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We believe environmental, social and 

governance (ESG) analysis is an important 

investment discipline with the potential to 

generate differentiated insights that can lead 

to investment outperformance. In this 

publication we outline key elements that 

inform our approach to ESG investing 

across fixed income markets. 
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¹ GSAM may invest in an asset prior to completion of the proprietary ESG rating. Instances in which proprietary ESG ratings may not be completed for a specific asset prior to investment 
include but are not limited to new issuance, in-kind transfers, corporate actions, and/or certain short-term holdings. 

The Three E’s of ESG investing at GSAM Fixed Income: Enriched, Evolution and Entrenched.

Our fixed income investment process is enriched by ESG analysis which can identify factors that may create material financial risks. 
Robust ESG integration is an evolution and we continually seek to advance our application to fixed income markets and specific 
investment objectives. ESG investing is firmly entrenched within GSAM; it is the responsibility of fixed income investment 
professionals, not just those with ESG in their title.

ESG as a Core Investment Competency. 

This past year we have deepened our ESG toolkit by assigning proprietary ESG ratings¹ to more than 90% of the corporate and 
sovereign bond issuers under our research coverage. These ratings are derived through fundamental research carried out by our 
corporate sector analysts and sovereign economists, in partnership with ESG investment professionals. Our ratings include a forward-
looking momentum element through which we assess if ESG performance of a bond issuer is deteriorating, stable or improving.

Materiality Matters. 

Our ESG investment research framework is built around the concept of materiality – the view that ESG factors can affect investment 
value differently depending on the sector and asset class. Active management is critical given ESG materiality is sector-specific and 
can include a time horizon element. Key events can also create inflection points. For example, the 2020 US election outcome 
presents new implications for sectors exposed to the energy transition.

Bondholders Have an Important Voice in ESG Engagement.

Engagement with corporate management is an important input into our credit research process and can guide our investment views. 
Dialogue with company management teams also provides us with an opportunity to encourage issuers to strengthen their ESG 
performance on factors that may present credit risk. Additionally, we can engage with issuers to drive positive outcomes. For 
example, GSAM recently launched an initiative through which we intend to engage with over 340 companies to promote greater climate 
data disclosure.

A Digitized Sustainable Investment World.

We believe technology can provide a dynamic investment edge with potential to enhance all aspects of our investment process, 
including ESG analysis. Our Fixed Income team benefits from a close partnership with GSAM engineers who are responsible for 
building and deploying innovative technical and quantitative solutions for our clients and our firm. Their expertise enables us to 
leverage ESG data, investment insights and knowledge-sharing across our digitized platform, from credit analysis to portfolio 
construction and client reporting to investment solutions. We also collaborate with the Fundamental Equity and Quantitative 
Investment Strategies teams to share ESG views and investment process approaches across GSAM. The outcome of this is 
what we view as the litmus test for successful ESG integration: sustainable investment solutions for our clients.
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An ESG lens enables us to paint a more complete picture of investment risks and opportunities. This is why we 
believe analysis of ESG factors is additive to our investment process and an important input into our 
investment decision-making.

What Does ESG Mean to GSAM Fixed Income?

Three elements inform our approach to ESG investing across fixed income markets: 

1. Enriched

Our assessment of credit risk is consistent with—and enriched by—the analysis of ESG factors that can evolve into 
credit risks. This ranges from climate transition policy driving the requirement for real estate companies to improve the 
energy intensity of their property portfolios (green buildings) to data protection breaches among telecommunications 
firms that could generate significant regulatory repercussions. Consideration of these risks is critical for fixed income 
investing due to the asymmetric return profile of bonds; upside potential is well-defined as timely coupon payments and a 
principal payment on maturity, while the downside can be considerable should an issuer default, with limited or no 
recovery value. In other words, “avoiding the losers is more important than picking the winners.” 

2.  Evolving

When evaluating creditworthiness, our investment professionals have long assessed risks labeled today as ESG, 
particularly those related to weak corporate governance structures. We seek to continually advance our ESG capabilities 
and this past year we have strengthened our ESG integration efforts by assigning proprietary GSAM Fixed Income ESG 
ratings to more than 90% of the corporate and sovereign bond issuers under our research coverage¹. These ratings are 
captured on our digitized investment platform, Fluent, alongside fundamental investment research analysis, integrating 
ESG as a component of our research process.

