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II. Survey Deep Dive
Key Findings
• Peer institutions predominately cited
risk-mitigation and materiality as the underlying
motivation informing their divestment decisions.
• Divestment is typically part of broader
climate-related investment policy and
overarching strategy. This includes direct
shareholder engagement, low-carbon
and clean technology investments.

• Of investors measuring the impact of fossil fuel
divestment (4 of 13 respondents), no investors
found negative performance from divestment;
rather, neutral to slightly positive results.

To gain a deeper understanding of the rationale,
process, and experience of fossil fuel divestment,
interviews were conducted with 13 institutions
globally, from direct peer public city plans, to state
and national plans and insurance and endowments.
Below is a summary of survey respondents:
Client Type
Public Pension

Clients Interviewed
10

Endowment

2

Insurance

1

Region
United States

8

Europe

4

Asia Pacific

1

Total

• Specific divestment methodologies range from
broad energy sector exclusions to coal revenue
exposure, based on institution’s investment process,
including internal versus external management,
commingled versus separate account exposure,
active versus and passive exposure, and equity
versus debt exposures.

13

For almost all respondents, active ownership and
engagement played a critical role in managing
climate risk in conjunction with divestment.
Whereas divestment was reserved for companies
posing the greatest investment risk, climate-related
engagement was used to construct positive
change in those companies where they remained
invested. Several interviewed institutions targeted
engagement for companies “on the cusp” of meeting
the portfolio’s divestment criteria. Furthermore, one

respondent contacted each company they divested
from to explain their rationale and to outline
how they could be re-included in their investable
universe. Many chose to join coalitions like Climate
Action 100+ and the Transition Pathway Initiative
(TPI) to further amplify their influence, in attempt
to accelerate the alignment of businesses across
industries to the Paris Climate Agreement.
As an extension of this risk-based view, a majority
of respondents approached divestment through
a materiality-driven framework, emphasizing
the fiduciary nature of their decisions. Questions
of materiality informed subsequent details of
methodology — from revenue-based thresholds
to fuel type. Two respondents relied heavily on
various back-tests to assess the impact of different
exclusions on their portfolios. Another respondent
implemented a quantitative, rules-based approach,
where they isolated companies falling in the bottom
quartile of a series of seven variables, including
cost-basis of reserves, lobbying efforts, scope 1
and 2 emissions, as well as financial health; however,
no weight was placed on short-term valuations.
Others leveraged qualitative analysis as well such
as by using guidance from UN IPCC reports on fossil
fuel phase-out.
Around half of interviewees used scenario analysis
to identify, measure, and mitigate physical and
transition risk. One approach was to measure
the percent of capital expenditure through 2025
that would become stranded under an NPS scenario
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(business-as-usual) versus a below 2-degree
scenario. Another public pension focused its analysis
on transition risk by assessing the impact of different
carbon pricing regimes on its portfolio.
However, there were some cases where materiality
was not the primary driver of divestment. In the view
of one public pension fund, the decision to divest
is inherently political, and therefore falls to the
responsibility of the state legislature. This is in part
a derivative of the diverse opinions wielded by their
stakeholders as well as the historic role of oil and
gas in supporting their region’s economy. Although
conversations of stranded asset risk were beginning
to take center stage in their analysis, the public
pension fund still decided that, for the time being,
it was not in their long-term fiduciary interest to
limit their investable universe.
Another fund was similarly driven by legislators;
however, in their case, there was an ambitious
proclivity for divestment. As a result, a lengthy backand-forth took place between the government and
the pension fund on drafting the final legislation.
The pension fund supplied research and attempted
to reign in elements that were inconsistent with their
fiduciary duty. Across institutions interviewed (and in
review of the broader landscape) there is no dominant
or universally accepted methodology employed to
execute divestments.
Ultimately, for those choosing divestment, each
arrived at slight variations for their final list of issuers.
One respondent landed on the Carbon Underground
200 list, while another expressed concern over the
transparency and validity of that list, opting instead
for GICS categorization of upstream, fossil fuel
reserve owners. All divesting respondents, except
one, limited their scope to reserve owners (the one
exception included thermal coal power generation).
Six respondents divested across fossil fuels,
three focused on thermal coal, and one divested
across fossil fuels but exempting natural gas.
Those narrowing their list with revenue-based targets
(80%) employed thresholds ranging from 10–50%,
often varying for each fuel type. A major source of
variation was the differing nature in each institution’s
total portfolio structure. We observed varying
dependence on commingled funds, varying
allocations to external managers, varying allocations
to passive mandates, and varying exposure to private
markets. All factored into the finalized scope and
stages of divestment.

