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Even before the term ESG became popular, the

The Global Fixed Income Team

Loomis Sayles Global Fixed Income Team took the issue
seriously. As long-term fundamental investors and
fiduciaries, it’s our responsibility to explore all factors
that can influence a company’s performance over time.
To the extent environmental, social and governance
policies are material, we have always weighed their
impact in analyzing the value of a business. That has
not changed.
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BUT TWO THINGS HAVE CHANGED
More recently, we have incorporated sophisticated tools for measuring and ranking ESG performance at the
issuer level. By formally embedding these tools into our research efforts, we have enhanced our ability to
assess the opportunities and threats that ESG factors may pose to a company’s overall credit quality.
The second change may turn out to be even more consequential. Simply put, the market is paying more
attention to ESG. Historically, outside of one-time headline-grabbing events such as oil spills or corporate
scandals, we have not observed a strong correlation between a company’s ESG profile and the prices
at which its bonds trade. We expect that to change, in no small part because investors now place added
importance on ESG factors—especially the potential impact of climate change. As investor demand adjusts
to this new norm, so will the bond market. Over time, we believe issuers with weaker ESG scores will be
forced to pay a premium to sell their bonds.
The Global Fixed Income team manages a range of mandates, from corporate-only to multisector fixed
income opportunity sets, and we use corporate bonds across all portfolios where guidelines allow. Our
ESG philosophy tenets are an important aspect of all our investment decisions, but this paper will focus
on corporates: how we think about ESG in the corporate bond market and how this philosophy impacts
investment decisions at the issuer level as we build global fixed income portfolios. Our process continues to
evolve, but our goal is always the same: to produce the best risk-adjusted returns for our investors.

OUR ESG PHILOSOPHY
We have already laid out two elements of our ESG philosophy: as fiduciaries, we have a duty to consider all
financial and non-financial risks, including material ESG factors, when assessing potential investments;
and our belief that over time, ESG issues—particularly climate change—will be reflected in valuations and
impact the financial performance of our clients’ assets.
We also believe ESG is a two-way street. Many investors focus exclusively on ESG risks: what can go wrong
that might depress the value of a given security. We are interested in both risks and opportunities. We
believe that by identifying strong or improving ESG stories, we can tap upside potential that may not be
currently priced into the market while also encouraging companies along a positive path.
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Our approach to ESG isn’t about exclusion. Some
LOOMIS SAYLES GLOBAL FIXED
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INCOME TEAM ESG PHILOSOPHY
TENETS

investors evaluate ESG performance to eliminate
companies and whole industries from their portfolios.
We compare a company’s ESG standing to the overall
investment universe and to the other players within
its industry. Even in industries like energy or utilities,

Material ESG factors must be considered
as part of our fiduciary duty to clients.

which may face more ESG challenges than other
parts of the market, there can be opportunities to
find best-in-class issuers or companies whose ESG

Over time, material ESG factors—particularly
climate change—will be reflected in valuations.

performance is on the upswing. Incorporating that
assessment into our relative value decision making is
the ultimate goal.

Analysis and engagement on ESG leaders
and laggards can unearth alpha generating
opportunities and avoid issuers not taking
ESG risks seriously.
Identifying best-in-class and improving
issuers avoids exclusions.

We are long-term investors. In all our work, we are
focused on identifying the forces that will influence
the value of a security over a period of years. When
we identify potential ESG problems in the companies
we follow, we address them with management.
Ultimately, we prefer engagement to divestment.

Engagement provides more value than
divestment.

We want to see that companies take these matters
seriously and are working to make the situation
better. If both are true, we can be patient investors. If
not, we may view the risks as too high and sell.

