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Consultation on Proposed 
Changes to MSCI Climate 
Action Indexes

June 2023

This consultation may or may not lead to the implementation of any or all of the proposed changes in the highlighted or any other MSCI 
indexes. Consultation feedback will remain confidential. MSCI may publicly disclose feedback if specifically requested by specific market 
participants. In that case, the relevant feedback would be published together with the result of the consultation.

PROPOSAL FOR CONSULTATION
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Consultation Timelines and Proposals

• This consultation contains proposals for the potential enhancement of the MSCI Climate Action Indexes.

• MSCI invites feedback from market participants on or before June 30, 2023.

• MSCI will announce the results of the consultation on or before July 31, 2023, at which time MSCI will also 
communicate the implementation date of changes, if any.

• In line with the climate transition objective of the MSCI Climate Action Indexes, and given the recent MSCI ESG 
Controversy change in methodology, we put forward our core proposals for potential enhancement:

1. Companies that are assessed as "Orange Flag"* based on MSCI Environmental Controversy (MSCI 
Environmental Controversy Score = 1), should not be excluded from the MSCI Climate Action Indexes.

2. The review of continued eligibility of constituents based on MSCI ESG Controversy Score Eligibility and ESG 
Business Involvement Eligibility of any MSCI Climate Action Index should be performed on a quarterly 
frequency.

• To avoid additional reverse turnover MSCI has also announced that exceptionally, effective 1st July 2023, the 
Monthly Index Reviews (as described in section 4.2 of the methodology document) will not be applied on any MSCI 
Climate Action Index until the conclusion of this consultation.

* An Orange Flag indicates an ongoing Severe ESG controversy implicating a company directly, or a Very Severe ESG controversy that is either partially resolved or indirectly 
attributed to the company’s actions, products, or operations.
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Recap: MSCI Climate Action Indexes

The MSCI Climate Action Indexes balance companies’ transition risks against their emission reduction targets and climate 
risk management to select the top half companies in each GICS® sector1.

The Index range augments MSCI’s offering to help institutional investors who seek to integrate climate considerations in 
global equity portfolios. The index is designed for institutional investors who look to finance the transition and drive change 
in the real economy.

1 GICS is the global industry classification standard jointly developed by MSCI and S&P Global Market Intelligence.
2 Science Based Targets initiative :https://sciencebasedtargets.org/

KEY FEATURES

✓Balanced sector weights

✓Forward looking view

✓Broad market coverage

✓Increased weight towards companies with SBTi-
approved targets2

✓Includes companies navigating the energy transition

✓Maintains overall characteristics of ACWI while 
selecting companies on the basis of climate 
characteristics

3
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Impact of recent changes to the MSCI ESG Controversies 
Methodology 

Above chart only include ACWI constituents which have undergone a controversy update between Jan-Apr’23. An issuer’s controversy can be updated even before the 
completion of case review as per the enhanced methodology.

1. The recent enhancements of the MSCI ESG Controversies methodology have resulted in the downgrade of 
many companies to Orange Flag on Environmental Controversies.

― Several companies are downgraded due to the severity assessment of existing controversies under the 
enhanced methodology and not due to the discovery of new controversies.

― The review of cases under the enhanced methodology is pending for about 30% companies in MSCI 
ACWI which constitute about 65% of index weight (as of 28th April 2023). 

2. In some cases, a large portion of the sector market cap has been downgraded to Orange Flag, which could 
potentially distort the sector representation and their weights in Climate Action indexes.
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Rationale for the Proposals

Environment 
Controversy 
Screening

Exclude both 
Red and 

Orange Flag 
companies

Orange Flag on 
any 

Environmental 
Theme

Orange Flag on 
select 

Environmental 
Theme

Frequency of 
Screening 

Review

Monthly Quarterly Semi-annual

Exclude Only 
Red Flag 

companies

1. Companies that are assessed as "Orange Flag" based on MSCI Environmental 
Controversy (Environmental Controversy Score = 1), should not be excluded from 
the MSCI Climate Action Indexes.
• In our assessment, the scope of Orange Flag assessment has widened under the 

enhanced ESG Controversies methodology. Under the new framework, large 
companies, which were already generally subject to greater scrutiny and had more 
controversies, are now even more prone to receive an Orange Flag assessment 
because of the global scale of their operations.

• A byproduct of more frequent Orange Flag assessment for several companies from 
the same sector is a potential distortion in sector and size exposures in the Climate 
Action Indexes and a reduction in the transition opportunity set. The Indexes select 
50% names from each sector, which means that a stock with an Orange Flag on 
Environment Controversies may be replaced by a smaller cap name.

2. The review of continued eligibility of constituents based on MSCI Environmental 
Controversy and ESG Business Involvement of any MSCI Climate Action Index 
should be performed on a quarterly frequency.
• Monthly review of eligibility may not be essential to the Index objective.
• Monthly review may cause operational challenges for the product providers and 

managers replicating the index as they are required to deal with frequent turnover 
events.

Proposal
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Consultation Question

*The exact eligibility criteria are mentioned in the sections  3.2.1 and 3.2.2 of the MSCI Climate Action indexes methodology document available at 
https://www.msci.com/eqb/methodology/meth_docs/MSCI_Climate_Action_Indexes_Methodology_20230306.pdf

• Do you agree that companies assessed as Orange Flag on Environmental Controversies should not be excluded from the 
Eligible Universe of Climate Action Indexes ?

