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Introduction 

 

Sovereign risk is back in the spotlight. Geopolitical tensions and conflicts, climate change 

as well as food and energy crises are forcing investors to rethink the impact of Environmen-

tal, Social and Governance (ESG) issues on sovereign risk.  

 

Given the lack of consensus on how to assess countries’ ESG performance, how can fixed 

income investors best integrate ESG factors to identify and manage credit risk?  

 

When evaluating the sustainability of a sovereign, most existing approaches combine dif-

ferent ESG metrics into a single aggregated ESG rating, resulting in a ranking. However, this 

process suffers from an “ingrained income bias”, whereby wealthy countries tend to score 

higher on ESG performance than poorer economies. At the same time, ESG indicators in the 

sovereign space are not routinely updated and are prone to data gaps, unlike their corpo-

rate-world counterparts. These limitations complicate ESG integration into sovereign in-

vestment analysis and can restrict the investment universe from a yield perspective. They 

also make it difficult for impact-oriented investors to support countries on their journey to-

ward the United Nations’ Sustainable Development Goals (SDGs). 

 

This paper examines these issues and highlights how our updated Country ESG Framework 

can help best assess country ESG performance and add value to the sovereign investment 

process.  

 

At Bank J. Safra Sarasin (BJSS), we were among the first to produce country sustainability 

ratings back in 2002. Since then, we have continuously updated and developed our meth-

odology, with the latest model launched in 2023. 

 

We believe sovereign ESG data should be adjusted when there is income bias, and should 

be combined with the ESG momentum analysis. Thanks to this approach, we are better 

equipped to spot and actively participate in the relative outperformance of countries with 

the potential to achieve their SDGs. 
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Key Points 

 

 

• ESG analysis for sovereigns is increasingly gaining popularity and can offer added 

value in the sovereign investment process. 

• At BJSS, we were among the first to produce sustainability ratings for countries in 

2002, with the latest model launched in 2023. 

• Our updated ESG framework includes several steps to assess sovereign ESG risk: cal-

culating country ESG scores across 78 indicators, correcting for income bias, adjusting 

for treaty compliance, checking exclusion lists, analysing trend momentum and bench-

marking ESG performance against peers in our BJSS Country ESG Matrix.    

• Income bias, whereby emerging countries have lower ESG scores than developed econ-

omies, is a key concern for investors, as are ESG data inconsistencies.    

• Compliance with UN treaties is linked to improved human rights over time, therefore 

we adjust our ESG ratings downwards if countries have not ratified key environmental 

and social treaties and conventions. 

• We have strengthened our ESG framework with a selective exclusion list of countries 

that are currently experiencing conflict. 

• Our matrix indicates whether a country is displaying a positive or negative ESG mo-

mentum across financially material indicators as corruption perception, business so-

phistication, rule of law and private civil liberties. 

• Our approach provides a more nuanced lens on sovereigns’ sustainability journeys and 

can best identify emerging trends as well as help monitor risks in portfolios. 
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Why does ESG integration matter 
in sovereign debt investments? 

Despite its considerable size1, the sovereign debt market has been the subject of less sys-

tematic environmental, social, and governance (ESG) considerations than other invest-

ment asset classes. This is in part due to investors not fully understanding how to integrate 

ESG issues into sovereign debt analysis2. However, there is an increasing appetite for ESG 

integration with a rising number of academic and practitioner publications investigating 

how ESG factors can affect sovereign debt valuations. 

 

On the impact side, sovereign ESG analysis can help investors align portfolios with their 

values and sustainable goals. This is especially true for sovereign debt, where labelled is-

suances (i.e. green bonds, social bonds, etc), which could be used by investors to finance a 

country's energy transition or SDG goals, are only a fraction of corporate debt (Exhibit 1). 

This is particularly the case for emerging markets sovereign debt, where labelled sovereign 

bonds issuance is not as prevalent as in the European Union3. Assessing sovereigns’ ESG 

performance allows investors to solve this problem, determine for themselves which coun-

tries need financing for sustainable development, and which ones are able or are already 

on the right path to achieve related goals. 

 

Exhibit 1: Labelled bond issuance by issuer type, 2007–September 2020 

Amount issued (USD billion) 

 

Source: World Bank 2020 ESG Guide and Bloomberg  

 

                                                                        
1  As of August 2020, The International Capital Markets Association (ICMA) estimates that the overall size of the 

global bond markets in terms of USD equivalent notional outstanding is approximately USD128.3 trillion. This 

consists of USD 87.5 trillion supranational, sovereign and agency bonds (SSA), or 68%, and USD 40.9 trillion cor-

porate bonds (32%). ICMA, https://www.icmagroup.org/market-practice-and-regulatory-policy/secondary-mar-

kets/bond-market-size/ 

2  CFA Institute and the United Nations’ Principles for Responsible Investment (PRI). Guidance and case studies for 

ESG integration – equities and fixed income (2018). 

3  Europe is the largest region for SSA issuance, eclipsing even total supranational issuance and significantly higher 

than the next geographic region of North America. The region accounts for nearly 60% of agency issuance (worth 

USD362.7 billion) and around 72% of sovereign issuance (worth over USD200 billion). Environmental Finance, 

https://www.environmental-finance.com/content/downloads/sovereigns-supranationals-and-agencies-(ssa)-in-

the-sustainable-bond-market.html 
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Integrating ESG factors into sovereign debt investment analysis can also provide investors 

with a more comprehensive understanding of the risks and opportunities associated with 

their investments, which may impact creditworthiness of sovereign issuers.  

 

For example, good governance is regarded as the most material ESG factor for sovereign 

debt and has been extensively incorporated into credit rating models and valuations4. In-

vestors can seek measures of a country’s political stability, government and regulatory ef-

fectiveness, institutional strength, levels of corruption and the rule of law. 

