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Capturing ESG in Brazil: The S&P/B3 Brazil ESG Index
To address the need for a broad market ESG benchmark in
Brazil, S&P DJI and B3 joined forces to launch the S&P/B3 Brazil
ESG Index. S&P DJI’s Silvia Kitchener and Iuri Rapoport from BTG
Pactual sat down to discuss how this innovative index captures a
more complete picture of ESG in Brazil, and how it could be used to
address the growing demand for ESG solutions in the region.

Silvia Kitchener
Director, Global Equity
Indices, Latin America
S&P Dow Jones Indices

1. We know that there are many types of environmental,
social, and governance (ESG) indices. What is the objective
of the S&P/B3 Brazil ESG Index?
Silvia: The objective of the S&P/B3 Brazil ESG Index is to serve as a broad
representative index of the Brazilian equity market with an improved ESG profile,
while offering risk/return characteristics similar to those of the benchmark,
the S&P Brazil BMI.

2. What has demand for ESG looked like in recent years, and
how important do you think ESG will be moving forward?
Iuri: Several studies have shown that companies with better ESG practices
enhance long-term returns. In general, these companies develop resilient and
solid businesses, as they are more capable of dealing with externalities and
adapting to new consumer behavior and regulatory demands.

Iuri Rapoport
Senior Partner, Co-Head of
ESG and Impact Investing
BTG Pactual

The capitalist model has changed, and nowadays companies need to add value
to a diverse spectrum of stakeholders—shareholders, employees, suppliers,
local community members, and society. The urgency of ESG is a global societal
commitment, as defined by the UN Sustainable Development Goals and Paris
Agreement, and each individual and company must play their role in helping
achieve a better, more sustainable world.
We believe companies with better ESG practices will be investors’ priority in
the long run.

Register to receive our latest research, education, and commentary at on.spdji.com/SignUp.
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3. Why are you launching an ESG index in Brazil now?
Silvia: Similar to many other countries around the world, we have found that in Brazil right now, there is growing
appetite for information on ESG. The concept of sustainable investing has been around for quite some time—our oldest
ESG indices, the Dow Jones Sustainability Indices (DJSI), go back to 1999. Since then, there has been a growing interest
in ESG, and it has especially picked up in recent years. B3 launched a sustainable index, the Corporate Sustainability
Index (ISE), in 2005 that helped bring the concept of sustainability to the Brazilian market. Fifteen years later, issuers,
asset managers, asset owners, and regulators are actively participating in the evaluation process and sustainable
investing. Many are looking for ESG tools that are sharper than the first generation of sustainable indices. Thanks to
advancements in ESG data and continued innovations in indexing, we are able to meet this demand with an index built
on deeper datasets.

4. Why do you think that market participants are looking for ESG strategies at this particular
moment in Brazil?
Iuri: ESG is a global movement and the Brazilian financial market is evolving with it.
ESG has been evolving for at least 20 years and gained traction in 2018. International institutional investors have
pushed the local agenda, demanding information on ESG integration from local asset managers. There has also been
recent demand from wealthy families, especially second-generation clients, as they request sustainable products
from their banks.

5. Can you explain in more detail how the index is constructed, and how it’s different than
the existing B3 ISE?
Silvia: The S&P/B3 Brazil ESG Index uses a straightforward and easy to replicate methodology. It starts with the broad
universe of the S&P Brazil BMI, which had 167 stocks as of Aug. 31, 2020. Companies not trading on B3 are removed.
Next, all companies that are not in compliance with the United Nations Global Compact (UNGC) principles or that don’t
have an S&P DJI ESG Score are excluded. The remaining companies make up the index; there were 96 as of Aug. 31,
2020. Then, the stocks are weighted by their S&P DJI ESG Scores, subject to a company capping of 10% or a liquidity cap
that limits the weight of a company to no more than four times its liquidity, whichever is less. This is important to ensure
that the index is replicable.
For the calculation of the S&P DJI ESG Scores, the S&P/B3 Brazil ESG Index uses the world-renowned SAM Corporate
Sustainability Assessment (CSA). SAM, part of S&P Global, has been working with listed companies since 1999,
teaching and advising companies how to participate in these assessments, which they can do directly by answering the
questionnaires themselves or indirectly, by having SAM assess the companies using public information. SAM’s expertise
in the subject matter is invaluable to the development of these indices.
Meanwhile, B3’s ISE is one of the oldest ESG indices in the world. It has a narrow, domestic focus, and it selects a
maximum of 40 liquid stocks that meet sustainability criteria as determined by the ISE Advisory Board (CISE). As of
Aug. 31, 2020, there were 36 stocks in the index. The assessment is carried out by the Sustainability Research Center
at Fundação Getulio Vargas (GVces) and is governed by CISE. The board is presided over by B3 and is made up of
more than 10 local entities, including Abrapp, Anbima, and the International Finance Corporation (IFC), among other
illustrious members.
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6. Why did you select the S&P/B3 Brazil ESG Index as the building block for an
index-based strategy?
Iuri: The index is broad (96 stocks), diverse, and less concentrated; the top 10 positions represent 38% of the market
versus 45% for the IBovespa and 62% for the ISE. The bank, consumer, and industrial sectors have the biggest
weightings in the index, while the commodities and oil sectors are less representative.
Stocks are weighted in the index according to their S&P DJI ESG Scores, a unique methodology favoring companies with
high ESG standards.

