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A sustainable 
government bond 
index using ESG tilts 
For professional clients only 

“A universal owner will view the goals [of sustainable growth and well-functioning 

financial markets] holistically and seek ways to reduce externalities that produce 

economy-wide efficiency losses” 

– Roger Urwin, Thinking Ahead Institute, 2011 

 

 

About the client 

Profile Objectives Solution 

The client, DWS Group, is one of the 
world’s largest asset managers, with 
€859bn under management (as of 
June 2021), across a range of active, 
passive and alternative funds. 

To reflect sovereigns’ environmental, 
social and governance (ESG) 
performance in a government 
bond index, designed for use  
in an index-tracking ETF. 

The FTSE ESG Select WGBI-DM 
index incorporates tilts towards the 
best ESG performers, while excluding 
‘unfree’ countries and countries with 
the lowest 10% of ESG scores. 

 

DWS: Client profile 

DWS Group (DWS) is one of the world’s leading asset managers with EUR 859bn of 
assets under management (as of 30 June 2021). Building on more than 60 years of 
experience, it has a reputation for excellence in Germany, Europe, the Americas and 
Asia. DWS is recognized by clients globally as a trusted source for integrated 
investment solutions, stability and innovation across a full spectrum of 
investment disciplines.  
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Objective: ESG integration in 
government bonds 

Over the past decade, Environmental, Social and Governance (ESG) 
considerations have become part of mainstream fixed income investing. While ESG 
corporate bond solutions are widely established, and benefit from the transferability 
of ESG mechanics popular within equity investing, such as business activity and 
controversies screens, systematic ESG integration continues to be rarely applied to 
sovereign debt analysis.  

To date, investors remain accustomed to utilizing credit ratings to assess and 
compare financial risks and returns. However, given longer investment horizons and 
a higher degree of risk aversion, ESG integration may be particularly worthwhile, 
especially since traditional credit rating models continue to draw an incomplete 
picture of ESG risks. In fact, primarily Governance aspects appear to be captured 
by traditional rating assessments (Figure 1). Social and Environmental scores, 
however, are mostly uncorrelated to credit ratings. The information content of 
ESG metrics to sovereign investors is therefore considerable. 

Figure 1. Similarity of ESG ratings and traditional credit ratings 

 

Source: DWS International GmbH calculations, as of June 2021. The analysis determines the 
correlation between the credit rating (numerically transformed) and the relative percentile E, S, G 
score (ranging from 0-100). 

Such content is of growing relevance to investors, with the emergence of climate 
risks, governance issues and social unrest, that can have a direct financial impact 
on a government’s finances, or on the value of its currencies. Given that 
government bonds make up the lion’s share of traditional fixed income indices 
(approx. 50% weight in the FTSE WorldBIG or Bloomberg Global Aggregate), they 
also present a significant lever for investors to accelerate the move into sustainable 
fixed income investments.  

Nevertheless, as any ESG approach, ESG integration in sovereigns must face 
market realities. Most institutional asset owners continue to pursue strategies in 
which the allocations of their sovereign bond portfolios are based on market 
capitalization-oriented benchmark weights. Tracking error versus such indices, 
hence, becomes an important focal point. Furthermore, investor consensus on 
exact ethical principles, other than core democratic values and freedoms, is limited. 
The combination of these factors naturally makes highly exclusive approaches 
currently impractical. 

Governance

Social

Environmental

0.75

0.58

0.09

Correlation between E,S & G-Pillar and 

Credit Rating
G-scores show high association with 

credit ratings 

G is reflected in Credit Rating 

E-scores show no association with credit 

ratings  E is less reflected in 

Credit Ratings



Client engagement | Client story 

FTSE Russell  3 

Figure 2: Relative E, S and G scores for major countries 

 

Source: DWS International GmbH calculations, as of November 2021. Relative score refers to 
percentile distribution of score compared to WGBI Universe. 

However, investors should not be under the impression that these realities limit their 
scope of action. Even in the developed market context, dispersion in E, S and G 
performance is substantial (figure 2). Relying on separate E, S and G scores (rather 
than an averaged-out ESG score) offers a transparent route to drive significant ESG 
improvement. At the same time, penalizing E, S and G underperforming sovereigns 
must not detract from other investor motives, most notably diversification and 
representativeness, often translating into limited tracking error.  

Solution: the FTSE ESG Select WGBI-
DM index 

Building on the principles of the FTSE ESG WGBI Index, DWS engaged with FTSE 
Russell to design a version of its flagship FTSE World Government Bond index, 
aimed at significantly improving the ESG component, while maintaining the 
diversification and representation investors value in traditional sovereign 
benchmarks. The index achieves this by introducing the following:  

– Use of an established and comprehensive sustainability risk analysis 
framework. ESG in government bonds – a multi-facetted and diverse set of 
indicators – is essential for comprehensive ESG assessments. The index uses 
the full LSEG Sovereign Sustainability Solutions profile that has 40+ indicators.  