Overall, most of those interviewed gave
comparatively less attention to post-divestment
considerations than pre-divestment. Specifically,
45% gave little to no guidance on reallocation
strategy, while 64% didn’t track subsequent
performance. For those that did offer guidance on
reallocation, a majority chose to do so proportionally
across their investment universe. However, two
public pension funds chose to concurrently increase
allocation for “transition ready” and “green”
investments. For those that either tracked the
ex-post performance of their divestment strategy
or analyzed the ex-ante back-test, four out of four
found either a neutral or negligible impact or a
slightly positive impact to their risk-adjusted returns.
One institution’s ex-post analysis assessed the risk
and return profile of a custom benchmark it created
to account for its exclusions list. Notably, there was
no evidence of a significant negative impact on
investment performance. These results, however,
should be interpreted within the limited time-frame
of live results (generally with 5 years or less of
realized data).
Although reallocation and performance tracking
were less integral to most divestment strategies,
it did not reflect an impetuous process. Rather,
divestment was frequently a multi-stage process
that was deliberated and implemented over the
course of months and years. Instead, less attention
post-divestment was often a reflection of the fact
that many respondents were constrained by limited
resources, typically lacking a dedicated ESG team
to manage all aspects of divestment.
For some respondents, climate risk has been a
core part of the investment process for years, while
others were beginning their journey. In the case
of one public pension plan, discussions of climate
change reached a peak in late 2017 as its board
reached the conclusion that climate risk is real
investment risk. What followed for the fund was
a four-part climate action plan: 1) establish a
low-carbon mandate; 2) create an ESG director
role; 3) ramp up active ownership (partially through
joining Climate Action 100+); and 4) remove
exposure to the “riskiest” investments.
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Conclusion
Commitments from global institutional investors
to divest of fossil fuels has steadily grown in recent
years following increased policy actions, stakeholder
engagements, and questions surrounding the
long-term viability of fossil fuel related investment
performance. This growth has been led by faithbased and non-profit organizations, with steady
commitments from public and government pensions.

Within the Teachers Retirement System portfolio,
of market value was invested in securities with
fossil fuel reserve ties, as of 3/31/20.
were comprised of equities (
and fixed income
the majority of which come from publicly listed
companies. Securities from the
sectors make up the bulk of the total fossil
fuel reserve exposure in the portfolio.

Surveyed peer institutions cited investment risk and
materiality as the driving consideration behind fossil
fuel divestment, generally as part of a broader climate
risk mitigation strategy. Divestment decisions were
often accompanied by direct corporate engagement,
particularly with companies close to meeting
specified divestment thresholds.

Phase 2 will highlight approaches to risk assessment,
and move to analyze potential risks within the
universe of fossil fuel reserve securities.
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Appendix: Fossil Fuel
Reserves Methodology
Securities that have the MSCI Fossil Fuel Reserves
tag are highlighted for the purpose of this analysis.
The exact field definition is as follows:
The Fossil Fuel Reserves field identifies companies
with evidence of owning fossil fuel reserves regardless
of their industries, including companies that own
less than 50% of a reserves field. Fossil reserves are
defined as proved and probable reserves (i.e. 1P and
2P) for coal and proved reserves (i.e. 1P) for oil and
natural gas. Evidence of owning reserves includes
companies providing the exact volume of reserves, and
companies making a statement about their ownership
of reserves.
The MSCI data is joined with BlackRock’s proprietary
issuer mapping in order to ensure that all securities
rolling up to parent companies with ties to fossil fuel
reserves are flagged. This allows for a “whole house”
view of fossil fuel practices extending from parent

or holding companies to associated subsidiaries.
Securities are flagged for fossil fuel reserves at the
ultimate parent level, which considers the fossil fuel
practices of all associated companies across the
corporate structure. Given that MSCI considers fossil
fuel reserves owned by both parent and subsidiary
companies in coverage when assigning the flag,
ensuring that all securities – regardless of MSCI
coverage – rolling up to the same ultimate issuer are
treated the same is core to the BlackRock approach.
The BlackRock issuer mapping process tags securities
at their ultimate issuer level in order to ensure that
any metrics, investment rules, or sanctions applied
at the ultimate issuer level flow down to all affiliated
securities. For example, a Google stock will be tagged
with immediate issuer Google and ultimate issuer
Alphabet. This allows for a robust view of company
activity across securities and portfolios.
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Appendix:
List of Fossil Fuel Reserve
Owner-Linked Securities
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THE INFORMATION CONTAINED HEREIN MAY BE PROPRIETARY IN NATURE AND HAS BEEN PROVIDED TO YOU ON A CONFIDENTIAL BASIS, AND MAY NOT BE REPRODUCED, COPIED
OR DISTRIBUTED WITHOUT THE PRIOR CONSENT OF BLACKROCK, INC. (“BLACKROCK”). These materials are not an advertisement and are not intended for public use or dissemination.
This communication is not an offer and should not be deemed to be a contractual commitment or undertaking
between the intended recipient of this communication and BlackRock but an indication of what services may
be offered subject to a legally binding contract between the parties and therefore no reliance should be placed
on this document or its content. Opinions, estimates and recommendations offered constitute our judgment
and are subject to change without notice, as are statements of financial market trends, which are based on
current market conditions. We believe the information provided here is reliable, but do not warrant its accuracy
or completeness. This communication and its content represent confidential information. This material has
been prepared for informational purposes only, and is not intended to provide, and should not be relied on for,
accounting, legal or tax advice. You should consult your tax or legal adviser regarding such matters.
Any reference herein to any security and/or a particular issuer shall not constitute a recommendation
to buy or sell, offer to buy, offer to sell, or a solicitation of an offer to buy or sell any such securities issued
by such issuer.
Credit Quality
The credit quality of a particular security or group of securities may be determined either by BlackRock or a
nationally recognized statistical rating organization and does not ensure the stability or safety of an overall
portfolio. In the event a security in unrated by a ratings organization, BlackRock may assign an internal rating
for purposes of determining credit quality. Past performance is not indicative of future results.
Forward Looking Information

