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A Partnership for ESG Leadership in Fixed Income

Á Research on incorporation of ESG into fixed income

Á Extensive literature review

Á Interviews with key stakeholders

Á World Bank is a leading sustainable/impact investor

Á Necessary to consider sustainability to achieve goals

Á Financial system has a role to play 

Á Integrating sustainability into operations ïcosting 

positive and negative externalitiesïcan re-orient 

resources to inclusive and sustainable activities 
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Consultationwith 30+ organizations

Asset 

managers and 

institutional 

investors

Rating 

agencies, data 

providers, 

standard 

setters
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Main findings

Incorporating ESG 

does not mean having 

to sacrifice returns

ESG factors are 

material credit risk

Academic researché.
éprovides rationale for 

taking ESG into account

LITERATUREREVIEW 



The landscape of the academic research 

V Many studies assess the empirical link between ESG and financial 

indicators

V Previously much research focused on equities (Dimson et at. 2013 

summary)

V Growing focus on fixed income

V Evaluation of a comprehensive study of 2,200 studies 

Å 90% find non-negative relationship between ESG and corporate 

financial performance 

Å Bond studies (36) almost 2/3 positive 1/3 neutral or mixed 
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LITERATURE REVIEW 



UN PRI Summary (2017) 

V Both academic and market research supports a clear link between 

ESG factors and credit risk

V Most academic research is based on credit ratings to measure credit 

risk ïvery few papers use alternative measures (such as credit 

default swaps)

V Anecdotal observation of corporate defaults (particularly investment 

grade) show strong link to G. E + S harder to capture

V Academic research linking ESG factors + sovereign credit 

worthiness is less well supportedïbut there is much evidence 

that ESG factors affect macroeconomic variables and potential 

growth ïwhich in turn affects sovereign credit ratings. 
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LITERATURE REVIEW 



Qualifying Factors  

V Most ESG research use past data ïmay not hold in future

V May be (selection and other) biases in research 

V Research on ESG in fixed income is still very limited ïmost 

focused on credit risk

V Still little analysis of ESG factors + market risks, inflation, 

liquidity and other risks/ opportunities

V Further academic (non-industry) research with robust 

methodology advised 
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LITERATURE REVIEW 
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Other/ 
real assets 

Multi-
laterals

Corporate 
bonds 

ESG is increasingly incorporated into mainstream investment

1stMajorTrend

ESG factors are considered by 

all analysts ïnot just separate 

ESG teams

Fixed income is catching up fast 

with equity

Sovereign 
bonds 

INVESTOR INTERVIEWS 

Organizational Embedding Catching Up
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ESG + impact investing is starting to merge

Ą Millennials & Global Development Agenda (including SDGs) are 

driving factors

2nd Major Trend

Impact 

investing

INVESTOR INTERVIEWS 
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A range of approaches exist and are evolving. 

There is no prescribed sequencing.

ESG approaches are aligned with 

investment objectives.

How is ESG implemented by fixed income investors?

Labeled 

Bonds

ESG óPassiveô 

(via index)

ESG óActiveô 

(mandate with 

specialist 

manager) 

ESG óHolisticô           

(in-house 

integration across 

asset classes) 

INVESTOR INTERVIEWS 
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Implementation tools/approaches ïall can be taken as ópackageô or 

overlaid with investorôs own óphilosophyô 

Á Labelled bonds

o Discussion on labeled bonds

ÁESG óPassiveô 

o Discussion of main indexes 

development and limitations

o Discuss of their use ïnegative 

screening vs. best in class + 

customization

o Research on performance 

indexes

ÁESG óActiveô (mandate 

with specialist manager) 

o Discussion of specialist 

managers and how their product 

offering are developing

o Summary of guides on how to 

give mandate / appoint external 

asset manager

ÁESG óHolisticô           

(in-house integration 

across all asset 

classes) 

o In-house integration 

techniques

o Discussion of data providers
Standardization 

Customization 

Standardization vs. Customization

3rd Major Trend
INVESTOR INTERVIEWS 
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Despite evidence and willingness, implementation 

challenges remain

Outstanding challenges

No accepted definitions of ESG 

(particularly S)

Data

Lack of investment instruments

INVESTOR INTERVIEWS 



Product Development 

Frameworks

Data & Analysis
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How can the World Bank Group work with GPIF to 

mainstream ESG into fixed income portfolios? 

NEXT STEPS


