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Section 1. Background

Joint research project World Bank/ GPIF
Research on incorporation of ESG into fixed income portfolios
Interviews with key stakeholders
Extensive literature review
Report due at World Bank spring meetings in April

World Bank is a leading sustainable/ impact investor
Believe this is necessary to achieve Twin Goal
End extreme poverty
Promote shared prosperity
Believe the financial system as a whole has a role to play
Integrating sustainability considerations into operations – including
costing positive and negative externalities - can reorientate resources
to inclusive and sustainable activities
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Section 1. Research Findings

1.1 Main findings from academic research
Academic research….

…provides rationale for taking ESG into account

Incorporating ESG
factors does not mean
sacrificing return

ESG factors are
material credit risk
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1.2 Main findings from academic research
• Many studies researching the empirical link between ESG and financial
indicators
• Previously much research focused on equities (Dimson et at. 2013 summary)
• Recently more studies on fixed income published
• (Friede et al. 2015) – comprehensive study of 2,200 studies
• 90% find non-negative relation between ESG and corporate financial
performance
• Bond studies (36) almost 2/3 positive 1/3 neutral or mixed
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1.3 Corporate Bonds
• Barclays (2016) small steady tilt ESG US investment-grade corporate bonds G
dominates S does not hurt
• Hermes (2017) proprietary measures of ESG risk – QESG score – lowest score widest
CDS
• Insight (2016) + Allianz (2017) broad ethical negative screening minimum effect longterm returns, focused screens could have more
• Bauer + Hann (2010) E factors link to higher cost of debt financing + lower credit
ratings
• Oikonomou et al (2017) / Hsu + Chang (2015) CSR links to bond yield spreads +
ratings
• Amirasiani et al (2017) no link 2005-2013 – but in 2008-2009 GFC high CSR firms
benefited from lower bond spreads
• Several papers note that ESG issues are not fully reflected in pricing
• Cantino et al (2017) some consensus on positive effect of ESG on cost of equity – but
“ results concerning the relationship between ESG sutainability and debt financing are
ambiguous”
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1.4 Sovereign Bonds
• Capelle-Blanchard et al. (2017) OECD countries with good ESG performance tend to
have less default risk/ lower bond spreads – G then S then E
• Allianz (2017b) ESG risk factors are not fully reflected in sovereign credit ratings
• Sustainalytics (2017b) positive correlation between countries ESG and credit ratings
• Lazard (2017) strong link country’s ESG standards and creditworthiness
• Union Investments (2014) correlations between corruption + number of sovereign
defaults
• Qian (2012) strong institutions associated with fewer sovereign default crises
• Choi + Hashimoto (2017) IMF’s Data Standards Initiatives links to spreads of emerging
market sovereign bonds
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1.5 UN PRI (2017) Summary
• Both academic and market research supports clear link between ESG factors
and credit risk
• Most academic research is based on credit ratings to measure credit risk –
very few papers use alternative measures (such as credit default swaps)
• Anecdotal observation of corporate defaults (particularly investment-grade)
show strong G link – E + S harder to capture
• Academic research linking ESG factors + sovereign credit worthiness less
well supported – but is much evidence that ESG factors impact
macroeconomic variables and potential growth – which in turn impact
sovereign credit ratings
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1.6 ESG + Emojiis
• Arjalies, D-L, Bansal, P., (2018), ‘How Investment Managers Accommodate
Societal Issues in Financial Decisions’
• Fixed income managers incorporate ESG via financial data

• Equity managers did not financialize ESG, used emojiis etc – causing more
integration of E+S factors
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1.7 Qualifying Factors
• Most ESG research use past data – may not hold in future
• May be (selection and other) biases in research
• Structure of economies and markets change over time, as do policies –
investors need to make forward looking decisions
• Research on ESG in fixed income is still very limited – most focused on credit
risks
• Still little analysis of ESG factors + market risks, inflation, liquidity and other
risks/ opportunities
• Investors are advised to apply their own additional research and insights
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Section 3.
Outstanding Challenges

3.1 Outstanding challenges
Despite evidence and will, implementation challenges remain
Breakdown ESG components

Many different definitions of ESG
(particularly S)… leads to many
implementation strategies /
methodologies

Data is improving (corporate
reporting) + lots of innovative
sources (satellite data / artificial
intelligence)… BUT still lacking in
smaller markets and rests on
surprising small number of
specialists
Lack of investment instruments
which meet needs / intentions

