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Introduction

The International Financial Corporation (IFC) has collaborated with HSBC Asset Management to develop an
innovative sustainable emerging markets corporate bond strategy, closely modelled on the existing HSBC
GIF Global Emerging Markets Corporate Sustainable Bond fund.

This new strategy aims to mobilise financing for issuers that meet sustainability criteria requirements
across emerging markets. It seeks to invest in emerging markets companies actively pursuing sustainable
practices or implementing ambitious, measurable and sustainability plans. Classified as Article 9 under the
Sustainable Finance Disclosure Regulation (SFDR), the strategy aims to generate positive environmental
and social outcomes and to deliver long-term financial returns for investors.

In this paper, we discuss the ambitions of our partnership with the IFC and how the objectives and
investment process of this new strategy align with these goals.

Emerging Markets Corporates: asset class growth and resilience

Emerging Market (EM) corporates have matured and developed into their own robust asset class. They
now have a face value of c. USD1.2 trillion, approaching the size of the US High Yield market (see Figure 1).
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Nevertheless, EM corporates are still somewhat orphaned as an asset class, lacking dedicated investors.
We believe that EM corporate debt has several attributes that are not as widely appreciated as they should
be.

Diversification. The EM corporates universe provides a diversified global set of countries and industries so
that it is not beholden to a single economic cycle or central bank policy. The asset class is also hybrid,
composed of both investment grade and high yield issuers (with over 50% investment grade).

Robust risk management. EM companies tend to be better managed than their DM counterparts, even on
a ratings-adjusted basis; they generally have lower leverage levels, more debt prudence, more consistent
currency hedging, and can withstand periods when markets are closed, holding their value regardless of
the interest rate environment.

Resilient yields. The most widely-used EM Corporate bond index (the JPM CEMBI BD) has delivered
higher carry and lower volatility than other credit asset classes over the longer term—especially during
drawdowns (see Figure 2).

Fixed Income Asset Class Yields (%) (Figure 2)
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Performance for EM corporates is not driven primarily by flows. Spreads by rating groups tend to be higher
and more stable than their respective developed markets counterparts. Performance is also less correlated
to US Treasuries than other asset classes. With this lower correlation, higher yields, lower duration, and
investor base differences, EM corporates can help diversify and stabilise a portfolio’s risk-adjusted returns
over the longer-term (Figure 3).

Sharpe ratio by asset class (Figure 3)
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Emerging markets corporates outlook. The outlook for EM corporate bonds is encouraging, based on the
macroeconomic cycle, country fundamentals, bottom-up company strength, and technical factors. The
yield advantage of EM corporates may be compounded by the capital gain effect of cyclically declining
interest rates, providing a once-in-a-decade opportunity for strong returns.

Sustainable investing opportunities in Emerging Markets Corporates

Sustainable investing in emerging markets has reached an inflection point. The issuance of Green, Social,
and Sustainability-linked bonds in EM grew from USD20 billion in 2018 to nearly USD90 billion in 2024,
reflecting growing investor interest and broader and deeper issuer participation. (See figures 4 and b).
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Despite this growth, a significant gap remains in financing for issuers that meet sustainability criteria
requirements but lack labelled bonds or traditional funding mechanisms. Overall, EM corporates have
fewer funding sources for sustainability initiatives.

HSBC Asset Management created a sustainable emerging markets corporate bond strategy to help fill this
funding gap. With the support of the IFC, the strategy aims to contribute to the institutionalisation of
sustainable investing in EM. This innovative strategy is well-positioned to meet the demand from investors
that are formalising their SFDR Article 9 and ‘impact’ allocations and looking for opportunities that are
aligned with the Paris Agreement and the UN Sustainable Development Goals (SDGs).

ESG related funds comprise two-thirds of EMD universe (Figure 5)
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Financing the transition towards sustainable practices

Alongside the IFC, HSBC Asset Management see a remarkable opportunity to help finance a sustainable
transition for EM corporates at a time when they require more capital.

Unlike traditional emerging markets ESG funds that tend to focus on use-of-proceeds and labelled bonds
(e.g., Green, Social, or Sustainability-linked bonds), we have created an EM corporate bond strategy that
takes a broader and more flexible approach, targeting companies with transformative sustainability goals
and demonstrated business plans and ambitions. This strategy identifies companies with clear
improvement potential; it selects investments that meet the high standards of SFDR Article 9, ensuring
transparency, accountability and alignment with the UN's Sustainable Development Goals.