 

Environmental and social metrics, like biodiversity loss, water scarcity and management, 

climate change mitigation and adaptation, old-age dependency and food security are 

equally important. According to the International Monetary Fund (IMF), a country’s vulnera-

bility or resilience to climate change can have a direct effect on its creditworthiness, its 

costs of borrowing, and ultimately the likelihood it might default on its sovereign debt5. IMF 

research has found that an increase of 10 percentage points in climate change vulnerability 

is associated with an increase of over 150 basis points in the long-term government bond 

spreads of developing economies. An improvement of 10 percentage points in climate 

change resilience is instead linked to a decrease of 37.5 basis points in bond spreads. Fi-

nally, weak social structures can also expose countries to sudden economic impacts and 

credit downgrades, as seen in the aftermath of the Covid-19 pandemic. 

 

By assessing a country’s ESG profile and trends, investors can gain additional insights into 

its long-term financial viability. Therefore, a holistic approach to sovereign investing is key. 

 

 

 

                                                                        
4  PRI, https://www.unpri.org/fixed-income/a-practical-guide-to-esg-integration-in-sovereign-debt/4781.article 
5  IMF, https://www.imf.org/en/Blogs/Articles/2021/02/17/blog-why-climate-change-vulnerability-is-bad-for-

sovereign-credit-ratings 
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The impact of “ingrained income 
bias”, data lags and gaps on 
sovereign ESG 

Integrating ESG factors into sovereign debt investment analysis requires access to reliable 

data sources and robust analytical frameworks. This is not always the case, and there is 

no consensus on the appropriate ESG framework when developing investment strategies 

in sovereign debt. However, recent research has brought to light several challenges that 

need to be tackled to make ESG investing in sovereigns more effective at spotting risk and 

leading to positive outcomes. 

 

One of the most critical issues is the ingrained income bias, which emerging markets inves-

tors have cited as one of their key concerns about sovereign ESG investing6. A World Bank 

study comparing the ESG sovereign scores of several data providers found they are highly 

correlated, and that about 90% of the score can be explained by a country’s national income 

(Exhibit 2). In other words, the richer and more developed the country is, the higher its ESG 

rating. And while emerging market countries are the most in need of investments required 

to meet their SDG goals by 2030, their traditional aggregated sovereign ESG scores do not 

provide a full picture of their transformation potential or relative ESG risks, given their level 

of development.   

 

Exhibit 2: Ingrained income bias in ESG scores 

 

Source: Ekaterina M. Gratcheva, Bryan Gurhy, Teal Emery, Dieter Wang, Luis Oganes, Jarrad K. Linzie, Lydia Harvey, 

Katherine Marney, Jessica Murray, and Rupert Rink. 2021. “A New Dawn: rethinking Sovereign ESG”, EFI Insight-

Finance. Washington, DC: World Bank and New York, NY: J.P. Morgan. 

                                                                        
6  24% of surveyed investors listed it as the most dominant concern about sovereign ESG investing. 74% of respond-

ents agree that sovereign ESG should support sovereign issuers that have the greatest sustainable development 

to accomplish rather than the best ESG scores. World Bank Open Knowledge Depository. 

https://openknowledge.worldbank.org/bitstreams/6c664ccf-ba17-59d9-98fa-709118908af7/download 

 J.P. Morgan emerging market sovereign debt investor survey 
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While not surprising, this complicates ESG integration into sovereign investment analysis. 

It also limits sustainable investment strategies from a yield perspective, and makes it diffi-

cult for impact-oriented investors to support sovereigns on their SDG journey. Since credit 

ratings are also highly correlated with countries' GDP levels (Exhibit 3), investors are argu-

ably better off if they exclude the income factor from the ESG data to get more added value 

from ESG analysis. 

 

Exhibit 3: Sovereign credit ratings have high correlation to GDP per capita 

 

Source: BJSS, Bloomberg and Macrobond. Sovereign credit ratings and GDP per capita, PPP adjusted are as of 

2022 

 

Our new proprietary country ESG model corrects this income bias where it is present and 

relevant. Using a simple statistical framework and our in-house ESG Country scorecard 

data, we estimate a log-linear relation between gross domestic product (GDP) per capita 

adjusted for purchasing power parity (PPP) and Key Issue scores (see “How we build our 

country ESG rating” below for an overview of our score construction). Where correlations 

are significant, we replace residuals from the regression with the original Key Issue scores, 

and proceed with pillar (E-S-G) and total ESG score calculation.  

 

We believe that the PPP-adjusted GDP metric is more suitable for income adjustment be-

cause it helps to account for differences in the cost of living and services. As we aim to 

assess which country best utilizes its financial resources to achieve sustainable develop-

ment, we need to remember that building hospitals and paying nurses is less expensive in 

lower income nations. This actually provides an advantage that GDP values would not re-

flect. Furthermore, PPP exchange rates are also more stable than market-based rates7, 

avoiding unnecessary GDP fluctuations for our ESG analysis.  

 

Unsurprisingly, a country’s level of development across social issues, such as the availabil-

ity of basic human capital and infrastructure or innovation capital, closely tracks its wealth 

level (Exhibit 4). 

 

                                                                        
7 IMF, imf.org/en/Publications/fandd/issues/Series/Back-to-Basics/Purchasing-Power-Parity-PPP 
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Exhibit 4: Some key ESG issues have high ingrained income bias 

a) Basic Human Capital  

 
 

b) Innovation  

 Source: BJSS, Macrobond and publicly available sovereign ESG data sources. For full list of sources see annex.  

