
NEWS AND ANALYSIS ASSET MANAGERS

BlackRock launches Europe's first environmentally aware money
market fund, a credit positive
On 16 July, BlackRock Asset Management Ireland Limited, part of BlackRock, Inc. (Aa3 stable), launched the first money market fund
(MMF) in Europe that applies environmental and other characteristics, including Social and Governance (ESG) factors when selecting
the funds' investments. The launch is credit positive for BlackRock because it gives the firm a first-mover advantage in bringing
environmental considerations into the $600 billion of Aaa-mf1 prime money market funds that we rate in Europe.

BlackRock's fund is called Liquid Environmentally Aware Fund (LEAF) and is denominated in euros. BlackRock plans to soon add, as
part of the same umbrella domiciled in Ireland, sterling and US dollar LEAF MMFs. The group also launched a similar fund in the US in
April. The US Aaa-mf MMF market already counts a few ESG funds, but BlackRock's Euro LEAF is the first in Europe. The progression of
sustainable investing assets (Exhibit 1) reflects significant demand among pension funds, insurance companies and corporate treasurers,
who increasingly want their cash management to reflect their corporate values and commitment to tackling climate change.

Exhibit 1

Progression of global sustainable investing assets ($ trillions)

Region 2016 2018

Europe $12.0 $14.1

United States $8.7 $12.0

Japan $0.5 $2.2

Canada $1.1 $1.7

Australia/New Zealand $0.5 $0.7

Total $22.9 $30.7

All 2016 assets are converted to US dollars at the exchange rates as of year-end 2015. All 2018 assets are converted to US dollars at the exchange rates at the time of reporting.
Source: Global Sustainable Investment Review 2018

The launch of the new funds also suggests that sustainable investing is increasingly embedded in corporate culture, including the
management of corporate cash. Investors in MMFs in Europe are showing a strong interest in sustainable investment that will over time
pressure all short-term debt issuers to improve adherence to ESG principles, or face difficulties placing their debt.

The BlackRock fund will invest in issuers that at the time of purchase have above-average environmental practices and have not
been involved in violations of the UN Global Compact (a qualitative flag on violations/violators of human rights, labour standards,
environment, anti-corruption global standards), both as determined by MSCI. The fund will exclude any issuers exposed to controversial
weapons, or that derive more than 5% of gross revenue from civilian firearms, or more than 15% from non-renewable energies and
tobacco (Exhibit 2). Its credit analysis team will also look at every issuer from a social and governance perspective.
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Exhibit 2

LEAF exclusions
Filters Exclusions

Controversial weapons Issuers with exposure to the production of controversial weapons (nuclear, cluster munitions, biological-chemical, landmine, 

depleted uranium, or incendiary weapons)

Civilian firearms Issuers with exposure to the production of, and/or derive 5% or more of their revenues from the distribution of, firearms and 

small arms ammunition intended for civilian use

Fossil fuel Issuers deriving 15% or more of their revenues from fossil fuel mining, exploration and/or refinement

Coal Issuers deriving 15% or more of their revenues from thermal coal extraction and/or generation or nuclear energy based power 

generation

Tar sand or sand oil Issuers deriving 15% or more of their revenues from the production or distribution of tar sands or oil sands

Tobacco Issuers with exposure to the production of, and/or derive 15% or more of their  revenues from the retailing, distribution and/or 

licensing of tobacco

Environmental practices Issuers with below average environmental practices 

UN Global Compact Issuers that have been involved in violations of the UN Global Compact

Source: BlackRock

The LEAF fund’s environmental criteria and exclusions will narrow its pool of eligible issuers by about 15% compared to Blackrock’s
other prime MMFs. They could also have a slight negative effect on its yield, although this will be largely offset by its lower regulatory
liquidity requirements compared to the BlackRock’s low volatility net asset value (LVNAV) MMFs. The BlackRock ICS Euro Liquid
Environmentally Aware Fund is a short-term variable net asset value (VNAV) MMF whose investment objective is to provide a return in
line with money market rates consistent with preservation of principal and liquidity by the maintenance of a portfolio of high quality
short-term money market instruments.

Endnotes
1 Aaa-mf is the highest rating in our rating scale applicable to money market funds.
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