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LEAD AUTHORS OF THIS PUBLICATION Natixis Green & Sustainable Hub is delighted to share with you

its EU Climate Benchmarks special report:

ñRealityand consistencycheckò

Published on September 30th, the EU TEG Report on

Benchmarks defined minimum technical criteria for the newly

created EU Climate Benchmarks, as well as ESG disclosure

requirements for all benchmarks.

Less under the spotlight than the EU Taxonomy and Green Bond

standard, EU Climate Benchmarks represent nevertheless a

major milestone for sustainable capital markets as they should

bring more clarity and homogeneity in the current climate/low

carbon indices universe. Two climate benchmarks have been

created: Climate Transition and Paris-Aligned benchmarks, with

similar objectives but different levels of ambition.

ÅWhat does Paris Alignment mean at a portfolio level?

Å Are proposed criteria usable for investors? Why, how, under

which conditions?

Å Reality check: are existing major climate indices (MSCI, Euronext)

compliant with those criteria?

This report intends to address those questions by providing in-

depth analysis of EU requirements and highlighting their

implications for the market players.
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Genesis & context. The European Commission set up a Technical

Expert Group on Sustainable Finance (TEG) to assist it in

developing an EU classification system to determine whether an

economic activity is sustainable (the so-called Taxonomy), an EU

Green Bond Standard, guidance on corporate disclosure of climate

related information and Benchmarks for low carbon investment

strategies. It is part of an overall backdrop and evolution towards

stricter transparency duties of financial intermediaries to end-

investors with regard to sustainability risks, opportunities and

investment targets. Initiated in France with the Article 173 of the

French óEnergyTransition and Green GrowthôAct (2015), this trend

has since percolated into the European Agenda.

Amendment to Benchmark Regulation (BMR).

On February 25, 2019, the European Parliament and Member

States reached an Agreement on the creation of two new categories

of low-carbon benchmarks: a Climate-transition Benchmark and

Paris-aligned Benchmark. The TEG is assisting the Commission in

defining minimum standards for the methodologies of EU Climate

Transition and Paris-aligned Benchmarks as well as ESG disclosure

requirements that shall be applicable to all investment benchmarks.

On September 30, 2019, the TEG released its final report whose

recommendations will feed the amendment of the BMR. It is poised

to set criteria for the inclusion of climate-related parameters, the

description of the constituents of the benchmark, and the criteria

used for selecting and weighting them. Especially two articles of the

Regulation (EU) 2016/1011 on ñindicesused as benchmarks in

financial instruments and financial contracts or to measure the

performance of investment fundò,will be modified: art. 13 on

ñTransparencyof methodologyòand art. 27 on ñtheBenchmark

Statementò.

TEGôsmission on EU Climate Benchmarks: aiming for the least

bad ñsolutionò. Overall, the task assigned to the TEG was

challenging and handled in a short period of time but above all

having far from a comprehensive vision and access to the tools or

data available on the market.

With humility, the TEG has inserted the following disclaimer in their

publication:ñthecurrent state of methodologies and available issuer-

level data does not allow for an evident and irrefutable conversion of

climate scenarios into detailed and informed portfolio construction

methodologiesò.

Context
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What came out with the EU Sustainable Finance package?

The Final Report on Benchmarks was published in September 2019

User guide (26 pages) 
- Concise guide to key 

concepts

- Examples 

- Overview of the criteria

Taxonomy Technical report

(414 pages) 
- Full methodology

- Use cases and case studies

- 67 economic activities assessed

- Methodology for adaptation 

tested on 9 activities

In line with the  European Commission 2018 ñAction Plan on Financing Sustainable Growthò, the Technical Expert Group 

published 4 reports in June 2019: 
Å EU Taxonomy of environmentally sustainable economic activities

Å EU Green Bond Standard

Å Climate benchmarks and benchmarksô ESG Disclosures (interim report) > Final report published on September 30th, 2019

Å Guidance to improve corporate disclosure of climate-related information

The EU Green Bond 

Standard (79 pages)
Á Proposed draft 

Á Core Components 

Á Accreditation regime 

Á Incentives

Á Impact 

TEG Report on Benchmark

(75 pages)

Á Definition of minimum 

standards

Á Technical challenges

Á ESG disclosure 

requirements
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C2 - Internal Natixis

ÅThe report details technical advice on minimum 

disclosure requirements to improve transparency 

and comparability of information across 

benchmarks not only regarding climate-related 

information but also on a variety of ESG indicators. 

ÅFor each asset class, the report provides a template 

of disclosure indicators to be provided by 

benchmarks administrators.

ÅñWhere to discloseò: formal aspects related to 

disclosure modalities are detailed notably as regards 

the location of the information to display: 

Methodology document, Benchmark statement, ESG 

disclosure template.

ÅA dedicated section provides specific disclosures and 

measures for EU CTB and PAB benchmarks.