 

Note: We use a natural log of five-year average (2018-2022) of GDP per capita, PPP-adjusted (current international 

dollars) for the x-axis. In the first chart we used the weighted sum of basic human capital Key Issue indicator z-

scores for the y-axis, which are related to countries' provision of health, education, energy and basic utilities infra-

structure. In the second, we used the weighted sum of indicator z-scores for the y-axis, which are representative of 

countries' innovation and business sophistication levels. 
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On the other hand, some key environmental issues related to water stress levels or biodi-

versity and ecosystem services show no income bias at all (Exhibit 5). Where we see no 

income bias, we use the uncorrected Key Issue scores as they are. 

 

Exhibit 5: Other Key Issues have no income bias 

a) Biodiversity  

 
 

b) Water  

 
Source: BJSS, Macrobond and publicly available sovereign ESG data sources. See Exhibit 4. 

 

Note: We use a natural log of five-year average (2018-2022) of GDP per capita, PPP (current international dollars) 

for the x-axis. In the first chart, we used the weighted sum of Biodiversity Key Issue indicator z-scores for the y-axis, 

which represent countries’ availability and sustainable use of natural resources. In the second chart, we used the 

weighted sum of Water Key Issue indicator z-scores for the y-axis, which represent countries' water stress levels and 

projections, as well as efficiency levels of water use. 
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Exhibit 6: Indicators and sources BJSS uses to assess countries' Innovation and Biodiver-

sity Key Issues 

 

Biodiversity and Ecosystems Services Source 

Biocapacity Reserve/Deficit Global Footprint Network 

Extent of Forest & Other Wooded Land,  

Annual Change 

FAO, Global Forest Resources Assessment 

Fish Stock Status The Sea Around Us 

GEF Benefits Index for Biodiversity GBI BIO 

Grassland Loss Copernicus  

Wetland Loss Copernicus 

 

 

Innovation Source 

Business Sophistication World Intellectual Property Organisation 

Creative Outputs World Intellectual Property Organisation 

Knowledge & Technology outputs World Intellectual Property Organisation 

R&D expenditure World Bank Development Indicators 

Researchers in R&D World Bank Development Indicators 

Source: BJSS 

 

Additionally, we do not correct for income bias in Key Issues like Political Governance, 

Rights & Equality, and Personal Freedoms. We believe that countries, regardless of their 

level of wealth, are empowered to determine their regime type and the rights and freedoms 

granted to their population.  

 

Another common criticism among sovereign investors is that ESG indicators in the sover-

eign space are prone to data gaps – unlike ESG data for corporates. We have therefore 

reduced our universe coverage to 152 countries, with the aim to have indicator coverage 

above 80% for most of the countries. If the country coverage does not include a specific 

indicator, we redistribute the weight of that indicator proportionally across all other indica-

tors.   

 

 

 

 



In a nutshell 

12 | Sustainability Series 

In a nutshell: The Bank J. Safra 
Sarasin Country ESG Framework 

Frameworks that purely focus on aggregated, income-biased ESG performance risk re-

stricting capital flows into emerging market issuers that need it most to improve. Our ESG 

approach, instead, aims to determine which countries have a relative ESG performance 

that is above or below what is expected of them based on their development level and their 

income peers. 

 

Our Country ESG Framework covers 152 countries across the global sovereign investment 

universe. It incorporates 78 ESG indicators from respected third-party sources and NGOs 

to help us assess each country’s performance across environmental, social and govern-

ance themes. To address the ingrained income bias problem, our country ESG model cor-

rects for this income bias where it is present and relevant. We also adjust our ESG ratings 

downwards if countries have not ratified key environmental and social treaties and conven-

tions. In addition, we enforce our ESG framework with a hard exclusion list of countries that 

are currently experiencing conflict. Finally, our framework indicates whether a country is 

displaying a positive or negative ESG momentum across such financially material indicators 

as corruption perception, business sophistication, rule of law and private civil liberties. This 

is because recent research shows that investors could benefit from countries’ ESG momen-

tum analysis. 

 

 

Source: BJSS  

 

The updated framework involves several steps to assess sovereign credit risk: calculating 

country ESG scores across 78 indicators, correcting for income bias, adjusting for treaties, 

checking exclusion lists, analysing trend momentum and checking economic performance 

against our Country Model Matrix.    
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How we build our country 
ESG rating 

As with most sovereign ESG assessment processes, our approach starts with an ESG score-

card. This first step analyses the relative value of a country compared to its peers across 78 

ESG data indicators (e.g. the Corruption Perception Index, or Age Dependency). 

 

The methodology involves standard normalizing and adjusting each raw ESG indicator for 

directionality through the following formula: 

 

𝐼𝑆𝑁;𝑦;𝑐;𝑖 =
𝐼𝑅𝑎𝑤;𝑦;𝑐;𝑖 − 𝐼𝑅𝑎𝑤;𝑦;𝑖  

𝜎𝑅𝑎𝑤;𝑦;𝑖
× 𝐷𝑖𝑟𝑒𝑐𝑡𝑖𝑜𝑛𝑖 

  

Where: 

y =   year index 

c =  country index 

i =  indicator index 

𝐼𝑆𝑁;𝑦;𝑐;𝑖  = standardized value of indicator i of country c in year y 

𝐼𝑅𝑎𝑤;𝑦;𝑐;𝑖  =  raw value of indicator i of country c in year y 

𝐼𝑅𝑎𝑤;𝑦;𝑖  =  average over all values of indicator i in year y 

𝜎𝑅𝑎𝑤;𝑦;𝑖  = standard deviation over all values of indicator i in year y 

𝐷𝑖𝑟𝑒𝑐𝑡𝑖𝑜𝑛𝑖 = depending on the directionality of the indicator i either 1 or -1 

 

The adjusted indicators are aggregated into 13 Key Issue scores for each country, following 

a predetermined weight scheme, representing countries' performance across different ESG 

themes, like Environmental Resilience, Climate Transition, Basic Human Capital and Politi-

cal Stability (Exhibit 7). 

