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Introduction
It has been a fascinating few years for the asset management industry as it seeks to rapidly adopt and embed ESG
principles. The industry is quickly transitioning towards complete, top to bottom, integration of ESG criteria. Equities
as an asset class is ahead of its fixed income counterpart with a broader range of ESG offerings, but the fixed income
landscape is catching up fast with a range of creative ESG offerings appearing over the past few years.
Choosing a sustainable fixed income benchmark may seem like a trivial exercise, but the reality is there are notable
differences between benchmarks in terms of risk characteristics and profile depending on whether exclusions or tilts
(or both) are used to improve the overall ESG profile of the index.
In this note, we look at the various methods for improving the ESG metrics of an investment grade corporate bond
benchmark index and what they imply in terms of the characteristic features of the index. In particular, we investigate
the impact of the various exclusions and tilts used to construct the three popular classes of ESG corporate credit
indices: SRI, Sustainability (negative screening) and ESG-Weighted and how they differ in terms of credit risk, sector
and duration profiles relative to a common parent index 1. We focus on US investment grade corporate credit indices
for the purposes of this investigative analysis and note that MSCI ESG ratings and scores are used.
We note the following conclusions:
 Whilst there is sector, rating and other differences between ESG indices and the parent in our sample, they are
not material enough to shift the distribution of risk in a meaningful way. Put differently, we expect the ESG indices
to closely track the parent in different market regimes which should be reassuring for investors looking to switch
from a non-ESG to an equivalent corporate ESG benchmark.
 There is an observable relationship between the credit risk of an issuer and its ESG score. Investors should
therefore factor ESG analysis into their generic credit risk analysis as it is likely to become increasingly important
in the credit and default risk assessment of issuers going forwards.
 The Sustainability index has a better ESG score than the other types of ESG index and has a persistently tighter
overall credit spread as a result. In general, exclusions based upon a minimum ESG score threshold – as is the
case with the Sustainability index – make the largest difference to the overall ESG score of the index; more so
than tilts or even exclusions based upon SRI filters such as the MSCI Business Involvement Screening Research 2
filter.
 The Sustainability index has a more uniform ESG scoring profile across issuer credit rating cohorts and duration
buckets than the other ESG indices.

For the purposes of clarity, we define the parent index as the non-ESG index from which the three types of ESG index mentioned earlier are derived via a specific set of
exclusions or tilts as applied to the parent index
2
Please see the Appendix for details of how the MSCI BISR filter works in practice
1
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Framing the question
The adoption of ESG criteria and principles within fixed income presents a different challenge to equities given the
features of the asset class. It requires a different mode of thinking when deciding how to allocate capital to issuers;
debt issuance proceeds are typically used for refinancing purposes while proceeds from equity issuance are often
used to fund longer term investment opportunities.
With fixed income, there are two elements to consider. On the one hand, debt markets offer investors the opportunity
to ‘lend’ to corporates for specific environmental or sustainable investment projects through labelled bonds such as
Green, Social, Sustainable or Sustainably-Linked and Transition bonds where the ‘impact’ can be measured and the
use of proceeds is clear. On the other hand, corporates can be incentivised to improve their overall ESG profile in
order to fund their shorter term funding needs on more favourable terms on an ongoing basis. One advantage of
labelled bonds is that investors can analyse how the bond proceeds are put to work as well as looking at the ESG
quality of the issuing entity offering two levels of analysis: bond issuer and bond issuance.
More broadly, investors are looking to invest in an increasingly sustainable manner, with ESG metrics such as ESG
scores and carbon emissions forming the basis of their investment choices. Companies that do well on these metrics
are less likely to be screened out of or ‘tilted’ away from in the portfolio construction process, thereby increasing
demand for their fixed income securities. When it comes to a new capital raise, they can then command a lower cost
of debt capital on their fixed income issuance. How these tilts and/or exclusions affect issuers’ access to capital then
becomes of much greater importance, not only from an investor perspective, but also from the eyes of an issuer.

