ESG integration for fixed income: sound
stewardship and social responsibility
By Paul English

In brief
We are convinced that ESG integration not
only makes the world more sustainable, but
can also lead to better risk-adjusted
investment results. We describe some
aspects of the Invesco Fixed Income ESG
process – data collection, calculation of
proprietary ESG scores and engagement –
that supplement our traditional credit
research, thus helping ensure that our
clients achieve their goals.

At Invesco Fixed Income, we are convinced that
sound environmental, social and governance (ESG)
practices can lead to better value for our clients.
We view integrating ESG factors into our long-term
investment framework as an additional layer of due
diligence in the best interest of clients and markets.
In this article, we describe our approach in detail.
Asset owners are increasingly interested in investment
approaches that better align with their views on ESG
issues. Moving beyond basic ESG screening techniques,
we believe they will ultimately demand evidence that
their investments are making a positive impact on
our collective futures.
The increase in demand for sustainable investment
solutions has been most prominent among financial
institutions and corporate sponsored funds.
Insurance companies have recognized the need to
align underwriting and investment practices, for
example, ensuring assets (e.g. tobacco bonds) are
not undermining their assumed insurance liabilities
(e.g. life insurance). Corporations have also moved
to express corporate vision and sustainability policies
through directed investments.
Though it’s true that ESG first reached scale in
Europe (figure 1), ESG investing is no longer a purely
European phenomenon. We have seen increased ESG
interest in Japan, the United States and, most recently,
China. Invesco Fixed Income’s approach to ESG
investing takes account of this growing interest.
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We believe full ESG integration can improve
long-term risk-adjusted returns
At Invesco Fixed Income, we believe that 
ESG-oriented investment can lead to better longterm risk-adjusted returns, driven by improved
profitability (due to lower funding costs) and lower
asset price volatility.1 Consequently, we have fully
integrated ESG risk factors into our fundamental
credit research.

Figure 2
Example of a company’s MSCI key historical score –
Access to Health Care
Access to Health Care
6.5

6.0

We believe that ESG-oriented
investment can lead to better
long-term risk-adjusted
returns.

5.5

5.0

Our starting point is data collection. With robust
historical data, we can analyze multiple ESG risk
factors against market pricing and credit ratings.
Data is collected from multiple sources, including
issuing companies, Corporate Sustainability Reports
(CSR) and external research providers. Our database
contains time series of various ESG indicators for the
issuers in our investment universe.
Such time series may be derived from: the corporate
governance section of financial reports, the size of
the board, its proportion of independent directors
and its share of women, to name a few. In addition,
we use scores for particular ESG themes provided by
MSCI – figure 2 shows the historical development of
the MSCI Access to Health Care score – as well as
data from Sustainalytics and smaller research
boutiques. This all supplements the information
provided by Invesco’s Global Responsible Investment
Office, a central function that supports Invesco’s
investment teams with tools, research, education
and client support.
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Source: MSCI, data from 1 June 2016 to 1 August 2018. Key issue scores are assigned by
MSCI on a scale of 0 to 10, with 10 being the best. The Access to Health Care score evaluates
the extent to which companies take advantage of opportunities for growth and protecting their
license to operate through efforts to improve access to health care in developing countries and
underserved markets. Scores are based on exposure to underserved geographies, access to
health care strategy and programmes in areas such as R&D, pricing and licensing. For
illustrative purposes only.

ESG analysis: interwoven into fundamental credit
analysis
Based on this data, we have recently established a
proprietary ESG rating process (figure 3). It brings
together both quantitative and qualitative factors,
ensuring alignment with our existing fundamental
credit research process.
To obtain our proprietary ratings, ESG data is
reviewed in absolute terms and by peer percentile
rankings, guiding the establishment of independent
E, S and G risk factor scores. These scores are
evaluated along with analysts’ assessments of
issuers’ policies and management engagement,
providing the foundation for an overall ESG rating