 

Exhibit 7: Overview of the BJSS country ESG rating construction 

 
Source: BJSS 

 

 

 

Income-adjusted country ESG rating

16 indicators across 5 key issues 

• Innovation 20%
• Personal Freedoms 20%
• Controversies 20%
• Political Governance 25%
• Political Stability 15%

G Treaties adjustment factor 0.85-1

Governance Pillar

40%

27 indicators across 4 key issues 

• Environmental resilience 20% 
• Biodiversity and ecosystems

services 30%
• Climate transition 30%
• Water 20%

E Treaties adjustment factor 0.85-1

Environmental Pillar

30%

35 indicators across 4 key issues 

• Basic Human Capital 30%
• Kowledge Capital 20%
• Rights and Equality 20%
• Social Unrest Potential 30%

S Treaties adjustment factor 0.85-1

Environmental Pillar

30%

*Key issues not corrected for income bias
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In the second step, a simple econometric framework is used to construct income-adjusted 

Key Issue scores. Key Issue variables are regressed on the explanatory variable, given by 

the natural logarithm of the five-year rolling average GDP per capita (PPP adjusted) at a time 

t for each country. Key Issue scores of countries that are two standard deviations above or 

below the mean are removed from calculating simple linear-regression parameters and pre-

dicted values. 

 

There are seven Key Issues that are highly correlated with GDP per capita PPP where the 

income bias is corrected: 

 

Key Issue 

• Basic Human Capital 

• Controversies 

• Environmental Resilience 

• Innovation 

• Knowledge Capital 

• Political Stability 

• Social Unrest Potential 

 

For each of these Key Issues the residuals are retrieved, which represent the share of the 

Key Issue scores that are not explained by country’s income level. Consequently, they are 

transformed and rescaled to a 0-5 range to yield the final Key Issue scores. 

 

Key Issue scores without income adjustment are as follows: 

 

Key Issue 

• Biodiversity and Ecosystems Services 

• Climate Transition 

• Water 

• Personal Freedoms 

• Political Governance 

• Rights & Equality 

 

These key issues are simply transformed and rescaled to a 0-5 range. 

 

Pillar scores  

The final Key Issue scores of each country are aggregated to E, S and G pillar scores. 

 

For each country, a pillar score is calculated as weighted sum of the final Key Issues scores. 

Each pillar is multiplied by the treaty adjustment factor (see next section on treaty adjust-

ment factors), resulting in the final pillar score: 

 

𝑃𝐹𝑖𝑛𝑎𝑙;𝑐;𝑝 = 𝑇𝑐; 𝑝 ∑

𝐾

𝑘=1

 𝐾𝐼𝐹𝑖𝑛𝑎𝑙;𝑘;𝑐 × 𝜔𝑘 

 

Where: 
k =   key issue index 

c = country index 

𝜔𝑘  = weight for indicator k 

𝑇𝑐;𝑝 = treaty adjustment factor for country c and pillar 

𝐾𝐼𝐹𝑖𝑛𝑎𝑙;𝑘;𝑐= final key issue score for country c 

𝑃𝐹𝑖𝑛𝑎𝑙;𝑐;𝑝 = final pillar score for country c 

 



Country ESG Ratings 

Sustainability Series | 15 

Income-adjusted country ESG rating  

The final income-adjusted country ESG rating is a weighted average of the Environmental, 

Social and Governance pillars, with the following weights respectively: 30%, 30% and 40%. 

The rating is transformed and again rescaled to a 0-5 range. 

 

𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑐 = ∑

𝑃

𝑝=1

𝑃𝐹𝑖𝑛𝑎𝑙;𝑐;𝑝 × 𝜔𝑝 

𝐸𝑆𝐺𝐹𝑖𝑛𝑎𝑙;𝑐 =
𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑐 − 𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑚𝑖𝑛

𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑚𝑎𝑥 −  𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑚𝑖𝑛
 × 5 

 

Where: 

P =   pillar index 

c = country index 

𝜔𝑝 = weight for each pillar 

𝑃𝐹𝑖𝑛𝑎𝑙;𝑐;𝑝 = final pillar score for country c 
𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑐  =  weighted ESG score 
𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑚𝑖𝑛 = minimum of the range of weighted ESG scores of all countries 
𝐸𝑆𝐺𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑;𝑚𝑎𝑥 = maximum of the range of weighted ESG scores of all countries 
𝐸𝑆𝐺𝐹𝑖𝑛𝑎𝑙;𝑐 = final income-adjusted ESG rating for country c 

 

 

Incorporating treaty adjustment factors 

The relationship between the violation of norms and lack of ratification of international trea-

ties and sovereign risk is complex. While there is no clear consensus, history has shown 

that a country’s failure to comply with international norms and treaties can be an indicator 

of increased sovereign risk. Statistical data modeling has also shown that compliance with 

United Nations’ (UN) treaties is linked to improved human rights over time8. Therefore, the 

ratification of treaties is integrated in the country ESG rating assessment and viewed as a 

forward-looking datapoint.  

 

For each pillar relevant treaties are identified, and conventions or indicators representing 

adherence to international norms and laws are evaluated. For example, the checks include 

if a country has ratified the UN Convention for Biological Diversity, the Paris Climate Agree-

ment or the Ramsar Convention, which are relevant to the Environmental Pillar assessment 

for example. 

 

For the Social pillar, the assessment covers the ratification of the eight fundamental con-

ventions in the International Labour Organization’s (ILO) Declaration on Fundamental Prin-

ciples and Rights at Work, and more than half of the 18 Core International Human Rights 

Treaties.  

 

Lastly, for the Governance pillar, the evaluation investigates if a country is on the EU or UN 

financial sanctions list for special social violations, if it is a signatory to Biological and Chem-

ical Weapons, Ottawa and Oslo Conventions, and if it has abolished the death penalty and 

use of torture. Countries that have high levels of perceived corruption, and are not legally 

bound by the Nuclear Non-Proliferation Treaty are penalized.  