For Professional Investors internal use only. Not for further distribution.
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The ESG group of three
Taking the Bloomberg Barclays US Sustainable product set as our universe of ESG corporate bond indices, we focus
on three broad types of index:
1. SRI indices which exclude issuers according to the MSCI BISR filter
2. Sustainability indices which are based upon a “best-in class” approach which retains issuers with a minimum
MSCI ESG rating of BBB (or BB) and above whilst excluding those with an ESG rating below
3. ESG-Weighted indices where parent weights are adjusted/tilted by ESG rating. This approach uses multipliers to
scale up the weights of issuers with better ESG ratings whilst decreasing the weights of those that have lower
ratings
In Table 1 we show how these indices 3 differ from the parent index in terms of characteristic features when looking at
a US focused index product set.

Table 1. Characteristic features of the US corporate ESG indices
Parent

SRI

Sustainability

ESG Weighted

6780

5728

4936

6780

806

752

498

806

A (5.61)

A (5.68)

AA (6.35)

AA (6.14)

A3/Baa1

A3/Baa1

A3/Baa1

A3/Baa1

88

85

81

85

YTM (%)

2.22

2.16

2.12

2.16

OAD

8.45

8.23

8.23

8.16

No. of constituents
No. of issuers
ESG rating (score)
Credit rating
OAS (bps)

The Sustainability index offers the most material improvement in ESG score (13%) versus the parent index which is
also accompanied by a tighter OAS, suggesting that companies with higher ESG scores typically have tighter spreads
(something we verify later on in the paper).
The ESG indices have tracked their parent very closely over the past few years with the Sustainability version showing
an initial deviation in terms of yield-to-maturity (Chart 1), with a notably lower YTM relative to the parent, which has
since progressively closed over time as yields have been driven towards zero globally.

Source: Bloomberg, all data as at 06 April 2021
3
The following indices are used within this study with constituent data taken as of 06 April 2021:
Bloomberg Barclays US Corporate Total Return Value Unhedged USD (LUACTRUU Index)
Bloomberg Barclays MSCI US Corporate SRI Total Return Index Value Unhedged USD (RUCMTRUU Index)
Bloomberg Barclays MSCI US Corporate ESG Weighted Total Return Index Value Unhedged USD (UCEWTRUU Index)
Bloomberg Barclays MSCI US Corp Sustainability Total Return Index Unhedged USD (SUCMTRUU Index)
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Chart 1. Yield differential (YTM) of ESG index with respect to parent (a negative number
means the ESG index has a lower yield than the parent)
Yield differential (%)
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From a total return standpoint, the cumulative total return performance of each of the ESG indices relative to the
parent has been very similar over time – typically within 1% of the parent index. We do note that the Sustainability
index has shown a little more variability in relative cumulative performance compared to the parent (Chart 2) which
would be expected given it excludes many more issuers than the other ESG indices.

Cumulative performance vs parent (%)

Chart 2. Relative cumulative performance of the ESG index product set with respect to the
parent index (parent cumulative performance is marked as zero relative to itself)
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As such, we shouldn’t expect a material performance differential in a forward looking sense between the indices
given their similar composition and risk characteristics, however, there are complications.
These indices have only really existed in a post Global Financial Crisis era where the Fed has driven interest rates ever
lower and the default cycle has been relatively muted as a result of monetary and fiscal policy action. What happens if
interest rates go up triggering a protracted default cycle? Questions such as this can only be tackled by looking at
how the various tilts and exclusions change the profile of the parent index when creating the various ESG indices. A
thorough assessment of this, and other similar questions, is beyond the scope of this note.
Past performance should not be seen as an indication of future returns.
Source: Bloomberg, all data as at 06 April 2021
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Lifting the lid
We make a number of interesting observations about the three classes of index with respect to their parents before
assessing their relative ESG characteristics in the next section.
From a sector standpoint, all three index types show a notable bias towards financials (Table 2) relative to the parent
index. The Sustainability and ESG-Weighted variants show a notable underweight to communications. The SRI and
Sustainability variants show a positive bias towards technology stocks in contrast to their ESG-Weighted peer which
underweights technology relative to the parent. Finally, the SRI variant has a material underweight to the utilities
sector.
We believe that the higher average ESG score for financial stocks is responsible for the higher weight towards
financials. The underweight to communications is likely a result of the generally lower ESG scores within this sector.
Interestingly, the lower weight to utilities in the SRI version is likely a by-product of some utilities companies falling
foul of the criteria embedded within the MSCI BISR filter 4.

