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Sustainability in 2020
Albrecht: This pandemic is arguably the first sustainability crisis of the 21st century, and it’s clear to all of us
that action and awareness from investors on long term sustainability risk may only accelerate post-COVID-19.
For many of us, 2020 has been a wakeup call as investors realize just how interconnected, interdependent, and
vulnerable the world is to the potential challenges that climate change will bring.
So far this year we have seen oil supply shocks, a global pandemic, and now protests and demonstrations
across the globe regarding social justice. Firstly, all of our hearts go out to you, our clients and colleagues
around the world who have been impacted by these events. COVID-19 is first and foremost a humanitarian
crisis that is disproportionately affecting the world’s poorest and most vulnerable. But it’s also turned into an
economic and sustainability crisis.
Accelerating sustainability this year
Mather: Focusing on sustainability could be the only way to maximize growth over the medium and long term
and do it in an inclusive way.
We expect this current crisis could serve as a sort of springboard, causing more investors to potentially look for
more sustainable investment choices. This may lead to new financial instruments and innovation. We have
certainly seen growing issuance in COVID-19 bonds from different issuers as well as SDG (Sustainable
Development Goals) bonds and social bonds on top of a growing green bond market.
PIMCO is actively involved in industry groups and policymaking circles that are looking to innovate and develop
new financial instruments. Due to our size, we are in a position to be able to advise on shaping market
standards and view this advocacy as absolutely critical for us in seeking to give our clients the best investment
advice going forward.
How ESG engagement in fixed income is different
Mather: As an active manager, PIMCO has always believed in engaging with issuers as part of our proprietary
research. Face to face engagement is a key part of our understanding of management’s quality and of how they
think about stress testing their business. We have numerous meetings per year with those issuers that we
invest with, and naturally, they want to know what their large investors think.
Fixed income investors also have another way of engaging issuers to provide even more direct influence: bond
issuance. Bond issuers need to come back to market consistently, they constantly need to engage with those
that are rating them, and those like PIMCO that are buying the bonds. ESG (Environmental, Social and
Governance) factors are increasingly more important to our clients and ratings agencies alike, which is directly
impacting issuers’ cost of raising capital. So in a lot of ways, we believe bond investors can have more influence
than equity investors – they certainly may have more opportunities to engage per year.
Social at the center of ESG
Albrecht: Given recent events, including the COVID-19 pandemic, but also protests around the world about
inequality and injustice, we’re only going to see increasing focus and data on social factors. Key social issues
are data security, product quality, and human capital management, but inequality is especially is top of mind.
COVID-19 can have a harder impact on the physical and economic wellbeing of people with children, women,
people of racial or ethnic diversity, and service level workers. At the same time, we have also large scale
protests in the U.S. and beyond that are highlighting the unequal treatment often experienced by people of
color. There are many studies that suggest diversity of thought, experience, background, gender, and race can
improve performance. We are also seeing shifts in consumer behavior. Younger generations, especially
2

Millennials, are using their purchasing power to align with brands that have a strong purpose, that actually stand
for a social mission.
Touching briefly on human capital management, we are seeing companies formalize their strategy on how they
manage people, which we think is very important. Being able to attract, retain, and engage the right employees,
especially in this time, could often give businesses an edge. Key social data points that we’re looking at are
things like employee turnover, engagement, and sentiment as well as formalization of these strategies at an
executive level. We are asking:




Do you have a committee that oversees human capital strategies?
Can you explain your strategy to our engagement analysts or fundamental analysts?
Can you communicate what you’re looking for in employees and your human capital management strategy?

We expect to see lasting changes in the global workplace. Given how many people are unemployed globally, I
think it’s inevitable that work is reallocated in the future. We do not expect people to return to work that have
been laid off in exactly the same capacity. So there could be long term advantages for firms who are able to
respond quickly, who are able to innovate today. And those that fail to innovate, that fail to meet these
challenges, they are at risk of losing key talent in this human capital redistribution.
Our active engagement with companies amid COVID
Albrecht: As COVID-19 started to unfold, our first priority was to talk to companies and gather information about
their initial response and crisis management. Some examples of our engagements and conversations would be:




Asking companies to increase transparency on the immediate and long term risks that they are facing.
Asking how companies are treating their employees and if they are extending benefits in the short term.
And lastly, we are focused on improving our understanding of companies’ full supply chains, getting better
transparency over the value chain, and understanding how they are responding to this kind of disruption.