 

If these conditions are not met, the country’s pillar scores are reduced by up to 15%. 

 

 

 

                                                                        
8  Carraro, V. (2019). Promoting Compliance with Human Rights: The Performance of the United Nations’ Universal 

Periodic Review and Treaty Bodies. International Studies Quarterly, 63(4), 1079–1093. 

https://doi.org/10.1093/isq/sqz078 
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The criteria for the BJSS 
exclusion list 

Unlike the thousands of issuers in the corporate universe, there are fewer than 200 sover-

eign issuers. In practice, even fewer are available to most investors because of segmenta-

tion into either developed or emerging market strategies, lack of labelled issuance in 

emerging markets and technical barriers to investing. 

 

This means that traditional exclusionary screening based on social pillar conduct – for ex-

ample restrictions on press freedom or high income-inequality levels – could lead to unac-

ceptable tracking errors and significantly undermine risk-return diversification. Another typ-

ical point of debate is which criteria or conduct should be excluded, as opinions vary signif-

icantly and an extensive conduct-based exclusion list tends to restrict a large portion of the 

investable universe. 

 

Our hard-exclusion list focuses on countries currently experiencing a conflict. We use the 

global standard definition of conflict from the Uppsala Conflict Data Program: "a state-

based conflict or dyad which reaches at least 1000 battle-related deaths in a specific cal-

endar year”. If fatalities in the current year drop below 1000 for the first year in a row, our 

analysts will consider keeping these countries on the exclusion list for one more year, unless 

there are reasons to lift the exclusion early. 

 

We also incorporate the Swiss Association for Responsible Investors’ (SVVK) country exclu-

sion list, which excludes the sovereign debt of countries against which Switzerland has is-

sued a comprehensive military or repression goods embargo due to breaching international 

law, particularly human rights. 

 

The BJSS ESG Committee reviews and approves this list on a yearly basis, although coun-

tries can be proposed for exclusion throughout the year, too. 

 

Exhibit 8: In its 2023 review, the Committee approved the exclusion of the following 

countries: 

 

Countries undergoing conflict  SVKK exclusion list 

Afghanistan 

Belarus 

Central African Republic 

Ethiopia 

Libya 

Mali 

Myanmar 

Russia 

Somalia 

South Sudan 

Syria 

Ukraine 

Yemen 

 Afghanistan 

Belarus 

Iran 

Libya 

Myanmar 

North Korea 

Russia 

Sudan 

South Sudan 

Syria 

Venezuela 

Zimbabwe 

Source: BJSS and SVVK   
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Monitoring risk with ESG trend 
analysis 

We also look at indicator heat maps, and material indicator trends as shown in red or green 

in our matrix (see below), to formulate our qualitative view when making investment deci-

sions. 

 

We believe investors should consider both current sustainability risks and their possible 

evolution in the medium to long term when evaluating ESG factors for sovereign bond issu-

ers.  

 

While many ESG factors remain stable for extended periods, some may deteriorate due to 

unforeseen shocks that can impact credit quality and/or trigger defaults, ultimately leading 

to a negative bond performance. Noteworthy examples include the Arab Spring in 2011, the 

erosion of civil rights in Russia leading up to the war in Ukraine, Mozambique’s default in 

2017 as well as protests in Venezuela, Ecuador and Lebanon. ESG analysis enhances the 

investment process and provides insights into the challenges and opportunities in each 

country.  

 

In our momentum analysis, we focus mainly on four specific governance and social indica-

tors. This is for two reasons:  

 

1. These indicators get the most attention in the ESG frameworks of the credit rating 

agencies (Rule of Law, Private Civil Liberties), or have a high correlation with GDP 

per capita (e.g. Corruption Perception, Business Sophistication). They are arguably 

more financially material than the rest, as they could lead to an upgrade or down-

grade of the issuer’s rating. 

2. Behavioural and institutional attitudes towards environmental and societal changes 

usually take a longer time to bear fruit. Therefore, currently we don’t rely on environ-

mental factors outside this basket of indicators, but we do consider them on an ad-

hoc basis. 

 

Exhibit 9: Correlation coefficients of the four indicators used in BJSS ESG trend analysis 

 

Indicator Correlation with GDP per capita 

Corruption perception  0.74 

Business sophistication 0.65 

Rule of law 0.52 

Private civil liberties 0.35 

Source: BJSS, Macrobond 

 

Note: The table above shows correlation coefficients between natural log values of  GDP per capita and natural log 

values of underlying raw indicators for all the countries in our universe  (over the time period of 2010-2022) 
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The BJSS Country ESG Matrix 

The basis for the definition of our eligible investment universes is the proprietary J. Safra 

Sarasin Sustainability Matrix. Our matrix demonstrates the effectiveness of economies in 

utilizing their financial resources to achieve sustainable development and enhance their 

ESG characteristics. It plots countries' income-adjusted ESG scores (y-axis), i.e. their ESG 

performance given their level of wealth (represented as GDP per capita PPP adjusted score 

on the x-axis). 

A third dimension is added in colour to represent a three-year trend in financially material 

governance-related indicators. As a result, the matrix demonstrates how well a country's 

ESG performance compares to peers with similar GDP per capita. 

 

The matrix still shows some correlation with GDP, since we have not removed the bias for 

some Key Issues in the Governance and Social pillars for the reasons indicated above. Nev-

ertheless, the results are more dispersed than before income adjustment, and highlight 

meaningful differences between countries of similar income level. 