Table 2. ESG index sector differentials relative to the parent (ESG index sector weight
minus parent sector weight)
Sector

SRI

Sustainability

ESG-Weighted

-0.15

-0.07

0.15

Communications

1.91

-3.37

-2.00

Consumer, Cyclical

0.21

-1.55

-0.74

Consumer, Non-cyclical

0.04

0.39

-0.45

Energy

0.09

-1.31

-1.25

Financial

2.72

2.38

6.25

Industrial

-1.84

0.33

-0.83

1.36

1.46

-1.54

-4.34

1.74

0.40

Basic Materials

Technology
Utilities

From a rating 5 standpoint (Table 3) we notice a general reallocation of weight away from the Aa part of the parent
universe, to the A part, across ESG indices. The most notable reallocation of weight occurs with the Sustainability
index, where we notice a shift in weight from the Baa3, Ba1, Aa2 and A3 parts of the credit spectrum to the Baa1, A2
and A1 parts. This results in a better overall credit risk profile of the Sustainability index bringing the overall index
rating closer to A3 than its other ESG peers.

Source: Bloomberg, all data as at 06 April 2021
4
See Appendix for details of the MSCI BISR filer
5
We have chosen Moodys as our preferred rating agency as they appeared to have the broadest coverage of securities listed in the parent index and hence the three
ESG indices. We can assume that despite some discrepancies between rating agency ratings, across all securities in the indices, the effects of these discrepancies
would be diminished

For Professional Investors internal use only. Not for further distribution.
The information provided does not constitute any investment recommendation in the
above mentioned sectors, asset classes, indices or currencies and sectors.
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Table 3. Rating cohort weight differential relative to parent (ESG index weight minus parent
weight in each rating cohort)
SRI

Sustainability

ESG-Weighted

Aaa

0.20

0.24

-0.19

Aa1

0.28

0.42

-0.99

Aa2

-1.55

-1.18

-1.06

Aa3

-0.20

0.62

0.50

A1

1.06

2.03

1.05

A2

0.00

3.22

2.14

A3

0.10

-2.03

-0.53

Baa1

-0.63

1.68

0.04

Baa2

0.20

0.38

-0.04

Baa3

0.06

-3.58

0.04

Ba1

0.28

-1.12

-0.68

Ba2

0.01

-0.03

0.00

B1

0.01

-0.04

-0.02

This can be seen in a different way when comparing the weights of each credit rating cohort in a side by side fashion
(Chart 3). We see that from an overall credit risk standpoint the Sustainability index has more weight attributed to
higher rated securities within the A2 and above rating categories. The other index types (including the parent)
attribute a higher weight to the Baa part of the credit spectrum.
Contrary to prior expectations, the ESG-Weighted version does not tilt the overall index convincingly towards higher
(credit) rated issuers in terms of weight, which suggests that the index is tilting towards the portion of the parent
universe with higher ESG scores but perhaps lower credit ratings. We find that this is the case with the tilts
reallocating weight from the Aa1 and Aa2 cohorts of the credit spectrum to the A2 cohort in particular.

Chart 3. Distribution of Moodys credit ratings at the security level
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These observations are corroborated by the distribution of market implied credit risk 6 across the indices (Chart 4)
where we see the Sustainability index has far more probability density attributed to lower CDS spreads, also

Source: Bloomberg, all data as at 06 April 2021
6
Market defined credit risk is a term we use to capture the market’s assessment of the credit riskiness of an issuer based upon its 5 year CDS spread

For Professional Investors internal use only. Not for further distribution.

7

illustrated by its lower mean CDS spread. The SRI index has a similar probability density profile but the weight
attributed to lower spreads is less pronounced.

