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Credit Where Credit is Due: ESG in Fixed Income 
Executive Summary 
 The Three E’s of Environmental, Social and Governance (ESG) investing. Our 

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 objectives1. 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 ratings to more than 90% of the corporate and sovereign 
bond issuers under our research coverage2. 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. 

 
 

1 There is no guarantee that objectives will be met. 
2 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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What Does ESG Mean to GSAM Fixed Income? 
We view ESG analysis as an important investment discipline with the potential to generate 
differentiated insights that can lead to investment outperformance. 

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

 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.” 

 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 coverage3. These ratings are captured on our digitized investment platform, Fluent, 
alongside fundamental investment research analysis, integrating ESG as a component of our 
research process. 

 Entrenched. ESG investing is firmly entrenched within our team; it is the responsibility of 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 the ongoing collaboration between ESG professionals, 
sector research analysts and economists, and engineers. 

 
  

 
3 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. 

An ESG lens enables 
us to paint a more 
complete picture of 
investment risks and 
opportunities. As 
such, ESG analysis 
is additive to our 
investment process. 
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ESG as a Core Investment Competency 

GSAM Fixed Income ESG Ratings 
Our proprietary ESG ratings4 reflect our investment team’s view and 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. 

Exhibit 1: GSAM Fixed Income ESG Ratings 

 

Source: GSAM. For illustrative purposes only. 
 

Our ESG ratings provide differentiated insights that enhance our assessment of credit risk in 
several ways: 

1. We focus on 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. 

2. Momentum assessments ensure our views are forward-looking. Traditional investment 
decisions seek to identify inflection points in metrics—such as earnings, cash flow or cost of 
capital—that can impact future investment performance. Our momentum assessment seeks 
to achieve a similar input into our investment decision-making process by identifying whether 
a company is on an improving, stable or deteriorating ESG performance path. This analysis 
is critical given available ESG data is often backward-looking in nature. Regular engagement 
with company management teams allows us to identify an issuer’s forward-looking 
sustainability strategy, which can improve or deteriorate the outlook for an ESG rating. For 
example, the appointment of a new management team may raise our confidence in credible 
steps being undertaken to address prior ESG controversies. Similarly, we look for concrete 
commitments to change and transformation, such as a utility company’s decision to set 
specific targets to transition to low-carbon energy sources. 

  

 
4 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 factors can 
move the dial when  
it comes to financial 
performance. For 
example, the climate 
transition is a key 
investment driver for 
Automakers. 

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. 
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3. Our ratings can 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. This is because larger, 
developed market (DM) companies—that are often investment grade rated—tend to exhibit 
greater transparency on ESG issues. By contrast, while disclosure among high yield and EM 
companies is rising, it may not be as well-articulated or robust5. Through fundamental research 
and engagement with bond issuers we can exploit these market inefficiencies. 
 

Box 1: The Importance of a GSAM Fixed Income ESG Rating for High Yield and EM Debt  

The high yield market is characterised by lower credit ratings and potentially weaker governance models, as 
companies tend to be smaller, privately-owned or have a greater percentage of private equity involvement with lower 
transparency. This segment of the credit market also has a higher exposure to less environmentally friendly 
companies, with many oil and gas exploration companies residing in this rating cohort. We focus on identifying high 
yield companies with better ESG practices than peers or companies with improving ESG profiles. 

Similarly, EM corporate issuers can be subject to governance risks amid economic, structural and regulatory 
changes in their home economies. Local regulations may not align with global standards, thereby potentially 
presenting greater ESG risks for global investors relative to DM corporate bonds. EM companies are increasingly 
aligning business practices and disclosure frameworks with DM peers in order to access global capital markets. 
Nonetheless, our EM corporate research analysts aim to supplement available data with insights derived from 
engagement with company management teams. Ultimately, applying ESG factors alongside fundamental analysis 
helps drive active investment decisions. 

Portfolio Perspectives 
Embedding ESG analysis from top to bottom. From a top-down perspective, our portfolio 
managers can consider the value-add from the incorporation of ESG factors in portfolio 
construction and risk management. Meanwhile, from a bottom-up security selection perspective, 
our investment process often entails rigorous debate between portfolio managers, credit 
analysts, traders and economists. These discussions increasingly include differentiated insights 
on ESG themes and issues. 

