitally ‘tag’ the reported 
information, so it is machine readable and feeds into 
the European single access point (SEAP) envisaged in 
the capital markets union action plan 

The proposal also envisages the adoption of 
EU sustainability reporting standards which would be 
developed by the European Financial Reporting Advisory 
Group (EFRAG). The standards will be tailored to EU 
policies, while building on and contributing to international 
standardization initiatives such as the IFRS Foundation. 
The first set of standards would be adopted by 

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance_en
https://www.msci.com/webinars
https://ec.europa.eu/info/publications/210421-sustainable-finance-communication_en#csrd
https://ec.europa.eu/info/publications/210421-sustainable-finance-communication_en#csrd
https://ec.europa.eu/info/business-economy-euro/growth-and-investment/capital-markets-union/capital-markets-union-2020-action-plan_en
https://efrag.org/
https://efrag.org/
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

October 2022. See the EFRAG reports on development of 
EU sustainability reporting standards. A working paper on 
a climate standard prototype has been released in 
September 2021.  
 
The CSRD proposal is currently before the European 
Parliament and Council of Ministers undergoing the co-
decision procedure. The final text of the Directive is 
expected to be adopted in H1 2022 followed by a period of 
transposition to national legislative systems. If the 
development of the standards progress as foreseen, 
companies would apply the standards for the first time to 
reports published in 2024, covering financial year 2023. 
 

Taxonomy Regulation The Taxonomy Regulation is aimed at establishing a 
classification system for sustainable activities and 
investments. The regulation sets out six environmental 
objectives: 
1. Climate change mitigation 
2. Climate change adaptation 
3. Sustainable use of water and marine resources 
4. Transition to a circular economy 
5. Pollution prevention and control 
6. Protection of biodiversity and ecosystems 
 
The first set of technical details (Delegated Acts/DAs) arising 
from the Taxonomy Regulation for the first two 
environmental objectives, climate change mitigation and 
adaptation, was published on April 21, 2021. This draft DA 
was approved in principle by the European Commission on 
April 21, 2021 and its formal adoption in all the official 
languages of the EU took place on June 4, 2021. The Platform 
on Sustainable Finance (PSF), an expert group set up under 
the Taxonomy Regulation, will assist the European 
Commission in further developing the taxonomy details.  
 
When assessing whether a product aligns to the Taxonomy 
Regulation, a firm must apply a number of technical 
screening criteria (TSC) to establish whether or not it can be 
considered “environmentally sustainable”: 
1. It must contribute substantially to at least one of the six 
environmental objectives. 

https://www.efrag.org/News/Project-476/Reports-published-on-development-of-EU-sustainability-reporting-standards
https://www.efrag.org/News/Project-476/Reports-published-on-development-of-EU-sustainability-reporting-standards
https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FSiteAssets%2FEFRAG%2520PTF-ESRS%2520Climate%2520standard%2520prototype%2520working%2520paper.pdf
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

2. It must avoid doing any significant harm (DNSH) to the 
other remaining environmental objectives. 
3. It must meet minimum social and governance safeguards.  
 
The PSF released a report on preliminary recommendations 
for technical screening criteria for the Taxonomy Regulation.   
The draft report focuses primarily on presenting a first set of 
priority economic activities and draft recommendations for 
associated substantial contribution and do no significant 
harm (DNSH) technical screening criteria in relation to the 
four non-climate environmental objectives covering water, 
circular economy, pollution prevention, and biodiversity & 
ecosystems. However, a small number of economic activities 
and corresponding draft recommendations for technical 
screening criteria related to the first two environmental 
objectives (climate mitigation and adaptation objectives) 
have also been included. The DA would be updated to include 
future DAs for additional economic activities substantially 
contributing to the climate objectives and the other 
environmental objectives of the Taxonomy Regulation.  
 
Nuclear power was absent from the catalogue of sectors 
under the Taxonomy Regulation guidebook. It was agreed at 
that time that the Commission would be adopting a 
complementary DA on natural gas in December 
2021/January 2022.   

On 6 July 2021, the DA supplementing Article 8 of the 
Taxonomy Regulation was adopted by the Commission for 
scrutiny by the co-legislators. This DA specifies the content, 
methodology and presentation of information to be disclosed 
by financial and non-financial undertakings, covered under 
the framework of NFRD / CSRD, concerning the proportion of 
environmentally sustainable economic activities in their 
business, investments or lending activities. After scrutiny at 
the European Parliament and Council, the DA is due to be 
published in December 2021 and will apply as of July 1, 2022.  

The taxonomy covering the other environmental objectives is 
expected to be finalized by the end of 2021, and in place by 
the end of 2022. The first company reports and investor 
disclosures using the taxonomy are due at the start of 2022. 

http://ec.europa.eu/finance/docs/level-2-measures/taxonomy-regulation-delegated-act-2021-4987_en.pdf
http://ec.europa.eu/finance/docs/level-2-measures/taxonomy-regulation-delegated-act-2021-4987_en.pdf
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

We have highlighted some challenges that we see with the 
taxonomy on Schedule 3 (see appendix). 

On 12 July 2021, the PSF adopted two draft reports on the 
following:  
1. Whether the taxonomy should be extended to social 
objectives; and 
2. Taxonomy extension options linked to environmental 
objectives. 
In August 2021, the PFS published the first set of criteria to 
identify economic activities that contribute to achieving the 
remaining four environmental objectives, namely: 
- Use and protection of water and marine resources  
- Transition to a circular economy  
- Pollution prevention and control  
- Protection and restoration of biodiversity and ecosystem  
   
For each objective the PSF has created a first priority list of 
activities based on both their impact on the environment and 
the potential reduction of that impact. Plus, the PSF has 
analyzed critical raw materials as part of an Action Plan 
published by the EU Commission  
   
The report also contains explanations of the meaning and the 
ambition of each environmental objective. Stakeholders were 
invited to provide feedback on the report until 24th 
September 2021. 
 
In mid-July 2021, the Commission launched an IT tool – 
the EU Taxonomy Compass – that will facilitate the use of the 
taxonomy by allowing users to navigate easily through its 
contents.    
 

https://ec.europa.eu/info/publications/210712-sustainable-finance-platform-draft-reports_en
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/210803-sustainable-finance-platform-report-technical-screening-criteria-taxonomy_en.pdf
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/210803-sustainable-finance-platform-report-technical-screening-criteria-taxonomy_en.pdf
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/210803-sustainable-finance-platform-report-technical-screening-criteria-taxonomy_en.pdf
https://ec.europa.eu/sustainable-finance-taxonomy/
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

EU Climate 
Benchmarks/Benchmarks 
ESG Disclosures 
ESG Benchmarks 

The EU established minimum requirements for two new 
voluntary categories of indexes, the EU Climate Transition 
benchmarks (CTBs) and the EU Paris-Aligned benchmarks 
(PABs). These minimum standards are intended to 
address greenwashing and introduce comparability 
across climate benchmarks. The EU also set out 
disclosure requirements covering a set of ESG metrics for 
ESG benchmarks to improve transparency and 
comparability, along with methodological disclosures for 
ESG benchmarks and significant benchmarks. The final 
requirements were published in the Official Journal in 
November 2020 with a compliance due date for 
administrators of mid-December 2020. More details about 
the requirements can be found in Schedule 2 (see 
appendix). Further, this regulation was onshored into the 
UK post-Brexit. 
 