ESG INTEGRATION AND ENGAGEMENT
Our ESG integration and engagement process is multifaceted. We assemble quantitative and qualitative
HISTORICAL DEFAULT

inputs
to build
a full picture of issuers, industries and the overall investment universe. To do this, we work
RATES
& FORECAST
closely with the Loomis Sayles Credit Research group on proprietary ESG research and analytics. We also
integrate third-party ESG data. Third-party data provide a useful perspective, but our in-house work tends to
be more forward-looking than off-the-shelf resources. The proprietary processes and tools described on the
following page are an essential part of the Global Fixed Income investment process:
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•

Materiality maps, which are constructed by Loomis Sayles’ central Credit Research analysts, let us
zero in on the material ESG issues specific to each industry. In the case of mining, for example, the
map might flag environmental factors like energy consumption, social issues such as safety record,
and governance factors like corporate conduct. In the end, the Credit Research analysts evaluate each
issuer they follow against its industry materiality map and assign a Loomis Sayles ESG score of 1
(above industry average) to 3 (below industry average), as shown in the sample map below.

EXAMPLE: METALS AND MINING ISSUER RECEIVING AN LS ESG 2
ENVIRONMENTAL
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Indicators
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Jurisdiction
Risk
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Sovereign
rating of key
geographies
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1
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Oversight

x%

Board
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CEO Chair

3
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Conduct

x%
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incidents

2

TOTAL: 2.2

Source: Loomis Sayles.
LTIFR = Lost Time Injury Frequency Rate
Examples above are provided to illustrate the investment process for the strategy used by Loomis Sayles and should not be considered
recommendations for action by investors. They may not be representative of the strategy's current or future investments and they have not been
selected based on performance. Loomis Sayles makes no representation that they have had a positive or negative return during the holding period.
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The Global Fixed Income team works closely with Credit Research to understand the methodology behind
their materiality maps and the Loomis Sayles ESG scores so we can appropriately incorporate them into
our portfolio decision-making. Loomis Sayles’ ESG scores take an industry perspective, which enables
the analysts to highlight the strongest and weakest players in that industry regardless of the particular
ESG issues it faces. This approach lets us focus on how issuers are handling the key ESG issues for their
industry, and on identifying improving and industry-leading portfolio candidates. We believe that zeroing in
on ESG issues that are material to financial performance allows us to remove short-term headline noise
and concentrate on what we believe will truly drive credit fundamentals and valuations over time. It also
informs our decisions about top-down industry positioning. Some industries face long-term headwinds, such
as stranded assets within the energy sector. We must account for those risks while balancing them with
shorter-term value opportunities.
• Issuer engagement is a key component of our process. Loomis Sayles Credit Research analysts have
established relationships with company management teams and interact with them regularly to discuss
all fundamental factors. Every interaction is tracked in our ESG Engagement Database. The United
Nations’ Principles for Responsible Investing (to which Loomis Sayles is a signatory) provide guidance
and favor engaging with issuers on ESG matters rather than divesting. We wholeheartedly agree and
prioritize engagement with companies that have weak ESG scores (LS ESG score of 3, or below industry
average). When we push a firm with a weak ESG score to do better, what we want to know is: will the
company address the issues and commit to lasting change? In the case of our largest holdings, we try to
use our leverage to make a difference. We are mindful that improvement can take time, so we are willing
to wait if we see progress. When we don’t see meaningful change, we typically sell.
• The ESG Center pulls these resources together, helping our investment team translate ESG data into
actionable insights. The ESG Center is a dashboard that combines third-party vendor data with Loomis
Sayles analyst scores and enables the Global Fixed Income team to look at portfolios through a variety
of ESG views. ESG data is also available throughout the technology platform we use to support portfolio
management, including a range of portfolio analytics applications.
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ESG IN PORTFOLIO CONSTRUCTION
In building our portfolios, we bring together all of these elements, paying special attention to the
companies with scores of 1 and 3, since they typically represent the greatest potential risks and
opportunities. In the end, for ESG and all other factors, we ask one fundamental question: Are we
being compensated appropriately for the risks we are assuming? To answer that we look at the spread
premium or discount we are being offered. That discount or premium may vary over time depending
on how companies adjust to deal with material issues, and we rely on our analysis and engagement to
continuously assess it. We also use another of our proprietary tools, known as Unified Relative Value, to
help us ensure we are aware of the risks and opportunities in all the outliers—those where the spreads
are unusually wide or narrow. This tool, shown below, visually flags outliers, highlights internal ESG
scores and is a centerpiece of our ongoing relative value conversations with Credit Research analysts
and our trading desk.