Our objective. The HSBC Global Emerging Markets Corporate Sustainable Bond strategy aims to
institutionalise sustainable investing in EM corporates and to draw attention, resources, and capital to EM
issuers that are on a specific path to achieving specific sustainability goals. By channelling capital into
companies actively implementing ambitious, measurable sustainability plans and practices, the strategy
seeks to catalyse environmental and social change while delivering long-term financial returns.

With its focus on fostering companies that show strong and measurable commitments to greater
sustainability, the strategy aims to identify a new source of alpha. Aiming to prioritise sustainability
improvements as a driver of future financial returns has the potential to help expand what it means to
invest sustainably in emerging markets.

Strategy profile: HSBC Global Emerging Markets Corporate Sustainable Bond

The HSBC Global Emerging Markets Corporate Sustainable Bond strategy seeks to deliver positive long-
term returns while driving meaningful progress in EM sustainability.

How we invest. The strategy applies a credit-intensive, engagement-driven investment approach. Through
a rigorous bottom-up approach, we evaluate an issuer’s sustainability plans, its progress toward achieving
specific ESG goals, and its alignment with SDG themes.

Our deliberative, deep-dive analytical process for evaluating portfolio candidates can exclude close to 90%
of the issuers across the EM corporate bond universe —although we do not eliminate potential issuers with
a target percentile in mind. (See Figure 6)
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By expanding the investment universe beyond labelled bonds, the strategy not only targets companies that
meet our stringent sustainability and ESG criteria but aims to create a diversified portfolio in terms of
industries, regions and ratings. This diversification tends to be broader than that of other EM sustainable or
impact funds that focus more narrowly on labelled bonds.

We invest in companies at various stages of their sustainability lifecycle and then reallocate capital as they
achieve their goals—while aiming to maximise the strategy’s impact across sectors and regions. We aim to
invest in issuers before their sustainability improvements are incorporated into market prices. Then, we can
harvest the potential price appreciation achieved through these improvements and invest in new
opportunities for sustainable co-investment.

Issuer engagement. Ongoing engagement with EM corporate issuers is central to our strategy. We
engage with all companies —helping with lighter-touch sustainability improvements or providing higher-
pressure conditional criteria for achieving measurable impact. Our analyst teams collaborate closely with
corporate management teams 1o foster transparency, encourage ESG data disclosure, and track progress
against sustainability milestones. This ongoing dialogue with issuers enhances our fundamental credit
research process and ensures the portfolio remains aligned with SFDR Article 9 standards.

Alignment with UN SDGs. The strategy does not have a singular thematic focus. We look for sustainable
transition and potential impact everywhere and anywhere we can; therefore, our bottom-up issuer selection
process and engagement results in a portfolio that can express a range of sustainability goals.

The SDGs captured in our portfolio include Climate Action (13), Affordable and Clean Energy (7), Clean
Water and Sanitation (6), Good Health and Well Being (3) and Reduced Inequalities (10), across a
diversified set of regions and sectors. (See Figure 7.)
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Investor perspective. The strategy channels capital into emerging markets issuers that we believe to be
main players in the transition to a more sustainable future. With robust credit research, active engagement,
and strategic capital allocation, we aim to drive meaningful and measurable impact in emerging markets —
both environmental and social—and to deliver attractive long-term risk-adjusted returns.

The views expressed above were held at the time of preparation and are subject to change without notice. Any forecast, projection
or target where provided is indicative only and not guaranteed in any way.



The strategy aims to provide an investment portfolio with:

¢ adiversified investment opportunity in emerging markets corporates, leveraging a labourintensive,
engagement-based investment process

& a way to capture a significant portion of the improvement evolution (and the potential price appreciation)
of these companies,

¢ alow annual turnover rate (30-50% annually), helping to protect investors from the transaction costs
that are often associated with EM investing

Conclusion

The HSBC Global Emerging Markets Corporate Sustainable Bond strategy is positioned to address a critical market
gap: the lack of financing for issuers that meet sustainability criteria requirements across EM companies. With EM
companies producing the lion’s share of global carbon emissions, and the lack of capital to finance needed investment,
our approach targets a void in the universe of investment strategies. By aligning with SFDR Article 9 standards and
leveraging the support of key institutional partners like the IFC, the strategy aims to mobilise capital for sustainable
initiatives across the emerging world.