– Optimal ESG uplift using stronger ESG geometric tilts. Although when 
combined, ESG scores of most developed market (DM) countries appear 
homogeneous, performance of countries across E, S and G pillars varies 
substantially. Single pillar E, S and G discrepancies provide relevant insights. 
Using higher-than-standard geometric tilts, the index methodology magnifies 
differences and highlights laggards across E, S and/or G pillars.  

– The right balance of active share compared to traditional indices. ESG 
investing is about making a difference, and this necessarily translates into active 
share. In developed markets sovereigns, high levels of active share do not 
preclude limited tracking error versus non-ESG benchmarks.  

– Exclusion of countries lagging in democratic principles and most severe 
ESG underperformers. Using data from the NGO Freedom House, which 
provides the most widely established report on issues such as electoral process, 
political pluralism, functioning of government, freedom of expression and rule of 
law, the index excludes countries not classified as “Free”. This reflects 
consensus investors’ expectations towards ESG controversies in DM and 
provides an essential backstop when political landscape is changing. The index 
also excludes DM countries that very severely underperform (1st decile) when 
benchmarked against a broad, global country universe.  
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Indexing outcomes  

The FTSE ESG Select WGBI-DM index uses the benchmark FTSE World 
Government Bond index (WGBI) as its starting point. A country’s weight within the 
ESG Select WGBI-DM is calculated as the product of its individual environmental, 
social and governance scores (together, these produce an ESG tilting factor for that 
country). This allows to accurately reflect and magnify relative differences in E, S 
and G scores across WGBI countries and promotes a significant level of active share.  

The ESG tilting approach leads to notable changes in index weights: as the 
figure below suggests, a 15-percentage point reduction in the US’ weight and a  
13-percentage point absolute increase in that of Germany. In aggregate, the FTSE 
ESG Select WGBI-DM has historically shown active shares ranging between  
30–35%, compared to the non-ESG index. 

Figure 3: Applying an ESG tilting approach 

 Germany United States 

Environmental Score  66 53 

Social Score  82 76 

Governance Score  94 91 

ESG tilting factor  0.41 0.06 

WGBI-DM Weight  6% 40% 

ESG Select WGBI-DM Weight  16% 29% 

Source: FTSE, DWS International GmbH calculations, as of October 2021. 

Performance outcomes: Financial and 
non-financial 

Active share is the foundation of any ESG improvement. Using its increased tilt-
strength (multiplying E,S and G scores successively, instead of their square root), 
the index achieves tangible improvements along E, S and G dimensions, when 
compared to the starting universe. 

Figure 4: ESG improvements across selected sub-indicators 

 

Source: FTSE, DWS International GmbH calculations, as of November 2021. 
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ESG-improvements, however, remain balanced with tracking error. Using more 
than 20 years’ history of the LSEG Sovereign Sustainability Solutions, the index has 
shown a moderate ex-post annual tracking error of approximately 100bps on a USD 
hedged basis. 

Figure 5: Performance comparison of FTSE ESG Select WGBI-
DM versus FTSE WGBI-DM  

 USD performance EUR-hedged performance 

WGBI 
DM 

WGBI 
DM ESG 

Differ-
ence 

WGBI 
DM 

WGBI 
DM ESG 

Differ-
ence 

Annualized Return 4.38% 5.25% 0.87% 3.50% 3.80% 0.30% 

Volatility 6.42% 7.51% 1.09% 3.06% 3.69% 0.63% 

Max. Drawdown -10.16% -13.46%  -5.52% -4.87%  

Tracking Error  2.44%   1.09%  

Credit Rating AA+/AA AAA/AA+  AA+/AA AAA/AA+  

Rolling performance  

10/20–10/21 -3.02% -2,79%  -2.96% -3.90%  

10/19–10/20 3.19% 6.66%  1.69% 3.38%  

10/18–10/19 8.04% 8.20%  11.54% 7.36%  

10/17–10/18 -2.04% -1.97%  0.64% -0.72%  

10/16–10/17 -1.46% 2.86%  -5.74% -1.41%  

Source: FTSE, DWS International GmbH calculations, 31/12/2001 to 29/10/2021. 

A truly differentiated sovereign 
bond index  

By combining the comprehensive sovereign sustainability risk framework of LSEG 
Sovereign Sustainability Solutions with FTSE Russell’s factor tilting methodology, the 
FTSE ESG Select WGBI-DM suggests a comprehensive ESG approach to global 
government bonds. It rewards countries with high environmental, social and 
governance performance, while underweighting poorer performing sovereigns and 
excluding those at the bottom of the sustainability scale, including countries perceived 
as only partially democratic. 