As set out in the Strategy for financing the transition to a 
sustainable economy adopted on 6 July 2021, by 31 
December 2022, the Commission will review the minimum 
standards for both EU Climate Transition Benchmarks and 
EU Paris-aligned Benchmarks to ensure that the selection 
of the underlying assets is coherent with the Taxonomy 
Regulation. 
 
The Strategy also stated that the Commission will assess 
the possibility to create an ESG Benchmark, taking into 
account the evolving nature of sustainability indicators 
and the methods used to measure them. The 
Commission’s assessment will be supported by a study 
that looks at existing ESG-related benchmarks, best 
practices and shortcomings, as well as minimum 
standards for an EU ESG Benchmark.  The call for a tender 
to do this closed in October but is not yet awarded. The 
final study is due in Q4 2022.  
 
The European Securities and Markets Authority (ESMA) 
published updated Q&A documents clarifying the 
provisions of the EU CTB or an EU PAB regulation. 

https://www.esma.europa.eu/sites/default/files/library/esma70-145-114_qas_on_bmr.pdf
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

Integration of 
Sustainability Risk + 
Sustainability Finance 
Disclosures Regulation 
(SFDR)   

The EU Sustainable Finance Disclosures Regulation 
(SFDR) is requiring financial market participants to 
integrate sustainability risk in the investment process and 
to disclose and report such integration at both the entity 
and product level, including extensive disclosure of ESG 
indicators in prescribed templates. Some disclosures are 
on a comply/explain basis for some market participants. 
Disclosures range from website disclosures, 
prospectuses, and annual or periodic reports depending 
on the type of market participant/financial product. At the 
product level, disclosures and distinctions are made 
between:  

• Article 6 products that may include baseline 
environmental or social safeguards,  

• Article 8 products that promote environmental or 
social characteristics and  

• Article 9 products that have sustainable investment as 
their objective.  

 
The details of the disclosure requirements are set out in 

the EU’s Joint European Supervisory Authorities (ESAs) 
Final Report on Draft Regulatory Technical Standards RTS 
dated February 2, 2021. Initial principles-based 
disclosures apply for the period beginning March 10, 2021 
with prescriptive disclosures presently expected by 30 
June 2023 (in relation to the reference period 1 January 
2022 to 31 December 2022). The consultation on 
taxonomy-related product disclosures was launched on 
March 17, 2021 to seek feedback on disclosure 
requirements related to products that aim to align with the 
Taxonomy Regulation. The Final Report on Draft RTS 
dated October 22, 2021 for Taxonomy related disclosures 
is currently expected to apply from 1 January 2023. Some 
of the challenges presented by the SFDR can be found in 
Schedule 3 (see appendix). 
 
The Strategy for financing the transition to a sustainable 
economy adopted on 6 July provided that the Commission 
will propose minimum sustainability criteria, or a 
combination of criteria for financial products that fall 
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

under Art. 8 of the SFDR, in order to guarantee minimum 
sustainability performance of such products to further 
strengthen a harmonized application of the Regulation and 
incentivize transitional efforts. 
 
On 10 July 2021, the EU Commission proposed to defer 
the dates of application of all SFDR level 2 acts until 1 July 
2022 instead of 1 January 2022. The delay applies to the 
RTS adopted in February 2021 but also the six additional 
RTS on pre-contractual and periodic product-related 
disclosures included in the Taxonomy Regulation 
2020/852 (TR) and amending the SFDR and its RTS which 
have been adopted in October 2021 (see below).  
 
On 26 July 2021 the EU Commission replied to the ESAs 
on a number of issues raised by them earlier in the year 
clarifying:   
1. Application to registered Alternative Investment Fund 
Managers (AIFMs), 
2. Application to non-EU AIFMs (National Private 
Placement Regimes (NPPR) of Member States should 
extend both entity and product obligations under the SFDR 
to non-EU AIFMs and their Alternative Investment Funds), 
3. Application of the 500-employee threshold, 
4. Clarification of what "promotion of E/S" under article 8 
SFDR means), 
5. Clarification of Article 9 products, 
6. The application of the SFDR to "managed accounts." 
 
On 22 October 2021, the ESAs adopted the remaining six 
draft RTS in a Final Report on Draft Regulatory Technical 
Standards. The Report contains the following proposals: 
1. For products under Articles 5 and 6 of the Taxonomy 
Regulation 

• Inclusion of pre-contractual and periodic 
disclosures that identify the environmental 
objectives to which the product contributes and 
show how and to what extent the product’s 
investments are aligned with the EU taxonomy 

https://www.esma.europa.eu/sites/default/files/library/jc_2021_50_-_final_report_on_taxonomy-related_product_disclosure_rts.pdf
https://www.esma.europa.eu/sites/default/files/library/jc_2021_50_-_final_report_on_taxonomy-related_product_disclosure_rts.pdf
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

• For measuring how and to what extent activities 
funded by the product are aligned with the EU 
taxonomy, the proposals consist of two elements: 

o Two graphs showing the taxonomy-
alignment of investments of the financial 
product based on a specified 
methodology that calculates that 
alignment; and 

o Whether an assurance is provided by an 
auditor or a review by a third party that 
the economic activities funded by the 
product that qualify as environmentally 
sustainable are compliant with the 
detailed criteria of the Taxonomy 
Regulation. If provided, the name of the 
auditor/third party is to be provided.  

2. For pre-contractual and periodic disclosures 
• Inclusion of annexes with amendments to the 

mandatory templates for financial products that 
promote environmental and/or social 
characteristics or have a sustainable investment 
objective as defined in the SFDR, so that they 
include additional disclosures for Article 5 and 
Article 6 products under the Taxonomy 
Regulation. 

 
Note that ESAs decided to require the disclosure of the 
taxonomy-alignment of investments in two ways: one 
including sovereign exposures and one excluding them 
from the calculation. The other notable change is the need 
to consider separately all three KPIs (Turnover, CapEx and 
OpEx). 
 

The EU Commission plans to bundle the 13 Regulatory 
Technical Standards (RTS) adopted in February and 
October 2021 in a single Delegated Act (DA). The draft DA 
is planned to be adopted in the year 2022 followed by a 
three-month scrutiny period by the Council and European 
Parliament before its publication in the Official Journal.  
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

Integration of 
Sustainability risks 
and factors in sectoral 
Financial Services (FS) 
legislation  
(MiFID II- Solvency II- 
AIFMD- UCITS) 

The final rules amending sectoral legislation to integrate 
sustainability risks and sustainability factors into decision-
making were published in the Official Journal of the 
European Union (OJ) on 2 August 2021. Most of them will 
apply as from 2 August 2022.  

