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Financial markets play a pivotal role in the financing
of companies’ activities to support economic growth
and foster innovation. However, economic development and growth should be sustainable in the long
run benefiting everyone across generations. In 2015,
both the COP21 Paris Agreement and the UN Sustainable Development Goals (SDGs) clearly articulated
the need to shift the emphasis from measuring economic growth to appraising and incentivizing
sustainable economic development for all.
By steering capital to sustainable economic activities,we need to dissociate economic growth from
many of the environmental and social imbalances it
currently generate in order to create a resilient
socio-economic environment.
Therefore, the most essential question is: what type
of economic growth do we support through our
financing activities? Is it a coal-fired power plant that
pollutes heavily, impacts climate change and public
health, risks being stranded and puts invested capital at risk or wind farms, innovation in green hydrogen
and sustainable food solutions that may offer attractive risk-adjusted returns in the long run? As society
is changing, with good reason, investors today are
being challenged on their capital allocation and the
types of companies and sectors they finance. There
is a clear need for smarter, more sustainable and
inclusive growth that strengthens the resilience of
our economy.

1

CA N D R I A M I N T E G R AT I O N P O L I CY

Sustainability
at Candriam
Sustainability
at Candriam.

In times of geopolitical and socio-economic uncertainty, it is important for the
international investment community to take a broad, holistic view on the interplay
between economic development and the opportunities and risks stemming from
sustainability, and one, too, which fully appreciates the socio-economic value of
sustainability in investments. Candriam, an acronym that stands for Conviction and
Responsibility in Asset Management, is fully committed to contribute to that mission
and the broader sustainability objectives of the Paris Agreement and the SDGs.

Our name articulates a clear message to our clients, the investment community
and society. As an active and responsible asset manager, we consider that the
explicit and systematic integration of environmental, social and governance (ESG)
issues is a necessary and integral part of every investment strategy across all asset
classes.

Candriam has been at the forefront of sustainable investing ever since launching
its first responsible fund back in 1996, delivering financial performance on the back
of deeply rooted sustainable convictions for over two decades. The company offers
a broad range of sustainable investment strategies spanning equity and fixed income
corporate and sovereign instruments, both in the active as well as passive space.
With a dedicated ESG Research and Stewardship Team stemming back to 2005, the
Team provides ESG market intelligence, sector, country and sustainability themed
research that are powerful levers for more informed portfolio decision making,
valuation and credit analysis across Candriam’s investment activities.

The consideration and the integration of ESG across Candriam’s investment strategies
fully leverage its proprietary sustainability philosophy across the whole chain of
investment decisions. That philosophy is rooted in the belief that we have a
responsibility both to clients and society, for this we apply a multi-layer sustainability
approach from specific exclusions to active corporate stewardship and ESG
integration.
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Candriam Company-Wide
Exclusions
First, our commitment to fully integrate sustainability into investment decisionmaking translates into specific firm-wide exclusions of companies involved in
thermal coal mining, coal-fired power generation, tobacco and controversial
armaments. Both from an economic and societal perspective, these activities do
not embody sustainability as they compromise public health, the environment
and/or life. In addition, for investors, these activities can have an adverse financial
impact on invested capital as both regulatory and societal expectations are
changing.

Norms-based
Exclusions
In addition, we believe that companies in their business conduct should respect
universal agreed upon principles of human and labour rights, abstain from
corruption or actions that damage the environment. To this end, companies that
repetitively and severely violate the principles of the UN Global Compact are
excluded from Candriam’s European and thematic equity products with a growing
range of strategies across other investment activities and segregated accounts
gradually implementing the same exclusions. As a company’s response to a crisis
is a key aspect of the evaluation, dialogue with the company often is an important
aspect of the assessment of these violations.
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ESG Integration
Further to exclusions, ESG integration is imperative as some of the sustainability
challenges we face could test the resilience of financial and economic systems,
whilst offering opportunities to foster innovation through our investments. This goes
beyond environment and includes the social and governance dimension of corporate
behaviour. Fully integrating ESG reflects our conviction that specific environmental,
social and governance issues are being and/or will be priced in by financial markets
participants through policy and/or societal change.
In this regard, financial metrics and accounting statements published by company
are inherently backward looking and tell only part of the story. ESG analysis adds
essential layers of information that capture the “intangible” aspects of a business
not fully captured by traditional financial analysis. A growing share of companies’
value is comprised of intangible risks and opportunities like brand, reputation, human
capital and innovation. Sustainability affects those aspects directly and, as a
consequence, makes it a relevant consideration within every investment strategy.
In addition, Candriam’s ESG research shows that companies that embed sustainability
in their governance, strategies and business operations tend to outperform or have
less downside risk than peers that do not consider sustainability.