We focus on risk-adjusted return potential. ESG issues, left unchecked, can create tail events 
in fixed income securities. This is why our investment team incorporates ESG factors alongside 
corporate fundamentals, bond valuations, market technical factors, and duration, currency and 
sector risks. Importantly, 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 those related to ESG. 

Our ESG ratings6: 

 May inform portfolio construction. Our ESG ratings can be aggregated 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. For example, we may seek to reduce the carbon intensity of a 
portfolio or raise our exposure to companies that demonstrate inclusive growth practices. 

 Enhance our ability to deliver customized ESG-oriented 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. Codifying our 
fundamental research analysis into quantifiable proprietary ratings therefore enables us to 
present customized ESG solutions. 

 
5 Just 20% of global high yield rated companies are estimated to review and confirm ESG ratings assigned by a leading third-party 

provider; among private companies, this proportion drops to just 3%. Source: UN PRI Report: ESG Engagement for Fixed Income 
Investors – Managing Risk, Enhancing Return (2018). 

6 We have assigned proprietary GSAM FI ESG ratings to more than 90% of the corporate and sovereign bond issuers under our 
research coverage. 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. 

Rapid market, macro 
and political change 
commands ongoing 
conversations around 
how to innovate our 
investment process, 
including our 
approach to ESG 
investing. 

https://www.unpri.org/download?ac=4449
https://www.unpri.org/download?ac=4449
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 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. 

Bondholders – An Important and Growing Voice in ESG Engagement 
Corporate engagement on ESG issues has been a mainstream concept in equity investing for 
some time7. However, it remains less common among fixed income investors, despite the global 
bond market being almost double the size of the equity market8. At GSAM, we view bondholder 
engagement with companies as an important aspect of active management. 

Fixed Income investors do not have access to shareholder communication channels such as proxy-
voting9 but as capital providers to global corporations, we communicate regularly with management 
teams. 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, this regular and open communication informs our ‘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. 
  

 
7 For details on GSAM Stewardship please see: https://www.gsam.com/content/gsam/us/en/institutions/about-gsam/stewardship.html 
8 Based on a tradable bond market value of $114 trillion and tradeable equity market value of $69 trillion. Source: Haver Analytics. As of 

September 30, 2020. 
9 Bondholders’ ownership rights are contractual in nature, limited to the entitlement to the prompt and full payment of monies due. 

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. 

https://www.gsam.com/content/gsam/us/en/institutions/about-gsam/stewardship.html
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ESG in Action10 
Through the following case studies, we illustrate the application of GSAM Fixed Income ESG ratings 
and how our areas of focus—materiality, momentum and bondholder engagement—impact our 
investment views. 

Case Study: European Real Estate Investment Trust (REIT) – Taking Green Initiative 

 
 

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. 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 rates11. 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 efficiency 
upgrades. More 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. 

 

Source: GSAM. For illustrative purposes only.   

 
10 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. 

11 There is little corresponding analysis of the perceived higher upfront costs as a hurdle to adoption, as it is dependent on what 
standards are applied. 

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

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 is key to 
achieving this. 
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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. 

Source: GSAM. For illustrative purposes only.  
 

Case Study: High Yield Communications Company – Weak Governance Practices 

 

 
 
ESG Theme: Governance 

 

 

 

 

 

Governance: We deem this high yield 
rated communications company to be an  
ESG laggard. This assessment is largely 
driven by concerns on governance 
practices such as limited board 
independence and a concentration of 
voting power with a controlling 
shareholder. In addition, there is a lack  
of disclosure and transparency regarding 
business plans including funding sources 
for the buildout of its wireless capabilities 
and strategic decisions. Indeed, a recent 
regulatory ruling may result in a fine and 
other agency actions that could hinder 
business operations. 

 
Source: GSAM. For illustrative purposes only. 

Credit

Fluent.

