
 

 

 

 

 

 

 

 

 

 

MAY 2021 

TIME TO INTEGRATE ESG IN ASIAN FIXED INCOME 
INVESTMENTS 

Income Partners has been focused on Asian fixed income markets since its foundation in 1993.  
During these three decades we have seen numerous shifts in Asian fixed income landscape, 
including the establishment of Asian credit as a 
standalone asset class and the opening of the onshore 
Chinese bond market. 

We believe that integration of Environmental, Social and 
Governance (ESG) factors in investment decision making 
is another significant shift.  There has been a growing 
realization that asset owners must be responsible 
investors. By increasing the importance placed on ESG 
factors, corporates and other issuers can be influenced 
and persuaded to operate in more sustainable manners. 

More importantly, our research has shown that 
performance and sustainability are not mutually 
exclusive.  On the contrary, we are believers in the long-term value of being able to identify 
companies with improving ESG characteristics, which will be better equipped to attract capital and 
avoid potential financial risks down-the-line.  We believe that a company’s commitment to 
sustainability (including good corporate governance) will allow it to better avoid defaults, and 
outperform its peers in the long run. 

DEVELOPMENT OF INCOME PARTNERS ESG COMMITMENT 

Prior to 2011, Income Partners was ESG unaware, though corporate governance has always been a 
significant factor in our credit analysis. 
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In 2011, a Swiss-based pension fund seeded an investment grade bond fund managed by Income 
Partners.  Then CIO of the pension, Mr. Grégoire Haenni, has always been a proponent of 
responsible investing. Under his guidance, Income Partners embarked on a sustainable investing 
journey starting with exclusion policies among certain mandates. 

After joining a Geneva state pension fund in 2014, Mr. Haenni also became a board member of the 
investment grade mandate, thus becoming our firm’s de-facto adviser in ESG. During 2014 – 2018, 
Income Partners continued to evolve our ways around ESG awareness and recognized the positive 
contribution ESG considerations can make to investment outcome. 

In 2019, we started to formalize our policies on ESG by integrating it into our investment 
process.  This resulted in the documentation in 2020 of our ESG objectives and principles as a firm 
in our ESG Responsible Investing Policy. In 2021, we further enhanced our commitment by becoming 
a signatory of the Principles of Responsible Investment (“PRI”) and also became a member of the 
Asian Investors Group on Climate Change (“AIGCC”).  We also established an ESG Committee to 
oversee our ESG policies and procedures and have started developing our internal ESG rating 
system, in which our issuer engagement is key. 

 

Today, we embrace ESG in not only our investment processes, but also in our commitment to engage 
issuers we invest in.  We believe we can drive positive change in sustainability through continual 
dialogue with issuers, which allows us to gain a deeper perspective on the company that would 
otherwise be lacking without a broader ESG angle.   

Over the past two years, we have put increasing emphasis on issuer engagement and proprietary 
ESG research. 

 

WHY ACTIVE ENGAGEMENT?  

It is our belief that, by active engagement with issuers to improve their ESG disclosures and 
practices, we as asset owners create value for both investors and corporations we invest in. 
Engagement leads to a better flow of information and quality of understanding between companies 
and investors, thereby enhancing issuers’ value and, ultimately, investment returns. 

Engagement involves communicating with issuers to understand their ESG practices, initiatives and 
challenges, and then encouraging issuers to improve their ESG related disclosures and practices. 
Subsequently, we will follow up with issuers to monitor the implementation of suggestions. 
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All steps of the issuer engagement are documented in our internal research systems. 

From time to time, we seek to collaborate with other asset managers to influence corporate 
behavior when opportunities arise. This could be through ad hoc groupings or through formal 
organizations.  We are currently a signatory of the UN Principles for Responsible Investment (UNPRI) 
and a member of the Asia Investor Group on Climate Change (AIGCC). 

We have not focused on impact or thematic ESG investing primarily due to a seemingly un-balanced 
supply / demand dynamics in such investment securities.  For example, the Asian green bond 
market and issues from certain ESG aligned sectors tend to see excess demand hence relatively rich 
pricing.  

 

OUR PROPRIETARY ESG RESEARCH 

Similar to our credit research processes, we supplement external ESG analysis and data with our 
own proprietary research.  Our team of ESG professionals and credit analysts jointly analyze ESG 
factors, challenges, risks and practices for issuers that we cover.  This includes analysis of public 
disclosures and management interactions. 

Typical factors which we consider in our ESG analysis include: 

Environmental Social Governance 

 Environmental 
responsibility 

 Climate Change 
(including related 
physical, transition 
and liability risks) 

 Greenhouse Gas 
(GHG) Emissions 

 Pollution and 
contamination of 
land, air and water 

 Eco-efficiency and 
resources efficiency  

 Waste management 

 Natural resource 
scarcity 

 Biodiversity 

 Equal opportunity 
independent of 
gender, race or 
religion 

 Influence over local 
communities and 
other stakeholders 

 Maintenance of 
working conditions 
that surpass basic 
health and safety 
standards 

 Maintenance of good 
corporate 
governance 
standards 

 Anti-bribery and 
corruption measures 

 Business ethics 

 Transparency and 
accountability 

 

The results of our internal ESG research and engagement efforts are then summarized in issuer ESG 
scorecards. Certain issuers with extremely high ESG risks, lack of disclosure or poor engagement 
records could be placed on watch lists for exclusion. 
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Portfolio managers would use the ESG factor analysis, internal ESG scorecards as well as external 
ESG data as important factors in deciding inclusion and weightings of credits in portfolios, in 
addition to traditional factors of credit worthiness, relative valuations and technicals. 