APRIL 2021

4

Candriam’s fund management teams within equity and fixed income are therefore
integrating within their investment process financially relevant ESG factors taking
into account the specificities of each asset class. Fund managers work closely with
ESG analysts to assess materiality and data quality. The objective is to leverage on
ESG knowledge and information across all our investments, whilst adapting for the
distinct nature of each strategy.
The foundation of integration across all asset classes is Candriam’s unique ESG
analysis framework, which has three steps:
1. Identification of the key ESG themes and issues by sector, both top-down and
bottom-up.
2. Selection of key performance indicators and determining the data/information
to measure performance of issuers.
3. Qualitative and quantitative assessment of a company’s performance on the
different themes, issues and KPI’s in order to allow for meaningful ESG integration.
Engagement and voting are an integral part of the evaluation of a company.
In our ESG approach, sustainability challenges are analysed from two different but
interlinked, angles, Business Activities Involvement (top-down) and Stakeholder
Management (bottom- up), and caters to the specific needs of each investment
asset class through either better management of downside risks and/or the
identification of sustainability opportunities.
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Business Activities Analysis: we assess a company exposure, through its revenue
generation, assets, CAPEX etc., to five key sustainable challenges: Climate Change,
Resource & Waste, Healthy living & Well-being, Demographic Shifts and Digitalization
& Innovation. These environmental and societal trends strongly influence the
environment in which companies operate as they drive consumer behaviour,
regulatory policy and the economic landscape and shape the future challenges
and long-term growth prospects of companies. They are thus important drivers of
risk and return for investments across equity and fixed income.
Stakeholder Analysis: evaluates the extent to which each company incorporates
the interests of stakeholders in its long-term strategy. A company’s interactions with
investors, employees, customers, suppliers, society and its environment give rise to
opportunities as well as risks, and are therefore key determinants of long-term value
creation or risk exposure.
However, ESG integration can only be effective when it is material or relevant to the
investment strategies and decision making. It is important to note that ESG risks and
opportunities vary across sectors and regions, and may have varying impact
depending on the investment horizon or asset class. It is thus essential that fund
managers, when making investment decisions, understand the ESG issues that are
material for assessing the risk-return trade-off and then integrate those into the
investment process. ESG integration requires thus a thorough understanding of the
investment issues at stake, which will enable investment managers to harness the
power of environmental, social and governance data to inform the investment
decision process.
The broader and deeper integration of ESG across our investment ensures that
opportunities arising from ESG megatrends and risks embedded in corporate ESG
practices will continue to drive alpha generation and/or risk mitigation. ESG integration
assists in upholding our fiduciary duty to clients by taking into consideration both
financial and extra-financial aspect to achieve better long-term risk-adjusted returns.
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ESG Integration
for
Equity
Strategies
ESG Integration for
Equity Strategies.

At Candriam’s, we integrate ESG information and analysis into equity investment

decisions in order to better assess the risks and opportunities that stem from the
business activities and operations of companies. Respecting and preserving the
distinct nature of each philosophy and approach across our range of fundamental,

thematic and emerging markets funds, Candriam’s fundamental equity investment
strategies are impacted at each of the following 4 levels:

1. Eligible universe, which is filtered through exclusions
2. Fundamental analysis of the companies
3. Company Valuation

4. Portfolio Construction
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Eligible universe, which is
filtered through exclusions
In a first step, we rule out companies that are in breach of the principles of the United
Nations Global Compact. These ten principles cover four main categories: Human
Rights, Labour, Environment, and Anti-Corruption. The Norms-based review identifies
companies which have significantly and repeatedly breached any of the principles
of the United Nation’s Global Compact.
We also exclude companies that are involved in controversial weapons (biological
weapons, chemical weapons, white phosphorus weapons, anti-personnel landmines,
cluster munitions and depleted uranium weapons), Tobacco, Thermal Coal and
Oppressive regime.

Fundamental Analysis
of the companies
Candriam’s fundamental equity strategies(1) take into account the “Business Activities
Analysis” and “Stakeholder Analysis” scores in fundamental analysis and “Company
Valuation” as follows:
Quality of Management
In order to obtain a holistic view on the overall governance and soundness a
company’s management, we assess a company’s relationships with several
stakeholders by considering and integrating qualitative ESG information and
quantitative ESG scores that result from the ESG stakeholder analysis.
Further to the assessment of strategy, stability, track record, corporate communication
and other financial criteria, we assess the Management team on its relationships
with its stakeholders.
The ESG Stakeholder analysis is taken into account in the Quality of Management
assessment. If the company ‘stakeholder’ score belongs to the 3rd tertile of its
universe(2), the ‘Quality of Management score’ cannot be ‘green’.