Fixed Income – Investment Grade ESG Engagements
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Case Study: Governance Engagement with a European Utilities Company 

 
ESG Theme: Environmental Risk and Governance Concerns 

Background: This investment grade rated European Utility company operates under a regulatory regime that 
applies financial penalties for operational weaknesses. This company has previously been fined for water pollution 
and alleged falsification of related reported data. 

Engagement: Our credit analyst met with the company in relation to a new bond issue and centered the discussion 
on the prior governance and pollution issues, both of which directly impact the company’s credit profile. Although we 
acknowledge that remedial steps are being taken, including the appointment of a new management team, we 
remain cautious until we see evidence of an improved track record as historical operational weaknesses are a 
hurdle to achieving the challenging environmental targets set by its regulator. 

Outcome: We did not participate in the new debt issue as we consider ESG risks to remain high and compensation for 
these risks to be inadequate. 

Source: GSAM. For illustrative purposes only. 

Our ESG Evolution 

A Digitized Sustainable Investment World 
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 who are responsible for building and 
deploying innovative technical and quantitative solutions for our clients and our firm. 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, alongside fundamental research analysis and bondholder 
engagements that underpin these, are captured on a 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. 

We augment insights from our fundamental research analysis with third-party data. 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. 

  

Credit

Fluent.

Fixed Income – Investment Grade ESG Engagements

We strive to leverage 
the power of 
technology to 
augment ESG data 
collation, insights and 
knowledge sharing 
across our fixed 
income platform. 

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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Strengthening ESG as a Core Investment Competence 
We have set a high bar for our investment teams to achieve ESG integration. The richness of our 
ESG analysis is already proving insightful, prompting discussions and greater engagement 
between teams and with our clients. We recognize that ESG analysis and integration is an 
evolution, and we continually seek to enrich our ESG competencies across all segments of the 
bond market. Ultimately, we see the litmus test for robust ESG integration as simple: sustainable 
investment solutions for our clients. 
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Appendix A: Why Does Materiality Matter? 
Our ESG analysis and rating framework is rooted in the concept of ‘materiality’ – the idea that 
ESG factors can impact financial outcomes differently depending on the sector and asset class. 
 

Sector-Based Weighting of E-, S- and G- Pillars 

Environmental performance is particularly material for sectors with a large E- footprint such as Utilities, Mining and 
Energy. For example, we assign a high weight to the environmental pillar for automakers due to headwinds arising 
from the de-carbonization of the transport industry. 

Strong social practices are a key operational consideration for companies in consumer sectors as discussed in our 
publication titled ESG Amplified12. The US pharmaceutical industry, for example, has a high social weighting, given 
risks posed by ‘Product Quality & Safety’ such as drug price scrutiny and opioid litigation. 

Governance considerations are a component of our fundamental research process, as well-managed companies 
and sovereigns tend to be more aligned with bondholder interests. Like E- and S- factors, G- considerations can be 
more significant for certain sectors such as industrial conglomerates, for which risk controls around business ethnics 
issues—including bribery and corruption—can be a key operational driver. 

Source: GSAM. 
 

Materiality Matters. We have developed a ‘Materiality Matrix’ that maps specific ESG themes 
and issues across more than 70 industries and sub-industries, an extract of which is shown in 
Exhibit 2. While global standards13 guide our materiality mapping, it is our research analysts’ 
expertise that ultimately determines what we believe matters most for each sector. We assess 
materiality at the sector-level (rather than at a company-level) as companies in the same sector 
share, to some extent, business models and similar E-, S- or G- challenges. This also allows us to 
compare company ESG performance among peers. 

Orienting our investment research around materiality has three benefits. First, it directs our ESG 
research efforts to focus on themes and issues with the potential to have the most financial impact. 
Second, it guides us to identify and prioritize areas of focus when we engage with companies. Finally, 
it serves as a framework through which we can target enhancements to our ESG data and metrics. 

Once we establish sector relevance of ESG themes, we identify quantitative and qualitative 
indicators that can enable comparability within sectors. As illustration, for the climate change theme 
we analyze various carbon data and metrics to uncover links between carbon intensity and credit 
risk across sectors. To enrich our climate risk assessment for relevant sectors, we leverage a 
‘blended carbon emissions’ metric14 that our colleagues in the Quantitative Investment Strategies 
team have developed. This expertise and data sharing is an advantage of our broad investment 
management platform. 