The report sets out minimum requirements for 

V EU Climate Transition Benchmarks

V EU Paris-Aligned Benchmarks

The requirements include a list of indicators and

related computation methodologies. They are similar

for both benchmarks. We notice two types of

requirements:

- Absolute minimum standards, i.e. absolute 

quantitative metrics to comply with

- Relative minimum standards compared to investable 

universe

These two types of climate benchmarks are pursuing a

similar objective but differentiate themselves in terms

of their level of restrictiveness and ambition.

TEGôs proposals for Benchmarks Regulation
Content of the Report on Benchmarks

EU Climate Benchmarks ESG disclosure requirements  

The Report on Benchmarks includes two main sections: 

1. The methodology and minimum technical requirements for newly created Climate benchmarks and 

2. ESG disclosure requirements for all benchmarks

¬ 
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1. What are EU Climate benchmarks?

A benchmark means any index by reference to which the amount

payable under a financial instrument or a financial contract, or the

value of a financial instrument, is determined.

EU Climate benchmarks are investment benchmarks that incorporate

specific objectives related to carbon emission reductions and the

transition to a low-carbon economy. Two types of Climate benchmarks

have been included in the Benchmark Regulation: ñClimate-Transition

Benchmarkò(CTB) andñParis-AlignedBenchmarkò(PAB).

2. What is the difference between these two benchmarks?

They pursue the same objective of decarbonization trajectory but PAB

is more ambitious and stringent. For example, companies involved in

coal, oil & gas exploration are excluded from PAB but tolerated in

CTB.

3. For whom have they been created?

Institutional investors, pension funds, benchmark administrators, but

not only! The application scope goes far beyond benchmarks in

practice. With these CTB and PAB criteria, the European Commission

intends to provide all investors with a ready-to-use tool for asset

allocation in order to align their portfolio with the Paris Agreement.

4. Why are they so important?

Current climate benchmarks do not always reflect investment beliefs

and constraints of institutional investors, they also lack harmonization

and clarity on objectives and methodologies. The EU TEG report

(September 2019) provides the list of recommendations for minimum

standards, which will constitute a common language for investors.

5. Which asset classes are concerned?

Listed equities and corporate fixed-income benchmarks only. A pity

that sovereign bonds are not in the scope.

6. What are the minimum standards to qualify as CTB or PAB?

A list of 7 criteria are defined, including notably i/ carbon reduction

compared to the investable universe, ii/ minimum exposure to high

impact sectors, iii/ year-on-year self-decarbonization. The criteria

apply both to CTB and PAB but the thresholds are different for some

of them. The main difference between the EU approach and current

market practices is that standards are considered at portfolio level

(weighted average), and not on a single-name basis.

7. Do these criteria make sense? Are they usable by investors?

Taken individually, yes, they do make sense: the level of stringency on

carbon reduction is justified (-30% and -50% respectively), the

differentiation between CTB and PAB based on activity exclusions is

well defined, exposure to high impact sectors is a must-have.

However, the accumulation of criteria brings complexity in the portfolio

construction. In addition, we are skeptical as regards the -7% YoY

self-decarbonization requirement which disadvantages the good

performers and presents a backward-looking bias.

8. Are existing major climate/low carbon indices already actually

compliant with EU Paris-Aligned Benchmark requirements?

According to our compliance test (6 benchmarks tested), none are

aligned with the EU PAB. And with Climate-Transition

requirements? Very few of them. It is not surprising, as the first

generation of low carbon indices were not always meant to follow a

decarbonization trajectory.

9. Which relationship with the EU Taxonomy?

None of the requirements explicitly refers to the EU Taxonomy, but

references are disseminated. In particular, the green / brown share

ratio, albeit under a voluntary form, will be highly dependent of EU

taxonomy which, so far, doesnôtprovide any guidelines as regards

brown shares and can be considered incomplete as to green shares.

10. What about the legislative process?

Now that the TEG recommendations are published and communicated

to the EC, the Delegated Act to be published by the EC will enter into

force on April 30th 2020 if Parliament and Council do not formulate any

objections.

All you need to know about EU Climate Benchmarks
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CONTENTS 
1. Context, rationale, legislative process

2. EUôs Climate Benchmarks

3. Deep dive into CTB and PAB minimum 
standards: how usable and stringent are they
for equity benchmarks?

4. Are existing equity climate indices 
compliant with EU CTB and PAB 
benchmarks?

5. Fixed income corporate debt: how usable 
are the criteria? 

6. Case study on the ECBôs corporate sector 
purchase program portfolio

7. Appendix
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1
CONTEXT, RATIONALE, 
LEGISLATIVE PROCESS
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EU Sustainable Finance context

In May 2018, the Commission adopted a package of 

measures implementing several key actions announced in 

its action plan on sustainable finance. The package includes 

notably a proposal for a regulation amending the 

Benchmark Regulation. 

The proposed amendment will create a new category of 

benchmarks comprising low-carbon and positive carbon 

impact benchmarks, which will provide investors with better 

information on the carbon footprint of their investments 

(Proposal available here).

