
INTEGRATING 
ESG IN FIXED 

INCOME
A process, and an evolving one. 

NICOLAS FOREST, Global Head of  
Fixed Income, and PHILIPPE NOYARD, 
Global Head of Credit, discuss the past, 

present, and future of what it means  
to integrate ESG in Fixed Income. 

ESG Integration is big topic right now. 
How do you define it?

ESG integration is a process, not a concept. 

It is not a score, nor an add-on. On this we 

may differ from other investors, but we 

draw on our long history of ESG integration 

within Fixed income at Candriam. Our 

experience has shown us that this is the 

best approach to using Environmental, 

Social, and Governance factors to improve 

risk-adjusted returns. 

	● Firstly, we consider ESG Integration to be 

as an integral and inherent part of our 

investment approach, an extension of 

our history of Responsible Investing. 

Integration of ESG factors provides us 

with a richer understanding of the 

creditworthiness of issuers. It improves 

our assessment of the manner in which 

issuers use their debt proceeds, and 

improves our ability to price the risks. 

	● Secondly a true ESG integration is an 

educational story, nurturing synergies 

between Investment Teams and ESG 

Analysts. The dynamic nature of ESG 

integration and the fast-changing regu-

latory environment demands constant 

learning to remain at the forefront. 

Sharing internal expertise both formally 

and informally between analysts and 

asset managers allows us to seize invest-

ment opportunities for both better 

returns, and for a better future. ESG 

criteria can also be seen as a tool for 

more efficient allocation of resources and 

a more in-depth societal change.
	● Finally, the ‘Integration’ of ESG in Fixed 

Income is a constantly evolving notion. 

In its infancy, Responsible Investing 

typically meant excluding particular 

companies or industries. Now ESG inte-

gration is one of the many components 

of sovereign and corporate fundamental 

analysis. We continue to expand our 

product range, including sustainability 

impact funds. Only a few years ago, it 

was difficult to collect consistent ESG data. 

Now issuers, investors, and governments 

are working towards global reporting 

standards for ESG, with a strong focus 

on calculation and assessment of Key 

Performance Indicators. 

What role does ESG Integration play 

within Fixed Income at Candriam?

It plays a very central role within our Fixed 

Income analysis. At Candriam, we believe 

that bond markets exhibit an asymmetric 

risk-return profile. The Candriam investment 

philosophy is a high-conviction approach 

based on rigorous bottom-up research. 

High-conviction investing demands a deep 

and detailed understanding of the credit-

worthiness of every issuer. We believe that 
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a complete assessment, particularly down-

side risks, requires consideration of ESG 

factors. The ESG profiles that we construct 

systematically feed into our overall credit 

analysis and are an important element 

within our internal credit ratings. This 

integration of elements, reflecting their 

materiality within each company’s business 

model, is at the center of our analysis. 

After incorporating ESG elements in our 

fundamental analysis, we cross-check 

against our ESG Team’s ratings. If they 

find an issuer non-compliant, we will not 

award a top internal credit ranking. We may 

still permit purchases, but our portfolio 

managers will require a higher yield based 

on the weaker credit recommendation. 

Can you describe how you integrate ESG 
factors in your corporate and sovereign 
issuer analyses?

We perform a complete assessment of all 

the aspects of a business and sector for a 

corporate, and of the four capital pillars 

of a country. This bottom-up approach 

enables us to incorporate measures of 

systematic risk across all our investments. 

We have dedicated frameworks for Environ-

mental, Social and Governance measurables 

for both corporate and sovereign analysis, 

with strong input from our ESG team. We 

focus on material factors impacting credit-

worthiness and financial performance of 

corporate and sovereign issuers. Materiality 

of particular ESG elements varies across 

sectors, countries, and, at times, at the 

issuer level. We use a sector-based ap-

proach to identify the aspects representing 

high-impact risks to enhance risk-adjusted 

performance. 

We do not limit our analysis to examining 

historic data; we use a forward-looking 

approach, meaning that we will determine 

how these material factors may evolve in 

the future. We subsequently implement 

a structured and systematic process to 

integrate the material factors defined by 

both our financial and ESG analysts. These 

well-defined criteria and related contro-

versies are naturally embedded in the 

assessment of all issuers. 

Do you have a particular method for 
evaluating Sovereign Sustainability?

The ‘new classic’ way to evaluate Sovereigns 

is based on four capital pillars – Natural 

Capital, Human Capital, Social Capital, 

and Economic Capital. Sustainability scores 

using this approach, utilised by many 

investors as well as organizations such as 

the OECD, typically assume the four types 

of capital stock are substitutable. One need 

only look at resource-based economies to 

see a practical demonstration that Natural 

Capital is both finite and non-substitutable 

for other types of capital. 

At Candriam, we have been analysing and 

scoring Sovereign Sustainability since 2009. 

In 2020, we again updated our scoring and 

rating methodologies to encompass to the 

‘No Planet B’ reality. Instead of averaging 

the four capital pillars for a score, we 

constrain Natural Capital, so that the out-

look for a nation which misuses its natural 

capital will flow into the economic, social, 

and human elements of the forecasts we 

use to evaluate a nation’s creditworthiness. 

How do you see ESG integration 
evolving?

Our 25 years of experience in Responsible 

Investment has taught us to be flexible, and 

to benefit from the journey. We are able to 

adapt swiftly to the ongoing developments 

in ESG integration. In this era of actively 

changing ESG regulation of both the issuers 

and investors, consistent adaptation to and 

anticipation of these regulations is critical. 

New regulations can also be beneficial to 

investment managers and asset owners. 

For example, the formal establishment of 

Key Performance Indicators is likely to create 

a virtuous cycle of improved information 

both for investment managers to use, and 

for asset owners to evaluate their managers.

Stewardship is also evolving rapidly. Voting 

is not the only form of stewardship for 

equities, and our years of experience in 

direct and collaborative engagement is 

informing our Fixed Income engagement 

as well. This applies beyond climate – 

governance, diversity, supplier workforces, 

transparency, are all topics on which 

bondholders and issuers can benefit from 

the conversation. Sharing information on 

best practices with issuers can improve 

their cost of financing by reducing ESG 

risks. 

This is a constantly evolving process, with 

no end to the horizon. 

FIND OUT MORE ABOUT 
OUR FUNDS AND
THEIR RISK PROFILES:  

www.candriam.com

Pr
in

te
d o

n p
ap

er
 fr

om
 su

sta
in

ab
ly 

m
an

ag
ed

 fo
re

sts

This marketing communication is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent an investment recommendation or confirm any kind of 
transaction, except where expressly agreed. Although Candriam selects carefully the data and sources within this document, errors or omissions cannot be excluded a priori. Candriam cannot be held liable for any direct 
or indirect losses as a result of the use of this document. The intellectual property rights of Candriam must be respected at all times, contents of this document may not be reproduced without prior written approval.
Candriam consistently recommends investors to consult via our website www.candriam.com the key information document, prospectus, and all other relevant information prior to investing in one of our funds, 
including the net asset value (“NAV) of the funds. This information is available either in English or in local languages for each country where the fund’s marketing is approved.