3.  Entrenched

We believe ESG is the responsibility of GSAM Fixed Income investment professionals, not just those with ESG in 
their title. Our sector research analysts and sovereign economists are paramount to ESG integration as they can apply 
their fundamental research expertise to focus on which ESG issues can impact creditworthiness and to what extent. 
They also regularly engage with company management teams and policymakers on factors that can influence our credit 
assessment, including ESG issues. Specialist ESG professionals partner with our investment teams to provide guidance 
on industry-specific issues, drive dialogue around ESG themes and to advise whether companies set targets that are 
suitably ambitious to achieve ESG-related outcomes. The identification of ESG data and performance metrics also forms 
part of an ongoing collaboration between ESG professionals, sector research analysts and economists, and engineers.

¹ GSAM may invest in an asset prior to completion of the proprietary ESG rating. Instances in which proprietary ESG ratings may not be completed for a specific asset prior to investment 
include but are not limited to new issuance, in-kind transfers, corporate actions, and/or certain short-term holdings. 
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Source: GSAM. For illustrative purposes only. ¹ GSAM may invest in an asset prior to completion of the proprietary ESG rating. Instances in which proprietary ESG ratings may not be 
completed for a specific asset prior to investment include but are not limited to new issuance, in-kind transfers, corporate actions, and/or certain short-term holdings. 

GSAM Fixed Income ESG Ratings
Overview

Our proprietary ESG ratings¹ reflect our investment team’s view. 
They are underpinned by in-depth research analysis that seeks to 
understand the nuances and complexities of ESG performance 
and how it translates to credit risk. Exhibit 1 outlines how we 
derive our ratings based on three areas of focus: materiality, 
momentum and engagement. 

How our ESG ratings enhance our investment analysis

 Reflect ESG factors that are material for bond investors. 
We consider ESG issues from a bondholder—rather than an 
equity investor—perspective. For example, governance factors 
such as executive pay are considered material for shareholder 
value, but may not be sufficiently relevant to a company’s 
creditworthiness.

 Include a forward-looking momentum element. Momentum 
assessments provide additional insights that static ESG 
metrics fail to capture. This can create an investment edge 
given an improving ESG laggard can offer a different 
investment signal to a deteriorating ESG leader.

 May uncover market inefficiencies. As a global fixed income 
manager, we invest in all corners of the world, including high 
yield and emerging market (EM) companies for which 
exposure to ESG risk may be greater but visibility can be 
lower. We believe the fundamental research that underpins 
our ESG ratings can help uncover market inefficiencies, 
particularly in high yield and EM markets. 

ESG as a Core Investment Competency

ESG factors can move the dial when it comes to 
financial performance. For example, the climate 
transition is a key investment driver for 
Automakers, while social factors can drive credit 
risk in the pharmaceutical industry.

Exhibit 1: GSAM Fixed Income ESG Ratings

Areas of Focus

Momentum

Improving, Stable or Deteriorating

Improving / deteriorating assessments add / 
subtract from the ESG rating.

Through a forward-looking assessment, we 
evaluate whether a company is on an improving, 
stable or deteriorating path. 

Peer Comparison

On a scale of

Our research analysts assess a bond issuer’s 
ESG performance relative to its peer group, 
weighing ESG issues according to sector-specific 
materiality templates. 

GSAM Fixed Income ESG Ratings

ESG Laggard ESG Leader
0 5

Bondholder
Engagement

Momentum

Materiality



CREDIT WHERE CREDIT IS DUE: ESG IN FIXED INCOME

GOLDMAN SACHS ASSET MANAGEMENT 5

¹ GSAM may invest in an asset prior to completion of the proprietary ESG rating. Instances in which proprietary ESG ratings may not be completed for a specific asset prior to investment 
include but are not limited to new issuance, in-kind transfers, corporate actions, and/or certain short-term holdings. 

