Future First Insights
SM

Why Fixed Income Is Relevant
for Responsible Investing
By Joshua Kendall, Head of Responsible
Investment Research and Stewardship, and
Frances Barney, Head of Global Risk Solutions

Responsible investing has traditionally
focused on equities, given shareholders’
ability to influence management decisions.
But as responsible investing evolves, some
global institutional investors are widening
their focus to fixed income. Bondholders
can also have far-reaching influence over
governments and companies, and fixedincome investors may seek to engage with
debt issuers to better understand the ESG
risks they face, evaluate how they manage
them and encourage them to improve
their practices.
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The Power of the Bond Market
Famously, when describing the power and influence of debt markets on the global financial
system, Clinton-era Democratic adviser James Carville said: “I used to think if there was
reincarnation, I wanted to come back as the president or the pope or a .400 baseball hitter.
But now I want to come back as the bond market. You can intimidate everybody.”
Fixed-income assets are a core allocation within many, if not most, investors’ portfolios.
Institutional investors including insurance companies, pension funds, sovereign wealth
funds and central banks have historically allocated significant assets to fixed-income
strategies. Whether the focus is long-duration bonds to align with liability-conscious
objectives, or credit strategies to seek additional alpha, fixed-income assets continue
to form a crucial part of global investment programs.
The centrality of fixed income is illustrated by the amount of global issuance, which is
many times larger than the equity market. The role of these assets in investor portfolios,
and their dominance across global markets, mean these assets cannot be ignored as
investors seek to invest responsibly in pursuit of their goals.
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Assessing Debt Issuers’
Sustainability Is Vital
Sustainability considerations form a part of fundamental investment analysis, in addition
to increasing examples of explicit responsibility objectives. A 2020 joint survey conducted
by the Official Monetary and Financial Institutions Forum (OMFIF) and BNY Mellon
indicated that a majority of the central banks, sovereign funds and pension funds that
responded integrate ESG criteria into their investment program to seek superior riskadjusted returns.1
The potential materiality of ESG risks is widely acknowledged. There are many examples of
such risks having a material impact on the pricing of a bond, or leading issuers to default.
The core focus for fixed income investors is the risk of an impairment to their coupons
or return of principal. Any material risk that could affect whether an issuer fulfills these
obligations – including ESG risks – will be relevant to investors’ analysis.
This is a central pillar of a responsible investment approach, and reflects a fixed-income
investor’s natural focus on the sustainability of an issuer’s operations and its ability to
afford financial obligations.
For example, for investors seeking to achieve a specific outcome, such as pension plans
with defined obligations, maximizing the certainty of achieving this specific outcome is key.
Investing with precision, including analysis of ESG risks to help ensure accurate valuations
and effective risk management, is crucial.

1
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The PRI has established the ESG in Credit Risk and Ratings Initiative to “enhance the
transparent and systematic integration of ESG factors in credit risk analysis,”2 and
global credit ratings agencies now incorporate ESG evaluation within their analysis.3
When it comes to engagement, headlines typically focus on shareholders who have
voting powers that enable them to influence, and if necessary replace, company
executives. The reality, however, is that fixed-income investors’ influence can far outstrip
that of equity investors, primarily due to a range of institutions dependent on debt
capital markets for financing.
Debt markets provide finance to a wide range of entities, including sovereigns,
supranationals and agencies, as well as many companies, some of which prefer to
raise finance using the debt rather than equity markets. This means that fixed-income
investors can have influence on entities and market sectors that are inaccessible to
other investors.
Opportunities for dialogue are often regular. For many institutions, access to finance
from the bond market is an ongoing necessity, either to fund new projects or roll
over existing debt. This stands in contrast to the equity market, where issuance is
comparatively rare.
While for major debt issuers, a single investor or asset manager can sometimes have
little effect, collaborative initiatives – where investors work together to achieve a
common goal – can have a meaningful impact.
This power means fixed-income markets can play a central role for investors seeking
to influence governments and corporates, whether that is to achieve their financial
or sustainability objectives.
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For example, credit ratings agencies Moody’s (https://esg.moodys.io/), Standard & Poor’s (https://www.spglobal.com/ratings/
en/products-benefits/products/esg-in-credit-ratings) and Fitch Ratings (https://www.fitchsolutions.com/products/fitchratings-esgrelevance-scores-data) offer ESG-specific analysis.
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Bondholders Can Pursue
Precise Sustainability Targets
When debt is issued, fixed-income investors can influence the structure and terms of
the issuance. A bond with unattractive terms could lead to financing on less favorable
terms for an issuer. In rare cases, an issuer may withdraw an issue if there is not enough
demand and sometimes change terms or documentation language to comply with
investors’ requirements.