ESG factors have a time horizon element and can be context-specific. In the short-term, 
risks can emerge from low-frequency, high impact events such as product litigation, while other 
risks may evolve gradually as a consequence of weak governance controls. On longer-term ESG 
themes such as climate change, we believe companies that are unable or unwilling to adapt to 
the climate transition will face investment headwinds. We also consider the risk of stringent 
climate regulations to likely be more material when investing in a longer-dated corporate bond 
than one with shorter maturity. That said, over time, as the frequency and severity of climate-
related shocks trend higher, we expect this ESG theme to become increasingly material for a 
wider range of sectors and economies. 

 
12 Quantifying the materiality of social factors is a challenge due to the lack of available and comparable data. Similar to what the Task 

Force on Climate-related Financial Disclosures (TCFD) has established for climate reporting, we think the COVID-19 environment will 
create similar momentum for greater disclosure on social metrics. 

13 Our materiality assessment is informed by global sustainability frameworks that have done significant work on assessing materiality. 
This includes the Sustainable Accounting Standards Board (SASB), the Financial Stability Board’s (FSB) Taskforce on Climate-related 
Financial disclosures (TCFD), the EU Taxonomy for Sustainable Finance and ESG factor weightings used by various ESG data 
providers. We support these frameworks as they provide companies with a unified signal on what ESG factors are material for the 
sector in which they operate and therefore important to disclose and address. 

14 The ‘blended carbon emissions’ metric developed by the GSAM Quantitative Investment Strategies team allocates greenhouse gas 
emissions based on the type of emissions and line of business. 

https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/2020/2020_GSAM_ESG_Amplified.pdf?sa=n&rd=n
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Key events can also create inflection points. For example, the 2020 US election outcome presents 
new implications for sectors exposed to the energy transition. Active management ensures we can 
respond to the evolving impact of ESG-related trends, ranging from rising inequality to climate-
conscious consumer preferences. 

Exhibit 2: GSAM’s Credit Materiality Matrix – Focusing on What Matters Most 

 
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. Note: This extract is not an exhaustive list of all ESG themes, ESG issues and sectors included in our Materiality Matrix. 
Weightings are assigned at a sub-sector level and the average weight for each sector is shown here. Colour gradient denotes materiality 
with darker sharing reflecting higher materiality for given ESG issue and industry or sub-industry. 
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Appendix B: Engaging for a Positive Impact 
‘Positive impact’ engagement is distinct from the active bondholder engagement on ESG-related 
credit risks; its focus is on driving positive outcomes by contributing to societal goals, such as 
those set out under the Paris Climate Agreement and United Nations Sustainable Development 
Goals (UN SDGs). 

Sustainability is a firmwide mandate and in December 2019, Goldman Sachs established a focus 
on two interconnected themes: the climate transition and inclusive growth. GSAM has aligned its 
positive engagement efforts with these two themes and the first significant step we have taken to 
support this firmwide initiative is the launch of the GSAM Collaborative Climate Engagement 
Framework in the fourth quarter of 2020. In partnership with GSAM Fundamental Equity, 
Quantitative Investment Strategies and Global Stewardship teams, we have identified companies 
that we intend to engage with to promote greater climate data disclosure. This engagement 
universe was defined through the following steps: 

1. First, we identified around 4,500 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. Second, we narrowed this universe to determine over 340 companies that are large 
contributors to carbon emissions, leveraging data from third party vendors. Together, the 
companies in this universe (Exhibit 3) account for around 70% of carbon emissions15 
generated by the cohort identified in step 1. 

Exhibit 3: Collaborative Climate Engagement Framework – Climate Engagement Universe 
By Region (%) 

 

 By Sector (%) 

 
Source: GSAM. As of October 30, 2020. 

  

 
15 A small number of companies in energy-intensive industries account for a large amount of total emissions. 
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If business in 
partnership with 
government cannot 
adapt the global 
economy to avoid  
the worst impacts of 
climate change and 
generate inclusive 
growth that lifts people 
out of poverty and 
expands the middle 
class, the negative 
consequences will  
be vast. 
 