Portfolio Perspectives 
Our ESG Ratings¹: 

 Inform Portfolio Construction. We aggregate ESG ratings 
at a portfolio and benchmark level. This enables us to assess 
the overall balance of ESG risks. Combined with portfolio 
construction tools, these ratings enable us to optimize or 
minimize a portfolio’s target exposure to certain ESG factors. 

 Enhance our ability to deliver customized ESG-solutions.
We can systematically eliminate bonds from issuers that we 
expect to be ESG laggards on our ESG rating scale, while 
adding overweight exposure to issuers we anticipate to be 
ESG leaders.

 Have potential to drive investment performance. We 
believe an issuer’s improving momentum on ESG factors 
has the potential to drive investment performance. Allocating 
capital to corporate bond issuers that are both willing and 
able to improve ESG practices may also generate a 
positive impact.

Bondholder Engagement 
 Fixed income investors do not have access to shareholder 

communication channels such as proxy-voting but as capital 
providers to global corporations, we communicate regularly 
with management teams.

 In addition, given issuers access bond markets repeatedly, 
we are able to develop an ongoing, productive dialogue that 
centers on gaining insights into a company’s operational 
performance and mitigation of risks. As such, our 
engagements also serve as an opening for us to encourage 
issuers to strengthen their ESG disclosure and performance 
on factors that may present credit risks. 

 Importantly, regular and open communication informs our ESG 
‘momentum assessment,’ providing a level of granularity that 
can strengthen or diminish our ESG and investment views.

 Our engagements are tracked on our digitized research 
platform, Fluent. From 2021, our credit analysts will seek to 
deepen and expand their ESG dialogue with companies, while 
also advancing their reporting of engagements in Fluent, 
outlining specific E-, S- or G- themes and issues discussed.

ESG as a Core Investment Competency

ESG views form part of our assessment of a 
bond’s risk-adjusted return potential. Put another 
way, we evaluate whether a bond’s yield or 
spread provides adequate compensation for 
potential downside risks, including ESG issues. 

Bondholders have a growing and important voice 
in company engagement. We view engagement 
as an important aspect of active management 
that we believe can unveil differentiated and 
forward-looking investment insights.
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Case Study: European Real Estate Investment Trust (REIT) – Taking Green Initiative

GSAM SCORE WEIGHT MOMENTUM

Environment 3.5
Better than Peers

30% Stable

Business Model & Innovation
Green Product / Business Opportunities

30%Better

GSAM SCORE WEIGHT MOMENTUM

Social 4.0
Better than Peers

20% Improving

Product Safety & Quality, Wellness & Impact
Product Quality & Safety

20%Better

GSAM SCORE WEIGHT MOMENTUM

Governance 4.5
Industry Leader

50% Stable

Corporate Governance
Board and Management Quality

50%Leading

GSAM RATING (CREDIT)

4.1/5
Industry Leader

Credit

Fluent.

Fixed Income – Investment Grade EngagementsESG

Concern Weaker In Line Better Leader
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Source: GSAM. For illustrative purposes only. GSAM in its sole discretion and without notice may periodically update or change the process for conducting its ESG assessments and 
implementing ESG views in portfolios, including the format and content of such analysis and the tools and/or data used to perform such analysis. Accordingly, the type of assessment 
depicted here may not be performed for every portfolio holding. No one factor or consideration is determinative in the fundamental research and asset selection process.

Through the these case studies we illustrate the application of 
GSAM Fixed Income ESG ratings and how our areas of focus—
materiality, momentum and engagement—inform our 
investment views.  

ESG in Action

Our investment team looks to understand the 
nuances and complexities of ESG factors and 
their relationship with credit risk; focusing on 
what we believe matters most for each sector—a 
concept known as materiality—is key to 
achieving this.

ESG Theme: Environmental – Climate Change: 
Business Model and Innovation (Green Buildings)

Environmental: Regulatory trends and consumer 
preferences are mounting pressure on the Real 
Estate sector to hasten its pace on energy efficiency 
improvements. efficiency upgrades. There is a 
growing body of research that indicates properties 
with greater energy efficiency provide a ‘green 
premium’ for real estate companies through higher 
occupancy, sales and rental rates. A European REIT 
in our investment universe is well positioned for 
these trends, with an acquisition focus on smaller 
residential buildings with significant potential for 
energy ore than 50% of its properties have been 
modernized and it has established an environmental 
performance target to reduce the carbon intensity of 
its property portfolio by 50% by 2025, thereby 
placing it on an ‘improving’ ESG momentum path.