Chart 4. Distribution of market implied credit risk as captured by the distribution of 5y CDS
spreads within each index
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Turning to an issuer level comparison of the indices versus the parent (Table 4), we note that the top ten issuers are
dominated by financials in all cases with communications, and to a lesser extent technology, also featuring. We also
observe that the weight of the bottom half of all issuers (not shown) in terms of total number of issuers is higher in the
Sustainability index (9.8%) compared to the SRI index (6.2%) and the ESG Weighted index (6.4%), which implies that
the Sustainability index has a higher degree of diversification in the ‘long tail’ of lower weighted issuers partially
offsetting its higher concentration in the top 10.

Table 4. Top ten issuer weights
Parent Top 10

Parent
weight (%)

SRI
weight (%)

SRI Top 10

Sustainability
Top 10

Sustainability
weight (%)

ESG-weighted
Top 10

ESG-weighted
weight (%)

Bank Of
America Corp

2.34

Bank Of America
Corp

2.76

Bank Of America
Corp

3.19

Bank Of America
Corp

3.26

JPMorgan
Chase & Co

2.19

JPMorgan Chase
& Co

2.58

JPMorgan Chase
& Co

2.97

Citigroup Inc

3.11

AT&T Inc

1.65

AT&T Inc

1.95

Verizon
Communications

2.16

Morgan Stanley

3.06

Verizon
Communications

1.59

Verizon
Communications

1.87

Citigroup Inc

2.03

JPMorgan Chase
& Co

3.04

Citigroup Inc

1.49

Citigroup Inc

1.76

Morgan Stanley

1.99

Wells Fargo &
Company

1.62

Morgan Stanley

1.46

Apple Inc

1.68

Goldman Sachs
Group Inc

1.98

Walt Disney
Company/The

1.16

Goldman Sachs
Group Inc

1.46

Oracle Corp

1.46

Apple Inc

1.94

Verizon
Communications

1.11

Wells Fargo &
Company

1.46

AbbVie Inc

1.22

Oracle Corp

1.69

AbbVie Inc

1.08

Apple Inc

1.42

HSBC Holdings
Plc

1.06

AbbVie Inc

1.41

Barclays Plc

1.02

Comcast Corp

1.29

CVS Health Corp

1.03

HSBC Holdings
Plc

1.23

Goldman Sachs
Group Inc

1.02

Total

16.35

Total

17.37

Total

Past performance should not be seen as an indication of future returns.
Source: Bloomberg, all data as at 06 April 2021

20.58

Total

19.48
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Opportunity costs
In this section we outline the characteristics of the issuers that are excluded from the SRI and Sustainability indices
with a view to understanding what the investor may be missing out on, either positive or negative.
We start by examining the SRI index, where around 15% of the parent index is excluded (Table 5), with utilities being
the largest sector exclusion, likely due to those companies being involved in areas such as coal, nuclear power and
defence and hence not making it through the MSCI BISR filter. However, we note that in terms of the overall sector
exclusions, the weights of the defensive exclusions (utilities, consumer non-cyclical, energy) are roughly balanced by
a similar order of magnitude reduction in cyclical sector exposures (industrials, financials, consumer cyclical, basic
materials) maintaining the cyclical to defensive profile of the index.

Table 5. Sector exclusions in the SRI index (% of parent)
Sector

Weight in parent (%)

Utilities

4.94

Industrial

2.81

Consumer, Non-cyclical

2.74

Financial

2.29

Energy

1.14

Consumer, Cyclical

0.75

Basic Materials

0.52

Technology

0.04

From a credit risk standpoint, half of the total weight of the exclusions in the SRI index are Aa and A issuers and the
other half Baa issuers, with minimal net impact on the overall credit rating of the index (Table 6). Also, recall from the
previous section (Table 4) that the SRI index has less overall issuer concentration within the top 10 issuers compared
to the other ESG indices. In this respect, from an issuer concentration standpoint, and despite the exclusions
mentioned, we do not believe the SRI index has a materially riskier credit risk profile than the parent from which it
was derived given its similar top 10 issuer concentration risk.

