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Barings Emerging Markets Local Debt Fund 
 
SUMMARY 
 
The Fund will invest under normal circumstances primarily in an actively managed diversified portfolio 
consisting of local currency fixed income instruments issued by emerging markets governments and their 
quasi sovereign agencies (including supranational and sub-national government issuers).  The fixed 
income instruments in which the Fund invests may be fixed or floating rate and will primarily be listed or 
traded on recognised markets and may include corporate and supranational bonds and notes, government 
bonds, emerging markets sovereign issues, covered bonds, US and G10 country treasury obligations, 
mortgage, commercial mortgage and asset-backed securities, corporate debt and credit linked notes. 
Credit linked notes are debt securities of issuers whose interest payments and/or payment at maturity 
depend on the performance of one or more underlying credit exposures. The Fund also may invest in 
structured notes such as synthetic debt securities with embedded components (e.g. an option).  Exposure 
to such issuers may be achieved through direct investment or entirely through the use of FDI. The Fund 
may engage in transactions in FDI principally for investment and/or for hedging purposes subject to the 
limits laid down by the Central Bank. Such derivatives will provide exposure to the asset classes detailed in 
the Fund’s investment policy.  Such transactions may leverage the Fund and may establish speculative 
positions. This may result in a higher level of volatility and risk and the Net Asset Value of the Fund is 
expected to have a high volatility from time to time.  

The Investment Manager has broad discretion to identify countries that it considers to qualify as emerging 
markets. The Fund emphasises countries with relatively low gross national product per capita and with the 
potential for rapid economic growth.  

This Fund promotes environmental or social characteristics but does not have as its objective sustainable 
investment. The Fund will invest at least 50% of Net Asset Value in fixed income instruments of countries 
that exhibit positive or improving environmental ("E"), social ("S") and governance (“ESG”) characteristics. 
The E and S current state scores are established using a proprietary industry-based scoring technique, 
utilizing baseline industry evaluations and adjusted for internal underwriting conclusions. The investment 
team’s consideration of factors when deriving a score is based on financial materiality and will encompass 
any number of E or S characteristics.  

The Fund's remaining 50% will be cash, cash equivalents, hedging instruments and in investments which 
are neither aligned with the environmental or social characteristic, have no minimum environmental or 
social safeguards, nor are qualified as sustainable investments. Derivatives are not used to attain the 
environmental or social characteristics promoted by the Fund and the Fund does not use a reference 
benchmark to measure the attainment of its environmental and social characteristics. 

The Fund will also invest at least 75% of the Fund’s total assets in countries that exhibit strong or improving 
human development conditions, as measured by the United Nations Human Development Index (HDI) and 
calculated as the average of the five year period as of two years prior to the investment period. Further 
detail of the Investment Manager’s ESG policy for the Fund is available on the Manager’s website at 
www.barings.com.  

http://www.barings.com/
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Countries that exhibit positive or improving ESG characteristics are selected through the Investment 
Manager’s proprietary research which is supported with the use of third party issuer-specific ESG data; the 
approach consists of a threefold analysis determining a government’s capacity and willingness to provide 
for its population, its resilience to shocks and its ability to grow sustainably, using both a standard set of 
indicators and qualitative analysis. For each asset, the Investment Manager examines the scores of the 
indicators to determine a country’s sustainability over time and considers relevant shocks that may have 
impacted the scoring. These indicators, as well as the Investment Manager’s specialised country expertise, 
are placed into the capacity and willingness framework to determine the country’s current sustainability as 
well as potential trends that should be considered from an ESG perspective. The frequency of update for 
each country depends on its significance in the portfolio and the benchmark, but ESG scores are reviewed 
for all countries under coverage at least twice a year by the Sovereign ESG Committee which comprises all 
sovereign analysts on the Investment Manager’s team. HDI scoring is calculated at least quarterly, where 
improvement is defined as having improved by more than five percentage points in the last ten years. 

The Investment Manager adopts an active management policy in relation to ESG topics and has a 
preference to focus on engagement to improve issuer behaviour. Engagement activity is focused on key 
ESG credit risk areas for issuers and provision of relevant information. The Investment Manager applies 
the PRI’s definition of engagement, which is “…“Interactions between an investor (or an engagement 
service provider) and current or potential issuers (e.g., companies, countries), conducted with the purpose 
of improving practice on an ESG issue, changing a sustainability outcome, or improving public disclosure. 
Engagements can also be carried out with non-issuer stakeholders, such as policymakers or standard 
setters”.   

Engagements are undertaken to influence (or identify the need to influence) ESG practices and/or improve 
ESG disclosure. Through engagement, the Investment Manager aims to enhance the performance of its 
investments, for the benefit of its clients in line with its stewardship responsibility. The Investment Manager 
does not, however, attempt to impose an inflexible approach that ignores local norms and contexts. The 
Investment Manager believes that value is derived from transparent communication with the issuers in 
which it invests, coupled with the expertise and discretion of its experienced analysts and portfolio 
managers, and that a one-size-fits-all approach should not and cannot be applied across the wide range of 
assets that it manages across the globe.   