In March 2019, the European Parliament and Member States 

reached an agreement on two essential measures regarding 

investment benchmarks (available here) to come as amendments to 

the BMR:

1/ The creation of two types of climate benchmarks:

Å EU Climate Transition Benchmark

Å EU Paris-aligned Benchmark

2/ The definition of Environmental, Social and Governance (ESG) 

disclosure requirements that shall be applicable to all investment 

benchmarks (with the exception of currency and interest rate 

benchmarks)

TEG REPORT ON BENCHMARK IN SEPTEMBER 2019

Due to the start of the 2019-2024 legislature, the final compromise could not go through all the 

validation processes and entered a corrigendum procedure: even though the former Members 

of European Parliament (MEPs) voted on the text in March, the compromise will have to be 

approved by the newly-elected MEPs in plenary session before being validated by the Council 

and then published in the Official Journal of the European Union => new vote from the MEPs 

expected October-November 2019.

In order to help specify the provisions, the European Commission 

mandated the Technical Expert Group to make recommendations on 

the basis of the agreement reached by the EU co-legislators in March 

2019.

Benchmark Regulation

Why a dedicated TEG Report on Benchmarks?
Reminder of the legislative process
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What is the Benchmark Regulation?

10

VThe BMR was introduced to overcome concerns of accuracy and integrity of indices used as benchmarks,

following the Libor scandal.

VThe BMR (Regulation 2016/1011 of the European Parliament and the Council ïdownload here) is a

European Union regulation that came into force in January 2018.

VEach index administrator shall get a formal green light from its national Regulator (AMF for France) by the

31th of December 2019.

VThe Benchmarks Regulation has the following objectives:

o Improving governance and controls over the benchmark process, in particular to ensure that

administrators avoid conflicts of interest, or at least manage them adequately;

o Improving the quality of input data and methodologies used by benchmark administrators;

o Ensuring that contributors to benchmarks and the data they provide are subject to adequate

controls, in particular to avoid conflicts of interest;

o Protecting consumers and investors through greater transparency and adequate rights of redress.

The Benchmarks Regulation (BMR) introduces a regime for benchmark administrators 

that ensures the accuracy and integrity of benchmarks.

F The BMR is still to be implemented by benchmark administrators (full compliance expected in Jan 2020).

F The introduction of Climate benchmarks and ESG disclosure in the BMR would be an additional layer of

requirements in a newly defined regulation.

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R1011&from=en
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Legislative process: What happens next? (1/2)

11

Action Plan on Financing 

Sustainable Growth

March 2018

Technical Expert 

Group (TEG) starts its 

work

July 2018

May 2018

Legislative 

Proposals

June 2019

July 2019

Feedback period on 

the interim Report 

on Benchmarks

Publication of the 

interim TEG 

Report on 

Benchmarks

September 2019

Publication of the final 

Report + 

Communication to the 

European Commission

ENTRY INTO FORCE: The Regulation 

specifies that the benchmark 

administrators shall comply with the 

requirements laid out in the Regulation 

by April 30 2020. That means that the 

Delegated Acts will have to be published 

at the OJEU by that date.

Legislative Act : 

Agreement between  

European Parliament 

and Member States 

on CTBs and PABs

March 2019

30 April 2020

Delegated Act to be 

published before 30 

April 2020

The Delegated Act to be published by the European Commission will enter into force 
on April 30 2020 if Parliament and Council do not formulate any objections.
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Legislative process: What happens next? (2/2)

12

Mandate is given to the European Commission to adopt Delegated Acts which

will specify some provisions laid out in the Regulation.

On the Delegated Act procedure, the Benchmark Regulation is amended so that:

The delegation of power may be

revoked at any time by the European

Parliament or by the Council: such a

decision shall not affect the validity

of any delegated acts already in

force.

Before adopting a delegated act, the

Commission shall consult experts

designated by each Member State.

As soon as it adopts a delegated act,

the European Commission shall notify it

simultaneously to the European

Parliament and to the Council who have

3 months to express any objection.

If no objection has been expressed, the

Delegated Act shall enter into force

after the 3 months period. No national

transposition is needed.

1 2 3

Recommendations issued by the TEG will have to be translated into European law

DELEGATED ACT

(before 30 April 2020)

ENTRY INTO FORCE: The Regulation specifies that 

the benchmark administrators shall comply with the 

requirements laid out in the Regulation by 30 April 

2020. That means that the Delegated Acts will have 

to be published at the OJEU by that date.
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ÅThe report details technical advice on minimum 

disclosure requirements to improve transparency 

and comparability of information across 

benchmarks not only regarding climate-related 

information but also on a variety of ESG indicators. 

ÅFor each asset class, the report provides a template 

of disclosure indicators to be provided by 

benchmarks administrators.

ÅñWhere to discloseò: formal aspects related to 

disclosures are detailed notably as regards the 

location of the information to display : Methodology 

document, Benchmark statement, ESG disclosure 

template.

ÅA dedicated section provides specific disclosures and 

measures for EU CTB and PAB benchmarks.