 

Exhibit 10: The BJSS Country ESG Matrix 

 
Source: BJSS 
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GDP per capita (PPP adjusted) – x-axis 

The GDP score is calculated from a natural log of five-year rolling average of GDP per capita 

(PPP adjusted) values, which is scaled up to a range of 0-5. The use of a five-year rolling 

average minimizes temporary fluctuations in ESG scores due to changes in GDP per capita. 

 

Income-adjusted country ESG rating – y-axis 

The y-axis represents countries' income-adjusted ESG scores. Our Country ESG Matrix has 

different thresholds for A, B or C-rated countries, depending on their income level. Even 

though income bias is removed, low-income countries require higher thresholds to be rated 

A or B than their high-income peers, given that they generally carry higher ESG risks.  

 

Exhibit 11 shows the correlation of the income-adjusted ESG scores, with uncorrected 

scores for a list of 152 countries. Although still significant, the correlation with MSCI Gov-

ernment ESG scores is lower than the typical correlation found for data from ESG data pro-

viders (as highlighted by the World Bank study mentioned previously). While low-income 

emerging market countries have benefited the most from the adjustment, some key bench-

mark countries have seen a negative correction as a result of the updated methodology. 

 

Exhibit 11: Correlation between BJSS country ESG ratings and MSCI Government ESG 

 Source: BJSS, MSCI. Note: MSCI Government ESG Scores are as of 18.01.2023 and have been rescaled to a 0-5 

range. The straight line represents the first bisector, i.e. x=y. If a country is plotted above the line, it means that its 

BJSS income-adjusted rating is higher than its MSCI score. 

 

 

For instance, significantly lower ratings were calculated for Qatar or South Africa. Due to the 

new rating, both countries are not eligible anymore for BJSS sustainable investment strat-

egies. 
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Qatar – a case study 

 

Even though Qatar and its neighbours – Bahrain and Saudi Arabia – belong to the highest 

income group, they fare poorly in comparison to their high-income peers and even many 

low-income countries. Despite many positives, like high political stability and government 

effectiveness, developed infrastructure, low youth unemployment, and high levels of water 

use efficiency9, Qatar has a number of systematic weaknesses in E and G pillars. For exam-

ple, it has one of the highest biocapacity deficits, meaning that it uses its renewable natural 

resources beyond their regenerative capacity. Although it is no longer the country with the 

highest ecological footprint in the world, like it was back in 2017, the trend has been picking 

up once again leading up to the 2022 FIFA World Cup event. As of 2022, if all people on the 

planet had the footprint of the average resident of Qatar, we would need resources equiva-

lent to 8.7 earths to sustain comparable societies10. Qatar's high ecological footprint can 

be partly explained by strong reliance on imports, elevated levels of wealth, as well as sub-

stantial greenhouse gas emissions per capita and reliance on fossil fuels for export, as 

shown in Exhibit 12 below. According to the Production Gap Report 2021 by the United Na-

tions Environment Programme (UNEP), Qatar is one of the countries with planned fossil-fuel 

production that is dangerously out of sync with the Paris Agreement limits11. The report 

tracks the discrepancy between governments’ planned fossil-fuel production and global 

production levels consistent with limiting warming to 1.5°C or 2°C. 

 

Exhibit 12: Best and worst ESG indicators in the BJSS Country ESG score for Qatar 

 
Source: BJSS, Macrobond and third-party sources that go into our model (for a full list of sources, see annex).  

Note: Indicators z-scores are not adjusted for income bias here. Income-adjustment is done a level higher, at the 

Key Issue Score level.  

  

                                                                        
9  Qatar has become a leader in desalination in recent years to ensure sustainable access to fresh water for its resi-

dents and citizens. Doha News, https://dohanews.co/here-are-the-steps-quatar-is-taking-to-slip-from-worst-

sustainability-air-quality-ranks//#:~test=Fife%20stations%10have%10already%20hbeen,AI%20Janoub%20Sta-

dium%10precinct%20soon 
10 Global Footprint Network, https://data.footprintnetwork.org/#/countryTrends?cn=179&type=earth 
11 UNEP, https://www.unep.org/resources/report/production-gap-report-2021 
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https://dohanews.co/here-are-the-steps-quatar-is-taking-to-slip-from-worst-sustainability-air-quality-ranks/#:~test=Fife%20stations%10have%10already%20hbeen,AI%20Janoub%20Stadium%10precinct%20soon
https://dohanews.co/here-are-the-steps-quatar-is-taking-to-slip-from-worst-sustainability-air-quality-ranks/#:~test=Fife%20stations%10have%10already%20hbeen,AI%20Janoub%20Stadium%10precinct%20soon
https://dohanews.co/here-are-the-steps-quatar-is-taking-to-slip-from-worst-sustainability-air-quality-ranks/#:~test=Fife%20stations%10have%10already%20hbeen,AI%20Janoub%20Stadium%10precinct%20soon
https://data.footprintnetwork.org/#/countryTrends?cn=179&type=earth
https://www.unep.org/resources/report/production-gap-report-2021
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The trend indicators (Exhibit 13) also show a mixed picture. While the rule of law and cor-

ruption levels have been relatively stable over the last ten years, the findings indicate neg-

ative momentum in civil liberties since 2020.  

 

Whether it is freedom of association, civil society participation, or treatment of migrants, 

Qatar has faced criticism from human rights organisations due to the slow progress on this 

front. Qatar’s law still discriminates against women in marriage, divorce, child custody, and 

inheritance12. In the run-up to the Qatar-hosted FIFA World Cup in 2022, a series of allega-

tions emerged in the media about the poor treatment of migrant workers13. In fact, the vast 

majority of the population consists of noncitizens with no political rights, few civil liberties, 

and limited access to economic opportunities. Although in 2019 the government approved 

labour reforms that would allow migrant workers to change employers without permission 

and establish a non-discriminatory minimum wage for all sectors and nationalities, analysts 

have warned that past reforms have not been well enforced or effective at halting the ex-

ploitation of migrant workers14. 