Regarding MiFID II: 
Commission Delegated Regulation (EU) 
2021/1253, amending Delegated Regulation (EU) 2017/565 
for the integration of sustainability factors, risks and 
preferences into certain organizational requirements and 
operating conditions for investment firms, applies from 2 
August 2022. 
Commission Delegated Directive (EU) 2021/1269 amends 
Delegated Directive (EU) 2017/593 with regards to the 
integration of sustainability factors into the product 
governance obligations. Member States will need to amend 
their national rules to implement the Directive by 21 August 
2022, to apply from 22 November 2022 

The scope refers to all MiFID financial instruments and thus, 
wider than SFDR. These rules require MiFID firms to 
incorporate ESG considerations in:  

A. Suitability assessments, by reference to the 
“sustainability preferences” of their clients.  

B. Product governance, by reference to “the 
“sustainability related objectives” of the target 
market.  

Manufacturers are also required to disclose any 
“sustainability factors” that are considered by the financial 
instrument.  

AIFMs, UCITS ManCos, MiFID firms and Insurance 
Undertakings / Distributors are also required to incorporate 
sustainability risks and considerations in their:  

• Risk management and conflicts processes 

https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Feur-lex.europa.eu%2Flegal-content%2FEN%2FTXT%2FPDF%2F%3Furi%3DCELEX%3A32021R1253%26from%3DEN&data=04%7C01%7CNeil.Acres%40msci.com%7C49266ef10a144b856abb08d988e2dc1d%7C7a9376d47c43480f82baa090647f651d%7C0%7C0%7C637691330200971284%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Fd6oI6n2Sm7cizesI46atH7g79Lc7htHtTL6gpUuJ60%3D&reserved=0
https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Feur-lex.europa.eu%2Flegal-content%2FEN%2FTXT%2FPDF%2F%3Furi%3DCELEX%3A32021R1253%26from%3DEN&data=04%7C01%7CNeil.Acres%40msci.com%7C49266ef10a144b856abb08d988e2dc1d%7C7a9376d47c43480f82baa090647f651d%7C0%7C0%7C637691330200971284%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Fd6oI6n2Sm7cizesI46atH7g79Lc7htHtTL6gpUuJ60%3D&reserved=0
https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Feur-lex.europa.eu%2Flegal-content%2FEN%2FTXT%2FPDF%2F%3Furi%3DCELEX%3A32021L1269%26from%3DEN&data=04%7C01%7CNeil.Acres%40msci.com%7C49266ef10a144b856abb08d988e2dc1d%7C7a9376d47c43480f82baa090647f651d%7C0%7C0%7C637691330200981241%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=ITmcXTp%2Fc5nz97TPrVaenIXUGDYoiKGaDzXXyqXtDEk%3D&reserved=0
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

• Investment due diligence processes (AIFMs and 
UCITS ManCos only)   

Unlike SFDR which imposes disclosure-based obligations, 
these amendments will impose positive obligations on in-
scope firms to incorporate / consider ESG. 

EU Ecolabel The EU is expanding its current voluntary Ecolabel 
program to retail financial products. It uses the Taxonomy 
Regulation’s definition of green economic activities to 
determine selection, and sets exclusion criteria based on 
Environmental, Social, and Governance aspects. The Joint 
Research Centre (JRC) has published the fourth (and 
Final) Technical Report on March 5, 2021, two years after 
multiple rounds of consultations and meetings with the 
first Technical Report published in March 2019. 

EU Green Bond Standard The EU is establishing a voluntary green bond standard 
(GBS). After several consultations, the EU Commission 
adopted on 6 July 2021 a legislative proposal for a 
Regulation on an EU GBS. Once adopted the future EU GBS 
will be open to any issuer of green bonds, including 
companies, public authorities, and also issuers located 
outside of the EU. There are four key requirements under 
the proposed framework:  

• Taxonomy-alignment: The funds raised by the bond 
should be allocated fully to projects that are aligned 
with the EU taxonomy 

• Transparency: Full transparency on how the bond 
proceeds are allocated through detailed reporting 
requirements 

• External review: All European green bonds must be 
checked by an external reviewer to ensure compliance 
with the Regulation and taxonomy alignment of the 
funded projects 

• Supervision by the ESMA of reviewers: External 
reviewers providing services to issuers of European 
green bonds must be registered with and supervised 
by the ESMA.  

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0391
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0391
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EU Sustainable Finance 
Package - Legislative 
Streams 

Brief Description 

The proposal follows the co-decision procedure, and the 
final Regulation is expected to be adopted and enter into 
force in H2 2022.  

EU workstream on ESG 
ratings and data 
providers 

The EU has been studying ESG ratings providers and 
following the study will decide whether and how to 
regulate them. As part of the Strategy for financing the 
transition to a sustainable economy adopted on 6 July 
2021, the Commission announced that a targeted public 
consultation will be launched at the end of 2021 and it 
might consider to adopt a legislative proposal in Q1 2023.  
 
Finally, according to the Strategy for financing the 
transition to a sustainable economy adopted on 6 July 
2021, the Commission may assess certain aspects of ESG 
Research and decide whether an intervention is necessary. 
According to the Commission the upcoming targeted 
Consultation on ESG Ratings will also include some 
questions as regards ESG Research and Data. 

 

3. What is MSCI doing in relation to the EU Sustainable 

Finance Package? 

 
EU Expert Committees - MSCI is actively involved in several EU Expert Committees 
providing its expertise to the EU Commission. 
 

• MSCI was a member of the EU Commission’s 35-member Technical Expert 
Group (TEG), focusing on requirements for the EU climate benchmarks and 
ESG benchmarks disclosures published in the TEG Final Report in September 
2019. The TEG expired in September 2020. 

• MSCI supported the Ad-hoc Working Group for the EU Ecolabel, which is 
helping to define the standards for an EU Ecolabel for retail financial products. 

• MSCI is a member of the EFRAG’s European Lab Project Task Force. EFRAG 
has been tasked by the CSRD to develop and advise the EU on sustainability 
reporting standards as well as support the work of the IFRS Foundation on 
setting global sustainability standards 

 
Legislative Streams – MSCI’s activity is described below. 

https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en#:%7E:text=The%20TEG%20has%20been%20working%20on%20developing%20the,a%20call%20for%20feedback%20on%20the%20proposed%20criteria.
https://ec.europa.eu/info/publications/sustainable-finance-technical-expert-group_en#:%7E:text=The%20TEG%20has%20been%20working%20on%20developing%20the,a%20call%20for%20feedback%20on%20the%20proposed%20criteria.
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190930-sustainable-finance-teg-final-report-climate-benchmarks-and-disclosures_en.pdf
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EU Sustainable Finance 
Package – Legislative 
Streams 

What is MSCI doing? 

Enhanced 
Corporate/Issuer 
Disclosures (CSRD 
amending NFRD) 

MSCI is a member of EFRAG’s European Lab Project 
Task Force 

Taxonomy Regulation In February 2021, MSCI ESG Research launched the EU 
Sustainable Finance Module which includes SFDR 
Adverse Impact and EU Taxonomy Alignment data and 
metrics for over 10,000 corporate equity and fixed 
income issuers, including the MSCI ACWI Investable 
Market Index which covers approximately 99% of the 
global equity investment opportunity set. 
 
