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Overview

Publication part of WB’s GPS 
“demystifying” series on ESG in sovereign 
debt

We will cover 

1. Backdrop and policy takeaways

2. Insights into the Analysis 
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Backdrop and policy 
takeaways
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Shifting perspectives
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Source: World Bank, 2020, “Riding the Wave: Navigating the ESG 

Landscape for Sovereign Debt Managers.”

• Many standards, codes, data sources and methodologies

• Financial architecture shifting- “ESG” lens becoming more embedded

Changing financial sector ecosphere

https://documents.worldbank.org/en/publication/documents-reports/documentdetail/186931603441706045/riding-the-wave-navigating-the-esg-landscape-for-sovereign-debt-managers


Asset owners driving change
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• Investors increasingly focusing on a broader definition of sustainability

• Current investor views challenge traditional perceptions

• However, an issuer’s default risk could be independent of an issuer’s ESG characteristics (S&P 2021)

Investor survey- December 2021

To what extent do you agree with the statement “improving 

ESG fundamentals will lead to lower sovereign credit risk

A New Dawn- Rethinking Sovereign ESG
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• ESG ratings industry has grown in response 

to market demand for sustainability related 

data

• ESG providers model differs from CRAs-

driven largely by investors

• No explicit definition of what sovereign 

ESG scores measure

• Increased investor interest, key reason for 

CRAs to change “tact”

• 2 industries co-exist- but some expect 

“convergence”

Advent of ESG providers also reflect CRAs not doing “enough”

Source: Demystifying Sovereign ESG
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• Overview of methodology 

documentation highlights limited 

role

• Traditional credit metrics 

dominate

• Inclusion of E and S factors is 

much more subjective

• Also divergence evident between 

credit rating approach of “big 

three” and “others”

E and S issues still play a small role in sovereign assessments



Two key issues from credit perspective

Credit Worthy: ESG Factors and Sovereign Credit Ratings

1. Time horizon 2. Materiality

Source: Adapted from S&P 2021



Nevertheless - some space for CRAs to improve

1. Data. WB wealth accounting data, risks & opportunities related to 
stranded assets

2. Transparency. Sovereign CRA methodologies could be 
strengthened by introducing an ESG pillar

3. Granularity. As well as providing more granularity on ratings-
particularly for lower rated sovereigns

4. Engagement of issuers and policy makers also important – CRAs 
can play a key role here
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What do credit ratings reflect?

Credit Worthy: ESG Factors and Sovereign Credit Ratings     

Insights into the Analysis

What are ESG scores? 
Computed as the average, standardized ESG score of 133 
countries by FTSE Russell/Beyond Ratings, ISS, Moody’s 
ESG (formerly V.E), MSCI, RepRisk, Robeco, Sustainalytics.

Wealth accounting

Preparedness

ESG scores



Better ESG = better ratings?
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Insights into the Analysis

Social and Governance scores are highly correlated with credit ratings

Environmental scores are only weakly associated



Better ESG = better ratings? Income groups
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Insights into the Analysis

1. As we go from high to low 
income countries, the 
relationship weakens.

2. Low income countries have 
the same credit rating, 
regardless of ESG score.

3. Relationship dips into the 
negative for the 
Environmental pillar



What do credit ratings reflect?
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Insights into the Analysis

What is wealth accounting? 
wealth = discounted “life-time earnings” of a country’s assets. The 
life-time duration depends on extraction vs. regeneration rate. Wealth 
is a forward-looking measure of growth potential and well-being.

Wealth accounting

Preparedness

ESG scores



More wealth = better ratings?
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Insights into the Analysis

Natural capital is almost uncorrelated, half of the Environmental score (66%)

Human and produced capital are strongly correlated with ratings.



Natural capital and ratings
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Insights into the Analysis

1. Natural capital is almost 
completely unrelated with 
ratings

2. Mainly because of high 
income countries, where it 
barely matters.

3. For middle and lower 
income countries, the 
relationship is negative

➔ Natural resource curse?



What do credit ratings reflect?
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Insights into the Analysis

What is “preparedness”?
Assesses the exposure and resilience of a country regarding the low-
carbon transition. Exposure measures a country’s exposure to 
transition risks. Resilience reflects a country’s ability to adapt to the 
transition.

Wealth accounting

Preparedness

ESG scores



Resilience and exposure
18
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Insights into the Analysis
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Insights into the Analysis

Resilience and exposure

Correlation between ratings and overall preparedness score
= only significant for high-income

Correlation between ratings 
and resilience score
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Key takeways for policy makers

Our work on sustainable finance

Thank you, for 
your attention

Link to report Link to report

Link to report Link to report

Link to reportLink to report

Link to report

https://documents.worldbank.org/en/publication/documents-reports/documentdetail/694901623100755591/a-new-dawn-rethinking-sovereign-esg
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/842671621238316887/demystifying-sovereign-esg
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/186931603441706045/riding-the-wave-navigating-the-esg-landscape-for-sovereign-debt-managers
https://openknowledge.worldbank.org/handle/10986/35683
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/628001617289818802/natural-capital-and-sovereign-bonds
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/500171635402227325/main-report
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/850821606884753194/spatial-finance-challenges-and-opportunities-in-a-changing-world
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Insights into the Analysis



What is wealth accounting?
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In a nutshell: wealth = discounted life-time earnings of an asset

146 countries | 1995-2018 | annual frequency

Main characteristics

1. well-founded framework on economic theory

2. a forward-looking measure of growth potential

3. expressed economic materiality in dollar values
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Insights into the Analysis



Illustration: Forest capital
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Year 1 Year 2 Year 3 Year NYear 4

Resouce rents
Discounted resouce rents

Present value

Forest capital
=

Important
• For non-renewables (e.g. oil, minerals) the horizon N depends on depletion rate.
• For renewables (e.g. forests, cropland) the horizon N depends on depletion rate and regeneration rate.

Every year, a resource
produces rents …

Year N+1

…until it 
depletes
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Insights into the Analysis



Natural capital and E score are conceptually related…
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Insights into the Analysis

Natural 
capital

Environmental 
pillar



…but it doesn’t translate into a statistical relationship
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Insights into the Analysis

• This is because natural 
capital is only part of 
the Environmental 
score

• The E-pillar also 
reflects a country’s 
resilience and 
exposure