David Solomon | Chairman and 
Chief Executive Officer of Goldman 
Sachs (December 2019). 

https://unfccc.int/process-and-meetings/the-paris-agreement/what-is-the-paris-agreement
https://sdgs.un.org/goals
https://sdgs.un.org/goals
https://www.goldmansachs.com/what-we-do/sustainable-finance/index.html
https://www.goldmansachs.com/what-we-do/sustainable-finance/climate-transition/index.html
https://www.goldmansachs.com/what-we-do/sustainable-finance/inclusive-growth/index.html
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Case Study: Carbon Disclosure Engagement with a US Midstream Company 

 
ESG Theme: Climate Transition 

Background: We view climate risk as a material investment consideration and look to identify climate metrics that 
can aid our assessment. Understanding a company’s carbon footprint and measuring its progress on reducing 
emissions is an important and growing area of our portfolio analysis. Midstream companies transport oil and gas 
(upstream) to businesses and homes (downstream) and therefore have an indirect but important exposure to 
carbon-intensive sectors. This company has introduced climate change and methane emission policies and 
reporting in line with the Taskforce on Climate-related Financial Disclosure (TCFD) guidelines. This is a step in the 
right direction, however, its greenhouse gas (GHG) emissions reporting is limited to Canadian subsidiaries that 
account for less than 1% of its operations. 

Engagement: Our credit analyst and a member of our ESG team met with the company, including the head of its 
environmental, health and safety department. We focused our engagement on this company’s climate performance 
and disclosures and learned that it plans to report company-wide GHG emissions from Q4 2021. 

Outcome: This company indicated a commitment to disclose the carbon data we requested. We acknowledge that 
our engagement was not the sole factor driving this positive change. However, we do believe that our engagement 
and sizeable holdings can have an influence on the scope and timing of disclosure commitments and reporting, for 
both this issuer and others. 

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. 
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General Disclosures 
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. 

Australia: In Australia, this document, and any access to it, is intended only for a person that has first satisfied GSAM that: 

 the person is a Sophisticated or Professional Investor for the purposes of section 708 of the Corporations Act of Australia; and 

 the person is a wholesale client for the purpose of section 761G of the Corporations Act of Australia. 

To the extent that this document contains any statement which may be considered to be financial product advice in Australia under the 
Corporations Act 2001 (Cth), that advice is intended to be given to the intended recipient of this document only, being a wholesale client 
for the purposes of the Corporations Act 2001 (Cth). Any advice provided in this document is provided by either Goldman Sachs Asset 
Management International (GSAMI), Goldman Sachs International (GSI), Goldman Sachs Asset Management, LP (GSAMLP) or 
Goldman Sachs & Co. LLC (GSCo). Both GSCo and GSAMLP are regulated by the US Securities and Exchange Commission under US 
laws, which differ from Australian laws. Both GSI and GSAMI are regulated by the Financial Conduct Authority and GSI is authorized by 
the Prudential Regulation Authority under UK laws, which differ from Australian laws. GSI, GSAMI, GSCo, and GSAMLP are all exempt 
from the requirement to hold an Australian financial services licence under the Corporations Act of Australia and therefore do not hold 
any Australian Financial Services Licences. Any financial services given to any person by GSI, GSAMI, GSCo or GSAMLP by 
distributing this document in Australia are provided to such persons pursuant to ASIC Class Orders 03/1099 and 03/1100. 

No offer to acquire any interest in a fund or a financial product is being made to you in this document. If the interests or financial 
products do become available in the future, the offer may be arranged by GSAMA in accordance with section 911A(2)(b) of the 
Corporations Act. GSAMA holds Australian Financial Services Licence No. 228948. Any offer will only be made in circumstances where 
disclosure is not required under Part 6D.2 of the Corporations Act or a product disclosure statement is not required to be given under 
Part 7.9 of the Corporations Act (as relevant). 