Figure 3
Invesco Fixed Income’s credit research
Proprietary ESG ratings process
Invesco Fixed Income’s proprietary ESG ratings process is rooted in data collection, historical and peer analysis, issuer engagement
and awareness of external resources, providing meaningful insights into ESG factor risks.
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Source: Invesco. Quantitative ESG factor risk reviews are supported by detailed “ESG Monitors,” which aggregate multiple datasets across ESG pillars. For illustrative
purposes only.
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and trend relative to sector peers. To avoid high
absolute risk scores specific to one industry, an
additional industry screening takes place at portfolio
level. We also offer negative/exclusionary screening
on a customized mandate basis as well as inclusion
based on positive/best-in-class.
The output of our ESG analysis is integrated into
our “Issuer Scorecards”, which consolidate our
fundamental credit opinions on each issuer. The
addition of a ESG risk lens to our fundamental
credit process has led to differentiated views of
companies within the same sector. For example,
we credited a US-based exploration and production
company with providing quarterly disclosures to
investors on positive safety and environmental
performance, which may lead to better operating
performance with fewer risks. On the other hand,
we penalized a US-based pipeline company due
to its lack of basic safety monitoring metrics and
poor peer rankings. This highlights how issuer-level
ESG risks and fundamental credit views are often
interwoven.
Full ESG process integration ensures that all portfolios
benefit from the evaluation of environmental, social
and governance risks at issuer level through our
proprietary ESG ratings process, as well as its influence
on our internal fundamental credit rating and trend
analysis. In the end, ESG risk assessments may be
the decisive factor when similar opportunities exist in

Full ESG process integration
ensures that all portfolios
benefit from the evaluation
of environmental, social and
governance risks at issuer
level.
credit markets. With a uniform process across fixed
income asset classes, portfolio managers can compare
risks and opportunities.
Engagement: next frontier of ESG investing
Issuer engagement in the fixed income asset class is
thought to be more challenging relative to equities.
While this is due largely to the lack of voting rights
as fixed income investors, we have found that most
companies welcome engagement on ESG, recognizing
that investors ultimately decide their cost of funding.
To make the most of limited time with management
teams, we utilize peer analysis and key issue relevance
to prioritize engagement opportunities. In other
words, our engagement strategy is directed by the
relevance and level of ESG risk factors. Lower-risk

Invesco awarded top grades for ESG two years in a row
As a signatory to the Principles for Responsible Investment (PRI), Invesco has reported, was assessed and
is honored to have been awarded an A+ rating in 2018 for its overall approach to responsible investment
(Strategy and Governance) for the second consecutive year.
The PRI carries out the annual assessment based on a signatory’s progress year-over-year and relative to
peers. The investment categories are evaluated using six performance bands (A+, A, B, C, D, and E),
where A+ distinguishes the top scoring signatories, representing a score of 95% or above.
Invesco is committed to adopting and implementing responsible investment principles in a manner that is
consistent with our fiduciary responsibilities to clients. Invesco supports the PRI and recognizes the importance
of considering environmental, social and governance (ESG) issues as part of a robust investment process.
Any reference to a ranking, a rating or an award provides no guarantee for future performance results and is not constant over time.
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items can be handled via written communication
with investor relations departments. Higher risk
factors provide opportunities for direct contact
with senior management. We recognize that
industry engagement practices are in the early
stages and we are committed to finding practical
ways to promote ESG awareness among company
managements.
Conclusion
ESG integration is evolving: companies are expanding
ESG factor reporting and working to enhance the
overall quality of their corporate disclosures. Data
providers have developed new products and endinvestors are demanding more ESG-related product
options. Asset owners are increasingly committed
to aligning with the United Nations Climate Change
Conference, which advocates limiting the rise in
global temperatures to two degrees Celsius. Clients
are also becoming interested in mapping corporate
policies to the United Nations Sustainable Development
Goals (SDG), which span several societal priorities,
including eliminating poverty, reducing inequality
and climate action. The SDGs represent a universally
recognized agenda in this space.
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Note
1	The strategic direction of our responsible investment practices is governed by the Corporate
Responsibility Committee, chaired by Invesco’s CEO Marty Flanagan.

Invesco Fixed Income continues to promote the
integration of ESG capabilities across multiple fixed
income asset classes to help clients meet these
objectives and to deliver on our dual goals of
maximizing risk-adjusted returns and contributing
to a more sustainable future.

About risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors
may not get back the full amount invested.
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Important information

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is
not an offering of a financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction
where its distribution is not authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any
person without the consent of Invesco is prohibited.
This document may contain statements that are not purely historical in nature but are "forward-looking statements", which are based on
certain assumptions of future events. Forward-looking statements are based on information available on the date hereof, and Invesco does
not assume any duty to update any forward-looking statement. Actual events may differ from those assumed. There can be no assurance
that forward-looking statements, including any projected returns, will materialize or that actual market conditions and/or performance results
will not be materially different or worse than those presented.
The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or
particular needs. Before acting on the information the investor should consider its appropriateness having regard to their investment
objectives, financial situation and needs.
You should note that this information:
• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and does not address local tax issues.
All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves
risk. Please review all financial material carefully before investing. The opinions expressed are based on current market conditions and are
subject to change without notice. These opinions may differ from those of other Invesco investment professionals.
The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing
material may come are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer
or solicitation by anyone in any jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an
offer or solicitation.