The regularity of debt issuance, combined with investors’ ability to influence the terms and
structure, mean fixed-income assets offer the potential for meaningful influence.
Investors can target sustainability outcomes in a way that other asset classes – such as
equities – cannot offer.
In the now mainstream “use-of-proceeds” bond market, issuance can be linked directly to
specific projects with a positive environmental and/or social impact (the most common are
“green bonds,” where bond proceeds are used to support environmental projects), or wider
goals – such as the UN Sustainable Development Goals (SDGs). Some bonds also build in
targets at the broader institutional level, such that if sustainability targets are met, the
issuer benefits from more attractive financing terms; and similarly, if targets are missed,
the investor receives compensation for this failure.
The growth of the so-called “impact bond” market means that debt issuers across a wide
range of markets and sectors, including sovereigns and private companies, are being
encouraged to pursue explicit sustainability objectives.
It also means that, through fixed-income markets, investors are able to tailor their portfolios
and objectives to reflect both financial and sustainability targets in new, innovative ways
– more than other financial instruments. According to the OMFIF and BNY Mellon survey
mentioned earlier, green bonds are the most popular and growing sustainable asset class,
but there is not enough supply to meet the demand: “There aren’t many green bond issues
that conform to our investment guidelines, and the ones that do are small.”4
4
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New Opportunities
Are Yet to Emerge
A responsible approach to fixed income, taking ESG risks and factors into account,
can support an investor’s financial and sustainability objectives. This is now widely
appreciated by investors, but there is still work to be done to refine what this means
in practice.
Fixed-income markets encompass a wide range of issuers and instrument types.
While the basic principles of a responsible investment approach will remain consistent
across them, the practical implications will be different. For example, most analysis of ESG
and sustainability risks has focused on corporate debt, with research into their impact on
sovereign debt still in a developmental phase. Much of this is down to the availability of
good-quality data, which is still more accessible at a corporate level. Similarly, in secured
finance, managing the impact of ESG risks on a residential mortgage-backed security will
be very different than a commercial real estate loan, for example.
Overall, investors are at the beginning rather than end of their journey with respect
to integrating a responsible investment approach into their fixed-income portfolios.
However, as investor practices evolve, the focus on ESG risks and sustainability factors
could provide investors with further opportunities to build portfolios that can target both
financial and sustainability targets with greater precision, creating better outcomes
for all stakeholders.
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The Bank of New York Mellon SA/NV operates in France through its Paris branch at 7 Rue Scribe, Paris, Paris 75009, France. The Bank of New York Mellon SA/NV, Paris Branch is subject to limited
additional regulation by Secrétariat Général de l’Autorité de Contrôle Prudentiel at Première Direction du Contrôle de Banques (DCB 1), Service 2, 61, Rue Taitbout, 75436 Paris Cedex 09, France
(registration number (SIREN) Nr. 538 228 420 RCS Paris - CIB 13733).
The Bank of New York Mellon SA/NV operates in Italy through its Milan branch at Via Mike Bongiorno no. 13, Diamantino building, 5th floor, Milan, 20124, Italy. The Bank of New York Mellon SA/NV,
Milan Branch is subject to limited additional regulation by Banca d’Italia - Sede di Milano at Divisione Supervisione Banche, Via Cordusio no. 5, 20123 Milano, Italy (registration number 03351).
The Bank of New York Mellon SA/NV is trading in Denmark as The Bank of New York Mellon SA/NV, Copenhagen Branch, filial af The Bank of New York Mellon SA/NV, Belgien, and has its registered
office at Strandvejen 60/5, 2900 Hellerup, Denmark. It is subject to limited additional regulation by the Danish Financial Supervisory Authority (Finanstilsynet, Århusgade 110, 2100 København Ø).
The Bank of New York Mellon SA/NV operates in Spain through its Madrid branch with registered office at Calle José Abascal 45, Planta 4ª, 28003, Madrid, and enrolled on the Reg. Mercantil de
Madrid, Tomo 41019, folio 185 (M-727448). The Bank of New York Mellon, Sucursal en España is registered with Banco de España (registration number 1573).
The Bank of New York Mellon SA/NV operates in England through its London branch at 160 Queen Victoria Street, London EC4V 4LA, UK, registered in England and Wales with numbers FC029379 and
BR014361. The Bank of New York Mellon SA/NV, London branch is authorized by the ECB (address above) and is deemed authorised by the Prudential Regulation Authority. Subject to regulation by
the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to operate in the UK for a
limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website.
The Bank of New York Mellon (International) Limited is registered in England & Wales with Company No. 03236121 with its Registered Office at One Canada Square, London E14 5AL. The Bank of
New York Mellon (International) Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
Regulatory information in relation to the above BNY Mellon entities operating out of Europe can be accessed at the following website: https://www.bnymellon.com/RID.