Governance: As bondholders, we hold a positive 
view of this company’s management team’s decision 
to reinvest profits in its business, rather than taking 
unnecessary risks to boost shareholder returns.
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Source: GSAM. For illustrative purposes only. GSAM in its sole discretion and without notice may periodically update or change the process for conducting its ESG assessments and 
implementing ESG views in portfolios, including the format and content of such analysis and the tools and/or data used to perform such analysis. Accordingly, the type of assessment 
depicted here may not be performed for every portfolio holding. No one factor or consideration is determinative in the fundamental research and asset selection process. GSAM may 
invest in an asset prior to completion of the proprietary ESG rating. Instances in which proprietary ESG ratings may not be completed for a specific asset prior to investment include but 
are not limited to new issuance, in-kind transfers, corporate actions, and/or certain short-term holdings.

ESG in Action

Case Study: Engagement with a US Pharmaceutical Distributor

ESG Theme: Social – Product Quality & Safety 

Background: Opioid litigation is a material issue for the US Pharmaceutical sector due to an epidemic caused by prescription misuse and addiction. A 
distributor of pharmaceuticals in our investment universe is also exposed to litigation risk as it has a legal obligation to report suspicious orders 
(characterized by unusual quantities and frequencies) and to maintain an effective distribution process that prevents the diversion of controlled 
substances. A proposed fine included in a legal settlement is lower than what was initially tabled, however, there is still considerable uncertainty around 
the final resolution, with various state, local government and municipal plaintiff parties yet to approve this. 

Engagement: From a fundamental standpoint, our engagement focus is to understand whether this company’s free cash flow position can absorb 
the proposed settlement without a material degradation of its credit profile. In terms of ‘lessons learned’ in the management of this product risk, our 
takeaway is that the company has taken remedial actions. This includes reinforcement of programs to detect and prevent opioid diversion, with 
measures such as the use of algorithms in its supply chain to identify suspicious orders and block shipment. 

Outcome: Litigation risk continues to weigh on our ESG rating for this company, with its performance deemed to be ‘weaker than peers.’
However, we think actions taken to improve ‘product quality and safety’ place its momentum assessment on an ‘improving’ path.

Credit

Fluent.

Fixed Income – Investment Grade ESG Engagements
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A Digitized Sustainable Investment World 

Technology

As discussed previously, we believe technology can provide a 
dynamic edge with potential to enhance all aspects of our 
investment process, including ESG analysis. Our Fixed Income 
team benefits from a close partnership with GSAM engineers 
whose technical and quantitative expertise provide us with tools 
that enrich our ESG research and portfolio management 
capabilities. These teams are also adept at understanding the 
nuances of ESG data and the unique challenge of mapping this 
to fixed income securities.

Research 

GSAM Fixed Income ESG ratings are captured on our 
centralized, digitized research platform, Fluent. This platform 
allows transparency of investment views across GSAM 
investment teams. Analytical tools within Fluent enable 
research analysts to add granularity to their analysis. For 
example, we can select a relevant ESG theme and readily 
review and assign performance rankings across a peer group. 
The volume, quality and comparability of ESG data is rapidly 
evolving, and technology is critical to analyze and synthesize 
this data to better facilitate our investment decisions.

Portfolio Management  

Our portfolio management platform, Concert, unites GSAM 
Fixed Income ESG ratings with third-party metrics such as 
carbon intensity on an ESG Portfolio Management Dashboard. 
This allows portfolio managers to track and monitor ESG 
risks alongside other fundamental metrics. Concert also 
enables portfolio managers to swiftly assess the impact of 
employing specific ESG objectives in a portfolio and 
benchmark. In our view, it is a powerful tool for implementing 
ESG-oriented investment guidelines. 