CORPORATE RELATIVE VALUE THROUGH AN ESG LENS
KEY

LEGEND
Industry
Market

INDUSTRY EXAMPLE

LRR
ESG

ESG 1

ISSUER A

ESG 2
ESG 3

ISSUER B

LRR 4
LC

ISSUER C

Spread

SS

ISSUER D

NR
ISSUER E
ISSUER F
ISSUER H

ISSUER G

Loomis Sayles Estimated Rating

The Market line represents a fair value estimate for global corporate bonds for any given Loomis Sayles internal credit rating. The Industry line represents a
fair value estimate just for issuers in the industry being isolated. Dots represent specific industry issuer spread levels against these lines and their associated
internal ESG score.
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ESG PORTFOLIO CONSTRUCTION DECISION MATRIX

issuers whose valuations do not yet reflect their strong

VALUATION ASSESSMENT

LOOMIS SAYLES ESG SCORE

1

In partnership with Credit Research, we actively look for

RICH

FAIR

CHEAP

SELL

HOLD

BUY

ESG stories. Companies can experience a virtuous cycle
when their ESG scores are rerated and underlying credit
quality actually improves as the ESG story plays out. We

Unless ESG
upside will result
in re-rating of
credit

Look for these
opportunities

believe our Credit Research analysts’ forward-looking
approach to ESG and engagement can help identify these
opportunities early. On the flipside, before we make an

SELL

HOLD

BUY

initial investment in a company that has a material ESG
concern, we ask two questions: 1) Can we engage with

2

management to help drive improvement? 2) Are we being
sufficiently compensated for the risk? If the answer to
the first question is no, the risk-reward is not in our
SELL

SELL

ENGAGE/HOLD

3

favor. When we hold issuers with a weak ESG score (LS
ESG score of 3), we need to see improvement over time

If seeing
progress

even if we feel we are being adequately compensated
for the risk in the short-term. Absent a path to

Source: Loomis Sayles.

improvement, we will typically sell because we view the

Charts are illustrative for presentation purposes only as a
sampling of risk management tool output. Some or all of this
information on these charts may be dated, and,therefore, should not
be the basis to purchase or sell any securities. The information is not
intended to represent any actual portfolio. Scenario analysis has inherent
limitations and should not be viewed as predictive of future events. It
relies on opinions, assumptions and mathematical models, which can
turn out to be incomplete or inaccurate. Actual results will be different.

long-term risk as unacceptably high.

OUR VIEW ON CLIMATE CHANGE
As we mentioned earlier, we firmly believe ESG factors
will have a growing impact on the financial performance

of our clients’ assets. That is especially true for climate change, the most high-profile environmental issue.
Rising seas, more powerful storms and intensifying wildfires have heightened awareness of changes in
climate, and we expect that to continue. In our view, reducing the carbon footprint in our portfolios will yield
long-term benefits.
As investors striving to generate alpha, we are always looking for ways to understand and incorporate climate
change data. At the firm level, Loomis Sayles has contracted with a climate change consultant to deepen our
knowledge on this subject. We continue to evaluate climate scenario tools so we can measure the impact
rising temperatures are likely to have on our portfolios. Global standards continue to develop and corporate
disclosures continue to improve; we want to be at the forefront of investment firms using this information to
make decisions.
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CONCLUSION
ESG investing is evolving, and we are evolving with it. As new tools and better information become
available, we are exploring how we might use them to enhance our investment process. It is our fiduciary
duty to understand the risks and opportunities our portfolio companies face today and may face in the
future. As we said at the outset, we are interested in everything that can influence corporate performance.
Integrating and engaging on ESG issues across our portfolios is part of our commitment to providing
superior investment returns for our clients.
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believed to be correct, but Loomis cannot guarantee its accuracy. This information is subject to
change at any time without notice.
Past performance is no guarantee of, and not necessarily indicative of, future results.
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Additional Notes
This material has been provided for information purposes only to investment service providers or
other Professional Clients, Qualified or Institutional Investors and, when required by local
regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or
one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg
management company that is authorized by the Commission de Surveillance du Secteur
Financier and is incorporated under Luxembourg laws and registered under n. B 115843.
Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180
Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale
Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered
office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A.,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office:
Senckenberganlage 21, 60325 Frankfurt am Main. Netherlands: Natixis Investment Managers,
Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration
number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan
48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España.
Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A.,
Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/
corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60
088 786 289) (AFSL No. 246830) and is intended for the general information of financial
advisers and wholesale clients only .
In New Zealand: This document is intended for the general information of New Zealand
wholesale investors only and does not constitute financial advice. This is not a regulated
offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only
available to New Zealand investors who have certified that they meet the requirements
in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited
is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office:
San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a
fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In France: Provided by Natixis Investment Managers International – a portfolio management
company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority
- AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the
Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue
Pierre Mendès France, 75013 Paris.