We believe good engagement really goes hand in hand with good research. As we have long term relationships
with these companies, we are able to help identify what best practice looks like and assist companies meet
those best practices. We are starting to see some leading social practices come out of this crisis:





First and foremost, protecting essential workers, to ensure their health and safety.
Improving benefits and flexibility – i.e. extending mental health counseling or expanding telehealth options.
Supporting suppliers – those with a transparent value chain are better able to support suppliers.
And of course, maintaining workforces throughout the disruption is very important for a stable recovery. We
understand that maintaining workforces might not be possible for every single company, but some that have
been hardest hit and could not maintain their employment have found innovative solutions to maintaining
health and other critical insurance.

Climate pledges take a backseat in 2020
Brons: Overall, in light of the global pandemic, we have noticed that the strategic climate pledges from
companies and countries still remain in place. While we expect that the pace of progress towards a lower
carbon future to be a bit slower in the short term due to these lower oil and gas prices, the key thing is that these
long term climate commitments remain in place. We have recently seen some interesting examples of major
players in the oil and utilities industries switching away from coal to renewable energy, and issuing green bonds,
to be in accordance with the Paris Agreement
The latest oil shock has been brutal for business models that rely on sustained higher oil prices, and it is not just
companies, it is some countries as well. We have seen several defaults in the energy sector in the U.S. and that
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is something that ESG focused investors have been able to avoid. For example, in our climate bond strategy,
we obviously have no exposure to the fossil fuel industry and our exposure to the renewable energy sector and
select green bonds have fared relatively well.
Engaging on Climate Action (Sustainable Development Goal 13)
Brons: All of PIMCO’s ESG portfolios have basically no fossil fuel exposure – we will not lend to typical energy
companies in these ESG strategies, we will have no coal exposure, no oil sector exposure. There are some
exceptions in the case of utility companies, if they are moving away from coal and into renewable energy, we
typically would then invest in their green bonds. The utility companies supporting the renewables transition are
prime targets for us to engage with on their climate plans, targets, and progress.
Additionally, there are some large energy companies that unfortunately have not yet issued green bonds, but
we are engaging with them and encouraging them to issue green bonds that will fit with their strategic goals of
moving into renewable energy.
How to avoid greenwashing in bonds
Brons: When a new green bond comes to market, our analysts produce a new issue writeup that goes to all the
portfolio managers and it includes the green bond scoring framework in addition to all the usual writeup items
like relative value, internal scores and whether we should buy or not. We want to make sure the green bonds
adhere to certain standards:



First, do the green bonds’ objectives and use of proceeds actually align with the company’s ESG strategy?
Second, do we see evidence of a significant positive outcome?

As a hypothetical example, if a large $50 billion to $100 billion U.S. utility has not issued a green bond for a long
time, mainly because they have not been going into renewable energy, and they are issuing a $300 million
green bond in the market, and actually some of the proceeds actually go into natural gas, well, that is an
example of what we consider a bad green bond. Here is why:



The use of proceeds is partly going into natural gas, and looking at the size of the proceeds and the size of
the company, it is probably not making a significant impact.
If that issuer also has not come forward with a plan of moving into renewable energy in a very substantial
way, that would raise some red flags. We also look for standard red flags, like misalignment with the Green
Bond Principles (GBP) by ICMA (International Capital Market Association).