Table 6. Rating exclusions in the SRI index (% of parent)
Rating

Weight in parent (%)

Aaa

0.06

Aa2

1.82

Aa3

0.61

A1

0.48

A2

2.67

A3

1.82

Baa1

3.19

Baa2

2.81

Baa3

1.72

Source: Bloomberg, all data as at 06 April 2021
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Turning to the Sustainability index, the exclusions eliminate about 26% of the original parent portfolio (Table 7) with
the largest exclusions being from the financial, communications, consumer non-cyclical and energy sectors. We note
that the exclusions are skewed towards more cyclical sectors in that respect, possibly increasing the defensive nature
of the index.

Table 7. Sector exclusions in the Sustainability index (% of parent)
Sector

Weight in parent (%)

Financial

6.25

Communications

5.28

Consumer, Non-cyclical

4.54

Energy

3.08

Consumer, Cyclical

2.76

Industrial

1.94

Technology

1.00

Utilities

0.91

Basic Materials

0.74

From a credit risk standpoint, the bulk of the overall exclusions are concentrated within the Baa part of the credit
spectrum (Table 8) which we believe improves the overall credit risk profile of the index, hence why it has a tighter
spread. However, we note that the Sustainability index has the greatest (if only marginally) concentration risk in terms
of top 10 issuers (Table 4 in the previous section), hence the better overall credit profile of the index masks some
additional issuer level risk.

Table 8. Rating exclusions in the Sustainability index (% of parent)
Rating

Weight in parent (%)

Aaa

0.22

Aa1

0.10

Aa2

1.74

Aa3

0.32

A1

0.90

A2

2.28

A3

4.80

Baa1

3.40

Baa2

4.91

Baa3

5.72

Ba1

1.24

Ba2

0.03

B1

0.04

Source: Bloomberg, all data as at 06 April 2021
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Finally, from a tilting perspective, the ESG-Weighted version of the index sees a very large increase in exposure to the
financials sector (Table 9) mainly at the expense of the communications, technology and energy sectors.

Table 9. Sector tilts in the ESG-Weighted index
Sector

Weight in parent (%)

Weight in index (%)

Difference

30.18

36.43

6.25

Utilities

8.25

8.64

0.40

Basic Materials

2.60

2.75

0.15

18.22

17.77

-0.45

Consumer, Cyclical

6.12

5.38

-0.74

Industrial

8.22

7.39

-0.83

Energy

7.99

6.73

-1.25

Technology

7.83

6.29

-1.54

10.60

8.61

-2.00

Financial

Consumer, Non-cyclical

Communications

From a credit risk standpoint the tilting process shifts credit risk exposure away from the Aa1 and Aa2 segments to
the lower rated A1 and A2 segments (Table 10) but not in a material enough way to make a significant difference to
the overall credit risk profile of the index as the ESG-Weighted version of the index retains its Baa1/A3 rating.

Table 10. Rating tilts in the ESG-Weighted index
Rating

Weight in parent (%)

Weight in index (%)

Difference

Aaa

1.50

1.31

-0.19

Aa1

1.55

0.56

-0.99

Aa2

3.31

2.25

-1.06

Aa3

2.92

3.42

0.50

A1

9.04

10.08

1.05

A2

17.53

19.66

2.14

A3

12.50

11.97

-0.53

Baa1

17.49

17.53

0.04

Baa2

19.56

19.52

-0.04

Baa3

11.66

11.71

0.04

Ba1

1.58

0.90

-0.68

Ba2

0.03

0.04

0.00

B1

0.04

0.02

-0.02

Source: Bloomberg, all data as at 06 April 2021
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ESG profiling
In this section we explore the ESG credentials of the three indices by looking at how ESG scores relate to the credit
risk and duration profiles of the indices at the issuer level.
We start by observing that there is a defined relationship between market implied credit risk 7 and the ESG score
of an issuer identifiable, to differing degrees, across all indices in our study (Charts 5 to 8.). Generally speaking, the
lower the ESG rating of the issuer, the wider its CDS spread. This is an important observation when thinking about
benchmark selection. Assuming this relationship continues to hold, it suggests that there will be a material benefit
from a credit risk standpoint to switching to an ESG benchmark. In turn, this will incentivise issuers to improve their
ESG profile to ensure they receive funding on preferable terms.