• Do you agree that Monthly Index reviews are not required for Climate Action Indexes ?
― Monthly Index reviews currently result in the deletion of constituents which fail the

― ESG Controversy Score Eligibility* i.e., Red Flag on ESG Controversies (including Red Flag on Environmental 
Controversies) OR Orange Flag on Environmental Controversies

― Certain ESG Business Involvement Eligibility*

• Do you agree that the review of ESG Controversy Score Eligibility and ESG Business Involvement Eligibility of the 
constituents should be reviewed at quarterly frequency ?

https://www.msci.com/eqb/methodology/meth_docs/MSCI_Climate_Action_Indexes_Methodology_20230306.pdf
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What are the MSCI Environmental Controversy thematic 
indicators that may be flagged as Orange? 

* MSCI ESG Controversies data taken as of 17th May 2023 from ESG Manager. Numbers represent MSCI ACWI Index constituents as of 17th May 2023.

• MSCI ESG Environmental controversies are mapped to at least one of the underlying themes shown below. 
• The enhanced MSCI ESG Controversies methodology has resulted in the downgrade of many companies to Orange Flag 

based on their involvement in Land related controversies. 
― Land related controversies include involvement in natural resource-related and environmental impact-related cases. It 

also covers impacts due to direct or indirect use of the firm’s products or services, resistance to improved practices 
and criticism by NGOs and/or other third-party observers.

― For example, several major Consumer Staples companies were recently downgraded to Orange Flags due to their long-
standing involvement in plastic pollution, which is included under the Land theme.

• Biodiversity and Land Use is a relevant key issue for the calculation of the Climate Risk Management Score as described in 
MSCI Climate Action Indexes methodology. However, not all land-related controversies have a direct link with Climate 
Transition risks and their mitigation, which is most relevant to the Index objective.

• No company is currently assessed as Orange Flags on controversies related to Climate, Waste and Other themes.

Environmental Controversy Climate Land Waste Supply Toxic Water Others Total 

Number of Orange Flag* 0 23 0 2 14 1 0 38
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MSCI ACWI Climate Action Index Methodology*

Parameter MSCI ACWI Climate Action Index

Parent Index MSCI ACWI

Eligible Universe Eligible Universe is constructed by excluding companies which fail following eligibility tests
• ESG CONTROVERSY SCORE ELIGIBILITY

− Red Flag
− Orange Flag on Environmental Issues

• ESG BUSINESS INVOLVEMENT ELIGIBILITY
− Controversial Weapons Companies : Any Tie
− Tobacco Producers : Producer or production/distribution Revenue >= 5%
− Thermal Coal Mining : Revenue >= 1%
− Oil Sands extraction : Revenue >= 5%

• EMISSION ELIGIBILITY - Securities which either have higher Emission Intensity  than the High Emission Threshold or higher total 
potential emission  than the High Potential Emission Threshold and do not yet have approved science-based targets  are excluded.

• CLIMATE RISK MANAGEMENT ELIGIBILITY - Securities which are in the lowest quartile of their GICS sector based on their Climate 
Risk Management Score are excluded 

Security Selection • Sort Stocks in each sector in ascending order of SECURITY-LEVEL ASSESSMENT* and descending order of float adjusted market 
capitalization.

• Select top 50% stocks by count from each sector.

Weighting • Selected Stocks are Market Cap Weighted
• Max Issuer Weight capped at 5%
• Active Sector Weights are capped at +/-5%. 

Rebalancing Frequency • Semi-annual Index Reviews – index is fully reconstituted.
• Monthly Index Reviews – ESG Controversy Eligibility and ESG Business Involvement Eligibility of existing constituents is reviewed.

*More details on Index methodology are available in the Climate Action Indexes methodology document.
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About MSCI
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MSCI is a leading provider of critical decision support tools and services for the global 
investment community. With over 50 years of expertise in research, data and technology, we 
power better investment decisions by enabling clients to understand and analyze key drivers 
of risk and return and confidently build more effective portfolios. We create industry-leading 
research-enhanced solutions that clients use to gain insight into and improve transparency 
across the investment process. To learn more, please visit www.msci.com. 

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

http://www.msci.com/
https://www.msci.com/index-regulation
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This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making 
or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only.  The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission from MSCI. All rights in 
the Information are reserved by MSCI and/or its Information Providers.

The Information may not be used to create derivative works or to verify or correct other data or information.   For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, 
managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.  

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO 
BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, 
TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if 
notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results from the negligence or 
willful default of itself, its servants, agents or sub-contractors.  

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

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

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

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

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

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

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI.  Inclusion 
of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes.  More information can be found in the relevant index methodologies on www.msci.com. 

MSCI receives compensation in connection with licensing its indexes to third parties.  MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations section of msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Neither MSCI nor any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial 
products or instruments or trading strategies and MSCI’s products or services are not a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such, provided that applicable products or services from MSCI ESG Research may constitute 
investment advice. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body. MSCI ESG and climate ratings, 
research and data are produced by MSCI ESG Research LLC, a subsidiary of MSCI Inc. MSCI ESG Indexes, Analytics and Real Estate are products of MSCI Inc. that utilize information from MSCI ESG Research LLC. MSCI Indexes are administered by MSCI Limited (UK).

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

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other 
jurisdictions.  The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P Global Market Intelligence.  “Global Industry Classification Standard (GICS)” is a service mark of MSCI and S&P Global Market Intelligence.

MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal on its own account, provide execution services for others or manage client accounts. No MSCI ESG Research product or service supports, 
promotes or is intended to support or promote any such activity. MSCI ESG Research is an independent provider of ESG data. 

Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.com/privacy-pledge.

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