Just because a green bond comes to the market – we may even like the issuer fundamentally, from a pure
credit perspective, but if the green bond is not structured well, if it does not have a good strategic fit with the
company’s policy, and we rate it poorly – we won’t buy it.
PIMCO’s ESG platform
Albrecht: Our ESG platform is composed of two key areas:
1. ESG integration – how PIMCO is systematically incorporating material, environmental, and social factors
into our broad investment process that touches the nearly $2 trillion of assets that we manage.
2. ESG dedicated strategies – portfolios that are designed to achieve traditional PIMCO style risk adjusted
returns, but also achieve sustainability objectives.
On firmwide ESG integration, this is implemented from a bottom up perspective, engaging with our analysts to
incorporate these ESG factors into their valuation. Taking into account factors like climate change, regulatory
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changes, consumer preferences may impact and influence our valuations of investment opportunities on behalf
of our clients globally. And that integration spans across credit, sovereigns, municipalities, securitized assets.
Increasingly we also have to think about sustainability factors also from a top down perspective. Such as how
we think about climate change and climate risk, and how that gets incorporated into our views on financial
market stability. Similarly, with income inequality, how these factors play into our top down macro views as well.
Our ESG dedicated strategies leverage PIMCO’s time tested investment process that starts with our secular
and cyclical forum and views, we then translate those into market views, and ultimately put those into model
portfolio targets in terms of the key risk factors. For example, we use our proprietary ESG scores to build
portfolios that tilt towards the higher scoring issuers, that focus on carbon reduction in the portfolio, and
emphasize green and sustainability linked bonds.
Sustainability in a post-COVID world – reasons for optimism
Mather: Sustainability is going to garner a greater share of mind in society and especially in the business
and investment community – and we believe that is key to maximizing growth and resilience in the long
term. A greater collective focus on sustainability may likely benefit investors in two key ways: first, more
data and transparency. And second, growth in new financial instruments that are aligned with the UN
Sustainable development Goals (SDGs) as well as special COVID bonds, social bonds, and green bonds.
So I think it will be a quite busy year in terms of innovation and new developments for investors.
Brons: A lot of people have realized that we can in fact have a future with clearer skies, cleaner air, with a
healthier environment, with fewer and cleaner cars on the road, and overall less pollution – it is possible.
Another major topic in the last month or two is the focus on inequality. The more we focus on these issues,
the more progress can be made to reduce inequality based on race, income, and employment status. I’m
very enthusiastic about where this is going. There will be significant change, and as investors we can help.
Albrecht: We have a unique chance in this moment to channel all the momentum around sustainable
investing from issuers, regulators, asset managers, and asset owners into designing innovative solutions to
these complicated, challenging problems like inequality and climate change.
For nearly 50 years, our investment process at PIMCO has been dedicated to helping millions of investors
pursue their objectives, regardless of the shifting market conditions, and our leadership in ESG investing is
essential to our commitment to delivering on our clients’ objectives while supporting long term, sustainable
economic growth globally. However, I think we can all recognize that we need to do more as investors,
issuers, asset owners, and asset managers to push together in the same direction in order to bring
cohesive change even sooner.
We hope that you will join us in bringing ESG past the rhetoric and into action. Let’s make it happen.

