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ESG Integration and Clean Energy: A look at the two 
key themes playing out in ESG ETF space 

Despite the global pandemic and perhaps as a result of the market volatility it brought on, 2020 
was a record year for ETF inflows both north and south of the border.  It was also a banner 
year for ESG ETFs, which outsold any other sector or theme’s inflows. 

In fact, in Canada, ESG ETFs represented 91% of all inflows into the thematic ETFs. Though 
they represent only 1.5% of total Canadian ETF AUM, they punched above their weight 
accounting for 4.6% of total flow. South of the border, the same trend was evident. ESG ETFs 
accounted for $34 billion in inflows – four times their starting asset base. At the end of 2020, 
US-listed ESG ETFs accounted for some $189 billion in assets. (Source: National Bank 
Financial) 

Institutional subscriptions drove creations; however, smaller retail creations are also growing at 
a steady pace. 

Examining the flow of capital in ETFs, two key trends have become established when it 
comes to responsible investing: 

1. Demand for investment solutions that integrate all three aspects – 
Environmental, Social, and Governance 

2. Demand for clean energy and lower carbon footprint solutions. No longer 
just seeking to exclude the worst offenders. Not just avoiding the problem, but 
actively looking to invest and profit from solutions towards a greener planet 

The ESG integration approach has been sought out by large asset owners. MSCI is the 
largest provider of ESG research and indexes globally, and their MSCI ESG Aware and MSCI 
ESG Leaders indexes have attracted the bulk of the institutional dollars because they are 
transparent and rules based, yet provide broad liquid exposure, low cost, and robust 
monitoring.  

One of the criticisms of ESG investing has been a lack of standardized data. However, great 
strides have been made over the last decade. ESG ratings have improved significantly and 
have become much more measurable.  

MSCI has developed an intuitive scoring system similar to bond ratings. A composite score is 
calculated based on 37 key issues (see table, on next page), and a letter grade is assigned to 
the security (AAA and AA rated being leaders, single B, CCC being laggards). 
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Source: MSCI 

The MSCI ESG Aware indexes (which first appeared as US-listed ETFs in 2016) screen for positive ESG 
characteristics and seek risk & return characteristics similar to the respective parent index. They exclude 
companies involved in severe controversies (civilian firearms, controversial weapons, tobacco, certain levels of 
revenues derived from thermal coal or oil sands). 

The MSCI ESG Leaders indexes are similar to the ESG Aware indexes, but select only the highest rated 
companies within each sector, while maintaining 50% of total market capitalization - thus similar risk/return 
characteristics to the index. These indexes exclude companies involved in those same controversial 
businesses mentioned above. The Leaders indexes have a higher ESG rating versus the Aware indexes (AA 
vs A) and a higher quality score overall, so they can be considered a refinement of the ESG Aware indexes. 
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Source: MSCI 

It can be onerous and costly for any firm, but especially smaller investment counsel firms and family offices, to 
add ESG due diligence to their analysis process for individual securities. These indexes are great tools to 
outsource this additional due diligence without sacrificing returns, and while helping to mitigate headline risk 
associated with individual securities that may arise from poor governance or oversight of social or 
environmental issues. 

BMO offers a full suite of MSCI ESG Leaders index ETFs, core portfolio building blocks providing access to 
equities and fixed income across the globe. 

The second trend is a shift towards clean energy and reducing reliance on fossil fuels. This also 
coincides with a change in administration in the US. A key aspect of President-Elect Biden’s platform is to 
invest in clean technologies as a way to reboot the economy and create jobs. The US-listed ICLN ETF took in 
$900 million dollars last year (the bulk of it in the last quarter), making it the largest clean energy ETF globally 
with assets under management of close to $5.5 billion USD (Source: National Bank Financial).  

ICLN tracks the S&P Global Clean Energy Index, a market-cap-weighted index of 30 of the most liquid 
companies involved in businesses such as biofuels, ethanol, geothermal, hydroelectric, solar and wind 
industries (Source : ETF.com). This index is not new; the US-listed product has been trading since 2008. 