Institution

E

S

G

Climate change and carbon
emissions

Customer satisfaction

Board composition

Air and water pollution

Data protection and privacy

Audit committee structure

Biodiversity

Gender diversity

Bribery and corruption

Deforestation

Employee engagement

Executive compensation

Energy efficiency

Community relations

Lobbying

Waste management

Human rights

Political contributions

Water scarcity

Labor standards

Whistleblower schemes

Carbon emissions

Labor management

Corporate governance

Energy efficiency

Diversity and discrimination

Business ethics

Natural resource use

Working conditions

Anti-competitive practices

Hazardous waste management

Employee safety

Corruption and instability

Recycle material use

Product safety

Anti-bribery policy

Clean technology

Fair trade products

Anti-money laundering policy

Green buildings

Advertising ethics

Compensation disclosure

Biodiversity programs

Human rights policy

Gender diversity of board

Carbon intensity

Demographics

Institutional strength

Water stress

Education and human capital

Corruption

Energy resources and
management

Health levels

Regime stability

Natural disasters

Political and press freedoms

Rule of low

Biocapacity and ecosystem
quality

Human rights

Financial reporting

Pollution

Labor standards

Regulatory effectiveness

Biodiversity

Social exclusion

Adherence to conventions

Agriculture

Income inequality

International relations
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Section 4.
What is the World
Bank doing to help?

4.1 How can World Bank help to catalyze mainstreaming of ESG
into Fixed Income Portfolios?

Product Development
MDB labeled issuance (e.g. World
Bank Sustainable Development
Bonds)
Innovative structured products
Frameworks
IFC ESG methodology for
corporates
Refining of green / sustainable bond
principles
Data
Labelled bonds
o

Discussion on labeled bonds

Governance Toolkit EM corporates
ESG satellite data for sovereign
bond analysis
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World Bank: Paving the Way
in Sustainable Investing
2008: The first IBRD green bond catalyzed the
green bond market and spearheaded disclosure
and impact reporting standards for green and other
sustainable assets.
Today: The World Bank is promoting sustainable
investment products and capital markets globally.

CANADA

EUROPE

Women’s and Girls’
Empowerment Awareness
Bond
UNITED STATES

Green Growth Bonds
Index Linked Notes for
Climate Awareness
Nikko World Bank
Green Fund

SDG Equity index-linked
bonds

JAPAN
Cool Bond

ECO3+ Bonds

Nikko World Supporter
Fund

Green Growth Bonds

Nikko-World Bank
Green Fund

SRI/ESG Emerging
Market Currency
Program
HONG KONG

SINGAPORE
Green Growth
Bonds

Green Growth
Bonds
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Bonds for Sustainable Development

•Linking World Bank Development Activities to
SDGs
• Examples of World Bank sustainable development impacts contributing
to four selected SDGs
LAUNCHED PANDEMIC
EMERGENCY FINANCING
FACILITY THAT WILL
RELEASE UP TO
$500 MILLION QUICKLY
WHERE OUTBREAKS OCCUR
TO PREVENT PANDEMICS

PROVIDE $2.5 BILLION OVER
FIVE YEARS IN EDUCATION
PROGRAMS THAT WILL
DIRECTLY BENEFIT
ADOLESCENT GIRLS.

LAUNCHED FACILITY TO
PROVIDE $800 MILLION IN
CONCESSIONAL LOANS
TO REFUGEE AND HOST
COMMUNITIES

CLIMATE ACTION PLAN
INCLUDES
30+ GIGAWATTS OF
RENEWABLE ENERGY; EARLY
WARNING SYSTEMS FOR 100+
MILLION PEOPLE;
AND CLIMATE-SMART
AGRICULTURE INVESTMENT
PLANS FOR 40+ COUNTRIES
Data based on World Bank’s 2016 annual report
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Bonds for Sustainable Development

Impact Reporting

Various stages of impact reporting for investors

1

Individual project
documentation:
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http://www.worldbank.org/projects
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Annual Newsletters:
http://treasury.worldbank.org/cmd/htm/WorldBankGreenBondNewslette
rs.html and http://treasury.worldbank.org/cmd/htm/World-BankInvestor-Newsletters.html
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Summary project slides:
http://treasury.worldbank.org/cmd/htm/MoreGreenProjects.ht
ml

Comprehensive Impact Report:
http://treasury.worldbank.org/cmd/pdf/
WorldBankGreenBondImpactReport.pdf
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