These two types of climate benchmarks are pursuing a 

similar objective but differentiate themselves in terms 

of their level of restrictiveness and ambition.

The report sets out minimum requirements for 

V EU Climate Transition Benchmarks

V EU Paris-Aligned Benchmarks

The requirements recommended by the TEG include a 

list of indicators and related computation 

methodologies. They are similar for both benchmarks. 

We notice two types of requirements:

- Absolute minimum standards, i.e. absolute 

quantitative metrics to comply with.

- Relative minimum standards compared to investable 

universe. 

TEGôs proposals for Benchmarks Regulation
Content of the Report on Benchmarks

EU Climate Benchmarks ESG disclosure requirements  

The Report on Benchmarks includes two main sections: 

1. The methodology and minimum technical requirements for newly created Climate benchmarks and 

2. ESG disclosure requirements for all benchmarks. 

13
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CLIMATE 
BENCHMARKS
FEU CLIMATE TRANSITION 

FEU PARIS-ALIGNED 

2

14
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First, we welcome the introduction of Climate benchmarks

in the BMR as it should bring more clarity and

homogeneity in the current climate/sustainability/low-

carbon indices universe. This report of the TEG paves the

way for a new generation of climate strategies.

We believe it could usher in a new era for sustainable

finance. First, a double-sword approach is at last pushed,

meaning that it is not only focusing on climate change risks

management as most of the existing low-carbon benchmarks

do, but also take into account opportunities arising from the

transition to a low-carbon economy.

Existing low-carbon benchmarks have been mostly built

from a risk management standpoint. The philosophy of EU

CTBs and EU PABs is different; it aims not only at hedging

against climate transition risks, but also at contributing to the

transition and reaping its benefits and opportunities.

Yet, how usable and scalable those benchmarks are will

depend on the right balance between ambition and

pragmatism.

Sovereigns not included: what a pity. We bemoan that

Sovereign Debt is not (yet) included in the scope whereas

resources and tools to assess their alignment exist and are

more robust than for equity. Due to the sheer weight of

sovereign debt in portfolios, it is the elephant in the room we

must address, now rather than later. At least as a policy

benchmark to help guide asset allocation (discretionary use of

the criteria). It is wrong to say there is a lack of data, it is even

quite the contrary, so-called alignment and assessment of the

level of ambition of nationally determined contribution (NDC)

and implementation exist and tend to be more robust and

relevant (the more holistic you get, the most relevant an

alignment assessment becomes!).

Taken individually, the criteria do make sense: the level of

stringency on carbon reduction is justified, the differentiation

between CTB and PAB based on activity exclusions is well

defined, exposure to high impact sectors is a must-have. The

green vs. brown share ratio on a voluntary basis is a nice to

have indicator but hard to implement (until more robust

methodologies and clarifications on brown revenues are

available).

You need to get your portfolios dirty to clean up. The

sectorial constraints weighting is ñamust haveòand fortunately

it is a prerequisite. As a matter of fact, ñyouneed to get your

hands dirty to clean upò,meaning that the higher potential for

decarbonization lies by essence within high-emitting sectors.

EU Climate Benchmarks: 

Natixis Green & Sustainable Hub opinion (1/2)

15
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Overload of criteria. However, the accumulation of constraints

and objectives restricts flexibility and technological options for

benchmark administrators. Some criteria may even reveal

incompatible. Asking cumulatively for a 30 or 50% cut in

emissions against comparable universe, a 7% annual decrease

and the respect of sectorial weighs (compared to parent index)

seems hard to reach. Scalability is questionable as such

complexity is barely compatible with systematic index rules

(and nationalregulatorsôrequirements).

The YoY self-decarbonization requirement disadvantages

the good performers and presents a backward-looking

bias. YoY self-decarbonization of the benchmark of at least 7%

is not taking into account efforts made by companies previously

to this scenario. By requiring such annual rate, there is a risk to

exclude companies that have in the past significantly reduced

their emissions and that could be currently operating under

science-based targets. Nor this 7% captures the non-linearity of

emissions reductions. Furthermore, the forward-looking

dimension is absent. We agree that it is challenging, because

the information is missing but maybe that ñgreen-brown capex

ratioòor the ambition of public climate (science-based) targets

would be an interesting indicators.

Intensity twists. Not a new issue, nonetheless still very

relevant : Carbon intensity may not always reveal to be a

meaningful metric. The question of absolute emissions is

eluded, and it remains unclear if the 7% self-decarbonization is

an average of the constituents individual self-decarbonization

rates. In that sense, as it is formulated, the criteria would treat

equally self-decarbonization rate from a media or health

company than from an oil and gas one, ignoring absolute

emissions.

For PAB, companies involved in coal, oil and natural gas

are excluded. While a clear difference between CTB and PAB

is welcomed, such exclusion thresholds appear a bit dogmatic,

especially for oil and natural gas companies. They could

historically and predominantly belong to fossil fuel industry but

having boldly started their transition with extensive

diversification towards low-carbon energy sources.