The MSCI EU Taxonomy Alignment dataset identifies the 
percentage of revenue from activities likely to address 
one or more of the six environmental objectives of the 
EU taxonomy and incorporates controversial practices 
that could indicate breach of the Taxonomy Regulation’s 
Minimum Safeguards and Do No Significant Harm 
criteria. 
 
MSCI ESG Research has made available to clients an 
Estimated EU Taxonomy Alignment Guide (‘the Guide’) 
setting out possible approaches for institutional 
investors to identify global companies with business 
activities potentially aligned with the Taxonomy 
Regulation in the absence of corporate disclosure of 
taxonomy-aligned revenue and expenses. The guide 
provides information on how to identify and measure 
companies’ involvement in sustainable activities based 
on available data and metrics along with potential 
screens and results.  
 
As outlined in the Guide, there are several MSCI ESG 
Research datasets which may be helpful in identifying 
potential alignment with the Taxonomy Regulation. 
These include:  
 

• MSCI Environmental Impact Metrics to identify 
involvement in sustainable activities  

http://esgmanager.msci.com/esgmanager/report/19/14715165
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EU Sustainable Finance 
Package – Legislative 
Streams 

What is MSCI doing? 

• MSCI ESG Controversies to apply the Do No 
Significant Harm (DNSH) and Minimum 
Safeguards criteria 

• MSCI Business Involvement Screening Research 
(Tobacco and Controversial Weapons) to apply 
the Minimum Safeguards criteria 

• Available as part of the MSCI EU Sustainable 
Finance Module: a screening factor that 
combines each of the core data elements of our 
standard approach into the methodology for an 
Estimated EU Taxonomy Alignment screening 
factor. 

 
MSCI ESG Research has also published a shorter outline 
of our approach. Download a copy of our EU Taxonomy-
aligned Reporting Summary (registration required). 
 

EU Climate 
Benchmarks/Benchmark
s ESG Disclosures 

EU Climate Benchmarks 

• In November 2019, MSCI launched the first 
provisional Paris-Aligned benchmarks (PAB) 
and Climate Transition benchmarks (CTB), 
which were based on the final report 
recommendations from the EU Technical Expert 
Group. 

• In October 2020, MSCI launched a series of 
Climate Paris Aligned Indexes, which are 
designed to exceed the minimum standards of 
the Paris-Aligned Benchmark in the regulation. 
More information can be found here: 
https://www.msci.com/esg/climate-paris-
aligned-indexes 

• In March 2021, MSCI announced the results of 
the consultation on the potential transition of the 
MSCI Climate Change Indexes. Following 
feedback from market participants, the MSCI 
Climate Change Indexes were enhanced to 
incorporate the minimum requirements as per 
the Climate Transition Benchmark (CTB) 
designation. The changes to the index 

https://info.msci.com/l/36252/2021-02-24/wprmqg
https://info.msci.com/l/36252/2021-02-24/wprmqg
https://www.msci.com/esg/climate-paris-aligned-indexes
https://www.msci.com/esg/climate-paris-aligned-indexes
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EU Sustainable Finance 
Package – Legislative 
Streams 

What is MSCI doing? 

methodology were implemented as part of the 
May 2021 Semi-Annual Index Review. 

 
Benchmarks ESG Disclosures  

• On May 20, 2020, MSCI launched the online 
MSCI Index Profile Tool, a search tool that 
provides index-level ESG metrics based on the 
TEG Final Report for all regulated equity/blended 
indexes, which is beyond the relevant 
benchmark regulations’ requirements to 
disclose for ESG indexes. Regulated MSCI Fixed 
Income indexes were added on July 1, 2020. 
More information (including details about the 
required methodology disclosures) can be found 
on the index regulation page of our website (at: 
https://www.msci.com/index-regulation) under 
“Benchmark Regulation” under “ESG 
Disclosures”. MSCI updated the MSCI Index 
Profile Tool in December 2020 to reflect the 
requirements as per the Final Delegated Acts 
published in Q4 2020. 

• In April 2020, MSCI ESG Research launched the 
EU Sustainability Disclosures Reporting Tool, 
which measures portfolio-level exposure to key 
ESG metrics and potential alignment with the 
Climate Transition Benchmark and Paris-
Aligned Benchmark regulatory requirements. 
Please contact MSCI ESG Client Services for 
more information.  

 
Integration of 
Sustainability Risk + 
Sustainability Finance 
Disclosures Regulation 
(SFDR)   

In February 2021, MSCI ESG Research launched the EU 
Sustainable Finance Module which includes SFDR 
Adverse Impact and EU Taxonomy Alignment data and 
metrics for over 10,000 corporate equity and fixed 
income issuers, including the MSCI ACWI Investable 
Market Index which covers approximately 99% of the 
global equity investment opportunity set. 
 
The SFDR Adverse Impact Metrics dataset includes 
issuer-level data on adverse sustainability indicators*, 
such as GHG emissions, Energy Consumption, 

https://www.msci.com/index-profile
https://www.msci.com/index-regulation
https://www.msci.com/contact-us
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EU Sustainable Finance 
Package – Legislative 
Streams 

What is MSCI doing? 

Biodiversity, Water, Waste, Social and employee matters, 
Human Rights and Anti-corruption and anti-bribery.  
 
As of November 2021, the dataset includes relevant data 
on the 16 principal (mandatory) adverse impact 
indicators for corporates and sovereigns plus 27 of the 
additional (opt-in) indicators for approximately 10,000 
global companies and over 175 sovereign issuers (as 
applicable). A list of these indicators is available through 
the MSCI Client Service Portal.  We plan to provide 
additional opt-in adverse impact indicators in 2022. 
 
In July 2021, MSCI released a new index module with 
index-level metrics on SFDR indicators and EU BMR 
factors for over 6,000 reference benchmark and broad 
market equity and fixed income indexes. The new 
module allows clients to report these MSCI index-level 
metrics when publishing comparisons against those of 
their related financial products. Clients can request 
information about MSCI ESG Research’s EU Sustainable 
Finance Module by submitting a support ticket via the 
MSCI Online Case Management Portal. 
 
* Based on the European Supervisory Authorities’ final 
report on the draft regulatory technical standards (RTS)  

  
EU Ecolabel MSCI is active in supporting the EU’s Ad-hoc Working 

Group by providing data and guidance.   
 
The Commission utilized MSCI ESG data for a study 
testing draft EU ecolabel criteria on UCITS equity funds, 
which was published on June 26, 2020 and can be found 
on the EU Commission's website.   
 

EU Green Bond Standard MSCI ESG Research is expanding its methodology to 
incorporate EU standards.   

EU regulation of ESG 
ratings providers 

MSCI ESG Research is actively participating in the EU’s 
study of the industry and has continued to engage with 
regulators and policy makers. 