(1)
(2)

Applicablefordevelopedmarkets (Emerging Markets get a specific analysis)
Investmentuniversevariesacross strategies
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Business Growth
In the assessment of business growth, the ESG Business Activities analysis of issuers
is taken into account. Candriam has identified key long-term sustainability trends
which strongly influence the environment in which companies operate and which
influence their future market challenges and long-term growth and prosperity.
The five defined key Sustainability Trends illustrated above are analysed in order to
assess the growth potential in conjunction with other key market drivers and regulatory
risk.
More specifically, we consider the supply & demand dynamics as well as market
drivers, the score resulting from the ESG Business Activities analysis, and potential
regulation constraints to determine the overall score for the pillar.
Competitive Advantage
We perform an intrinsic analysis of products and services, R&D, customer support,
and other areas relevant to the company’s business, including opportunities and
risks resulting from the ESG considerations. Very often, ESG directly impact the
strategic positioning and innovation of a company relative to its peers through its
brand, product/concept/services leadership, costs, R&D, marketing and distribution.
We use the Porter concepts to analyse the competitive position of the company in
its industry, such as the threat of new entrants, threat of substitutions, and the
bargaining power of suppliers and customers.
We check potential regulatory constraints and assess their impact on the competitive
advantage of the company, and opportunities as well, such as a barrier to entry
resulting from new environmental policies. Considering the ambitious Climate
objections of many countries across the globe, and the ensuing regulation and
legislation regulating emissions, pollutions, ... we expect company that have business
activities sustainably and positively contributing to those environmental objectives,
to outperform in the long run.
Final Fundamental Assessment
As ESG factors are taken into consideration in the evaluation of Quality of Management
on the one hand, and the assessment of Business Growth and Competitive Advantage
on the other hand, they directly impact the overall assessment of those two building
blocks of Candriam’s fundamental equity analysis as well as the score attributed
to each one.
Therefore, the ESG assessment is a contributing factor to determine the final colour/
score of a company, which in turn will determine the weighting of this position in the
final equity portfolio.
For each criteria, companies receive one of the following scores: 0 (weak), 1 (medium)
or 2 (strong quality). All the five scores are then compiled in order to get a global
score/colour grade of the companies which determine the “quality score” of a
company: “High Quality”, “Satisfying Quality” and “Low Quality”.
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Company Valuation
We further evaluate the dynamics of their profitability and growth, the liquidity of
the equity, and valuation. Our valuation is predominantly based on DCF models
using at least five years of projected Free Cash Flow, based on our internal projections.
We adjust the discount rate based on the final score/colour of a company which
takes into account ESG criteria. For example, for green companies, we reduce the
discounting rate within our DCF. This modification has a significant impact on the
DCF-valuation.

Portfolio Construction
After filtering on the basis of thematic, sectoral and/or geographical criteria, the
eligible universe is reduced according to norms-based exclusions and controversial
activity exposures.
Within this eligible universe, the process is mainly colour-based, bottom-up stock
selection; weightings in the portfolio are function of the global colours of the
companies. The sector weight deviations from the benchmark are not a strategic
objective; they result from our convictions on individual stocks, with top down sanity
checks and other deviation boundaries.
The weight is significantly impacted by the colour grade (including the ESG score),
and the upside potential derived through our valuation analysis (that takes the ESG
score into account as well).
We favour companies that are ‘green’ in all aspects. An ‘orange’ company will have
a lower weight and ‘red’ companies are in principle excluded, or extremely reduced,
depending on the process.
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ESG Integration
for Fixed
Income
Strategies
ESG Integration for
Fixed Income
Strategies.

We have a duty towards our clients to accurately assess the creditworthiness of
the issuers we lend money to but, at the same time, also assess the manner in which

this money will be used. In order to uphold this responsibility, Governance and

Climate Change along with social awareness are central to our ESG Integration
approach applied across all our fixed income assets to mitigate risks for investors.

We believe that all issuers must display sound Governance practices. Numerous

studies have found that issuers with weak practices are more likely to be involved
in controversies and underperform against peers, thereby jeopardizing their ability
to repay their debt. For corporate issuers this implies proper board and oversight

structures. For sovereigns this includes the policies implemented to ensure political
stability, freedom of its citizens and eradicate corruption.

We strongly believe that Climate Change is the predominant challenge of our times.

Climate change will intensify existing risks and generate new risks for natural

ecosystems and human systems, including businesses and governments. As stated

by the PRI, “financial markets today have not adequately priced-in the likely near-

term policy response to climate change”. We fully concur with this statement and
therefore strive to ensure that climate change risks are taken into account throughout
all our investments.