ESG Score

Chart 5. Relationship between market implied credit risk and ESG score for the parent index
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Chart 6. Relationship between market implied credit risk and ESG score for the SRI index
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Source: Bloomberg, all data as at 06 April 2021
7
Market defined credit risk is a term we use to capture the market’s assessment of the credit riskiness of an issuer based upon its 5 year CDS spread
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Chart 7. Relationship between market implied credit risk and ESG score for the
Sustainability index
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Chart 8. Relationship between market implied credit risk and ESG score for the ESGWeighted index
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When looking at the distribution of ESG scores by credit rating from the credit rating agency standpoint, we note that
both the parent and the ESG-Weighted indices, which both retain the full range of issuers, have varied mean ESG
scores by rating bucket (Charts 9 and 10). We were surprised to observe that the average ESG scores were worse for
the higher rated part of the Aa spectrum in both instances, though this is likely to be a function of the smaller sample
size in these rating cohorts. However, for the A cohort of the credit spectrum and below, the average ESG score by
rating cohort trends lower as we move down the ratings spectrum in line with the relationship observed when
analysing CDS spreads.

Source: Bloomberg, all data as at 06 April 2021
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Chart 9. Parent index distribution of ESG scores across ratings 8

Chart 10. ESG-Weighted index distribution of ESG scores across ratings buckets

The picture is different when looking at the SRI and Sustainability indices. There is far less variability in the mean ESG
scores by credit rating bucket in the SRI index (Chart 11) but still less so with the Sustainability index (Chart 12). The
Sustainability index has a consistent mean ESG rating across credit rating cohorts given the tail of lower rated ESG
issuers have been excluded from the index.

Source: Bloomberg, all data as at 06 April 2021
8
The line that runs across the boxes in the box and whisker plot connects the mean values within each box. The small lines within each box represent the median
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Chart 11. SRI index distribution of ESG scores across ratings buckets

Chart 12. Sustainability index distribution of ESG scores across ratings buckets

All in all, we see that there is a relationship between ESG score and credit rating – most notably when looking at the
market assessment of credit risks. However, of the ESG index family, the Sustainability index has the most stable ESG
rating profile across credit risk cohorts.
Finally, we note that the mean ESG scores across duration buckets are very stable across all index types (Charts 13 to
16), which suggests that ESG scores are uniformly distributed within duration buckets. This is unsurprising given an
investment grade credit curve will typically range from short to long duration and hence each issuer will likely feature
in each duration bucket.

Source: Bloomberg, all data as at 06 April 2021
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Chart 13. Parent index distribution of ESG scores across duration buckets

Chart 14. SRI index distribution of ESG scores across duration buckets

Source: Bloomberg, all data as at 06 April 2021
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Chart 15. Sustainability index distribution of ESG scores across duration buckets

Chart 16. ESG-Weighted index distribution of ESG scores across ratings buckets

Source: Bloomberg, all data as at 06 April 2021
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Conclusion
We highlight the following observations for the three main classes of sustainable fixed income benchmarks (SRI,
Sustainability and ESG-Weighted):
 There are limited differences between the indices, as expected, in terms of credit risk and duration with the only
exception being the Sustainability index
 We note a negative correlation between ESG score and credit risk
 The Sustainability index has a greater defensive sector concentration
 Similar issuers in terms of credit risk, duration and sector can have very different ESG scores (especially since
MSCI normalises ESG scores within sectors), therefore it is very possible for investors to reward more sustainable
companies, through lower cost of debt funding, without needing to compromise on either return, duration or
credit risk
 As a corollary to the last point, there could in fact be small reductions in credit risk through selecting issuers with
higher ESG scores
Overall, investors tracking these benchmarks should be aware of the fact that use of an SRI index as a benchmark,
whilst marginally improving the ESG characteristics of the portfolio, has more of a symbolic impact by removing a
source of funding for companies that operate in controversial industries by excluding them from the index than it does
a tangible impact on metrics such as the performance or credit risk characteristics of the index.
The Sustainability index, on the other hand, whilst benefitting less from this symbolic impact, takes a hard-nosed
approach to companies with lower ESG ratings cutting off their source of funding. Naturally, this leads to a larger
improvement in the overall ESG profile of the index as a whole.
Finally, whilst an ESG-Weighted approach doesn’t have the benefit of the symbolic impact either, and the ESG
improvement of the index is less pronounced given lower ESG rated issuers are still included in the portfolio, it at least
gives issuers the chance to improve their ESG rating and hence their cost of debt capital without the risk of seeing a
larger and more immediate impact on their cost of debt funding through exclusion in certain benchmarks.
The trade-off is really between incentives and improvement in the ESG profile of the index, and given the tangible link,
the credit risk profile of the index.
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Appendix
MSCI ESG Business Involvement Screening Research Exclusions
In order to ensure that benchmarks and portfolios comply with client ESG and divestment mandates, MSCI ESG
Business Involvement Screening Research identifies companies and issuers involved in certain controversial business
activities and industries, including those relating to:
 Religious and ethical criteria
 ESG controversies
 Breaches of international conventions
 Compliance with ESG guidelines
 Global sanctions
 Production of controversial weapons and munitions