 

https://support.msci.com/support/msci-sfdr-map
https://info.msci.com/e/36252/answers-login/vfw1mc/902776256?h=e2IDynbYLeeq7zORtGfn0snm0FRZdACXDR2dK_kSZ3k
https://www.esma.europa.eu/sites/default/files/library/jc_2021_03_joint_esas_final_report_on_rts_under_sfdr.pdf
https://www.esma.europa.eu/sites/default/files/library/jc_2021_03_joint_esas_final_report_on_rts_under_sfdr.pdf
https://ec.europa.eu/info/publications/200626-study-eu-ecolabel-criteria-ucits_en
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4. SFDR metrics for indexes: what is MSCI doing? 

Q1: What index level metrics is MSCI providing for the related indicators?  

MSCI recently released a new module with index-level metrics addressing index 

SFDR indicators and EU BMR factors for over 6,000 of its regulated reference 

benchmark and broad market indexes across equity and fixed income indexes (e.g., 

Market Cap, Issuance-weighted, ESG, Climate, and Factor indexes). Indicators are 

also available for custom indexes. The new module allows clients to report these 

MSCI index-level metrics when publishing comparisons with those of their financial 

products. 

Q2: What SFDR indicators is MSCI computing at the index level?  

MSCI computes 13 of the 14 mandatory principal adverse sustainability impact 

metrics* for over 6,000 indexes. MSCI will seek to expand index-level metrics for 

some or all the additional voluntary adverse sustainability impact indicators in 

upcoming quarters.  

*Mandatory SFDR principal adverse sustainability impact metrics:  

1. GHG emissions (not expected for indexes) 

2. Carbon footprint 

3. GHG intensity 

4. Exposure to companies active in the fossil fuel sector 

5. Share of non-renewable energy consumption and production 

6. Energy consumption intensity per high impact climate sector 

7. Activities negatively affecting biodiversity-sensitive areas 

8. Emissions to water 

9. Hazardous waste ratio 

10. Violations of UNGC principles and OECD Guidelines for Multinational 

Enterprises 

11. Lack of processes and compliance mechanisms to monitor compliance with 

UNGC principles and OECD Guidelines for Multinational Enterprises  

12. Unadjusted gender pay gap 

13. Board gender diversity 

14. Exposure to controversial weapon 

 

Q3: How does MSCI publish and distribute its BMR regulated ESG metrics for its 

ESG indexes?  

 

MSCI publishes a range of index-level ESG metrics for all EU/UK regulated MSCI 

Benchmarks through its Index Profile tool and its new EU Sustainable Finance Index 

https://www.msci.com/our-solutions/indexes/index-profile-tool
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Level module. The Index Profile tool was created in response to an amendment to 

the EU Benchmark Regulation, which requires benchmark administrators to disclose 

ESG information for its ESG benchmarks. MSCI publishes monthly metrics for all its 

ESG and non ESG equity, fixed and blended indexes, thus exceeding the requirements 

of the regulation. Additionally, in response to SFDR requirements for funds that 

replicate indexes, MSCI has incorporated all ESG Factors that are used for the BMR 

disclosures or are published in MSCI’s Index Profile tool in its new EU Sustainable 

Finance Index Level Module.  

 

Q4: Will MSCI designate its indexes along the Articles 6/8/9 definitions?  

 

As the SFDR is a regulation for financial market participants, and their financial 

products depend on how financial market participants are marketing and promoting 

their financial products, MSCI aims to provide a generic mapping of MSCI ESG 

indexes to key Article 6, Article 8, and Article 9 SFDR distinctions using assumptions 

developed from MSCI’s analysis and client feedback. However, MSCI index research 

team has updated in March 2021 its proposed Article 6/8/9 Mapping Framework 

(download the proposed framework from msci.com) following the release of the 

February 2021 draft Regulatory Technical Standards (RTS) and engagement with 

clients over the past few months. MSCI believes this framework will help provide 

transparency for clients as they work towards classifying funds as part of product 

level disclosure requirements. 

 

Q5: Will MSCI provide index screens for good governance and DNSH (Do No 

Significant Harm)?  

 

As per the RTS, definitions of good governance and Do No Significant Harm (DNSH) 

are up to financial market participants to decide. MSCI has gathered client input to 

help create a mapping framework for Article 6, 8 and 9 key distinctions including 

good governance and DNSH. If there is client demand to use the definitions 

explained in the mapping framework, MSCI would consider developing such screens. 

 

Q6: Has MSCI done an analysis comparing SFDR requirements vis-à-vis France’s 

AMF ESG Doctrine to see whether ESG funds tracking MSCI ESG Indexes will 

comply with neither, either, or both regulations?  

 

MSCI has reviewed both regulations, but notes that there is no formal analysis 

comparing SFDR with the AMF ESG Doctrine or other regulations. While the SFDR 

regulation defines transparency obligations, the AMF doctrine published in March 

2020 and updated in July 2020 introduces minimum standards for the marketing of 

https://www.msci.com/documents/1296102/23003857/SFDR_Proposed+Article+6-8-9+Mapping+Framework_Analysis+of+MSCI+ESG+Indexes.pdf/6d08ba0c-421f-5284-7a1a-6118e9b5f887?t=1617188112811
https://www.amf-france.org/sites/default/files/doctrine/Position/Information%20to%20be%20provided%20by%20collective%20investment%20schemes%20incorporating%20non-financial%20approaches.pdf
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non-financial communication by investment funds. The two systems therefore have 

complementary objectives with some overlap. MSCI encourages clients to do their 

own analysis as to how their product(s) need to comply with the SFDR and/or the 

AMF regulation. MSCI is here to assist and provide necessary tools in addressing 

such requirements. 

5. SFDR metrics for reporting: what is MSCI doing? 

MSCI supports clients in navigating the changing ESG and climate regulatory 
reporting landscape through its integrated ESG Research and Analytics solution. This 
solution is designed to provide a seamless process to support clients disclosure 
requirements with a scalable and robust reporting framework. MSCI’s solution is built 
on leading MSCI SFDR Adverse Impact Metrics and MSCI EU Taxonomy Alignment 
data powered with Riskmetrics’ total portfolio coverage and flexible aggregation 
schema for a fully customizable approach. Clients can also leverage MSCI’s existing 
infrastructure and research to systematically incorporate sustainability 
considerations into their investment process. 
 

MSCI offers a scalable and robust reporting framework for meeting the requirements 
of EU sustainability risk disclosures for real estate assets. We have added a Principle 
Adverse Sustainability Impacts Statement for real estate assets, as well as support 
for reporting Article 8 & 9 (ESG Impacts) and Articles 3 & 6 (ESG Risks). 
 

