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ESG ratings methodology

4Sources: MSCI ESG Research

Identify leaders and 
laggards, not business 

type exclusion

Industry-Relative 
ESG Ratings (AAA-CCC)

Focus on most 
relevant ESG factors

by industry

Quantitative Approach + 
Annual Consultation

Focus on risk 
exposure not just 

disclosure

Scoring Models Assess Risk 
Exposure + Risk Management

Analysis begins with a 
deep governance 

assessment

Ownership, Board, Pay, 
Accounting, Corporate Behavior

COMPANY, INDUSTRY, 
AND THEMATIC 
REPORTS

RATINGS, SCORES 
AND DATA

PORTFOLIO ANALYTICS 
& ESG INDEXES

EVALUATE 
CORPORATE 

GOVERNANCE

1

FINAL ESG RATINGS
(AAA-CCC)

4

IDENTIFY KEY ISSUES 
BY INDUSTRY

2 3

SCORE KEY ISSUES
(0-10)
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Corporate governance analysis
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Detailed analysis of:

• Shareholders and 
management 
alignment

• Relationship of 
governance 
structures, events, 
and corporate 
behavior

• Local market 
standards

Board
Size, director election standards, tenure and gender diversity
Assessment of financial, industry and risk management expertise

Pay
Robust data on CEO pay. Analysis of pay for performance link.
Assessment of compensation committee independence

Ownership and Control
Ownership structure, shareholder rights and key takeover defenses
Major owners and insider holdings

Accounting
Audit committee structure and fees paid to outside auditors. 
Transparency metrics tied to revenue, expense recognition, asset-
liability valuation 

CONSISTENT APPROACH ACROSS ALL COMPANIES
COVERAGE OF OVER 9,000 COMPANIES
ROBUST FRAMEWORK OF 96 KEY METRICS WITH 10+ YEARS HISTORY

EVALUATE 
CORPORATE 

GOVERNANCE

1
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ESG Ratings focus on most relevant 
ESG factors by industry
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ENVIRONMENTAL (E)

Climate 
Change

Natural 
Capital

Pollution & 
Waste

Environmental 
Opportunities

SOCIAL (S)

Human 
Capital

Product 
Liability

Stakeholder 
Opposition

Social 
Opportunities

GOVERNANCE (G)

Corporate 
Governance

Corporate 
Behavior

INDUSTRY-SPECIFIC

Carbon Emissions
Product Carbon Footprint
Financing Environmental 
Impact
Climate Change Vulnerability

Water Stress
Biodiversity & Land Use
Raw Material Sourcing

Toxic Emissions & Waste
Packaging Material & Waste
Electronic Waste

Clean Tech
Green Building
Renewable Energy

Labor Management
Health & Safety
Human Capital Development
Supply Chain Labor Standards

Product Safety & Quality
Chemical Safety
Financial Product Safety
Privacy & Data Security
Responsible Investment
Ins. Health & Demographic Risk

Community Relations*
Controversial Sourcing

Access to Communications
Access to Finance
Access to Health Care
Nutrition & Health

Board
Pay
Ownership
Accounting

Business Ethics
Anti-competitive Practices
Corruption & Instability
Financial System Instability
Tax Transparency

UNIVERSALLY APPLICABLE

EVALUATE 
CORPORATE 

GOVERNANCE

1

IDENTIFY KEY ISSUES 
BY INDUSTRY

2
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Which issues are more relevant
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QUANTITATIVE APPROACH TO OBJECTIVELY DEFINE THE ECONOMICALLY 
RELEVANT E&S ISSUES FOR EACH OF THE 156 INDUSTRY MODELS

IDENTIFY KEY ISSUES 
BY INDUSTRY

2
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Measuring ESG Risk Exposure
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• Type of operations
• Location of operations
• Size of operation, etc

EVALUATE MANAGEMENT 
STRATEGY IN THE CONTEXT OF RISK 

EXPOSURE

Level of Exposure

Management Capacity

• Policies & commitments
• Programs & initiatives
• Performance indicators

• Controversies

SCORE KEY ISSUES
(0-10)

3
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How this fits into the ESG Rating

Weights set according to underlying exposure 
metrics

Industry-relative ESG ratings based on 
company performance on industry key issues

OPPORTUNITIES IN GREEN BUILDING

ESG Letter Rating
(AAA-CCC)

Final Industry Adjusted Score 
(0-10)

Weighted Average Key Issue Score 
(0-10)

Environment Pillar Score (0-10) Social Pillar Score (0-10) Governance Pillar Score (0-10)

Environmental Key Issue Scores 
(0-10)

Social Key Issue Scores
(0-10)

Governance Key Issue Scores Score 
(0-10)

Exposure Scores Exposure Scores Exposure ScoresMgmt Scores Mgmt Scores Mgmt Scores

Indicators:
Business Segments;

