
Factors to consider in sovereign bonds

Responsible investing in sovereign 
debt requires an additional set of tools 
beyond traditional portfolio management 
practices. Our Sovereign Research team 
utilizes a comprehensive framework 
to provide a tailored approach which 
we discuss in more detail in this paper. 
Important factors to consider when 
assessing responsible investing in 
sovereigns include the following: 

•	Data is not exact. Quantitative 
measures are not always reliable. In 
some cases, consistent data points are 
not available across different countries.

•	Trends are key. Rather than looking 
at specific measures, watching the 
direction of a country’s movement is 
essential and may need to be analyzed 
over the long term.

•	Politics and policy. Government policy 
is critical but is prone to fluctuations 
due to changes in leadership. Therefore, 
monitoring politics (trends in the 
country, the region and the world) is 
essential.

•	Unique attributes. Economics, 
geopolitics, climate, weather and 
geography must be taken into 

consideration when assessing 
responsible investments in sovereign 
issuers. These attributes form the 
backdrop upon which societies form and 
policies must be constructed.

•	Longer time horizons. Relevant 
time periods differ for sovereigns 
as compared to corporate issuers. 
Corporations are much more nimble, 
short-term profit-oriented, and can 
change policy much more clearly than 
a sovereign can. Often, changes to 
sovereigns can take generations to 
occur, sometimes through various 
economic and political cycles. 

An ESG framework that supports 
qualitative research

These factors led us to develop a 
proprietary ESG scoring methodology to 
support our qualitative research process. 
This ESG calculator collates multiple 
data sources to identify material ESG 
factors and the level of risk countries face 
considering their development profile. 
The result is a proprietary ESG score for 
each sovereign. The ESG scores can help 
contextualize ongoing ESG issues and 
their materiality, as well as recent ESG 
trends in that country. This information is 
then used as an input to our qualitative 
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Sovereigns are difficult to assess, given their complex social, economic, 
political, and geographic makeup. Environmental, Social and Governance 
(ESG) analysis of sovereigns is thus inherently complicated since it builds on 
an already-challenging typical sovereign assessment. In part, this is due to 
limits to data availability and a lack of consistency in defining and measuring 
ESG factors, as well as an understanding that more than raw data is needed. 
Social unrest, political and economic stability, and the impact of climate 
change all play a role in an issuer’s ability and willingness to pay its debt. A 
dedicated team is required to analyze both the quantitative and qualitative 
aspects of sovereigns to ensure proper understanding of each country. Our 
efforts in this at Aegon Asset Management are guided by our experienced 
Sovereign Research team. 

Personnel may be employed by any of 
the Aegon Asset Management affiliates. 
Research teams may support multiple 
platforms. The Environmental Finance 
Sustainable Investment Awards 2021 gave 
Aegon Asset Management the Award for 
ESG Research of the Year (fixed income)-
Sustainability alignment in sovereign 
portfolios based on a survey of active market 
participants. Aegon AM provided a description 
of why they believed the firm should win in 
addition to providing highlights and evidence 
to support the participants approach to ESG 
research and the application to sovereign 
portfolios. Winners were judged by a panel 
of industry experts who individually and 
confidentially judged each entry. No fee was 
charged to enter a submission.

https://www.aegonam.com/globalassets/aam/news--insights/responsible-investing/2-5-21-sustainability-alignment-in-sovereign-portfolios/aegonam_sustainable_sovereigns.pdf
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ESG research integration process which underpins our Sovereign ESG assessments. 

An ESG assessment is a complex puzzle that must combine any available quantitative information, qualitative assessments, and 
historical experience and knowledge to understand and analyze each sovereign. This is also important when weighing one country 
against another to help determine a relevant score. The entire international community must be kept in mind since the world 
is one entity, with each country being a member of that group. There are notable relative differences in assessments between 
developed and emerging market sovereigns. For example, economic limitations for emerging sovereigns need to be accounted for 
and analyzing ESG factors on a relative scale that matches the level of development is pivotal. Conversely, developed sovereigns 
may have higher exposure to ESG risk reflected in abundant resources and higher consumption patterns, raising the expectations 
on ESG risk management. The starting point is thus certainly different, and views on relative policy implementation and its trends 
should be incorporated.   

Integrating ESG factors to help improve decision making 

ESG integration can be used as a tool to help manage risk and identify potential opportunities. As a result, we believe the 
assessment of ESG elements may contribute to alpha over the long term. The Sovereign Research team includes ESG 
analysis as part of its fundamental research, allowing for a comprehensive assessment. As shown in Exhibit 1, sovereigns 
across the globe can exhibit various types of ESG-related risks and opportunities.

Exhibit 1: Examples of ESG-related risks and opportunities

Risks Opportunities

Environmental •	 A sovereign with significant coal deposits continues 
to expand its ability to produce and export coal 
throughout the world.

