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F I X E D  I N C O M E

Interest in sustainable investing has exploded in recent years, initially focused on public equity markets, but now evolving into fixed income.
We assess various aspects of sustainable investing for public corporate bond markets (both Investment Grade and High Yield). 

Using a representative set of sustainability measures spanning environment, societal and governance (ESG) constructs we find: (i) credit
spreads are only marginally associated with ESG measures, (ii) ESG measures are only marginally associated with standard return
forecasting measures for corporate bonds, and (iii) ESG measures are not reliably associated with future credit excess returns. 

While the direct investment impact of sustainability may be unclear/modest, there is still considerable interest from asset owners to ensure
credit allocations are sustainable. We find that it is possible to incorporate (i) both static and dynamic exclusion screens, (ii) positive tilts
toward more sustainable issuers, and (iii) economically meaningful reduction in carbon intensity, with minimal portfolio distortions. Thus, a
well-implemented systematic approach has the potential to offer attractive risk-adjusted returns in a sustainable manner.

1



The information in this paper may contain projections or other forward-looking statements regarding future events, targets, forecasts or expectations regarding the strategies
described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown
here. The information in this document, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded
by subsequent market events or for other reasons. 
 
 

2


	You are now leaving AQR.com
	Sustainable Systematic Credit