Furthermore, such exclusion thresholds hurt the 7% self-

decarbonization rate which is more likely to be achieved by

transitioning oil and gas companies.

Reality check. We tried to test TEGôsproposals to assess if

the existing auto-labelled climate / low carbon indices comply

with these EU forthcoming criteria. Unsurprisingly, we found

hard to come up with examples of benchmarks fulfilling the

proposed conditions. The next question mark now is whether a

new generation of climate indices as defined in this report is

able to fulfill the need for transparent, impactful, yet scalable

benchmarks.

EU Climate Benchmarks: 

Natixis Green & Sustainable Hub opinion (2/2)
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Index
Index means any figure :

- That is published or made available to the public.

- That is regularly determined :

i) By the application of a formula, any other method of 

calculation or by an assessment.

ii) On the basis of the value of one or more underlying 

assets or prices [é].

Index provider
A natural or legal person that has control over the 

provision of an index.

Back to basics: what is an index? a benchmark?

17

Index provider

Examples of reference

Benchmarks
STOXX 600 FTSE 100 MSCI World S&P 500

Examples of climate

benchmarks

STOXX Global Climate

Change Leaders

FTSE All-World ex CW 

Climate Index

MSCI Global Low

Carbon Leaders

S&P 500 Carbon

Efficient

Benchmark
Benchmark means any index by reference to which the 

amount payable under a financial instrument or a 

financial contract, or the value of a financial 

instrument, is determined.

Or an index that is used to measure the performance of an 

investment fund with the purpose of tracking the return of 

such index or of defining the asset allocation of a portfolio 

or of computing the performance fees.

Benchmark administrator
A natural or legal person that has control over the provision 

of a benchmark.

¤ Definitions according to the EU Benchmark Regulation (BMR) :

The Benchmark Regulation was introduced  to overcome concerns of accuracy and integrity of indices used as 

benchmarks, following the Libor scandal.

In practice these terms are used interchangeably, in this report the terms are used without distinction.

Major index providers are in charge of writing and publishing the selection rules that will be applied regularly to select each 

indexôs constituents, these rules may include climate criteria or not. Leading index providers include : 

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R1011&from=EN
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Effectiveness

Investment 

strategy

Avoid greenwashing

Credibility

Comparability

Transparency

A climate benchmark is defined as an investment benchmark that incorporates

specific objectives related to greenhouse gas (GHG) emission reductions and the

transition to a low-carbon economy ïbased on the scientific evidence of the IPCC

ïthrough the selection and weighting of underlying constituents.

1.5°C scenario 

alignment

Exposure to high stake 

sectors

Harmonizing standards

Green share/Brown share

New definition of climate benchmarks
A need for clarity and transparency

Climate Transition

Self-decarbonization
Disclosure

18
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Objectives of the proposed climate benchmarks definition

19

Comparability
Allow a significant level of 

comparability of climate benchmarks 

methodologies while administrators 

with an important level of flexibility in 

designing their methodology

Disincentivize 

greenwashing
Avoid greenwashing 

by defining common 

language amongst 

benchmark 

administrators and 

investors

Transparency
Increase transparency on 

investorsô impact, specifically with 

regard to climate change and the 

energy transition

Investment 

strategy
Provide investors 

with an appropriate 

tool that is aligned 

with their investment 

strategy

CLIMATE 

BENCHMARKS

Self labelled climate or low carbon benchmarks do

not always reflect investment beliefs and

constraints of institutional investors

1

2 Lack of harmonization and clarity on objectives

and methodologies

3 Underlying GHG emissions data not yet

sufficiently harmonized

4
No standardized transcription or methodologies for

a 1.5ÁC scenario alignment

5
Varying degrees of reporting hinders market

playersôability to compare indices and choose

adequate benchmarks for their strategy

6
Low carbon benchmarks mainly focused on

reducing investment risks related to climate

change

CURRENT CHALLENGES OBJECTIVES OF CLIMATE BENCHMARKS
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EU PAB and EU CTB Benchmarks are less under the spotlight than the EU Taxonomy and Green Bond

Standard, less understood because of their technical intricacies, but they could become very instrumental:

Why are those climate benchmarks so important ?

20

ñIndicesand benchmarks are cornerstones of global capital markets. Benchmarks are usually

constructed using weighted averages of the stock (or bond) market value and price performance of a

defined number or group ofsecuritiesò(HLEG, 2018)

At creating market-maker climate benchmarks: while index providers have been developing a wide range of indices

aimed at capturing sustainability and climate considerations, their significance in overall portfolio allocation reportedly

remains limited as they are little used.

At levelling the playing field and mainstreaming climate finance prerequisites through ESG disclosure requirements.