Strengthening Our ESG Competency 

Integration 

We have set a high bar for our investment teams to achieve 
ESG integration, and we continually seek to enrich our ESG 
competencies across all segments of the bond market. The 
richness of our ESG analysis is already proving insightful, 
prompting discussions and greater engagement between teams 
and with our clients. 

Portfolio Construction and Bondholder Engagement 

We believe the way in which our ESG ratings inform investment 
decisions and portfolio construction is an evolving process. 
Looking ahead, we plan to track outcomes associated with our 
bondholder engagements. Ultimately, we see the litmus test for 
robust ESG integration as simple: sustainable investment 
solutions for our clients.

Our ESG Evolution

https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/2020/Innovation_Driven_Investing_January_2020.pdf?sa=n&rd=n
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Source: GSAM. ¹ As of Q3 2020. ² As of November 2020. GSAM may invest in an asset prior to completion of the proprietary ESG rating. Instances in which proprietary ESG ratings 
may not be completed for a specific asset prior to investment include but are not limited to new issuance, in-kind transfers, corporate actions, and/or certain short-term holdings. 
³ This investment universe was derived as follows: 1) We identified companies in the MSCI ACWI index that do not report at least one type of carbon emissions metric that the 
Sustainability Accounting Standards Board (SASB) deems material for their business; 2) We narrowed this universe to determine companies that are large contributors to carbon 
emissions, leveraging data from third party vendors. 

ESG in Figures

ESG Entrenchment

Our Fixed Income team benefits from the
expertise of dedicated ESG professionals

who partner with 316 GSAM Fixed

Income investment professionals¹. 

Fixed Income ESG Ratings

We have assigned proprietary GSAM Fixed

Income ESG ratings to more than 90% of

the corporate and sovereign bond issuers 
under our research coverage².  

ESG Assets Under 
Management

We manage over $60 billion
in fixed income assets with specific
ESG requirements².

Materiality Matters

Our ‘Materiality Matrix’ maps ESG themes

and issues across more than 70 industries

and sub-industries, focusing on what we
believe matters most for financial outcomes².

Positive Impact 
Engagement…

Through the GSAM Collaborative Climate 
Engagement Framework we intend to engage 

with over 340 companies³…

…on Climate Data 
Disclosure

…to promote greater climate data disclosure. 

These companies account for 70% of 

carbon emissions in our investment universe³.
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Environmental, Social, and Governance ("ESG") strategies may take risks or eliminate 
exposures found in other strategies or broad market benchmarks that may cause 
performance to diverge from the performance of these other strategies or market 
benchmarks. ESG strategies will be subject to the risks associated with their 
underlying investments' asset classes. Further, the demand within certain markets or 
sectors that an ESG strategy targets may not develop as forecasted or may develop 
more slowly than anticipated.

Views and opinions expressed are for informational purposes only and do not 
constitute a recommendation by GSAM to buy, sell, or hold any security. Views and 
opinions are current as of the date of this presentation and may be subject to change, 
they should not be construed as investment advice. 

This material contains information that discusses general market activity, industry or 
sector trends, or other broad-based economic, market or political conditions. It also 
pertains to past performance or is the basis for previously-made discretionary 
investment decisions. This information should not be construed as a current 
recommendation, research or investment advice. It should not be assumed that any 
investment decisions shown will prove to be profitable, or that any investment 
decisions made in the future will be profitable or will equal the performance of 
investments discussed herein. Any mention of an investment decision is intended only 
to illustrate our investment approach and/or strategy, and is not indicative of the 
performance of our strategy as a whole. Any such illustration is not necessarily 
representative of other investment decisions.

This material has been prepared by GSAM and is not financial research nor a product 
of Goldman Sachs Global Investment Research. It was not prepared in compliance 
with applicable provisions of law designed to promote the independence of financial 
analysis and is not subject to a prohibition on trading following the distribution of 
financial research. The views and opinions expressed may differ from the views and 
opinions expressed by Goldman Sachs Global Investment Research or other 
departments or divisions of Goldman Sachs and its affiliates. Investors are urged to 
consult with their financial advisors before buying or selling any securities. This 
information should not be relied upon in making an investment decision. GSAM has no 
obligation to provide any updates or changes.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY 
JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE 
UNAUTHORIZED OR UNLAWFUL TO DO SO.