The Bank of New York Mellon, Singapore Branch, is subject to regulation by the Monetary Authority of Singapore. For recipients of this information located in Singapore: This material has not been
reviewed by the Monetary Authority of Singapore. The Bank of New York Mellon, Hong Kong Branch (a branch of a banking corporation organized and existing under the laws of the State of New York
with limited liability), is subject to regulation by the Hong Kong Monetary Authority and the Securities & Futures Commission of Hong Kong.
The Bank of New York Mellon is exempt from the requirement to hold, and does not hold, an Australian financial services license as issued by the Australian Securities and Investments Commission
under the Corporations Act 2001 (Cth) in respect of the financial services provided by it to persons in Australia. The Bank of New York Mellon is regulated by the New York State Department of
Financial Services and the US Federal Reserve under Chapter 2 of the Consolidated Laws, The Banking Law enacted 16th April 1914 in the State of New York, which differs from Australian laws.
The Bank of New York Mellon has various other branches in the Asia-Pacific Region which are subject to regulation by the relevant local regulator in that jurisdiction.
The Bank of New York Mellon Securities Company Japan Ltd, as intermediary for The Bank of New York Mellon.
The Bank of New York Mellon, DIFC Branch, regulated by the Dubai Financial Services Authority (DFSA) and located at DIFC, The Exchange Building 5 North, Level 6, Room 601, P.O. Box 506723, Dubai,
UAE, on behalf of The Bank of New York Mellon, which is a wholly-owned subsidiary of The Bank of New York Mellon Corporation.
Pershing is the umbrella name for Pershing LLC (member FINRA, SIPC and NYSE), Pershing Advisor Solutions (member FINRA and SIPC), Pershing Limited (UK), Pershing Securities Limited (UK),
Pershing Securities International Limited (Ireland), Pershing (Channel Islands) Limited, Pershing Securities Canada Limited, Pershing Securities Singapore Private Limited, and Pershing India
Operational Services Pvt Ltd. Pershing business also includes Albridge Solutions, Inc. and Lockwood Advisors, Inc., an investment adviser registered in the United States under the Investment
Advisers Act of 1940. Pershing LLC is a member of SIPC, which protects securities customers of its members up to $500,000 (including $250,000 for claims for cash). Explanatory brochure available
upon request or at sipc.org. SIPC does not protect against loss due to market fluctuation. SIPC protection is not the same as, and should not be confused with, FDIC insurance.
Past performance is not a guide to future performance of any instrument, transaction or financial structure and a loss of original capital may occur. Calls and communications with BNY Mellon may
be recorded, for regulatory and other reasons.
Disclosures in relation to certain other BNY Mellon group entities can be accessed at the following website: http://disclaimer.bnymellon.com/eu.htm.
This material is intended for wholesale/professional clients (or the equivalent only), is not intended for use by retail clients and no other person should act upon it. Persons who do not have
professional experience in matters relating to investments should not rely on this material. BNY Mellon will only provide the relevant investment services to investment professionals.
Not all products and services are offered in all countries.
If distributed in the UK, this material is a financial promotion. If distributed in the EU, this material is a marketing communication.
This material, which may be considered advertising, is for general information purposes only and is not intended to provide legal, tax, accounting, investment, financial or other professional advice
on any matter. This material does not constitute a recommendation or advice by BNY Mellon of any kind. Use of our products and services is subject to various regulations and regulatory oversight.
You should discuss this material with appropriate advisors in the context of your circumstances before acting in any manner on this material or agreeing to use any of the referenced products
or services and make your own independent assessment (based on such advice) as to whether the referenced products or services are appropriate or suitable for you. This material may not be
comprehensive or up to date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a particular purpose of information given. BNY Mellon will not be responsible for
updating any information contained within this material and opinions and information contained herein are subject to change without notice. BNY Mellon assumes no direct or consequential liability
for any errors in or reliance upon this material.
This material may not be distributed or used for the purpose of providing any referenced products or services or making any offers or solicitations in any jurisdiction or in any circumstances in which
such products, services, offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional registration requirements.
BNY Mellon Wealth Management conducts business through various operating subsidiaries of The Bank of New York Mellon Corporation.
Any references to dollars are to US dollars unless specified otherwise.
This material may not be reproduced or disseminated in any form without the prior written permission of BNY Mellon. Trademarks, logos and other intellectual property marks belong to their
respective owners.
The Bank of New York Mellon, member of the Federal Deposit Insurance Corporation (FDIC).
bnymellon.com
Please click here for additional information regarding disclaimers and disclosures.
© 2021 The Bank of New York Mellon Corporation. All rights reserved.

8