The proposed Regulation states that:

ñIndices and benchmarks have an indirect but important impact on investments. Many investors rely on 

benchmarks in particular in portfolio allocation and to measure the performance of financial productsò. [é] 

ñA few benchmarks [none embedding climate considerations ] have become widely used, general reference points to 

assess market movements within the financialsystem.ò

The European Commission aims: 



C2 - Internal Natixis

Two types of Climate Benchmarks
éa similar objective

The two climate benchmarks pursue similar objectives but vary in their level of 

ambition. As a result, most of recommendations are common to both climate benchmarks 

but with different thresholds.

EU Climate transition benchmark (EU CTB) Paris-aligned benchmark (EU PAB) 

The main users of EU CTBs are meant to be

institutional investors such as pension funds

and (re)insurance companies with the

objective of protecting a significant share

of their assets against various investment

risks related to climate change and the

transition to a low-carbon economy,

labelled as transition risks by the TCFD.

The main users of EU PABs are

meant to be institutional investors

which aim to display more urgency

than CTB investors and want to be

at the forefront of the immediate

transition towards a +1.5ÁC

scenario.

The benchmark portfolio is on a 

decarbonization trajectory
The benchmark portfolioôs GHG emissions 

are aligned with the long-term global 

warming target of the Paris Climate 

Agreement
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Use cases and users of climate benchmarks

Underlying for 
passive 

investment 
strategies

An investment 
performance 

benchmark for 
GHG 

emission-
related 

strategies

An 
engagement 

tool

A policy 
benchmark to 

help guide 
strategic asset 

allocation

Use cases identified by the TEG 

Pension funds

Insurance companies

Other institutional investors

Retail investors

Main users identified by the TEG 

Retail investors are not identified by the TEG as one of

the main users of climate benchmarks. While institutional

investors represent the lion share of climate-oriented

investments, we observe a vivid demand in retail

investments for climate-related products. In particular,

structured products with a performance linked to an ESG

or climate index are gaining momentum in the retail

market (see next page)

GSHôs comment

22
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Are EU climate requirements fit for retail investors ?

ESG and climate benchmarks are

increasingly used as underlyings for

structured products, notably within the

French market.

The TEGôs proposal on climate benchmarks could pave the 

way to a new generation of climate structured products and 

create new reference products in the retail market space. 

However, the retail market is highly regulated and for example 

in the French market it will be very challenging for benchmarks 

administrators to design benchmarks that meet both the TEGôs 

multiple and sophisticated criteria and the AMFôs rules.

Source : StructuredRetailProducts.com

Outstanding volume of ESG structured products in Europe

Example with the French regulator AMF

In order to protect French retail investors, the AMF defines a

set of rules in order to limit the complexity of products proposed

to them. In particular, the number of mechanisms included in

the formula for calculating the financial instrumentôsgain or loss

should not be higher than 3.

Source: https://www.amf-france.org/en_US/Reglementation/Dossiers-

thematiques/Epargne-et-prestataires/Commercialisation/Contr-le-des-

documentations---caract-re-promotionnel---l-AMF-fait--voluer-son-approche-

concernant-diff-rents-produits-financiers---destination-des-

particuliers?langSwitch=true

Natixis GSH comment

Structured products could be under stringent

national policies that limit the complexity of

the underlyings.
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A scope limited to equities and corporate fixed-income
é and excluding sovereign debts

In scope:

Corporate issuance-based 
indices

- Listed equity

- Corporate fixed-income 
securities

Out of scope:

- Sovereign-based 
issuance indices

- Private market indices

- Sector or activity-specific 
indices (incl. those 
focused on solutions to 
the energy transition in a 
specific sector)

The reason for Sovereign-

based issuance indices 

exclusion mentioned by the 

TEG is the lack of data to 

assess the carbon footprint.

The TEG recommends 

reassessing the sovereign 

index eligibility rules in the first 

review post-2020.
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It seems that sovereign debt benchmarks are far less used than for equity (overall in the context of passive asset

management). However, climate sovereign debt benchmarks would be extremely useful for other uses of benchmarks,

especially to help fixed-income investors/asset managers by providing them on the shelves criteria.

Therefore, we bemoan that Sovereign Debt is not (yet) included in the scope whereas resources and tools to

assess their alignment do exist and are more robust. Due to the sheer weight of sovereign debt in portfolios, and

the infancy of ESG/climate methodologies, it is the elephant in the room we must address, now rather than later.

It is wrong to say there is a lack of data, it is even quite the contrary, so-called alignment and assessment of the

level of ambition of nationally determined contribution (NDC) and implementation exist. The TEG recommends that

this policy is reviewed post-2020. Apart from OECD and World Bank data, specific resources exist to assess

countriesôclimate policies (examples below)

A pity that sovereign debt is not included in the scope
Too important, with existing resources to design specific criteria 

25

By contrast, in the detailed minimum disclosure requirements tables (table 3.3.2.3 page 23) for sovereign

bond benchmarks, we get all we need for a consistent ñdono harm principleò,the supporting standards and

specifications suggested being for instance ñGlobalClimate Risk Indexò,ñEnvironmentalPerformance indexò

(developed by UNEP, SOPAC and partners), for social, indicators such as the Gini Coefficient or Universal

Human Right Index. On governance, Corruption Perception Index from Transparency International and

Worldwide Governance Indicators from the World bank. Those standards might reveal useful and relevant.