At Candriam, ESG integration for fixed income is underlined by three key pillars:
1. A holistic top-down approach
2. A focus on material factors
3. A systematic process

A true ESG integration approach is based on synergies between investment teams

and ESG analysts. At Candriam, we have implemented a dedicated Committee
that combines our credit and ESG experts to discuss ESG issues impacting specific
sectors and regulatory frameworks.
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Holistic top-down
approach
We apply a holistic top-down approach requiring an overall assessment of all the
aspects of a business, sector and country exposure to material ESG issues. For
corporates, Candriam’s ESG analysis performs a top-down assessment of how
business activities are aligned with key sustainable challenges and how the different
stakeholders are being managed. For sovereign issuers, we assess how a country
manages its human, social and natural capital by applying policies that support
both short and long term sustainable development.

A focus on
material factors
We focus on Environmental, Social and Governance factors impacting credit
worthiness and/or financial performance of corporate and sovereign issuers. ESG
materiality varies across sectors, countries, and, at times, at the issuer level. We use
a sector-based approach to identify the aspects representing high-impact risks to
enhance risk-adjusted performance.
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A systematic process
These ESG criteria are systematically integrated in Candriam’s corporate and
sovereign credit recommendations. 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.
Corporate issuers
Our team of credit analyst/portfolio managers analyse the fundamental Business
Profile and Financial Profile of issuers. We integrate our ESG analysis in industry risk,
business model, and management pillars of the Business profile.
Our ESG Business activities analysis, which assesses a company’s business model
exposure to Candriam’s five key sustainable challenges, is embedded in Industry
Risk and Business Model pillars. The integration of the analysis enables us to identify
industry risk stemming from key sustainability challenges as well as how the company
addresses these challenges.
Candriam’s ESG Stakeholder analysis is embedded in the Management pillar of the
business profile. The analysis allows for a holistic view on the company’s relationships
with stakeholders and thus providing further insight on the quality of management.
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Sovereign issuers
Our Sovereign Debt fund management teams use Candriam’s Sovereign Risk Model
that establish a common risk scale for all Developed and Emerging Market countries
based on fundamental analysis of macroeconomic and structural reform/political
risk trends. We analyse and categorize all countries from our sovereign and emerging
market debt universe into groups on the basis of their risk profile. ESG factors are
naturally embedded in structural reform/political risk trends assessment.
Our structural reform and political risk assessments are based on annually-reported
Environmental, Social and Governance/Government indicators.
These Quality of Government indicators encompass political stability and corruption
control, rule of law, absence of or levels of violence and terrorism, and regulatory
quality and cost. Political accountability means building public institutions with strict
audit and control systems that deter corruption practices, good management of
public resources, and an independently functioning justice system. Data is sourced
from the World Bank World Development Indicators database, updated annually.
The Quality of Institutions and the assessment of the overall Business Environment
are evaluated using the Ease of Doing Business survey. The ease of creating and
running a business in a country depends on several regulatory factors such as the
protection of property rights, the quality of contract enforcement, and the fair
resolution of legal disputes between market participants. We favour countries in
which investment is supported and regulatory burdens are limited. We assess the
ability of governments to formulate and implement policies that promote economic
growth. The Ease of Doing Business Index is produced annually by the World Bank.
Structural Reform Momentum is tracked using both quantitative indicators, such
as the Gini Index of poverty and inequality, as well as qualitative indicators. We
evaluate the country’s development path, fairness, percentage of population below
the poverty threshold, openness and access, rule of law, voice and accountability,
and political stability.
The Environmental Impact using measures of the country’s ecological footprint
and biological capacity is also reviewed. Poverty and inequality data, including the
Gini Index, are sourced from the World Bank. Ecological data is sourced from the
Global Footprint Network on an annual basis.
The assessment of the efficiency and sustainability of a country’s Monetary Policy
Framework is measured by the Central Bank’s independence and credibility. Inflation
targeting increases a Central Bank’s credibility and its commitment to managing
inflation. These variables are individually analysed, inputted, and maintained by
Candriam’s Emerging Markets Debt Team.
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This document is provided for information and educational purposes only and may contain Candriam’s opinion and proprietary information. The opinions,
analysis and views expressed in this document are 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.
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.
The present document does not constitute investment research as defined by Article 36, paragraph 1 of the Commission delegated regulation (EU) 2017/565.
Candriam stresses that this information has not been prepared in compliance with the legal provisions promoting independent investment research, and
that it is not subject to any restriction prohibiting the execution of transactions prior to the dissemination of investment research.
This document is not intended to promote and/or offer and/or sell any product or service. The document is also not intended to solicit any request for providing services.
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