In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación
(Colombia) to professional clients for informational purposes only as permitted under
Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public
offering in Colombia and is addressed to less than 100 specifically identified investors.

In Switzerland: Provided for information purposes only by Natixis Investment Managers,
Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office
in Zurich, Schweizergasse 6, 8001 Zürich.

In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated
financial entity, securities intermediary, or an investment manager in terms of the
Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with
the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority.
Any products, services or investments referred to herein that require authorization or
license are rendered exclusively outside of Mexico. While shares of certain ETFs may be
listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent
a public offering of securities in Mexico, and therefore the accuracy of this information
has not been confirmed by the CNBV. Natixis Investment Managers is an entity
organized under the laws of France and is not authorized by or registered with the CNBV
or any other Mexican authority. Any reference contained herein to “Investment
Managers” is made to Natixis Investment Managers and/or any of its investment
management subsidiaries, which are also not authorized by or registered with the CNBV
or any other Mexican authority.

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised
and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office:
Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When
permitted, the distribution of this material is intended to be made to persons as described as
follows: in the United Kingdom: this material is intended to be communicated to and/or directed
at investment professionals and professional investors only; in Ireland: this material is intended
to be communicated to and/or directed at professional investors only; in Guernsey: this material
is intended to be communicated to and/or directed at only financial services providers which hold
a license from the Guernsey Financial Services Commission; in Jersey: this material is intended
to be communicated to and/or directed at professional investors only; in the Isle of Man: this
material is intended to be communicated to and/or directed at only financial services providers
which hold a license from the Isle of Man Financial Services Authority or insurers authorised
under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers
Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or
services are only available to persons who have sufficient financial experience and
understanding to participate in financial markets within the DIFC, and qualify as Professional
Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this
material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752,
Dubai, United Arab Emirates
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: DirectorGeneral of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The
Company conducts investment management business, investment advisory and agency
business and Type II Financial Instruments Business as a Financial Instruments Business
Operator.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei)
Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory
Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel.
+886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company
registration no. 199801044D) to distributors and institutional investors for informational purposes
only.

The above referenced entities are business development units of Natixis Investment
Managers, the holding company of a diverse line-up of specialised investment
management and distribution entities worldwide. The investment management
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and
from the jurisdictions in which they are licensed or authorized. Their services and the
products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of
fund shares or third party investment services to its clients complies with the relevant
national law.
The provision of this material and/or reference to specific securities, sectors, or markets
within this material does not constitute investment advice, or a recommendation or an
offer to buy or to sell any security, or an offer of any regulated financial activity. Investors
should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes
and processes referenced herein represent the views of the portfolio manager(s) as of
the date indicated. These, as well as the portfolio holdings and characteristics shown,
are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material. The analyses and opinions expressed by external
third parties are independent and does not necessarily reflect those of Natixis
Investment Managers. Past performance information presented is not indicative of future
performance.
Although Natixis Investment Managers believes the information provided in this material
to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed,
published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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