Climate Change 

Performance Index (CCPI) 

assess statesô GHG 

Emissions Reduction Target 

compared to a well-below-

2°C compatible pathway. 

Climate Transparency 

evaluates the climate policy of 

countries but will a limited 

coverage (mainly G20 

countries). 

Climate Action Tracker quantifies and 

evaluates climate change mitigation 

commitments, and assesses, whether 

countries are on track to meeting those. 

CAT tracks 32 countries covering 

around 80% of global emissions.
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Minimum standards involve both risk and opportunity-
oriented indicators

26

Carbon 

intensity 

reduction

Scope 3 

phase-in

Do no 

harm 

principles

Green  

to  

brown 

ratio

Exposure 

to High 

Impact 

sectors

Self 

decarbon

ization

Disqualification from label if 2 consecutive years of misalignments with trajectory

With respect to total GHG intensity,

the TEG recommends reduction

thresholds compared to the

investable universe for both climate

benchmarks.

Risk-oriented minimum standards Opportunities-oriented minimum standards

Ideally, Scope 3 should be used

across sectors but the current

state of Scope 3 data does not

provide exhaustive information.

Administrators of climate

benchmarks should include

Scope 3 in an incremental

way. The TEG suggests a data

phase-in period up to four years.

Benchmarks shall exclude

companies involved in controversial

weapons activities and being found in

violations of global norms. Specific

activity exclusions apply only on

Paris-aligned benchmarks.

VOLUNTARY CRITERIA. Share of

revenues attributable to ógreenô

activities (contribution to the energy

transition) versus óbrownôactivities.

The objective is to measure the shift a

given benchmark allows from brown

activities to green ones.

This standard objective is to

avoid the overrepresentation

of sectors with marginal

impacts on climate change in

climate benchmarks. Compared

to investment universe,

exposure to high impact sectors

must be equal or greater.

A year-on-year self-

decarbonization target of 7% in

carbon intensity of the climate

benchmarks. This targets stems

from significant assumptions we

comment in the following pages.

Corporate target setting: Weight increase shall be considered for companies which set evidence-based targets
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EU Climate benchmarks: minimum standards
Two benchmarks with differentiated thresholds

EU Climate transition 

Benchmark 

EU Paris-aligned 

Benchmark

Risk oriented minimum standards

Carbon intensity reduction vs investable 

universe
30% 50%

Scope 3 phase-in 2-4 years

Do no significant harm principle
Controversial Weapons 

Societal norms violators

Controversial Weapons 

Societal norms violators

Activity Exclusions

Opportunity oriented minimum standards

Minimum green share / brown share ratio 

compared to investable universe 
(on a voluntary basis)

At least equivalent
Significantly larger

(factor 4)

Exposure to High Impact sectors

Minimum exposure to sectors highly exposed to climate 

change issues is at least equal to market benchmark 

value

Year-on-year self-decarbonization of the 

benchmark

At least 7%: in line with or beyond the decarbonization 

trajectory from the IPCCôs 1.5ÁC scenario
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CTB vs PAB : which differences?

28

Activity
Threshold

(% of revenue)

coal exploration or processing activities 1%

oil exploration or processing activities 10%

natural gas exploration or processing 

activities 
50%

electricity generation with a GHG 

intensity of lifecycle GHG emissions 

above 100 gCO2e/kWh 

50%

Three out of six criteria have different thresholds:

- -30% for CTB vs -50% for PAB

- Activity exclusions for PAB (see below). None for CTB.

Green /brown shares ratio vs universe: > 400% for PAB vs > 100% for CTB

On a voluntary basis.

We welcome the activity exclusions for EU PABs.

In our view, this criteria is the most differentiating factor between

CTB and PAB. Noteworthy is the number of companies excluded

with this criteria : within the Stoxx 600 universe, 45 companies

are excluded*, notably the Oil & Gas and Utilities sectors, while

50 companies of the S&P 500 index are excluded.

While revenues stemming from coal, oil and natural gas can be

identified, it is more difficult to obtain a systematic breakdown of

electricity generation based on its lifecycle GHG emissions.

An alternative would be a threshold on the overall energy

generation mix GHG intensity.

Activity exclusions LIST OF ACTIVITY EXCLUSIONS FOR 

EU PAB BENCHMARK

* the exclusions on electricity generation are not applied due to the lack of relevant data, but some companies such as RWE, Enel, Uniper and 

Engie are very likely to be excluded (see slide 43)
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How intertwined are the criteria with the EU Taxonomy
Extent to which EU PAB and EU CTB rely on the EU Taxonomy

29

Not explicitly today But for sure tomorrow

None of the minimum standard explicitly refers to the EU

Taxonomy, but references are disseminated. It is logical

because assessment compliance (% of revenues) is not yet

available nor possible for large universes (such assessment

at individual company level can only be done superficially,

especially for the DNSH and social safeguards criteria).