6. What else is MSCI doing to support Sustainable 

Finance initiatives globally 

To support transparency generally, MSCI launched the following tools and materials: 
 

• January 2021 – Launch of Sustainable Finance Insights Newsletter. Sign up 
here 
 

• November 2020 – Launch of Sustainable Finance resource page on 
msci.com, and the launch by MSCI ESG Research of the MSCI ESG Industry 
Materiality Map which aims to offer a window in the MSCI ESG Ratings model 
 

• May 20, 2020 – MSCI ESG Research announced the launch of the MSCI ESG 
Fund Ratings search tool, which provides the ESG Fund Rating of mutual 
funds or ETFs, its peer and global rank, the ESG Rating distribution of the 
fund’s holdings and other ESG metrics, including green vs. fossil-fuel-based 
revenue, board independence and diversity and social screens (such as 

https://info.msci.com/l/36252/2020-11-26/wfgwrg
https://info.msci.com/l/36252/2020-11-26/wfgwrg
https://www.msci.com/esg/sustainable-finance/
https://www.msci.com/our-solutions/esg-investing/esg-ratings/materiality-map
https://www.msci.com/our-solutions/esg-investing/esg-ratings/materiality-map
https://www.msci.com/esg-fund-ratings
https://www.msci.com/esg-fund-ratings
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tobacco). These other ESG metrics include elements of our approach to 
estimating alignment with the Taxonomy Regulation.  
 

• May 20, 2020 – Launch of the Index Profile search tool, which provides ESG 
metrics for all equity, fixed income and blended indexes regulated by the EU, 
going beyond the requirements of the EU Benchmark Regulation (BMR) 
relating to ESG indexes only 

 

• February 5, 2020 – MSCI ESG Research announced the launch of a solution 
enabling investors to assess exposure to climate risk. 

 

• January 21, 2020 – MSCI announced the “The MSCI Principles of 
Sustainable Investing”, which can be found on MSCI’s website. 

 

• November 25, 2019 – MSCI ESG Research announced the publication of 
MSCI ESG Ratings of over 2,800 companies on MSCI’s website.  
 

MSCI ESG and Index Research continue to map and expand upon MSCI’s offerings in 
response to the various global standards and labels. Clients may submit a support 
ticket via the MSCI Online Case Management Portal on MSCI’s client support website 
to find out what mappings are available. To find out more information on how 
indexes can be tailored in the context of labels, clients may contact MSCI Client 
Service.  
 
MSCI continues to monitor developments, engage with the regulatory community 
and policymakers as well as clients, and reply to consultations which can be found 
here. 

 
  

https://www.msci.com/our-solutions/indexes/index-profile-tool
https://www.msci.com/documents/10199/670b7bbb-0ce9-f20b-de43-9d4ab8e839dd
https://www.msci.com/documents/10199/128db8e6-0ab3-f3c8-506b-8859a601f30c
https://www.msci.com/esg/principles-of-sustainable-investing
https://www.msci.com/documents/10199/fda1c3c5-2062-835b-ae35-111aba6c0d19
https://www.msci.com/our-solutions/esg-investing/esg-ratings/esg-ratings-corporate-search-tool
https://info.msci.com/e/36252/answers-login/vfw1mc/902776256?h=e2IDynbYLeeq7zORtGfn0snm0FRZdACXDR2dK_kSZ3k
mailto:esgclientservice@msci.com
mailto:esgclientservice@msci.com
https://www.msci.com/esg/sustainable-finance
https://www.msci.com/esg/sustainable-finance
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7. Appendix 

Schedule 1: Data Requirements Across the EU Sustainable 

Finance Package  

 
Below is a summary of the different data requirements for select common factors 
across regulations. 
 

EU 
Regulation 

Carbon 
Intensity 

International 
Standards  

Exclusions Applies to  

Non-
Financial 
Reporting 
Disclosure 
(NFRD) 
regulation 

Does not yet 
specify reporting 
metrics, but is 
based on current 
guidelines for 
reporting 
climate-related 
information (on 
the EU 
Commission’s 
website). It aims 
to align with 
existing 
frameworks such 
as TCFD which 
requires 
reporting for the 
business entity. 

Does not yet 
specify reporting 
metrics, but is 
based on current 
guidelines (on 
the EU 
Commission’s 
website). It aims 
to align with 
existing 
frameworks such 
as OECD, UN 
Global Compact 
and UN Guiding 
Principles on 
Business and 
Human Rights 
which require 
reporting at the 
business activity 
level. 

Not applicable. Reporting 
requirements do not 
currently include 
exclusionary activities. 

Large public-
interest 
companies with 
more than 
500 employees, 
covering approxim
ately 6,000 large 
companies and 
groups across 
the EU, including: 

• Listed 
companies 

• Banks 

• Insurance 
companies 

• Other 
companies 
designated by 
national 
authorities as 
public-interest 
entities 

Taxonomy 
Regulation  

Sets qualifying 
criteria based on 
specific CO2 
output for each 
business activity. 

Sets qualifying 
criteria based on 
compliance with 
the standards of 
the United 
Nations Global 
Principles, OECD 
and International 
Labour 
Organization.  

• Activities related to 
dedicated storage 
and/or transportation 
of fossil fuels 

• Activities that do 
significant harm to 
other environmental 
objectives 

• Activities that violate 
United Nations Global 
Principles, OECD and 
International Labour 

All users of the 
taxonomy for 
sustainable 
investment, 
including:  

• Issuers 

• Financial 
market 
participants that 
market financial 
products to EU 
investors 

https://ec.europa.eu/info/files/190618-climate-related-information-reporting-guidelines-overview_en
https://ec.europa.eu/info/files/190618-climate-related-information-reporting-guidelines-overview_en
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EU 
Regulation 

Carbon 
Intensity 

International 
Standards  

Exclusions Applies to  

Organization 
standards. 

EU 
Benchmarks 
(CTB and 
PAB) 

Sets qualifying 
criteria based on 
specific CO2 
output for index 
constituents. 

Sets qualifying 
criteria based on 
compliance with 
the standards of 
the United 
Nations 
Framework 
Convention on 
Climate Change, 
Intergovernment
al Panel on 
Climate Change, 
United Nations 
Global Principles, 
and OECD. 

• Any activities related 
to controversial 
weapons 

• Any involvement in 
tobacco production 

• Violations of UNGC 
principles or OECD 
Guidelines for 
Multinational 
Enterprises 

• 1% or more of 
revenue from 
exploration, mining, 
extraction, 
distribution or 
refining of hard coal 
and lignite 

• 10% or more of 
revenue from 
exploration, 
distribution or 
refining of oil fuels 

• 50% or more of 
revenue from 
exploration, 
extraction, 
manufacturing or 
distribution of 
gaseous fuels 

• 50% or more of 
revenue from 
electricity generation 
with GHG intensity of 
more than 100g 
CO2e/kWh 

• Companies that 
significantly harm 
one or more of the 
environmental 
objectives outlined in 
the Taxonomy 
Regulation 

Financial market 
participants that 
market financial 
products to EU 
investors 

EU 
Benchmarks 
(ESG 
Disclosure) 

Reporting 
metrics based on 
emissions of 
index 

Reporting 
metrics based on 
specific activities 
(involvement or 

No specific exclusions 
thresholds.  

 

Benchmark 
administrators 
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EU 
Regulation 

Carbon 
Intensity 

International 
Standards  

Exclusions Applies to  

constituents. To 
be reported at 
the index level.  

violation) related 
to international 
standards and 
EU regulations of 
the index 
constituents  

Sustainable 
Financial 
Disclosure 
Regulation 
(SFDR) 

Reporting 
metrics based on 
emissions of 
invested entities 
for all financial 
products. To be 
reported at both 
entity level and 
product level of 
the financial 
market 
participant. 