Research process overview:

Source: MSCI, HSBC Asset Management
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In practice, the exclusion list restricts issuers who have a significant involvement with the
following:

Many of the above-mentioned threshold criteria for these screens will be adjusted gradually until 2025 to reflect the
phased adoption of stricter policies. In many such cases, revenue generation thresholds will be reduced to 0%.

Source: MSCI, HSBC Asset Management
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Important information
For Professional Clients and intermediaries within countries and territories set out below; and for Institutional
Investors and Financial Advisors in Canada and the US. This document should not be distributed to or relied
upon by Retail clients/investors.
The value of investments and the income from them can go down as well as up and investors may not get back
the amount originally invested. The capital invested in the fund can increase or decrease and is not guaranteed.
The performance figures contained in this document relate to past performance, which should not be seen as an
indication of future returns. Future returns will depend, inter alia, on market conditions, fund manager’s skill,
fund risk level and fees. Where overseas investments are held the rate of currency exchange may cause the
value of such investments to go down as well as up. Investments in emerging markets are by their nature
higher risk and potentially more volatile than those inherent in some established markets. Economies in
Emerging Markets generally are heavily dependent upon international trade and, accordingly, have been and
may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative
currency values and other protectionist measures imposed or negotiated by the countries and territories with
which they trade. These economies also have been and may continue to be affected adversely by economic
conditions in the countries and territories in which they trade. Mutual fund investments are subject to market
risks, read all scheme related documents carefully.
The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole
or in part, for any purpose. All non-authorised reproduction or use of this document will be the responsibility of the
user and may lead to legal proceedings. The material contained in this document is for general information purposes
only and does not constitute advice or a recommendation to buy or sell investments. Some of the statements
contained in this document may be considered forward looking statements which provide current expectations or
forecasts of future events. Such forward looking statements are not guarantees of future performance or events and
involve risks and uncertainties. Actual results may differ materially from those described in such forward-looking
statements as a result of various factors. We do not undertake any obligation to update the forward-looking
statements contained herein, or to update the reasons why actual results could differ from those projected in the
forward-looking statements. 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 views and opinions expressed herein are those of HSBC Asset Management at the
time of preparation, and are subject to change at any time. These views may not necessarily indicate current
portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients'
objectives, risk preferences, time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign
markets involve risks such as currency rate fluctuations, potential differences in accounting and taxation policies, as
well as possible political, economic, and market risks. These risks are heightened for investments in emerging
markets which are also subject to greater illiquidity and volatility than developed foreign markets. This commentary is
for information purposes only. It is a marketing communication and does not constitute investment advice or a
recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment
research. It has not been prepared in accordance with legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of its dissemination.
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 MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form
and may not be used to create any financial instruments or products or any indices. The MSCI information is provided
on an ‘as is’ basis and the user of this information assumes the entire risk of any use it may make or permit to be
made of this information. Neither MSCI, any of its affiliates or any other person involved in or related to compiling,
computing or creating the MSCI information (collectively, the ‘MSCI Parties’) makes any express or implied warranties
or representations with respect to such information or the results to be obtained by the use thereof, and the MSCI
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Parties hereby expressly disclaim all warranties (including, without limitation, all warranties of originality, accuracy,
completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct,
indirect, special, incidental, punitive, consequential or any other damages (including, without limitation, lost profits)
even if notified of, or if it might otherwise have anticipated, the possibility of such damages.
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 Asset Management is a group of companies
in many countries and territories throughout the world that are engaged in investment advisory and fund