The Final report states: wherever sector breakdowns or

ñgreenrevenues or sharesòare recommended, reference

to the actual features of the finalized EU Taxonomy will allow

for greater precision in the description of the expected

disclosure indicators.

The TEG states that sectorial scenarios should be

transformed into activity based scenarios once the TEGôs

green taxonomy is completed. We believe it is of the utmost

importance that the green to brown ratio

(voluntary criteria) is anchored into the Taxonomy for the

green share calculation.

It raises the question of a brown taxonomy, or highlights the

shortcomings of a binary green taxonomy (ñyouare in or you

are outò,without shades). As thresholds proposed by the

TEG are quite stringent, it is impossible to say that what

does not meet them is brown.

By contrast, intermediary level would have allowed so.

For few activities, heterogeneous ones, manufacturing of

steel, aluminum, or manufacturing of cars, intermediary

ranges do not seem impossible.

For detailed minimum disclosure requirements for

equity benchmarks (see our standalone publication on

disclosure for more details), the EU Taxonomy is referred

to determine portfolio exposure to green economy. For

Sovereign Bond Benchmarks also, the EU Taxonomy is

mentioned to determine SSA exposure to green economy,

alongside the EU Green Bond Standard.
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How different from what already exists?

It could usher in a new era for sustainable finance. First, a double-sword approach is at last pushed, meaning that it

is not only focusing on climate change risks management as most of the existing low-carbon benchmarks do, but also take into account

opportunities arising from the transition to a low-carbon economy. Existing Low-carbon benchmarks have been mostly built from a risk

management standpoint (i.e. a tool for managing the risk of possible future regulatory intervention that might lead to ñstrandedòassets).

They are mainly designed by removing or underweighting the companies with relatively high carbon emission footprints. The philosophy

of EU CTB and EU PABs is different; it aims not only at hedging against climate transition risks, but also at contributing to the transition

and reaping its benefits and opportunities.
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You need to get dirty in your portfolios to clean up. The sectorial constraints weighting is ñamust haveòand

fortunately it is a prerequisite. As a matter of fact, ñyouneed to get your hands dirty to clean upò,meaning that the higher potential

for decarbonization lies by essence within high-emitting sectors. It is very much in line with our current work on the transition of

brown industries (see NatixisGSHôcurrentinvestorsôsurvey).

Too stringent? As for the EU Taxonomy technical screening criteria and thresholds, the question of stringency comes up. The

minimum standards proposed by the TEG reminds us, from a different and more macro perspective (micro being covered at activity

level by the EU Taxonomy), how far our economy is to the necessary trajectory to keep global temperature increase below 2ÁC by

the end of the century.

This Benchmarks piece is important because one says that transition must be rather monitored at holistic and

aggregate level, at least macro-sectors, and that making a view of an individual company alignment is of limited interest. So

we are definitely not on track, and the reality test we made when applying the criteria to existing indices revealed

the magnitude of this gap. Current benchmarks are more aligned with a business-as-usual scenario (constituents tend to

be even more carbon emitting than non-listed companies), where temperature rise ranges from 4ÁC to 6ÁC.

https://fr.surveymonkey.com/r/transitioningbrownindustries_NatixisGSH
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Overview of our feedback on CTB and PAB requirements

Overload of criteria

The accumulation of constraints and objectives restricts flexibility and technological options for benchmark administrators

Č Scalability is questionable as such complexity is barely compatible with systematic index rules.

Absolute emissions matter

The question of absolute emissions is eluded, the overall average carbon intensity of the benchmark may decrease while the highest

emitting companies in the benchmark continue to increase their absolute emissions.

Sovereign not included: what a pity

We bemoan that Sovereign Debt is not (yet) included in the scope whereas resources and tools to assess their alignment do exist and

are more robust than for corporates.

How intertwined with the EU Taxonomy

A question that pops up is to what extent the two Benchmarks rely on the EU Taxonomy of sustainable activities. None of the minimum

standard explicitly refers to the EU Taxonomy, but references are disseminated (especially for green revenues or shares).

YoY self-decarbonization requirement disadvantages the good performers and presents a

backward-looking bias

YoY self-decarbonization of the benchmark of at least 7% is not taking into account efforts made by companies previously to this

scenario. By requiring such annual rate, there is a risk to exclude companies that have in the past significantly reduced their emissions

and that could be currently operating under science-based targets.

Overall, we welcome the introduction of Climate benchmarks in the BMR as it should bring more clarity and homogeneity

in the current climate indices universe. Taken individually, the requirements do make sense. Yet, how usable and

scalable these benchmarks are depends not only on the usability of each criteria but also on the feasibility to

implement the accumulation of all of them.
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DEEP DIVE INTO CTB AND 
PAB MINIMUM STANDARDS:

HOW USABLE  AND 
STRINGENT ARE THEY FOR 
EQUITY BENCHMARKS?

3

32