Prospective investors should inform themselves as to any applicable legal 
requirements and taxation and exchange control regulations in the countries of their 
citizenship, residence or domicile which might be relevant.

This material is provided for informational purposes only and should not be construed 
as investment advice or an offer or solicitation to buy or sell securities. This material is 
not intended to be used as a general guide to investing, or as a source of any specific 
investment recommendations, and makes no implied or express recommendations 
concerning the manner in which any client's account should or would be handled, as 
appropriate investment strategies depend upon the client's investment objectives.

United Kingdom and European Economic Area (EEA): In the United Kingdom, this 
material is a financial promotion and has been approved by Goldman Sachs Asset 
Management International, which is authorized and regulated in the United Kingdom 
by the Financial Conduct Authority. Switzerland: For Qualified Investor use only - Not 
for distribution to general public. This document is provided to you by Goldman Sachs 
Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates 
of Goldman Sachs Bank AG, which are domiciled outside of Switzerland. We would 
like to remind you that foreign (Non-Swiss) legal and regulatory systems may not 
provide the same level of protection in relation to client confidentiality and data 
protection as offered to you by Swiss law.

Asia Pacific: Please note that neither Goldman Sachs Asset Management 
International nor any other entities involved in the Goldman Sachs Asset Management 
(GSAM) business maintain any licenses, authorizations or registrations in Asia (other 
than Japan), except that it conducts businesses (subject to applicable local 
regulations) in and from the following jurisdictions: Hong Kong, Singapore and 
Malaysia.  This material has been issued for use in or from Hong Kong by Goldman 
Sachs Asset Management (Hong Kong) Limited, in or from Singapore by Goldman 
Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and 
in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad (880767W).  

Australia: This material is distributed in Australia and New Zealand by Goldman Sachs 
Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 ('GSAMA') and 
is intended for viewing only by wholesale clients in Australia for the purposes of section 
761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of 
the categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities 
Act 1978, fall within the definition of a wholesale client for the purposes of the Financial 
Service Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the 
Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor 
under one of clause 37, clause 38, clause 39 or clause 40 of Schedule 1 of the Financial 
Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a "NZ Wholesale 
Investor"). GSAMA is not a registered financial service provider under the FSPA. GSAMA 
does not have a place of business in New Zealand. In New Zealand, this document, and 
any access to it, is intended only for a person who has first satisfied GSAMA that the 
person is a NZ Wholesale Investor.  This document is intended for viewing only by the 
intended recipient. This document may not be reproduced or distributed to any person in 
whole or in part without the prior written consent of GSAMA. This information discusses 
general market activity, industry or sector trends, or other broad based economic, market 
or political conditions and should not be construed as research or investment advice.  The 
material provided herein is for informational purposes only. This presentation does not 
constitute an offer or solicitation to any person in any jurisdiction in which such offer or 
solicitation is not authorized or to any person to whom it would be unlawful to make such 
offer or solicitation.

Canada: This presentation has been communicated in Canada by GSAM LP, which is 
registered as a portfolio manager under securities legislation in all provinces of 
Canada and as a commodity trading manager under the commodity futures legislation 
of Ontario and as a derivatives adviser under the derivatives legislation of Quebec. 
GSAM LP is not registered to provide investment advisory or portfolio management 
services in respect of exchange-traded futures or options contracts in Manitoba and is 
not offering to provide such investment advisory or portfolio management services in 
Manitoba by delivery of this material.

Japan: This material has been issued or approved in Japan for the use of 
professional investors defined in Article 2 paragraph (31) of the Financial Instruments 
and Exchange Law by Goldman Sachs Asset Management Co., Ltd.

Confidentiality

No part of this material may, without GSAM’s prior written consent, be (i) copied, 
photocopied or duplicated in any form, by any means, or (ii) distributed to any person 
that is not an employee, officer, director, or authorized agent of the recipient

© 2021 Goldman Sachs. All rights reserved. Date of first use: 07/01/2021. 223302-
OTU-1326792.
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