7. What are you hoping to accomplish with the S&P/B3 Brazil ESG Index?
Silvia: We hope to accomplish several goals with this index. First, we want to elevate the concept of sustainable
investment in general. Second, we hope that the index will serve as the country’s premier broad ESG benchmark
and serve as the underlying base of financial products, both active and passive. Third, we expect to motivate listed
companies to continue to participate in the evaluation process and thereby improve their ESG programs each year.
Finally, from an idealistic standpoint, we hope that in time all companies will establish responsible practices to manage
their ESG goals with the highest standards and responsibility for the sake of the environment, for human capital, and
good corporate governance.

8. What challenges were faced when creating this index and, in the end, what did you
find surprising?
Silvia: With so many different ESG design options, it was a bit of a challenge to find the right mix of having an ESG index
that focuses on the best ESG scoring companies and a representative, replicable index. I think that after several runs,
our Global Research & Design team was able to find the right balance. The surprise for me came after the launch. It
was interesting to see the impact of the index and how it prompted many listed companies to find out more about ESG,
whether it was about their ESG scores, the process, the timelines, or the index itself. This response does not happen
often, but we are aware that the impact this index can have on the market is not unlike the movements of the S&P 500®
or the IBovespa.
To learn more about the index, including specifics on the scoring methodology and ways to access the data, read the
FAQ and index methodology.

9. What remains to be done to further promote ESG in the region, and how can your new
index-based strategy help with those efforts?
Iuri: To promote ESG in the Brazilian market, companies need to be more transparent in disclosing the material ESG
factors that positively or negatively affect their performance. There is a broad range of ESG characteristics, and
investors need to be educated about which could bring risks and opportunities for each sector and company.
The new index-based strategy will motivate companies to enhance their ESG practices, as they are weighted in the index
according to their S&P DJI ESG Scores. We predict that companies will pursue internal ESG improvements, since they
depend exclusively on them to achieve a better position in the indices.
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General Disclaimer
Copyright © 2020 S&P Dow Jones Indices LLC. All rights reserved. STANDARD & POOR’S, S&P, S&P 500, S&P 500 LOW VOLATILITY INDEX, S&P 100, S&P COMPOSITE 1500,
S&P MIDCAP 400, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, S&P TARGET DATE INDICES, GICS, SPIVA, SPDR and INDEXOLOGY are registered
trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”). DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL AVERAGE are registered
trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. Redistribution
or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. This document does not constitute an offer of services in
jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses.
Except for certain custom index calculation services, all information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity
or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation services. Past
performance of an index is not an indication or guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable instruments based on that index.
S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered by third parties and that seeks
to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that investment products based on the index will
accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes
no representation regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment fund or other
investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to make an investment in any such
fund or other vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is
prepared by or on behalf of the issuer of the investment fund or other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be
consulted to evaluate the impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a security
within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources believed to be reliable. No
content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations, model, software or other application or output
therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval
system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices
and its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of
the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content.
THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT
LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event
shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs,
expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of
the possibility of such damages.
S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain divisions and business units of S&P Global may have information that is not available to other business units. S&P Global has
established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment advisers, brokerdealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic benefits from those organizations,
including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
B3, BM&F, and BOVESPA are trademarks of Bolsa de Valores de São Paulo and have been licensed for use by S&P Dow Jones Indices.

