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THE EVOLVING RISK LANDSCAPE: 2009-2020

Top five risks in terms of potential impact
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• Fixed Maturities and Time Horizon: ESG risk 
profiles may vary by instruments, particularly with 
some ESG risks outside the life of a bond

• Credit Risk vs Earnings Risk: ESG risks that 
have an earnings impact may not necessarily be 
sufficient to have a credit impact

• Use of Proceeds: Use of proceeds can be 
defined for debt instruments, allowing proceeds to 
be earmarked for specific projects

• No Ownership or Voting Rights: This changes 
how FI investors may engage with issuers.

• Variety of Asset Classes: Asset types such as 
Securitizations, Sovereigns, Convertible 
Instruments may have different ESG profiles.

ESG in Fixed Income – Key 
Differences Compared to Equities
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• Many of the underlying ESG approaches applied 
to equities can be applied to fixed income, but 
there can be specific considerations such as 
parent-subsidiary relationships. 

• ESG approaches may focus on impact, risk-
adjusted return, or mix of both. Green and other 
ESG bonds do not have a different credit profile to 
an equivalent conventional bond, so part of the 
impact component of strategies. Liquidity profile 
can also differ.

• Fixed income investors assessing ESG from a 
risk-adjusted return perspective try to understand 
how ESG issues impact credit risk and ratings.

ESG Strategies and Fixed Income
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• Since 2015 investors have been calling on CRA’s 
to systemically incorporate ESG characteristics 
into their credit ratings

• Fitch’s ESG Relevance Scores (ESG.RS) 
framework is designed to provide an integral, 
comprehensive and credit focused approach to 
displaying sector and issuer level ESG credit risks 
across all its ratings

• ESG.RS do not assess “ESG performance”, they 
are observations of whether ESG risks are 
relevant and material to credit rating decisions

• Only a portion of ESG risks translate to credit 
risks, through a variety of transmission 
mechanisms.

• .

ESG and Credit RatingsFitch ESG 
Relevance
Score

Definition

5 Highly relevant, a key entity, transaction or program 
rating driver that has a significant impact on an 
individual basis.  

4 Relevant to entity, transaction or program rating; not 
a key rating driver but has an impact on the ratings 
in combination with other factors.  

3 Minimally relevant to ratings, either very low impact 
or actively mitigated in a way that results in no 
impact on the entity, transaction or program rating.  

2 Irrelevant to the entity, transaction or program 
ratings; relevant to the sector. 

1 Irrelevant to the entity, transaction or program 
ratings; irrelevant to the sector. 
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Environmental and Social Risks in Credit: Transmission Mechanisms
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Environmental and Social Risks in Credit: Examples
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• Engagement by fixed income investors was limited 
compared to equity investors given lack of 
ownership and voting rights, but is increasing.

• Covenants set out contractual terms and 
bondholder rights, but for now rarely used for E&S 
considerations.

• Engagement particularly effective for investors in 
primary markets, particularly for repeat issuers.

• Engagement is reaching a wider set of issuers that 
are outside the scope of equity investors, such as 
Sovereigns and private companies. 

Engagement is Increasing 
Amongst Fixed Income Investors
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