 

NO SUSTAINABLE INVESTMENT OBJECTIVE 
 
This Fund promotes environmental or social characteristics, but does not have as its objective sustainable 
investment. 

 
ENVIRONMENTAL OR SOCIAL CHARACTERISTICS OF THE FINANCIAL 
PRODUCT 
 
The environmental and social characteristics promoted by the Fund will be to invest at least 50% of its Net 
Asset Value in fixed income securities that exhibit positive or improving environmental ("E"), social ("S") 
and governance (“ESG”) characteristics. The E and S current state scores are established using a 
proprietary industry-based scoring technique, utilizing baseline industry evaluations and adjusted for 
internal underwriting conclusions. The investment team’s consideration of factors when deriving a score is 
based on financial materiality and will encompass any number of E or S characteristics. The Fund will also 
invest at least 75% of the its total assets in countries that exhibit strong or improving human development 
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conditions, as measured by the United Nations Human Development Index (“HDI”) and calculated as an 
average of the five year period as of two years prior to the investment period. With quantiative approaches 
to measuring E and S resiliance and performance from sources such as the UN, World Bank, academic 
institutions. More detail regarding the methodology is outlined below. 

 
INVESTMENT STRATEGY 
 
The Fund will invest under normal circumstances primarily in an actively managed diversified portfolio 
consisting of local currency fixed income instruments issued by emerging markets governments and their 
quasi sovereign agencies (including supranational and sub-national government issuers).  The fixed 
income instruments in which the Fund invests may be fixed or floating rate and will primarily be listed or 
traded on recognised markets and may include corporate and supranational bonds and notes, government 
bonds, emerging markets sovereign issues, covered bonds, US and G10 country treasury obligations, 
mortgage, commercial mortgage and asset-backed securities, corporate debt and credit linked notes. 
Credit linked notes are debt securities of issuers whose interest payments and/or payment at maturity 
depend on the performance of one or more underlying credit exposures. The Fund’s notional exposure to a 
credit linked note will be equal to the notional amount of the underlying credit exposure referenced by the 
note and so will not embed leverage.  Credit linked notes may embed credit default swaps.  A particular 
credit-linked notes’ underlying credit exposure may be to a sovereign, quasi-sovereign or corporate issuer. 
The underlying credit exposure will be consistent with the Fund’s investment objective and policies. The 
Fund also may invest in structured notes such as synthetic debt securities with embedded components 
(e.g. an option).  Exposure to such issuers may be achieved through direct investment or entirely through 
the use of FDI. The Fund may engage in transactions in FDI principally for investment and/or for hedging 
purposes subject to the limits laid down by the Central Bank. Such derivatives will provide exposure to the 
asset classes detailed in the Fund’s investment policy.  Such transactions may leverage the Fund and may 
establish speculative positions. This may result in a higher level of volatility and risk and the Net Asset 
Value of the Fund is expected to have a high volatility from time to time.  

The Investment Manager has broad discretion to identify countries that it considers to qualify as emerging 
markets. The Fund emphasises countries with relatively low gross national product per capita and with the 
potential for rapid economic growth. The Investment Manager will select the Fund’s country and currency 
composition based on its evaluation of relative interest rates, inflation rates, exchange rates, monetary and 
fiscal policies, trade and current account balances, legal and political developments, and any other specific 
factors the Investment Manager believes to be relevant. The Fund will likely concentrate its investments in 
Asia, Africa, the Middle East, Latin America and the developing countries of Europe.  The Fund may invest 
in instruments whose return is based on the return of an emerging market security or a currency of an 
emerging market country, such as a derivative instrument, rather than investing directly in emerging market 
securities or currencies.  The Investment Manager will select individual investments based on an analysis 
of the value of the relevant investments as compared to other similar investments within the identified 
countries and industry sectors.  

The Fund will invest at least 50% of Net Asset Value in fixed income instruments of countries that exhibit 
positive or improving environmental, social and governance (ESG) characteristics. The Fund will also 
invest at least 75% of the Fund’s total assets in countries that exhibit strong or improving human 
development conditions, as measured by the United Nations Human Development Index (HDI) and 
calculated as the average of the five year period as of two years prior to the investment period. Further 
detail of the Investment Manager’s ESG policy for the Fund is available on the Manager’s website at 
www.barings.com. Countries that exhibit positive or improving ESG characteristics are selected through the 
Investment Manager’s proprietary research which is supported with the use of third party issuer-specific 



BARINGS EMERGING MARKETS LOCAL DEBT FUND 
  
 

BARINGS.COM | 4 

ESG data; the approach consists of a threefold analysis determining a government’s capacity and 
willingness to provide for its population, its resilience to shocks and its ability to grow sustainably, using 
both a standard set of indicators and qualitative analysis. For each asset, the Investment Manager 
examines the scores of the indicators to determine a country’s sustainability over time and considers 
relevant shocks that may have impacted the scoring. These indicators, as well as the Investment 
Manager’s specialised country expertise, are placed into the capacity and willingness framework to 
determine the country’s current sustainability as well as potential trends that should be considered from an 
ESG perspective. The frequency of update for each country depends on its significance in the portfolio and 
the benchmark, but ESG scores are reviewed for all countries under coverage at least twice a year by the 
Sovereign ESG Committee which comprises all sovereign analysts on the Investment Manager’s team. HDI 
scoring is calculated at least quarterly, where improvement is defined as having improved by more than five 
percentage points in the last ten years. 