•	 A sovereign with significant mining industry has lax 
environmental policies, such as allowing strip mining, 
permitting poor construction of dams and placing 
them upstream from cities, etc.

•	 A sovereign with abundant sun throughout the year 
develops large solar facilities to produce electricity, 
eventually becoming self-sufficient, and then able to 
export clean energy.

•	 A sovereign with significant mining industry 
has robust regulation for the industry, including 
protection for people and wildlife areas, reclamation 
and protection of mining areas, and strong safety 
requirements for workers.

Social •	 A sovereign restricts the rights of its citizens by 
excluding people or parties from elections or 
intervenes in the outcome of national elections.

•	 A sovereign has poor labor laws, which don’t provide 
for the health, safety or unemployment protection of 
workers, and allows human rights abuses to occur.

•	 A sovereign works to enact policy providing 
equal pay for men and women and promotes and 
enforces it.

•	 A sovereign sets up strong labor laws that provide 
protection, safety, and unemployment benefits for 
workers, avoiding any abuse, and providing a forum to 
redress of any violations.

Governance •	 A sovereign has a culture and government that 
ignores corruption, thus allowing it to flourish.

•	 A sovereign not enforcing company accounting 
and information standards allowing inappropriate 
practices to occur. This permits fraud and may lead to 
reduced confidence in corporate entities. .

•	 The sovereign’s constitution provides for strong 
separation of powers and allows for prosecution of 
government officials for corrupt activities.

•	 A sovereign sets up enforcement agencies to police 
corporations, avoiding any inappropriate actions and 
setting up a system to address problems and promote 
fairness, transparency, and rule of law.
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A comprehensive approach to ESG assessment 

Our research process combines external ESG information 
with our analysts’ internal ESG assessments, along with more 
traditional financial/economic sovereign credit evaluations. 
The regionally focused Sovereign Research analyst team 
provides this perspective on sovereign ESG topics, as well as 
country-specific historical and relative fundamental analysis. 
We believe it is important to blend quantitative and qualitative 
perspectives with our combined sovereign expertise and 
historical experience in the field to arrive at an educated, 
informed, independent assessment. This assessment 
incorporates the expected possible effects that ESG issues 
could have on the sovereign’s ability and willingness to pay its 
debt, which is paramount in sovereign analysis. The level of 
credit impact is based on five levels with increasing magnitude 
(Exhibit 2).

Exhibit 2: Aegon AM ESG categories for sovereign credit

ESG sovereign credit case studies

To illustrate the process in action, the following case studies 
provide examples of sovereigns that fall within ESG levels one, 
three and five. The categories are shown in Exhibit 2.

Exhibit 3: ESG sovereign credit case studies

Category Description

1 Responsible 
Leader

A leader in sustainable business practices 
or positive ESG practices are combined with 
the pursuit of Sustainable Development 
Goals as established by the United Nations.

2 Minimal Risk
Fundamentally low exposure to ESG risks 
or policies in place that mitigate most ESG 
risks.

3 Event Risk 
Potential

ESG risk exposures could negatively 
affect the sovereign but the effect is not 
measurable and timing is uncertain; the 
sovereign's response is likely to influence 
the severity of such risk.

4
Credit 
Outlook 
Impact

ESG risks are resulting in pressure on the 
sovereign's credit fundamentals, but there 
is still an ability to address these risks and 
limit the impact on the credit rating.

5
Internal 
Rating 
Override

ESG factors have resulted in a material 
effect on the sovereign's credit quality that 
is not reflected in its credit rating.

Case Study #1 – Responsible leader

Sovereign 
description

Latin American nation

ESG-related 
opportunity 
or risk

Environmental
•	 Leader in transitioning into renewable energy, 

regularly sourcing most of its energy from 
renewables, even exporting some energy at 
times.

Social
•	 Very strong levels of literacy and gender 

equality.  
Governance
•	 Strong democracy, institutions, and rule of law, 

with lower corruption than peers. The country 
employs consensus-based decision making, 
involving many parties in the process.

Aegon AM  
ESG category

Responsible leader (category #1)

Case Study #2 – Event risk potential

Sovereign 
description

African metals & mining exporting sovereign

ESG-related 
opportunity 
or risk

Environmental
•	 High percentage of coal in electricity 

generation (around 80%); slow trend of 
improvement (reduction of coal pollution 
is ongoing while gradually increasing 
renewables).

Social
•	 Good levels of gender equality, with significant 

representation of women in congress; strong 
education, with almost 100% enrollment 
through secondary school and high university 
enrollment as compared to the region.

Governance
•	 Very good quality of institutions, especially for 

the region; rule of law and democracy.

Aegon AM  
ESG category

Event Risk Potential (category #3)
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Although ESG analysis of sovereigns is complex, the 
combination of external information with our experienced 
group of sovereign researchers’ proprietary view allows us to 
perform a comprehensive evaluation. We utilize the research 
process to identify both risks and opportunities among 
sovereigns based on their ESG characteristics and share these 
views with portfolio managers as part of our holistic credit 
assessment.   

