
 
 

 
 
 
 
 
 
 
 
 

Credit Risk and ESG Integration 
 
It is becoming widely accepted that ESG data can provide material insight during the investment analysis 
process. Often, the investment that comes to mind happens to be a stock, or the equity markets in general. 
That is entirely appropriate and applicable, but ESG integration applies beyond the stock market.  

Investment-grade fixed income investments are typically considered safer than equities, and may offer 
lower returns due to the traditional risk/reward tradeoff. The safety offered by a bond portfolio can 
quickly erode if undue risk is taken in selecting credit exposures.  

Corporate bond holdings offer an asymmetric return profile (best case scenario is receiving earned interest 
and return of principal; worst case is 100% loss of principal). While complete loss of principal is an 
extremely unlikely scenario, it would have an outsized impact on a portfolio if realized.  

With constrained upside in the best-case scenario, and significant downside in the worst-case scenario 
(however unlikely), risk management becomes paramount.  

To limit exposure to the risk of defaults, 
bond investors often focus on the 4 Cs – 
capacity, collateral, covenants, and 
character. This provides a framework for 
assessing the likelihood of repayment.  

Additional data can clarify this framework or provide additional information to fill out the edges of the 
risk mosaic. Making good decisions requires consideration of all material information. ESG data is now 

playing a key role in 
assessing a company’s risk. 
The S&P Global Market 
Intelligence 2019 ESG 
Survey found that credit risk 
professionals around the 
globe are taking ESG 
integration seriously.2 This 
is clearly illustrated in the 
nearby chart. 95% of the 
respondents from the 
Americas currently take 
ESG data into consideration 

to manage credit risk, 98% of respondents from the Asia Pacific region consider ESG, and 100% of 
participants from Europe, Middle East, and Africa consider ESG factors. 

Avoid Bankruptcy Risks 
90% of bankruptcies in the S&P 500 between 2005 and 2015 could have been 
avoided by screening out companies with below-average Environmental & 
Social scores 5 years prior1 



The major rating agencies (S&P, Moody’s, Fitch) have all become signatories of the United Nations 
Principles for Responsible Investing (PRI) Statement on ESG in credit risk and ratings.3 As signatories, 
they, “commit to incorporating ESG into credit ratings and analysis in a systematic and transparent way.” 

Moody’s has said that ESG risks were a material consideration in 1 out of 3 rating actions in 2019. “ESG 
issues are likely to be of growing importance in our assessment of credit quality, driven by factors such as 
stricter environmental regulations, and heightened public awareness of issues such as climate change, 

sustainability and 
diversity,” said 
Swami 
Venkataraman, Senior 
Vice President at 
Moody’s.4 

Fitch Ratings attempts 
to drill down and 
determine which ESG 
considerations are 
relevant and material 
to the individual 
company’s credit 

rating.5 S&P similarly integrates ESG factors when relevant and material to creditworthiness. 

S&P provides some examples of ESG factors that can influence a company’s credit rating, such as: 
Environmental - Greenhouse gas emission factors, including CO2 emissions; Social - Health and safety 
factors, such as safety violations that lead to financial and reputational damage; Governance - Board-
related factors, including factors linked to the board's composition, independence, turnover, skill sets, key 
person risk management, culture, and oversight of management.6 

In 2019, Duke Energy had its S&P credit outlook downgraded due to the legal & financial risks 
associated with having concentrated exposure to coal. In the past, Moody’s has also lowered Duke’s 
credit rating over concerns related to the cost of coal ash remediation obligations.7 

 



The fact that credit rating agencies are considering company level ESG data when evaluating 
creditworthiness creates a clear link between ESG data and a company’s cost of capital. MSCI found that 

companies with 
high ESG scores, 
on average, 
experienced lower 
costs of capital 
compared to 
companies with 
poor ESG scores, in 
both developed and 
emerging markets 
during the four-year 
study period.8 

The study also 
found that 
companies with 
high ESG ratings 
exhibited above-
market valuations 
and profitability. 
This would make 
sense, as a lower 

cost of capital should increase profitability, which could justify a higher valuation.  

The results of this study take us beyond our featured topic of ESG in credit risk and ratings, but provide 
additional context around the importance of ESG considerations when making investment decisions. 
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Nottingham Advisors, LLC ("Nottingham") is an SEC registered investment adviser located in Amherst, New York.  Registration does not imply a certain 
level of skill or training.  Nottingham and its representatives are in compliance with the current registration and notice filing requirements imposed upon SEC 
registered investment advisers by those states in which Nottingham maintains clients. Nottingham may only transact business in those states in which it is 
registered, notice filed, or qualifies for an exemption or exclusion from registration or notice filing requirements. For information pertaining to the registration 
status of Nottingham, please contact Nottingham or refer to the Investment Advisor Public Disclosure Website (www.adviserinfo.sec.gov). Any subsequent, 
direct communication by Nottingham with a prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or 
exclusion from registration in the state where the prospective client resides. 
 
This newsletter is limited to the dissemination of general information pertaining to Nottingham’s investment advisory services.  As such nothing herein should 
be construed as the provision of personalized investment advice. The information contained herein is based upon certain assumptions, theories and principles 
that do not completely or accurately reflect your specific circumstances.  Information presented herein is subject to change without notice and should not be 
considered as a solicitation to buy or sell any security. Adhering to the assumptions, theories and principles serving the basis for the information contained 
herein should not be interpreted to provide a guarantee of future performance or a guarantee of achieving overall financial objectives. As investment returns, 
inflation, taxes and other economic conditions vary, your actual results may vary significantly. Furthermore, this newsletter contains certain forward-looking 
statements that indicate future possibilities. Due to known and unknown risks, other uncertainties and factors, actual results may differ materially from the 
expectations portrayed in such forward-looking statements. Readers are cautioned not to place undue reliance on forward-looking statements, which speak only 
as of their dates.  As such, there is no guarantee that the views and opinions expressed in this article will come to pass. This newsletter should not be construed 
to limit or otherwise restrict Nottingham’s investment decisions.  
 
This newsletter contains information derived from third party sources. Although we believe these third party sources to be reliable, we make no representations 
as to the accuracy or completeness of any information prepared by any unaffiliated third party incorporated herein, and take no responsibility therefore. Some 
portions of this newsletter include the use of charts or graphs. These are intended as visual aids only, and in no way should any client or prospective client 
interpret these visual aids as a method by which investment decisions should be made.  We have provided performance results of certain market indices for 
illustrative purposes only as it is not possible to directly invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market indicators and do 
not account for the deduction of management fees or transaction costs generally associated with investable products, which otherwise have the effect of 
reducing the performance of an actual investment portfolio.  It should not be assumed that your account performance or the volatility of any securities held in 
your account will correspond directly to any benchmark index. A description of each index is available from us upon request. 
Investing in the stock market involves gains and losses and may not be suitable for all investors. Past performance is no guarantee of future results. 
 
For additional information about Nottingham, including fees and services, send for our Disclosure Brochure, Part 2A or Wrap Brochure, Part 2A Appendix 1 
of our Form ADV using the contact information herein.  
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