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Can socially responsible investing enhance returns 

in corporate credit?

Environmental, Social and Governance (ESG) investing is a relatively new, but fast-

growing feature of fixed income investing. Investors are becoming more aware of the 

possible benefits of applying ESG factors into their portfolios, as well as their own social 

responsibilities. 

As a result, we are seeing a rapid increase in demand for more ESG-oriented strategies 

from institutional investors. In our view, including ESG considerations in portfolio 

construction does not (as many might think) result in sub-optimal financial returns.

In our experience, companies with good governance structures, strong employee and 

community relations and responsible environmental policies can deliver long-term 

investment performance.

Creating Positive Outcomes 

ESG investing is less established in fixed income than equities and assets under 

management remain lower in fixed income. 

However, whilst shareholder activism and voting may appear to make ESG factors easier 

to implement from an equity perspective, we believe bondholders can also be effective 

advocates of change. Bondholders are often sizable lenders on a corporate’s balance 

sheet (for example we can own up to 10-15% of a bond issue), which can give them 

considerable influence. 

Companies that require regular bond market funding are also more likely to adhere to 

bondholder demands, especially when made by increasing numbers of investors. Thus it is 

important investors make their views known and clear to companies to initiate positive 

change.

Issuers are also incentivised to lower their funding costs by aligning their needs with 

investors; if investors want more ESG awareness in a firm, a company is more likely to 

incorporate ESG considerations into its business practices.  
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2 Crossover - Breaking the Ratings Barrier

Investor engagement can therefore directly benefit client 

portfolios if the performance of their investments is enhanced by 

positive change from an ESG standpoint.  

A Market Standard?

While it is a desirable concept, there is not yet a common 

standard of ESG investing in fixed income. Nevertheless, as the 

demand for ESG considerations has grown, so too have the ways of 

implementing it in portfolios. 

Exclusion lists are becoming widely adopted, such as that 

developed by Norges Bank Investment Management, as well zero 

tolerance screens (to exclude companies affiliated with 

controversial weapons, child labour, animal testing etc.) or -

more broadly - non-compliance with the business standards set by 

the UN Global Compact.

Investors typically have specific views they wish to express 

through their investments. Examples of negative screens often 

implemented, frequently with a maximum involvement threshold 

in such end markets, can include alcohol, tobacco, weapons, fur 

and leather.

These screens could be considered a passive approach to ESG 

investing, eliminating companies with practices or operations that 

do not fit investor ESG frameworks. Involvement in controversial 

events of a certain scale (e.g. environmental damage, bribery or 

health and safety) could also be a threshold.

ESG scores take a broader view of ESG topics and allow investors 

to consider the relative performance of companies based on these 

metrics. These are typically accompanied by research which can 

show companies how they score, which investors can use to 

encourage companies to improve, although they are largely 

reliant on a company’s disclosure to do so.

Green and social bonds, where issue proceeds are ringfenced for 

specific approved purposes, are also worth considering. Their 

growth has been notable in recent years and we believe looks set 

to continue.

Carbon foot-printing, where the carbon emissions of a portfolio 

are measured based on its underlying constituents and weights, is 

relatively new. Its gaining popularity in Europe where it has 

become a regulatory requirement in some countries, however its 

accuracy depends on the quality of data published by portfolio 

companies.

Engagement with companies and management teams is a more 

active approach. It’s the manager’s responsibility to identify 

metrics or themes important to them, and use their influence to 

encourage change; managers may opt to monitor improvement or 

set a maximum period where it must be achieved.

Lastly managers may consider fully integrating ESG into their 

credit analysis and bond pricing, which considers ESG strengths 

and weaknesses. Lenders would generally demand a higher return 

from a company that displayed weak ESG qualities, on top of the 

pricing suggested from pure credit analysis.

From this brief overview of a bond manager’s ESG implementation 

toolkit, there are many credible options for managers to deploy in 

an ESG strategy. Whilst not perfect and subject to investor views, 

they provide managers with the opportunity to develop their own 

proprietary approach.

We believe any ESG strategy must balance manageable 

constraints on the investable universe whilst allowing a manager 

enough decision-making capacity to demonstrate their skill in 

pricing credit risk.

Our Approach

At Muzinich, we have a number of strategies with different ESG 

profiles. We are able to customise the level of ESG requirements 

to suit client needs, using the approaches outlined herein. 

In each of these strategies, our ESG approach is combined with 

deep and thorough credit research, as is applied across the firm.

More broadly, we are keen to contribute to the development of 

the ESG movement, encouraging greater transparency from 

portfolio companies, and fund independent research of companies 

previously not examined from an ESG perspective. 

The Future of Responsible Investing 

Looking ahead, we see continued growth and demand for ESG 

investing in fixed income, both geographically and by investor 

type, especially in Europe which is at the forefront of this trend. 

ESG investing can encourage a higher standard of corporate 

responsibility whilst seeking to offer attractive financial 

performance; criteria that should suit investors and companies 

alike. 
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Important Information

This document has been produced for information purposes only and is not intended to constitute an offering,

advice or recommendation to purchase any securities or other financial instruments. The investment strategies

and themes discussed herein may not be suitable for investors depending on their specific investment

objectives and financial situation. Investors should conduct their own analysis and consult with their own legal,

accounting, tax and other advisers in order to independently assess the merits of an investment.

The views and opinions expressed should not be construed as an offer to buy or sell or invitation to engage in

any investment activity, they are for information purposes only, are as of the date of publication and are

subject to change without reference or notification. Certain information contained in this document constitutes

“forward-looking statements,” which can be identified by the use of forward-looking terminology such as

“may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,”

or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and

uncertainties, actual events, results or the actual performance of the securities, investments or strategies

discussed may differ materially from those reflected or contemplated in such forward-looking statements.

Nothing contained in this document may be relied upon as a guarantee, promise, assurance or a representation

as to the future.

Past results do not guarantee future performance. The value of investments and the income from them may fall

as well as rise and is not guaranteed and investors may not get back the full amount invested. Diversification

does not assure a profit or protect against loss. Changes in the rate of exchange of a currency may affect the

value, price or income of an investment adversely. Emerging Markets may be more risky than more developed

markets for a variety of reasons, including but not limited to, increased political, social and economic

instability; heightened pricing volatility and reduced market liquidity. All data herein is reflected in U.S.

Dollars, unless stated otherwise.

All information contained herein is only as current as of the date indicated, and may be superseded by

subsequent market events or for other reasons. Nothing contained herein is intended to constitute investment,

legal, tax or other advice nor is it to be relied on in making an investment or other decision. Historic market

trends are not reliable indicators of actual future market behavior.

Certain information contained herein is based on data obtained from third parties and, although believed to be

reliable, has not been independently verified by anyone at or affiliated with Muzinich & Co.; its accuracy or

completeness cannot be guaranteed.

No part of this material may be reproduced in any form or referred to in any other publication without express

written permission from Muzinich & Co.

Issued in Europe by Muzinich & Co. Limited, which is authorised and regulated by the Financial Conduct

Authority FRN: 192261. Registered in England and Wales No. 3852444. Registered address: 8 Hanover Street,

London W1S 1YQ.