Risk
Investing in the bond market is subject to certain risks including market, interest-rate, issuer, credit, and
inflation risk. Equities may decline in value due to both real and perceived general market, economic, and
industry conditions. Mortgage and asset-backed securities may be sensitive to changes in interest rates,
subject to early repayment risk, and while generally backed by a government, government-agency or private
guarantor there is no assurance that the guarantor will meet its obligations. High-yield, lower-rated, securities
involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels
of credit and liquidity risk than portfolios that do not. Investors will, at times, incur a tax liability. Income from
municipal bonds may be subject to state and local taxes and at times the alternative minimum tax. Derivatives
may involve certain costs and risks such as liquidity, interest rate, market, credit, management and the risk
that a position could not be closed when most advantageous. Investing in derivatives could lose more than the
amount invested.
BlackRock Sustainable Investing intends to invest in companies with measurable societal impact outcomes, as
determined by BlackRock, and screen out particular companies and industries. This may affect the portfolio’s
exposure to certain companies or industries and the portfolio will forego certain investment opportunities. The
portfolio’s results may be lower than other portfolios that do not seek to invest in companies based on expected
societal impact outcomes and/or screen out certain companies or industries. BlackRock Sustainable Investing
seeks to identify companies that it believes may have a societal impact outcome, but investors may differ in
their views of what constitutes positive or negative societal impact outcomes. As a result, the portfolio may
invest in companies that do not reflect the beliefs and values of any particular investor.

This material may contain “forward-looking” information that is not purely historical in nature. Such
information may include, among other things, projections, forecasts, estimates of yields or returns, and
proposed or expected portfolio composition. Moreover, where certain historical performance information
of other investment vehicles or composite accounts managed by BlackRock, Inc. and/or its subsidiaries
(together, “BlackRock”) has been included in this material and such performance information is presented
by way of example only. No representation is made that the performance presented will be achieved, or that
every assumption made in achieving, calculating or presenting either the forward-looking information or
the historical performance information herein has been considered or stated in preparing this material. Any
changes to assumptions that may have been made in preparing this material could have a material impact on
the investment returns that are presented herein by way of example.

Under certain market conditions, growth investments have performed better during the later stages of
economic expansion and value investments have performed better during periods of economic recovery.
Therefore, these investment styles may over time go in and out of favor. At times when the investment
style used by BlackRock Sustainable Investing is out of favor, the BlackRock Sustainable Investing may
underperform other equity strategies that use different investment styles.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The
opinions expressed may change as subsequent conditions vary. The information and opinions contained in this
material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not
necessarily all inclusive and are not guaranteed as to accuracy. There is no guarantee that any forecasts made
will come to pass.

These materials are being provided for informational purposes only and are not intended to constitute tax,
legal or accounting advice. You should consult your own advisers on such matters. Additional information is
available on request. Information contained herein is believed to be reliable but BlackRock does not warrant its
accuracy or completeness. Information contained herein represents BlackRock’s own opinions. There can be
no assurance that the investment objectives of any strategy referred to herein will be achieved. An investment
in any strategy referred to herein involves a high degree of risk, including the risk that the entire amount
invested may be lost.

Index
It is not possible to directly invest in an unmanaged index.

BlackRock makes no representations or warranties as to the accuracy or completeness of the information
contained herein, and further nothing contained herein shall be relied upon as a promise by, or representation
by, BlackRock whether as to past or future performance results. Past performance is not indicative or predictive
of future performance.

THIS MATERIAL IS HIGHLY CONFIDENTIAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS
OTHER THAN THE RECIPIENT.
© 2020 BlackRock, Inc. All rights reserved. ALADDIN, BLACKROCK, BLACKROCK SOLUT ONS, and iSHARES
are registered trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other
trademarks are the property of their respective owners.
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