Case Study #3 – Internal rating override

Sovereign 
description

Gulf energy producer/exporter

ESG-related 
opportunity 
or risk

Environmental
•	 Heavily dependent on hydrocarbon sector (oil 

and gas).
Social
•	 Human rights concerns, especially over the 

treatment of foreign workers and other expats, 
with many dying during work.

Governance
•	 Firm grip of rulers on society, low level of 

democracy

Aegon AM  
ESG category

Internal Rating Override (category #5)
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Disclosures

This material is to be used for institutional investors and not 
for any other purpose. This material is provided by Aegon 
Asset Management (Aegon AM) as general information and is 
intended exclusively for institutional and wholesale investors, 
as well as professional clients (as defined by local laws and 
regulation) and other Aegon AM stakeholders.

This document is for informational purposes only in connection 
with the marketing and advertising of products and services, 
and is not investment research, advice or a recommendation. 
It shall not constitute an offer to sell or the solicitation to 
buy any investment nor shall any offer of products or services 
be made to any person in any jurisdiction where unlawful or 
unauthorized. Any opinions, estimates, or forecasts expressed 
are the current views of the author(s) at the time of publication 
and are subject to change without notice. The research taken 
into account in this document may or may not have been used 
for or be consistent with all Aegon AM investment strategies. 
References to securities, asset classes and financial markets 
are included for illustrative purposes only and should not be 
relied upon to assist or inform the making of any investment 
decisions. It has not been prepared in accordance with any 
legal requirements designed to promote the independence of 
investment research, and may have been acted upon by Aegon 
AM and Aegon AM staff for their own purposes.

The information contained in this material does not take 
into account any investor's investment objectives, particular 
needs, or financial situation. It should not be considered a 
comprehensive statement on any matter and should not 
be relied upon as such. Nothing in this material constitutes 
investment, legal, accounting or tax advice, or a representation 
that any investment or strategy is suitable or appropriate 
to any particular investor. Reliance upon information in this 
material is at the sole discretion of the recipient. Investors 
should consult their investment professional prior to making 
an investment decision. Aegon AM is under no obligation, 
expressed or implied, to update the information contained 
herein. Neither Aegon AM nor any of its affiliated entities 
are undertaking to provide impartial investment advice 
or give advice in a fiduciary capacity for purposes of any 
applicable US federal or state law or regulation. By receiving 
this communication, you agree with the intended purpose 
described above.

Past performance is not a guide to future performance. All 
investments contain risk and may lose value. Responsible 
investing (RI) is qualitative and subjective by nature, and there 
is no guarantee that the criteria utilized, or judgment exercised, 
by any company of Aegon Asset Management will reflect the 
beliefs or values of any one particular investor.  Information 
regarding responsible practices is obtained through voluntary 

or third-party reporting, which may not be accurate or 
complete, and Aegon Asset Management is dependent on 
such information to evaluate a company’s commitment to, or 
implementation of, responsible practices.  Responsible norms 
differ by region.  There is no assurance that the responsible 
investing strategy and techniques employed will be successful. 
Investing in foreign-denominated and/or domiciled securities 
may involve heightened risk due to currency fluctuations, 
economic and political risks, which may be enhanced in 
emerging markets. This document contains "forward-looking 
statements" which are based on Aegon AM's beliefs, as well 
as on a number of assumptions concerning future events, 
based on information currently available. These statements 
involve certain risks, uncertainties and assumptions which are 
difficult to predict. Consequently, such statements cannot be 
guarantees of future performance, and actual outcomes and 
returns may differ materially from statements set forth herein. 

The following Aegon affiliates are collectively referred to 
herein as Aegon Asset Management: Aegon USA Investment 
Management, LLC (Aegon AM US), Aegon USA Realty 
Advisors, LLC (Aegon RA), Aegon Asset Management UK plc 
(Aegon AM UK), and Aegon Investment Management B.V. 
(Aegon AM NL). Each of these Aegon Asset Management 
entities is a wholly owned subsidiary of Aegon N.V. In addition, 
the following wholly or partially owned affiliates may also 
conduct certain business activities under the Aegon Asset 
Management brand: Aegon Asset Management (Asia) Limited 
(Aegon AM Asia).

Aegon AM UK is authorised and regulated by the Financial 
Conduct Authority (FRN: 144267) and is additionally a 
registered investment adviser with the United States (US) 
Securities and Exchange Commission (SEC). Aegon AM 
US and Aegon RA are both US SEC registered investment 
advisers. Aegon AM US is also registered as a Commodity 
Trading Advisor (CTA) with the Commodity Figures Trading 
Commission (CFTC) and is a member of the National 
Futures Association (NFA). Aegon AM NL is registered with 
the Netherlands Authority for the Financial Markets as a 
licensed fund management company and on the basis of 
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