Other products in the space are focused on low carbon targets, and sub-sectors found within the S&P Global 
Clean Energy Index (such as wind and solar). 

BMO is proud to be launching ZCLN, which tracks the same index (S&P Global Clean Energy) at the end of 
January. There are several advantages to buying the Canadian-listed version including no currency 
conversion, and no US Estate Tax exposure. 
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Any statement that necessarily depends on future events may be a forward-looking statement. Forward-looking statements are not guarantees of performance. They involve risks, 
uncertainties and assumptions. Although such statements are based on assumptions that are believed to be reasonable, there can be no assurance that actual results will not 
differ materially from expectations. Investors are cautioned not to rely unduly on any forward-looking statements. In connection with any forward-looking statements, investors 
should carefully consider the areas of risk described in the most recent simplified prospectus.  

The viewpoints expressed by the authors represents their assessment of the markets at the time of publication. Those views are subject to change without notice at any time 
without any kind of notice. The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the information be relied 
upon as investment advice. Past performance is no guarantee of future results. The statistics in this update are based on information believed to be reliable but not guaranteed. 
This communication is intended for informational purposes only.  

This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal advice to any party. Investments should 
be evaluated relative to the individual’s investment objectives and professional advice should be obtained with respect to any circumstance.  

The BMO ETFs or securities referred to herein are not sponsored, endorsed or promoted by MSCI Inc. (“MSCI”), and MSCI bears no liability with respect to any such BMO ETFs 
or securities or any index on which such BMO ETFs or securities are based. The prospectus of the BMO ETFs contains a more detailed description of the limited relationship 
MSCI has with BMO Asset Management Inc. and any related BMO ETFs.  

Commissions, management fees and expenses all may be associated with investments in exchange traded funds. Please read the ETF Facts or prospectus before investing. The 
indicated rates of return are the historical annual compounded total returns including changes in unit value and reinvestment of all dividends or distributions and do not take into 
account sales, redemption, distribution or optional charges or income taxes payable by any unitholder that would have reduced returns. Exchange traded funds are not 
guaranteed, their values change frequently and past performance may not be repeated.  

For a summary of the risks of an investment in the BMO ETFs, please see the specific risks set out in the prospectus.  BMO ETFs trade like stocks, fluctuate in market value and 
may trade at a discount to their net asset value, which may increase the risk of loss. Distributions are not guaranteed and are subject to change and/or elimination. 

BMO ETFs are managed by BMO Asset Management Inc., which is an investment fund manager and a portfolio manager, and a separate legal entity from Bank of Montreal.  

®/™Registered trade-marks/trade-mark of Bank of Montreal, used under licence 

While the change of leadership stateside makes this a timely trade, the threat of climate change will 
unfortunately be with us for longer than any political party in power. Tools like these make it possible for 
investors to align their portfolios with their values in order to help affect change on a larger scale. 

A Word on Stewardship: What is it & Why is it Important? 

As asset managers, we have a privileged and trusted position as stewards of capital, which gives us both 
influence and responsibility. BMO Global Asset Management’s heritage and commitment to ESG investing 
runs deep. We take our responsibility seriously and that includes considering the impact of our investments on 
society and the environment. Over 30+ years we’ve developed a range that includes specialist ESG products, 
investment strategies with ESG integration and engagement incorporated, our Responsible Engagement 
Overlay service, reo®, and now our ESG ETFs. Active ownership is the cornerstone of our responsible 
investment approach, even in our passive index-tracking products. We believe that our responsibility as 
investors does not end when an investment is made. This is shown in our commitment to active ownership and 
engagement. 

We are proud to provide full transparency on how BMO GAM voted, by ETF and at the security level.  

• BMO ETFs Proxy Voting Dashboard: https://vds.issgovernance.com/vds/#/MzA5NTAw/ 

• Voting Data (by company) : http://vds.issproxy.com/SearchPage.php?CustomerID=3660 

BMO%20ETFs%20Proxy%20Voting%20Dashboard:%20https:/vds.issgovernance.com/vds/#/MzA5NTAw/
http://vds.issproxy.com/SearchPage.php?CustomerID=3660
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