 

Additional information 

Click here to find out more about 
FTSE Russell’s ESG government 
bond index series 

Further information on our range of 
products and services is available at 
lseg.com/ftse-russell 

https://www.ftserussell.com/products/indices/esg-government-bond
https://www.ftserussell.com/products/indices/esg-government-bond
https://www.ftserussell.com/products/indices/esg-government-bond
https://www.ftserussell.com/financial-data/sustainability-and-esg-data/esg-ratings


 

Disclaimer 

© 2023 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE International Limited (“FTSE”), (2) Frank 
Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt Capital Markets Limited (together, “FTSE Canada”), (4) FTSE Fixed Income Europe 
Limited (“FTSE FI Europe”), (5) FTSE Fixed Income LLC (“FTSE FI”), (6) The Yield Book Inc (“YB”) and (7) Beyond Ratings S.A.S. (“BR”). All rights reserved. 

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB and BR. “FTSE®”, “Russell®”, “FTSE Russell®”, “FTSE4Good®”, “ICB®”, “The Yield 
Book®”, “Beyond Ratings®” and all other trademarks and service marks used herein (whether registered or unregistered) are trademarks and/or service marks owned or licensed by the 
applicable member of the LSE Group or their respective licensors and are owned, or used under licence, by FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB or BR. FTSE 
International Limited is authorized and regulated by the Financial Conduct Authority as a benchmark administrator. 

All information is provided for information purposes only. All information and data contained in this publication is obtained by the LSE Group, from sources believed by it to be accurate 
and reliable. Because of the possibility of human and mechanical error as well as other factors, however, such information and data is provided “as is” without warranty of any kind. No 
member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly, or 
impliedly, either as to the accuracy, timeliness, completeness, merchantability of any information or of results to be obtained from the use of FTSE Russell products, including but not 
limited to indexes, data and analytics, or the fitness or suitability of the FTSE Russell products for any particular purpose to which they might be put. Any representation of historical 
data accessible through FTSE Russell products is provided for information purposes only and is not a reliable indicator of future performance. 

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners or licensors for (a) any loss or damage in 
whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling, interpreting, analyzing, 
editing, transcribing, transmitting, communicating, or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special, 
consequential or incidental damages whatsoever, even if any member of the LSE Group is advised in advance of the possibility of such damages, resulting from the use of, or inability 
to use, such information. 

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this document should be taken as 
constituting financial or investment advice. No member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any representation regarding 
the advisability of investing in any asset or whether such investment creates any legal or compliance risks for the investor. A decision to invest in any such asset should not be made in 
reliance on any information herein. Indexes cannot be invested in directly. Inclusion of an asset in an index is not a recommendation to buy, sell or hold that asset nor confirmation that 
any particular investor may lawfully buy, sell or hold the asset or an index containing the asset. The general information contained in this publication should not be acted upon without 
obtaining specific legal, tax, and investment advice from a licensed professional. 

The information contained in this report should not be considered “research” as defined in recital 28 of the Commission Delegated Directive (EU) 2017/593 of 7 April 2016 
supplementing Directive 2014/65/EU of the European Parliament and of the Council (“MiFID II”) and is provided for no fee. 

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns shown may not represent the results of the actual 
trading of investable assets. Certain returns shown may reflect back-tested performance. All performance presented prior to the index inception date is back-tested performance. 

Back-tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index was officially 
launched. However, back-tested data may reflect the application of the index methodology with the benefit of hindsight, and the historic calculations of an index may change from 
month to month based on revisions to the underlying economic data used in the calculation of the index. 

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may prove to be inaccurate. 
Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual results to differ materially. No member of the 
LSE Group nor their licensors assume any duty to and do not undertake to update forward-looking assessments. 

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise, 
without prior written permission of the applicable member of the LSE Group. Use and distribution of the LSE Group data requires a licence from FTSE, Russell, FTSE Canada, FTSE 
FI, FTSE FI Europe, YB, BR and/or their respective licensors. 

 

 

 

 

 

 

ABOUT FTSE RUSSELL 

FTSE Russell is a leading global provider of index and benchmark solutions, spanning diverse asset classes and investment objectives. As a trusted 
investment partner we help investors make better-informed investment decisions, manage risk, and seize opportunities. 

Market participants look to us for our expertise in developing and managing global index solutions across asset classes. Asset owners, asset 
managers, ETF providers and investment banks choose FTSE Russell solutions to benchmark their investment performance and create investment 
funds, ETFs, structured products, and index-based derivatives. Our clients use our solutions for asset allocation, investment strategy analysis and 
risk management, and value us for our robust governance process and operational integrity. 

For over 35 years we have been at the forefront of driving change for the investor, always innovating to shape the next generation of benchmarks 
and investment solutions that open up new opportunities for the global investment community. 

 

CONTACT US 

To learn more, visit lseg.com/ftse-russell; email info@ftserussell.com; or call your regional Client Service team office: 

EMEA +44 (0) 20 7866 1810 

North America +1 877 503 6437 

Asia-Pacific 

Hong Kong +852 2164 3333 

Tokyo +81 3 6441 1430 

Sydney +61 (0) 2 7228 5659 
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