management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above communication
is distributed by the following entities:
 in Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de
Inversión, Agente de administración de productos de inversión colectiva de FCI N°1;
 in Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for
HSBC Global Asset Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management
(UK) Limited ARBN 633 929 718. This document is for institutional investors only, and is not available for
distribution to retail clients (as defined under the Corporations Act). HSBC Global Asset Management (Hong Kong)
Limited and HSBC Global Asset Management (UK) Limited are exempt from the requirement to hold an Australian
financial services license under the Corporations Act in respect of the financial services they provide. HSBC Global
Asset Management (Hong Kong) Limited is regulated by the Securities and Futures Commission of Hong Kong
under the Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK) Limited is
regulated by the Financial Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the
Financial Services Authority of the United Kingdom as it was previously known before 1 April 2013, under the
laws of the United Kingdom, which differ from Australian laws;
 in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which
is licensed to conduct investment business by the Bermuda Monetary Authority;
 in Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all
provinces of Canada except Prince Edward Island and also provides services in Northwest Territories. HSBC
Global Asset Management (Canada) Limited provides its services as an advisor in all provinces of Canada except
Prince Edward Island;
 in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to
Chilean inspections or regulations and are not covered by warranty of the Chilean state. Further information may
be obtained about the state guarantee to deposits at your bank or on www.sbif.cl;
 in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de
Colombia (SFC) whereby its activities conform to the General Legal Financial System. SFC has not reviewed the
information provided to the investor. This document is for the exclusive use of institutional investors in Colombia
and is not for public distribution;
 in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management
Company authorised by the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of
HSBC Global Asset Management (France), regulated by the Swedish Financial Supervisory Authority
(Finansinspektionen);
 in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a
Portfolio Management Company authorised by the French regulatory authority AMF (no. GP99026);
 in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German
clients) respective by the Austrian Financial Market Supervision FMA (Austrian clients);
 in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and
Futures Commission;
 in India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of
India;
 in Israel, HSBC Bank plc (Israel Branch) is regulated by the Bank of Israel. This document is only directed in Israel
to qualified investors (under the Investment advice, Investment marketing and Investment portfolio management
law-1995) of the Israeli Branch of HBEU for their own use only and is not intended for distribution;
 in Italy and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by
the French regulatory authority AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global
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Asset Management (France), regulated respectively by Banca d’Italia and Commissione Nazionale per le Società e
la Borsa (Consob) in Italy, and the Comisión Nacional del Mercado de Valores (CNMV) in Spain;
in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversión,
Grupo Financiero HSBC which is regulated by Comisión Nacional Bancaria y de Valores;
in the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Bank Middle East Limited which are regulated by
relevant local Central Banks for the purpose of this promotion and lead regulated by the Dubai Financial Services
Authority.
in Oman by HSBC Bank Oman S.A.O.G regulated by Central Bank of Oman and Capital Market Authority of
Oman;
in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in
Perú whereby its activities conform to the General Legal Financial System - Law No. 26702. Funds have not been
registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private
offer. SMV has not reviewed the information provided to the investor. This document is for the exclusive use of
institutional investors in Perú and is not for public distribution;
in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary
Authority of Singapore;
in Switzerland by HSBC Global Asset Management (Switzerland) AG whose activities are regulated in Switzerland
and which activities are, where applicable, duly authorised by the Swiss Financial Market Supervisory Authority.
Intended exclusively towards qualified investors in the meaning of Art. 10 para 3, 3bis and 3ter of the Federal
Collective Investment Schemes Act (CISA);
in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory
Commission R.O.C. (Taiwan);
in the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial
Conduct Authority;
and in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the
US Securities and Exchange Commission.
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