For more information about ESG at PIMCO, please visit pimco.com/esg
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A Word about Risk: All investments contain risk and may lose value. There is no guarantee that socially responsible investing (SRI) products or strategies will produce returns
similar to traditional investments. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most
bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter
durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond counterparty capacity may contribute to
decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost when redeemed. Equities may decline in value due to
both real and perceived general market, economic and industry conditions. Investing in foreign-denominated and/or -domiciled securities may involve heightened risk due to
currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. Derivatives and commodity-linked derivatives may involve certain costs and
risks, such as liquidity, interest rate, market, credit, management and the risk that a position could not be closed when most advantageous. Commodity-linked derivative instruments
may involve additional costs and risks such as changes in commodity index volatility or factors affecting a particular industry or commodity, such as drought, floods, weather,
livestock disease, embargoes, tariffs and international economic, political and regulatory developments. Investing in derivatives could lose more than the amount invested.
Management risk is the risk that the investment techniques and risk analyses applied by PIMCO will not produce the desired results, and that certain policies or developments may
affect the investment techniques available to PIMCO in connection with managing the strategy. Diversification does not ensure against losses.
Socially responsible investing is qualitative and subjective by nature, and there is no guarantee that the criteria utilized, or judgment exercised, by PIMCO 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
PIMCO is dependent on such information to evaluate a company’s commitment to, or implementation of, responsible practices. Socially responsible norms differ by region. There is
no assurance that the socially responsible investing strategy and techniques employed will be successful. Past performance is not a guarantee or reliable indicator of future
results.
PIMCO’s credit research analysts assess the Environmental, Social, and Governance (“ESG”) profile of issuers relative to peer issuers with a goal of separating leaders from
laggards. Using industry-specific ESG frameworks, analysts review issuers’ ESG performance based on information available in public filings, recent ESG news and controversies,
as well as through engagement with company management teams. Analysts assign three separate numerical scores from 1 to 5 (with 5 being the highest) to their environmental,
social and governance-based business practices. The score in each category is related to an issuer’s rank relative to industry peers, and the relative weights of the E, S, and G
scores in the composite score vary based on industries, as each industry is assigned a different factor weight. For example, the environmental category has the greatest weight for
issuers in extractive industries (e.g., oil, gas, and mining), the social category has the greatest weight for pharmaceutical issuers, and the governance category has the greatest
weight for financial issuers. Analysts also include a forward-looking ESG trend assessment, which recognizes companies whose ESG performance is significantly improving or
deteriorating. These factors are combined to create a proprietary composite ESG score. We use the MSCI and other ratings for reference but make our own assessment based on
our own, independent analysis of the industry and relevant ESG factors. PIMCO’s resulting assessments are proprietary and distinct from those provided by ESG rating providers.
Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these investment
strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest for the long term, especially during periods
of downturn in the market. Outlook and strategies are subject to change without notice. The views and strategies described may not be appropriate for all investors. This material
has been prepared for informational purposes only, and is not intended to provide, and should not be relied on for, accounting, legal or tax advice. You should consult your tax or
legal advisor regarding such matters. Please contact your account manager for further information.
This material contains the current opinions of the managers and such opinions are subject to change without notice. This material is distributed for informational purposes only and
should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from
sources believed to be reliable, but not guaranteed.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own financial
professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction where unlawful or unauthorized. |
Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United States Securities and Exchange Commission. |
PIMCO Europe Ltd (Company No. 2604517) and PIMCO Europe Ltd - Italy (Company No. 07533910969) are authorised and regulated by the Financial Conduct Authority (12
Endeavour Square, London E20 1JN) in the UK. The Italy branch is additionally regulated by the Commissione Nazionale per le Società e la Borsa (CONSOB) in accordance with
Article 27 of the Italian Consolidated Financial Act. PIMCO Europe Ltd services are available only to professional clients as defined in the Financial Conduct Authority’s Handbook
and are not available to individual investors, who should not rely on this communication. | PIMCO Deutschland GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich,
Germany), PIMCO Deutschland GmbH Italian Branch (Company No. 10005170963) and PIMCO Deutschland GmbH Spanish Branch (N.I.F. W2765338E) are authorised and
regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 32 of the
German Banking Act (KWG). The Italian Branch and Spanish Branch are additionally supervised by the Commissione Nazionale per le Società e la Borsa (CONSOB) in accordance
with Article 27 of the Italian Consolidated Financial Act and the Comisión Nacional del Mercado de Valores (CNMV) in accordance with obligations stipulated in articles 168
and 203 to 224, as well as obligations contained in Tile V, Section I of the Law on the Securities Market (LSM) and in articles 111, 114 and 117 of Royal Decree 217/2008,
respectively. The services provided by PIMCO Deutschland GmbH are available only to professional clients as defined in Section 67 para. 2 German Securities Trading Act
(WpHG). They are not available to individual investors, who should not rely on this communication. | PIMCO (Schweiz) GmbH (registered in Switzerland, Company No. CH020.4.038.582-2), Brandschenkestrasse 41, 8002 Zurich, Switzerland, Tel: + 41 44 512 49 10. The services provided by PIMCO (Schweiz) GmbH are not available to individual
investors, who should not rely on this communication but contact their financial adviser. | PIMCO Asia Pte Ltd (Registration No. 199804652K) is regulated by the Monetary
Authority of Singapore as a holder of a capital markets services licence and an exempt financial adviser. The asset management services and investment products are not available
to persons where provision of such services and products is unauthorised. | PIMCO Asia Limited is licensed by the Securities and Futures Commission for Types 1, 4 and 9
regulated activities under the Securities and Futures Ordinance. PIMCO Asia Limited is registered as a cross-border discretionary investment manager with the Financial
Supervisory Commission of Korea (Registration No. 08-02-307). The asset management services and investment products are not available to persons where provision of
such services and products is unauthorised. | PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL 246862. This publication has been prepared without taking into account the
objectives, financial situation or needs of investors. Before making an investment decision, investors should obtain professional advice and consider whether the information
contained herein is appropriate having regard to their objectives, financial situation and needs. | PIMCO Japan Ltd, Financial Instruments Business Registration Number is Director
of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO Japan Ltd is a member of Japan Investment Advisers Association and The Investment Trusts
Association, Japan. All investments contain risk. There is no guarantee that the principal amount of the investment will be preserved, or that a certain return will be realized; the
investment could suffer a loss. All profits and losses incur to the investor. The amounts, maximum amounts and calculation methodologies of each type of fee and expense and their
total amounts will vary depending on the investment strategy, the status of investment performance, period of management and outstanding balance of assets and thus such fees
and expenses cannot be set forth herein. | PIMCO Taiwan Limited is managed and operated independently. The reference number of business license of the company approved
by the competent authority is (107) FSC SICE Reg. No.001. 40F., No.68, Sec. 5, Zhongxiao E. Rd., Xinyi Dist., Taipei City 110, Taiwan (R.O.C.), Tel: +886 2 8729-5500. | PIMCO
Canada Corp. (199 Bay Street, Suite 2050, Commerce Court Station, P.O. Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or
territories of Canada and only through dealers authorized for that purpose. | PIMCO Latin America Av. Brigadeiro Faria Lima 3477, Torre A, 5° andar São Paulo, Brazil 04538-133.
| No part of this publication may be reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset
Management of America L.P. in the United States and throughout the world. ©2020, PIMCO.
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