 

Exhibit 13: BJSS trend indicators show a mixed picture 

 

Source: BJSS 

 

We use the Varieties of Democracy Institute (V-Dem) indicator for civil liberties15, which re-

lies, amongst other data, on external experts to comment on the situation in the country. 

The negative trend for this indicator reflects this expert opinion.  

 

Finally, we take a closer look at the business sophistication 16indicator, which has been 

showing a slight recovery post the Covid-19 pandemic. The business sophistication sub-

index of the Global Innovation Index (GII) measures the quality of a country’s overall busi-

ness networks, including the availability of venture capital, the presence of innovative firms, 

and the extent of the collaboration between universities and industry17. For Qatar this sub-

index shows the weakest performance contribution towards its GII score, mainly due to low 

                                                                        
12 Human Rights Watch, https://www.hrw.org/world-report/2023/Country-chapters/qatar  
13 The Guardian, https://www.theguardian.com/football/2023/jun/15/qatar-world-cup-organisers-failed-to-pro-

tect-workers-claims-amnesty?CMP=share_btn_link, and BBC, https://www.bbc.com/news/world-60867042  
14 Freedom House, https://freedomhouse.org/country/qatar/freedom-world/2020  
15 Civil liberties in the V-Dem index are characterized as three types of freedoms: physical integrity rights, private 

civil liberties, and political civil liberties. Physical integrity rights refer to the freedom from government torture and 

political killings. Private civil liberties refer to freedom from forced labor, property rights, and freedoms of move-

ment and religion. Political civil liberties refer to freedoms of association and expression. 
16 The business sophistication sub-index of the GII measures the quality of a country’s overall business networks, 

including the availability of venture capital, the presence of innovative firms, and the extent of collaboration be-

tween universities and industry. World Intellectual Property Organization (WIPO), https://www.wipo.int/global_in-

novation_index/en/  
17 WIPO, https://www.wipo.int/global_innovation_index/en/  
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share of knowledge-intensive employment, low gender representation, and no reported in-

tellectual property receipts. Furthermore, while Qatar ranks sixth among the 19 economies 

in Northern Africa and Western Asia, it only ranks 42nd among the 48 high-income group 

economies as shown in the 2022 Qatar report by GII18. This means that Qatar’s performance 

is significantly below expectations for its level of development, which is also what we see in 

our analysis at BJSS (Exhibit 14). 

 

Exhibit 14: Income-adjustment gives a better insight into which countries truly excel in 

innovation 

Innovation outliers for countries (after adjusting for income bias) 

 
 

Source: BJSS, Macrobond and publicly available sovereign sources, see Exhibit 4.  

 

Note: We use natural log of five-year average (2018-2022) of GDP per capita, PPP-adjusted (current international 

dollars) scaled up to a 0-5 range for the y-axis, and Innovation Key Issue score adjusted for income bias in the x-

axis. 

 

 

                                                                        
18 WIPO, https://www.wipo.int/edocs/pubdocs/en/wipo_pub_2000_2022/qa.pdf 
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Conclusion 

 

Most fixed income investors are aware that higher ESG scores lead to a reduction in sover-

eign credit risk. However, they have not been well served by available ESG data due to the 

lack of standardization and their limitations when comparing emerging markets with devel-

oped economies: The strong income bias of traditional country ESG performance masks 

relative strengths and weaknesses of individual countries against actual peers. 

 

The new BJSS Country ESG Framework combines quantitative methodology with qualitative 

analysis to capture a comprehensive view of a country’s ESG risks and opportunities. Cov-

ering 152 countries and incorporating 78 ESG indicators from reliable third-party sources it 

now corrects ingrained income bias where it is present and applicable. The resulting in-

come-adjusted ESG scores allow for more differentiated insights and become a valuable, 

complementary source of information for investors to assess country risks.   

 

Understanding how ESG factors can be best integrated into the sovereign investment pro-

cess using comprehensive analytical tools is now more crucial than ever before. Updated in 

2023, our approach helps compare sovereigns on an equal footing while also understand-

ing the smaller nuances in their journey towards sustainability, as well as their specific ESG 

risks and trends. 
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Annex 

 

Indicator sources and databases used in the BJSS Country ESG Model 

• Aquastat 

• Aqueduct Global Maps 

• Copernicus  

• EDGAR 

• Energy Trilemma Index by The World Energy Council 

• GBIF: The Global Biodiversity Information Facility 

• Gender Inequality Index (GII) from the Human Development Reports 

• Germanwatch e.V. 

• Global Forest Resources Assessment by The Food and Agriculture Organization (FAO) of 

the United Nations 

• Global Happiness Index 

• Notre Dame Global Adaptation Initiative 

• Potsdam Institute for Climate Impact Research (PIK) E.v. 

• RepRisk, www.reprisk.com  

• The Global Footprint Network 

• The International Monetary Fund (IMF) 

• The Sea Around Us 

• The United Nations Office on Drugs and Crime (UNODC) 

• The World Bank 

• Transparency International 

• United Nations Environment Programme (UNEP). Production Gap Report. 

• V-Dem Institute (Varieties of Democracy) 

• Walk Free Foundation, Global Slavery Index reports 

• World Intellectual Property Report 

 

 

http://www.reprisk.com/
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Important Information 

This publication has been prepared by the Sustainability Department of Bank J. Safra Sara-

sin Ltd, Switzerland, (hereafter “Bank”) for information purposes only. It is not the result of 

financial research conducted by the Bank. Therefore the “Directives on the Independence 

of Financial Research” of the Swiss Bankers Association do not apply to this publication. 