Geographic Segments;
Co-spec indicators

Indicators:
Strategy

Programs & Initiatives
Performance
Controversies

Indicators:
Business Segments;

Geographic Segments;
Co-spec indicators

Indicators:
Strategy

Programs & Initiatives
Performance
Controversies

Indicators:
Business Segments;

Geographic Segments;
Co-spec indicators

Indicators:
Strategy

Programs & Initiatives
Performance
Controversies

PRODUCT QUALITY & SAFETY
HEALTH & SAFETY

HUMAN CAPITAL DEVELOPMENT

CORPORATE GOVERNANCE
CORRUPTION  & INSTABILITY
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HOW DO WE ASSESS HUMAN RIGHTS 
ISSUE? 
WITHIN MSCI ESG RATINGS
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MSCI ESG Rating Model: Key Issues

ENVIRONMENTAL (E)

Climate 
Change

Natural 
Capital

Pollution & 
Waste

Environmental 
Opportunities

SOCIAL (S)

Human 
Capital

Product 
Liability

Stakeholder 
Opposition

Social 
Opportunities

GOVERNANCE (G)

Corporate 
Governance

Corporate 
Behavior

INDUSTRY-SPECIFIC

Carbon Emissions
Product Carbon Footprint
Financing Environmental Impact
Climate Change Vulnerability

Water Stress
Biodiversity & Land Use  
Raw Material Sourcing

Toxic Emissions & Waste
Packaging Material & Waste
Electronic Waste

Clean Tech
Green Building
Renewable Energy

Labor Management
Health & Safety
Human Capital Development
Supply Chain Labor Standards

Product Safety & Quality
Chemical Safety
Financial Product Safety
Privacy & Data Security
Responsible Investment
Ins. Health & Demographic Risk

Community Relations*
Controversial Sourcing

Access to Communications
Access to Finance
Access to Health Care
Nutrition & Health

Board
Pay
Ownership
Accounting

Business Ethics
Anti-competitive Practices
Corruption & Instability
Financial System Instability
Tax Transparency

UNIVERSALLY APPLICABLE

*Proposed in 2019 ESG Ratings Consultation
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CAPTURING SUPLY CHAIN RISKS 
A GRANULAR EXPOSURE ANALYSIS
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MEASURING SUPPLY CHAIN MITIGATION RESPONSE

A SYSTEMATIC ASSESSMENT 
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CAPTURING PRIVACY RISKS 
A GRANULAR EXPOSURE ANALYSIS

$3.6M
On average, this was 
the cost of a data 
breach in 2017

Source: “Ponemon Institute’s 2017 Cost of 
Data Breach Study: Global Overview”, 
2017

+164% 
Increase in stolen, lost 
or compromised 
records in first half 
2017

Source: “First Half 2017 Breach Le vel 
Index Re port ”, Gemalto, 2017

DETERMINING COMPANY’S VULNERABILITY

Type of Operations: Percentage of revenue 
derived from business segments that:
· require collection and/or handling of sensitive 
personal data
· have witnessed high cost and frequency of 
data breaches

Location of Operations: Percentage of 
operations in countries with: 
· strengthening or evolving privacy regulations
· high cost and frequency of data breaches
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MEASURING PRIVACY MITIGATION RESPONSE
A SYSTEMATIC ASSESSMENT 

DETERMINING COMPANY’S MANAGEMENT 
CAPABILITY 

• Scope of company’s publicly available data protection 

policy

• Rights provided to individuals regarding the control of 

their data

• Data Breach/ Incident Response Plan

• Information Security Policies and Systems audits 

• Access control and encryption of personal/sensitive 

data

• Transfer of personal data to third parties and consent 

requirement

• Minimization of data collection and retention

• Due diligence of suppliers and business partners

• Oversight of Privacy and Data security

• Training on data security and/or privacy-related risks

• Privacy enhancing technologies and initiatives

Source: Ponemon Institute, 2016 Annual Cost of Data Breach Study: Global Analysis, MSCI ESG 
Research
“Software and Services Industry Report”,  March 2018 

WHY DOES IT MATTER FOR COMPANIES? 
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About MSCI: ESG
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About MSCI ESG Research Products and Services

MSCI ESG Research products and services are provided by MSCI ESG Research LLC, and are 
designed to provide in-depth research, ratings and analysis of environmental, social and 
governance-related business practices to companies worldwide. ESG ratings, data and analysis 
from MSCI ESG Research LLC. are also used in the construction of the MSCI ESG Indexes. MSCI 
ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 
and a subsidiary of MSCI Inc.

About MSCI Inc.

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.

http://www.msci.com/
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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. 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 www.msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, 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 intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment 
decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research. 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.

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 Standard & Poor’s. “Global Industry Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s.

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, reports and ratings based on published methodologies and available to clients on a subscription basis. We do not provide custom or one-off ratings or recommendations 
of securities or other financial instruments upon request. 

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.