We hope that our investment approach—prioritising sustainability improvements as a driver of financial returns—can
help to redefine investing in emerging markets. Through robust research, active engagement, and strategic capital
allocation, the strategy seeks to deliver positive environmental and social impact while delivering long-term value to
investors.

The need for private financing to achieve progress in EM sustainability should grow and broaden. Our strategy aims to
provide a scalable and impactful solution to that need, helping investors with a solution to align their portfolios with
the transition to a more sustainable future.

Key risks

The value of investments and any income from them can go down as well as up and investors may not get back the
amount originally invested.

ESG Investing Risk. The use of ESG criteria in the strategy’s investment process may cause the strategy to forgo
investment opportunities available to other strategies that do not use these criteria, or to increase or decrease its
exposure to certain sectors or types of issuers, which may negatively impact the strategy’s relative performance as
compared to non-ESG strategies. Investing on the basis of ESG criteria is qualitative and subjective by nature and
there can be no assurances that the process utilized by the Adviser will enable the strategy to meet its investment
objectives.

Exchange Rate Risk Changes in currency exchange rates could reduce or increase investment gains or investment
losses, in some cases significantly.

Counterparty Risk The possibility that the counterparty to a transaction may be unwilling or unable to meet its
obligations.

Liquidity Risk is the risk that a Fund may encounter difficulties meeting its obligations in respect of financial
liabilities that are settled by delivering cash or other financial assets, thereby compromising existing or remaining
investors.

Operational Risk may subject the Fund to errors affecting transactions, valuation, accounting, and financial
reporting, among other things.

Derivatives Risk Derivatives can behave unexpectedly. The pricing and volatility of many derivatives may diverge
from strictly reflecting the pricing or volatility of their underlying reference(s), instrument or asset.

Emerging Markets Risk Emerging markets are less established, and often more volatile, than developed markets
and involve higher risks, particularly market, liquidity and currency risks.

Interest Rate Risk \When interest rates rise, bond values generally fall. This risk is generally greater the longer the
maturity of a bond investment and the higher its credit quality.

Default Risk The issuers of certain bonds could become unwilling or unable to make payments on their bonds.
Credit Risk A bond or money market security could lose value if the issuer’s financial health deteriorates.

CoCo Bond Risk Contingent convertible securities (CoCo bonds) are comparatively untested, their income payments
may be cancelled or suspended, and they are more vulnerable to losses than equities and can be highly volatile.

Further information on the potential risks can be found in the Key Investor Information Document (KID) and/or the
Prospectus of Offering Memorendum.



Important Information

This presentation is distributed by HSBC Asset Management and is only intended for professional investors as defined
by MIFID. The information contained herein is subject to change without notice. All non-authorised reproduction or
use of this commentary and analysis will be the responsibility of the user and will be likely to lead to legal proceedings.
This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for
the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful.

The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the
markets, according to the information available to date. They do not constitute any kind of commitment from HSBC
Asset Management.

If necessary, investors can refer to the complaints handling charter available in the banner of our website.
Please note that the distribution of the product can stop at any time by decision of the management company.
Tax treatment depends on The individual circumstances of each client and may be subject to change in The future.

Capital is not guaranteed. It is important to remember that the value of investments and any income from them can go
down as well as up and is not guaranteed.

Consequently, HSBC Asset Management will not be held responsible for any investment or disinvestment decision
taken on the basis of the commentary and/or analysis in this document. All data from HSBC Asset Management
unless otherwise specified. Any third party information has been obtained from sources we believe to be reliable, but
which we have not independently verified. The capital is not guaranteed.

The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the
markets, according to the information available to date. They do not constitute any kind of commitment from HSBC
Asset Management. Consequently, HSBC Asset Management will not be held responsible for any investment or
disinvestment decision taken on the basis of the commentary and/or analysis in this document.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the
investment activities provided through our local regulated entities.

HSBC Global Asset Management (France) - 421 345 489 RCS Nanterre.

Portfolio management company authorised by the French regulatory authority AMF (no. GP99026) with capital of
8.050.320 euros, in ltaly and Spain through the Milan and Madrid branches of HSBC Global Asset Management
(France), regulated respectively by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in
Italy, the Comision Nacional del Mercado de Valores (CNMV) in Spain.

Postal address : 38 avenue Kléber 75116 PARIS

Head Office : Immeuble Coeur Défense - 110 esplanade du Général de Gaulle - La Défense 4 - 92400 Courbevoie -
France

www.assetmanagement.hsbc.fr
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