Reporting 
metrics based on 
specific activities 
(involvement or 
violations) 
related to 
international 
standards and 
EU regulations of 
the entities of the 
underlying 
investments 
(portfolio or 
fund).   

No specific exclusion 
thresholds.  

Financial market 
participants that 
market financial 
products to EU 
investors 

EU Ecolabel Sets qualifying 
criteria based on 
the specific CO2 
output of a 
company’s 
products. 

Sets qualifying 
criteria in line 
with the EU 
taxonomy, which 
is in turn based 
on compliance 
with the 
standards of the 
United Nations 
Global Principles, 
OECD and 
International 
Labour 
Organization. 

• Environmental 
aspects covering 
activities related to 
Agriculture, Forestry, 
Energy, Waste 
Management, 
Manufacturing, and 
Transportation. 

• Social and 
governance aspects 
covering violations to 
international 
standards of groups 
such as the UN 
Global Compact and 
OECD; activities 
related to Tobacco, 
Weapons, and 
Pornography; and 
weak corporate 
governance.  

Financial market 
participants that 
market financial 
products to EU 
investors. 
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Schedule 2: Climate Benchmarks/ESG Benchmarks 

Disclosures 

 

1. What are the amendments to the EU benchmark regulation? 

• Applicable to benchmark administrators 

• The EU Benchmark Regulation has been amended in accordance with 

the “Financing Sustainable Growth” Action Plan 

• Introduction of climate benchmarks with minimum requirements and 

exclusions for:  

▪ Climate Transition Benchmarks (CTB) 

▪ Paris-Aligned Benchmarks (PAB) 

• Introduction of ESG disclosure requirements for benchmarks: 

▪ Disclosure of how ESG factors are reflected in each 

benchmark 

▪ Disclosure of how the benchmark methodology reflects ESG 

factors for each benchmark  

The UK onshored the relevant benchmark regulation subsequent to Brexit. 

2. What are the minimum requirements/exclusions and supplemental metrics 

for Climate Transition Benchmarks (CTB) and Paris-Aligned Benchmarks 

(PAB)? 

Requirements for both CTB and PAB: 

• Average year-on-year reduction in weighted-average greenhouse gas 

emissions or greenhouse gas intensity by 7%, in line with the 1.5°C 

scenario, with no or limited overshoot. 

• Increased allocation to companies that publish their greenhouse gas 

emissions targets and greenhouse gas emissions and have reduced 

their greenhouse gas intensities or absolute greenhouse gas 

emissions by an average of 7% per annum for at least three 

consecutive years. 

• For equity benchmarks, aggregated allocation to the specific NACE 

(Nomenclature of Economic Activities) sectors below must be 

equivalent to the exposure of the underlying investable universe: 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02016R1011-20191210
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o Agriculture, Forestry and Fishing 

o Mining and Quarrying 

o Manufacturing 

o Electricity, Gas, Steam and Air Conditioning Supply 

o Water Supply; Sewerage, Waste Management and 

Remediation Activities 

o Construction 

o Wholesale and Retail Trade; Repair of Motor Vehicles and 

Motorcycles 

o Transportation and Storage 

o Real Estate Activities 

CTB Requirements: 
 

• Greenhouse gas intensity or absolute greenhouse gas emissions 

should be at least 30% lower than the investable universe. 

PAB Requirements: 
 

• Greenhouse gas intensity or absolute greenhouse gas emissions 
should be at least 50% lower than the investable universe. 

• Company exclusions: 
o Any involvement in activities related to controversial weapons 

o Any involvement in the manufacturing of tobacco products 

o Violations of the United Nations Global Compact (UNGC) 

principles or Organization for Economic Co-Operation and 

Development (OECD) Guidelines for Multinational Enterprises 

o 1% or more of revenue from exploration, mining, extraction, 

distribution or refining of hard coal and lignite 

o 10% or more of revenue from exploration, distribution or 

refining of oil fuels 

o 50% or more of revenue from exploration, extraction, 

manufacturing or distribution of gaseous fuels 
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o 50% or more of revenue from electricity generation with 

greenhouse gas intensity more than 100g CO2e/kWh 

o Companies that significantly harm one or more of the 

environmental objectives outlined in the Taxonomy 

Regulation 

 
3. What are the ESG disclosure requirements in benchmark regulations? 

Disclosure of how ESG factors are reflected in each benchmark 
 

• Information in the benchmark statement includes: 
o Whether the benchmark pursues ESG objectives 

o Details in relation to a set of ESG factors (“ESG metrics”) 

o Data sources and reference standards for ESG factors 

o Additional information for Climate Benchmarks 

o Information on alignment with the Paris Agreement for 

significant benchmarks and Climate Benchmarks  

• ESG metrics: 
o ESG Rating (optional) 

o Individual E, S and G rating (optional) 

o Environmental factors: 

▪ Carbon intensity 

▪ Exposure to high-climate impact sectors (using 

NACE classification) 

▪ Exposure to ‘green’ and ‘fossil fuel-based’ sectors  

▪ Renewable energy capex (optional) 

▪ Climate-related physical risks (optional) 

o Social factors: 

▪ Controversial weapons 

▪ Tobacco involvement 

▪ Social violations  
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▪ Implementation of fundamental ILO Conventions 

▪ Gender pay gap 

▪ Board gender diversity – female to male ratio 

▪ Rate of accidents, injuries, fatalities 

▪ Number of convictions and number of fines for 

violation of anti-corruption and anti-bribery laws 

o Governance factors: 

▪ Board independence 

▪ Board diversity 

Additional disclosure requirements: 
 

• Information for Climate Benchmarks (CTB and PAB) 
o Decarbonization trajectory 

o Average decarbonization achieved 

o Overlap between benchmark and investable universe 

• Information on alignment with the Paris Agreement for significant 

benchmarks and Climate Benchmarks (to be extended to all 

benchmarks by end of 2021) 

o Alignment with the Paris Agreement (Yes/No) 

o Temperature scenario, source, and methodology used 

 

4. What is the scope of the regulation regarding asset classes? 

• The Climate Transition and Paris-Aligned Benchmarks requirements 

do not explicitly state the scope of asset classes but provide 

guidance on GHG intensity calculation for equity and fixed income 

(corporate) asset classes. 

• The ESG Disclosure requirements apply to all asset classes except 

interest rate and currency benchmarks 

 

Schedule 3: Taxonomy Regulation  
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The Taxonomy Regulation is a classification system that provides a set of criteria for 
sustainable activities. It is meant to inform the other legislative streams in the EU 
Sustainable Finance packages (e.g., SFDR, NFRD, Green Bonds), however, the 
requirements within each of the regulations currently differ from the taxonomy. 
Below we have highlighted some challenges around the Taxonomy Regulation. 

 

1. What challenges are there in applying the Taxonomy Regulation’s technical 

screening criteria? 

• Lack of company disclosure specific to EU taxonomy criteria 

▪ Business activity level information is not widely disclosed by 

companies 

• Companies not based in the EU and not subject to EU reporting 

requirements or standards will not be required to disclose on many of the 

EU-specific elements of the taxonomy. 