Any views, opinions and commentaries in this publication (together the “Views”) are the 

Views of the Sustainability Department and may deviate from those other departments 

within the Bank. The Bank may make investment decisions or take proprietary positions 

that are inconsistent with the Views expressed herein. It may also provide advisory or other 

services to companies mentioned in this publication resulting in a conflict of interest that 

could affect the Bank’s objectivity. While the Bank has taken steps to avoid or disclose, 

respectively, such conflicts, it cannot make any representation in such regard. 

 

The Views contained in this publication are those of the Sustainability Department as per 

the date of writing and may be subject to change without notice. 

 

This publication is based on publicly available information and data (“the Information”) be-

lieved to be correct, accurate and complete. The Bank has not verified and is unable to 

guarantee the accuracy and completeness of the Information contained herein. Possible 

errors or incompleteness of the Information do not constitute legal grounds (contractual or 

tacit) for liability, either with regard to direct, indirect or consequential damages. In particu-

lar, neither the Bank nor its shareholders and employees shall be liable for the Views con-

tained in this publication. Third party data providers make no warranties or representations 

of any kind relating to the accuracy, completeness or timeliness of the data provided and 

shall have no liability for any damages of any kind relating to such data.  

 

This publication does not constitute a request or offer, solicitation or recommendation to 

buy or sell any financial instruments or accept any services. It should not be considered as 

a substitute for individual advice and risk disclosure by a qualified financial, legal or tax 

advisor. You are reminded to read all relevant documentation before making any invest-

ment, including risk warnings, and to seek any specialist financial or tax advice that you 

need. You are not permitted to pass this publication on to others, apart from your profes-

sional advisers. If you have received it in error please return or destroy it. 

 

Past performance is no indication of current or future performance. Investments in foreign 

currencies are subject to exchange rate fluctuations. Exchange rate risk will apply if the in-

vestor’s reference currency is not the same as the investment currency. Information con-

taining forecasts are intended for information purpose only and are neither projections nor 

guarantees for future results and could differ significantly for various reasons from actual 

performance. The Views and opinions contained in this publication, along with the quoted 

figures, data and forecasts, may be subject to change without notice. There is no obligation 

on the part of Bank or any other person to update the content of this publication. The Bank 

does not accept any liability whatsoever for losses arising from the use of the Information 

(or parts thereof) contained in this publication. 

 

Neither this publication nor any copy thereof may be sent to or taken into the United States 

or distributed in the United States or to a US person. This information is not directed to any 

person in any jurisdiction where (by reason of that person’s nationality, residence or other-

wise) such distribution is prohibited and may only be distributed in countries where its dis-

tribution is legally permitted. 

 

This publication constitutes marketing material. If it refers to a financial instrument for 

which a prospectus and/or a key investor/information document exists, these are available 

free of charge from Bank J. Safra Sarasin Ltd, Elisabethenstrasse 62, P.O. Box, CH-4002 

Basel, Switzerland. 

 



Disclaimer 

 

Sustainability Rating Methodology 

The environmental, social and governance (ESG) analysis of companies is based on a pro-

prietary assessment methodology developed by the Sustainability Department of the Bank. 

All ratings are conducted by in-house sustainability analysts. The sustainability rating incor-

porates two dimensions which are combined in the J. Safra Sarasin Sustainability-Matrix®:  

Sector Rating: Comparative assessment of industries based upon their impacts on environ-

ment and society. 

Company Rating: Comparative assessment of companies within their industry based upon 

their performance to manage their environmental, social and governance risks and oppor-

tunities.  

Investment Universe: Only companies with a sufficiently high Company Rating (shaded area) 

qualify for Bank J. Safra Sarasin sustainability funds. 

 

Key issues 

When doing a sustainability rating to individual companies, the analysts in the Sustainability 

Department assess how well companies manage their main stakeholders’ expectations 

(e.g. employees, suppliers, customers) and how well they manage related general and in-

dustry-specific environmental, social and governance risks and opportunities. The com-

pany’s management quality with respect to ESG risks and opportunities is compared with 

its industry peers. 

 

Controversial activities (exclusions) 

The screening for controversial business activities and practices represent a preliminary 

step of the Bank’s sustainability analysis. The Sustainability Department applies several 

standard criteria in order to exclude business practices which are in breach of global norms 

and/or highly controversial business activities (e.g. armaments, tobacco, adult entertain-

ment). The standard set for controversial business activities screening is embedded in all 

sustainable investment strategies and may lead to the exclusion of companies from the 

Bank’s sustainable investment universe. 

 

Data sources 

The Sustainability Department uses a variety of data sources which are publicly available 

(e.g. company reports, press, internet search) and data/information provided by service 

providers which are collecting financial, environmental, social, governance and governance 

reputational risk data on behalf of the Sustainability Department. 

 

MSCI ESG 

This report contains certain information (the "Information ") sourced from Bank J. Safra Sar-

asin Ltd. information providers, including without limitation, MSCI ESG Research LLC and 

its affiliates (the "ESG Parties ") and may have been used to calculate scores, ratings or 

other indicators. The Information may only be used for your internal use, may not be repro-

duced or redisseminated in any form and may not be used as a basis for, or a component 

of, any financial instruments or products or indices. Although they obtain information from 

sources they consider reliable, none of the ESG Parties warrants or guarantees the original-

ity, accuracy and/or completeness, of any data herein and expressly disclaim all express or 

implied warranties, including those of merchantability and fitness for a particular purpose. 

None of the Information is intended to constitute investment advice or a recommendation 

to make (or refrain from making) any kind of investment decision and may not be relied on 

as such, nor should it be taken as an indication or guarantee of any future performance, 

analysis, forecast or prediction. None of the ESG Parties shall have any liability for any errors 

or omissions in connection with any data or Information herein, or any liability for any direct, 

indirect, special, punitive, consequential or any other damages (including lost profits) even 

if notified of the possibility of such damages. 
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