 

WHAT IS IN ESG ASIAN FIXED INCOME FOR INVESTORS? 

While many investors often fear that ESG investing can hurt returns, diminish diversification and 
can be difficult to implement when constructing a portfolio, we believe that these assumptions are 
untrue and that ESG investing can instead help investors achieve better overall performance. 

Competitive returns 

It is true that green bonds and certain thematic securities may trade with relatively tight 
valuations, potentially leading to lower returns in the long term.  However, this is offset by 
potentially reduced risks emanating from better ESG management and also lower volatility given 
supportive technicals. 

The chart below compares the performance of the JP Morgan Asia Credit Index (JACI) with the JACI 
ESG index, and shows that there has been little differentiation between the two indices in terms 
of total returns over the past 7 to 8 years. 

JACI vs JACI ESG Index Total Return 

 

Source: JP Morgan, April 2021 

We believe that good ESG quality can help companies to develop competitive advantage and avoid 
potential liabilities, which can then drive outperformance in corporate financials and, ultimately, 
lead to better returns for investors.  
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Diversification benefits 

Integrating ESG principles needs not sacrifice diversification. According to an MSCI report, one way 
to do so is by increasing the weights of companies with strong ESG profiles while minimizing 
exclusions to a core group of objectionable sectors. The back-testing result of the Income Partners 
investment grade bond strategy adopting such approach clearly validates this thesis. 

 

ATTRACTIVENESS OF THE INCOME PARTNERS APPROACH 

We believe that it is a misconception that only equity holders can influence management behavior 
regarding ESG matters. As a matter of fact, issuers tend to approach bond markets more frequently 
than equity markets.  As more investors integrate ESG considerations in their investment processes, 
improved disclosures and practices could lead to lower funding costs. Conversely issuers with poor 
ESG ratings would face rising funding costs.  At the extreme, companies with extremely poor ESG 
records, could be shut out of bond markets. 

Armed with 27+ years of Asian credit research experience and strong commitment to ESG investing, 
with investment research teams in both Hong Kong and Shanghai, Income Partners is well positioned 
to deliver strong value proposition to ESG Asia bond investments. We invest in a large pool of regular 
securities of fixed income issuers with strong or improving ESG characteristics, in addition to solid 
fundamentals and attractive valuation, therefore investors’ return and diversification goals are not 
compromised with ESG investing. 
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DISCLAIMERS & IMPORTANT INFORMATION 

This report is issued by Income Partners Asset Management (HK) Ltd. (“Income Partners”) and has not been reviewed by any regulatory 
authority. It is not intended as an offer, solicitation, advice or recommendation to buy or sell any securities or any products. This report 
may not be received by and is not intended for any U.S. Person other than a U.S. Person who is an "accredited investor" as defined in 
Regulation D under the U.S. Securities Act of 1933, a "qualified purchaser" as defined in the Investment Company Act and the regulations 
thereunder, and “qualified eligible persons” as defined by the U.S. Commodity Futures Trading Commission (“CFTC”) Rules and 
Regulations or the rules and regulations thereunder. This report is for distribution only under such circumstances as may be permitted 
by applicable law. Nothing in this report constitutes a representation that any investment strategy or recommendation contained herein 
is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a recommendation. It is provided to you 
solely for information purposes only. No representation or warranty, either express or implied, is provided in relation to the accuracy, 
completeness or reliability of the information contained herein, nor is it intended to be a complete statement or summary of the 
securities, markets or developments referred to in the report. We have prepared this report without consideration of the investment 
objectives, financial situation or particular needs of any investor. You should consider your own investment objectives, financial situation 
and particular needs before taking any action with respect to a financial product referred to in this presentation. In particular, we are 
not acting as your adviser or assuming any duty of care in this respect. To the extent permitted by applicable law, none of Income 
Partners, its affiliates, or any officer or employee of Income Partners, accepts any liability whatsoever for any direct or consequential 
loss arising from any use of this report or its contents, including for negligence. Investments involve risk. Under some market conditions 
it may be impossible to liquidate a position. Losses incurred in trading can be substantial.  

 Investment in the China market is subject to emerging market risk including political, economic, legal, regulatory and liquidity 
risks.  

 Investment involves risk. Past performance is not a guarantee or a reliable indicator of future results and no guarantee is being 
made that similar returns will be achieved in the future.  

 In making investment decisions, investors should not rely solely on the information in this document and should read relevant 
offering document for further details including the risk factors. This document does not constitute an offering document.  

 Index or benchmark data are for reference purposes only and no comparability or relevance is warranted or implied. Care should 
be taken as the composition, volatility, duration, yield and other features may from time to time be materially different from the 
indices and the underliers of the indices. Indices may rebalance or change its composition and weighting of its underliers from time 
to time and no regard has been given to such changes in this document. The recipient should conduct its own research and be 
familiar with the characteristics and underliers of any indices. 
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