FOR DISTRIBUTION IN AUSTRALIA ONLY TO FINANCIAL INSTITUTIONS, FINANCIAL SERVICES LICENSEES AND THEIR 
ADVISERS. NOT FOR VIEWING BY RETAIL CLIENTS OR MEMBERS OF THE GENERAL PUBLIC. 

Singapore: The offer or invitation of the shares (the “Shares”) of the fund(s) mentioned, does not relate to a collective investment 
scheme which is authorised under section 286 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) or recognised 
under section 287 of the SFA. The Fund is not authorised or recognised by the Monetary Authority of Singapore (the “MAS”) and shares 
are not allowed to be offered to the retail public. Any document or material issued in connection with the offer or sale is not a prospectus 
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as defined in the SFA. Accordingly, statutory liability under the SFA in relation to the content of prospectuses would not apply. You 
should consider carefully whether the investment is suitable for you. 
This material has not been registered as a prospectus with the MAS. Accordingly, this material and any other document or material in 
connection with the offer or sale, or invitation for subscription or purchase, of shares may not be circulated or distributed, nor may 
shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons 
in Singapore other than (i) to an institutional investor under Section 304 of the SFA, (ii) to a relevant person pursuant to Section 305(1), 
or any person pursuant to Section 305(2), and in accordance with the conditions specified in Section 305 of the SFA, or (iii) otherwise 
pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. The Shares are capital markets 
products other than prescribed capital markets products (as defined in the Securities and Futures (Capital Markets Products) 
Regulations 2018) and Specified Investment Products (as defined in MAS Notice SFA 04-N12: Notice on the Sale of Investment 
Products and MAS Notice FAA-N16: Notice on Recommendations on Investment Products). 

Goldman Sachs hereby notifies each recipient of this material that is an Accredited Investor that GS is exempt from complying with 
certain compliance requirements under the Financial Advisers Act, Chapter 110 of Singapore (“FAA”), the Financial Advisers 
Regulations (“FAR”) and the relevant Notices and Guidelines issued thereunder, in respect of any financial advisory service which GS 
may provide to such recipient. In particular, GS will be exempt from: (a) Section 25 of the FAA (relating to the disclosure of material 
information on collective investment schemes); (b) Section 27 of the FAA (which requires that there must be a reasonable basis for 
recommendations) when making recommendations on investment products to accredited investors, and capital markets products to 
expert investors; and (c) Section 36 of the FAA (which requires the disclosure of interests when making recommendations on securities 
in a circular or other similar written communication) when sending a circular or other similar written communication in which a 
recommendation is made in respect of securities. 

This material has been issued or approved for use in or from Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. 
(Company Number: 201329851H). 

Hong Kong: This material has been issued or approved for use in or from Hong Kong by Goldman Sachs Asset Management (Hong 
Kong) Limited. This material has not been delivered for registration to the Registrar of Companies in Hong Kong nor has its content 
been reviewed by any regulatory authority in Hong Kong. Accordingly, unless permitted by the securities laws of Hong Kong, (i) no 
person may issue or cause to be issued this material in Hong Kong, other than to persons who are "professional investors" within the 
meaning of the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) and any rules made thereunder or in 
circumstances which do not constitute an offer or sale of shares in the fund(s) mentioned to the public in Hong Kong for the purposes of 
the prospectus requirements of the Companies Ordinance (Cap. 32 of the Laws of Hong Kong); and (ii) no person may issue or have in 
its possession for the purposes of issue, this material, or any advertisement, invitation or document relating to the shares in the fund(s) 
mentioned, whether in Hong Kong or elsewhere, which is directed at, or the contents of which are likely to be accessed by, the public in 
Hong Kong, other than with respect to the shares in the fund(s) mentioned which are intended to be disposed of only to persons outside 
Hong Kong or only to "professional investors" within the meaning of the Securities and Futures Ordinance (Cap. 571 of the Laws of 
Hong Kong) and any rules made thereunder. 

China: Please note that neither Goldman Sachs Asset Management (Hong Kong) Limited nor any other entities involved in the Goldman 
Sachs Asset Management (GSAM) business maintain any licenses, authorizations or registrations in the People’s Republic of China 
("PRC") nor are any of the GSAM funds registered in the PRC. 

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. 
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