 

• The taxonomy is not final and is only partially developed: 

▪ Only two of the six environmental objectives have defined technical 

criteria 

▪ Not all sectors are covered 

However, the EU TEG has also introduced the concept of a “potential 

taxonomy alignment” reporting category in the final TEG report for cases 

where ‘the investor has good reason to believe that the underlying activity is 

aligned, but full compliance has not been demonstrated.’ This allows for the 

inclusion of business activities that meet the broad principles of the EU 

taxonomy without the full verification of the specific criteria. 

2. What is the scope of the Taxonomy Regulation with regards to asset classes? 

• The Taxonomy Regulation in its current form has been primarily 

developed for equity and fixed income (corporate) asset classes. 

However, the TEG Final Report for the taxonomy does indicate some 

potential methodologies for taxonomy-alignment of sovereign bonds.1 

3. What applies to the fund level and what applies to the company level? 

• The Taxonomy Regulation examines the ‘sustainability’ of business 

activities and is applicable to issuers and bonds but not overall financial 

products.  

 
1 p. 41 footnote 42, EU Commission, EU TEG Final report, March 2020  

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200309-sustainable-finance-teg-final-report-taxonomy_en.pdf
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• The SFDR covers the reporting for product and entity level disclosures for 

financial market participants as defined by the EU. 

4. What is meant by "activities without defined criteria"? When will the technical 

criteria for these objectives be developed for the Taxonomy Regulation? 

• The Taxonomy Regulation has developed technical criteria for business 

activities for two of the six environmental objectives: climate change 

mitigation and climate change adaptation. The remaining four will be 

developed in 20212. 

▪ Sustainable use and protection of water and marine resources 

▪ Transition to a circular economy 

▪ Pollution prevention and control 

▪ Protection and restoration of biodiversity and ecosystems. 

• The EU TEG Final report outlines areas that will need to be further 

developed. 

Schedule 4: SFDR 

 
The SFDR requires financial market participants to integrate sustainability risk in the 
investment process and to disclose and report such integration at both the entity 
level and ESG product level, including extensive disclosure of ESG indicators in 
prescribed templates. Below we have highlighted some challenges with the SFDR.  
 
What are some of the challenges of the SFDR? 

In Q3 2020, MSCI ESG Research conducted workshops with 66 clients across the U.K., 
U.S. and EU. Collectively, clients expressed concerns and comments regarding 
proposals for the technical standards, including: 

1. Data availability, prescriptiveness and quality: Concern that many of the 
adverse impact indicators were not readily available. The requirements to 
disclose on 32+ indicators could be a burden, and the quality of company 
disclosures unclear. Clients suggested that there should be a two-stage 
approach to reporting based on availability.   

2. Relevance: Concerns that the adverse impact indicators were not 
particularly relevant from a materiality perspective. Concerns also 

 
2 EU taxonomy for sustainable activities 

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/sustainability-related-disclosure-financial-services-sector_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en
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surrounded the challenges of communicating these metrics to the end-
investor as they were not seen as intuitive. 

3. Timing: The aggressive timeline for compliance was a major concern. 
4. Ability to analyze adverse impact across asset classes: Data availability 

was a general concern for all asset classes but cited as a major challenge 
for private equity and leveraged bonds. 

5. Need for more clarity on Article 8 vs. Article 9 products: Among the ideas 
raised was that it would be helpful if the industry was provided with 
examples of funds that could fall into each category based on their ESG 
approach. 

6. Inefficiency of obtaining information directly from investee 
companies: Many clients expressed concerns about how inefficient and 
costly it could be if financial market participants are in fact required to 
collect data directly from companies first rather than relying on third 
parties. 

7. Inconsistency among the different legislative streams: Clients have also 
expressed concern about the lack of alignment between different 
legislative streams (in terms of metrics to be disclosed). This lack of 
alignment was seen as confusing and potentially costly. Clarity is needed. 

MSCI’s response to the European Supervisory Authorities (ESAs) consultation also 
highlights challenges with the SFDR and can be found on our Sustainable Finance 
web page. 
 
What are some of the challenges of the adverse impact indicators? 

 
The Joint ESAs Final Report on Draft RTS dated February 2, 2021 introduced changes 
to principal (Table 1) and additional indicators (Tables 2 and 3). There are gaps in the 
feasibility of some of the existing “adverse impact indicators” which include:  
 
• Definitions for some metrics remain unclear (e.g., water emissions, severe human 

rights issues, green securities, securities certified as social, social violations for 
sovereign entities)  

• Some metrics are currently too granular and not widely disclosed (e.g., ozone 
depleting substances, recycled waste, untreated discharge water, energy 
consumption type, property-level data).  
 

What are some of the challenges in the distinctions between Article 6, 8 and Article 9 
products? 
 
According to the SFDR and ESA’s Final Report on the draft RTS, ESG financial products 
are split based on their objectives and have different associated disclosure and 
reporting obligations. Financial product issuers will need to designate their ESG 
products as “Article 8” or “Article 9” products, while products that do not qualify as 

https://www.msci.com/esg/sustainable-finance
https://www.msci.com/esg/sustainable-finance
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either Article 8 or 9 can be designated as “Article 6” by applying some baseline 
environmental or social safeguards. 
 
The distinctions are as follows: 
 

Article 6 Financial 
Products 

Article 8 Financial Products Article 9 Financial 
Products 

Applies baseline 
environmental or 
social safeguards. 

Promotes, environmental or 
social characteristics, or 
some combination of those. 

Has sustainable 
investment as its objective 
as per Article 2(17).  
 

 Must follow “Do No 
Significant Harm” principles 
(as defined in the technical 
standards) if an Article 8 
product makes sustainable 
investments. 

Follows good governance 
practices. 

Must follow “Do No 
Significant Harm” 
principles (as defined in 
the technical standards). 

Must take into account the 
principal adverse 
sustainability impact 
indicators.  

Follows good governance 
practices. 

 
While it is expected that there will be far fewer Article 9 products, the differentiation 
between Article 8 and Article 9 products is not necessarily clear as MSCI notes, and 
clients concur. (See MSCI research paper: The SFDR’s Articles 8 and 9: The Funds 
Behind the Labels, July 2021). We will continue to engage with the EU on SFDR-related 
considerations. Despite the difficulty, financial product issuers will need to make 
determinations and associated disclosures in line with the SFDR. MSCI is exploring 
ways to help clients as they make their determinations. 
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risk and return and confidently build 

more effective portfolios. We create 
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MSCI ESG Research products and 
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analysis of environmental, social and 
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to companies worldwide. ESG ratings, 
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limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury 
results from the negligence or willful default of itself, its servants, agents or sub-contractors.  

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past 
performance does not guarantee future results.  

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making 
investment and other business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of persons. 

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.  

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable 
instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, 
investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, “Index 
Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an 
investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments. 

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not 
reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges 
would cause the performance of an Index Linked Investment to be different than the MSCI index performance. 

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested 
performance results and actual results subsequently achieved by any investment strategy.  
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