 
PROPORTION OF INVESTMENTS 
 
The Fund will invest at least 50% of its total assets in fixed income instruments in countries that exhibit 
positive or improving environmental, social and governance (ESG) characteristics, whilst the remaining 
50% will be cash, cash equivalents, hedging instruments and in investments which are neither aligned with 
the environmental or social characteristic, have no minimum environmental or social safeguards, nor are 
qualified as sustainable investments. Derivatives are not used to attain the environmental or social 
characteristics promoted by the Fund. 

The Fund will have an additional requirement of allocating to investments, for which at least 75% of the 
Fund is held in countries that show strong and/or improving human development conditions. 

 
#1 Aligned with E/S characteristics includes the investments of the financial product used to attain the 
environmental or social characteristics promoted by the financial product. 

#2 Other includes the remaining investments of the financial product which are neither aligned with the 
environmental or social characteristic, have no minimum environmental or social safeguards, nor are 
qualified as sustainable investments. 

MONITORING OF ENVIRONMENTAL OR SOCIAL CHARACTERISTICS 
 
The Fund is monitored  each business day to ensure it continues to meet the minimum threshold of 50%. 
Where the Fund falls below this threshold, due to market movements or because the fixed income 
instruments it holds no longer meet the criteria of a “Positive ESG” investment, the passive breach will be 
corrected at the earliest opportunity. 



BARINGS EMERGING MARKETS LOCAL DEBT FUND 
  
 

BARINGS.COM | 5 

In addition, prior to each trade, the Investment Manager ensures that the trade will not lead to the Fund 
falling below the 50% threshold and if so, the trade will be stopped and the fund manager notified. 

 

 
METHODOLOGIES 
 
The sustainability indicators used to measure the attainment of the environmental and social characteristics 
promoted by the Fund will be: 

 

1. The percentage of the Fund’s Net Asset Value invested in fixed income instruments of countries 
that exhibit positive or improving ESG characteristics; and 

2. The percentage of the Fund’s total assets in countries that exhibit strong or improving human 
development conditions, as measured by the United Nations HDI and calculated as an average 
of the five year period as of two years prior to the investment period. 

 

This is approached in both a quantitative and qualitative manner.  

Quantitative: 

The Investment Manager uses and analyses a proprietary and diverse selection of indicators of a country’s 
institutional, social and environmental resilience and performance, and value ones that indicate future trends.  

The Investment Manager does this by: 

• Gathering various selected indicators pertaining to different ESG dimensions from reliable 
international sources (UN, World Bank, academic institutions). 

• Carefully shortlisting the most catered, unique and robust indicators. 
• Assessing how the country performs relative to peers and itself over time. 

 
Qualitative: 

The Investment Manager assesses the policy framework (i.e., country management, and predictability of 
policies for sustainable financial performance) by: 

• Visiting countries to take stock of important aspects of political, social and environmental evolution, 
and macroeconomic factors. These are often material in driving a country’s creditworthiness. 

• Regularly informing its country analysis based on latest data release and policy changes in the ESG 
space. 

• Conducting semi-annual ESG country rating discussions, informed both by indicators and qualitative 
assessments. These rating decisions are based on in-depth debates around governance, 
institutional, social and environmental developments. The diversity of the team’s background, and 
its collective personal and historical knowledge of political systems across the world, provides the 
Investment Manager with a unique perspective. 

 
DATA SOURCES AND PROCESSING 

The Investment Manager's investment decisions are based on internal research, which encompass both its 
proprietary financial forecasts and ESG assessment. The Investment Manager aims to meet with all issuers 
in which it seeks to invest at least annually and discuss a range of topics including ESG issues with 
management. The investment professional within the Investment Manager responsible for evaluating the 



BARINGS EMERGING MARKETS LOCAL DEBT FUND 
  
 

BARINGS.COM | 6 

issuer is also responsible for its ESG assessment: this is an integral part of its analysis. In addition to the 
Investment Manager’s in-house evaluation of ESG risks, it also has access to third party resources that 
provide ESG information.  

The Investment Manager does not rely on third party research providers’ conclusions to make investment 
decisions. The Investment Manager merely uses their research as one way to access data and as a 
challenge mechanism to our own views.  

The Investment Manager look to gather information from multiple sources, which include direct interactions 
with issuers and utilising multiple third-party research datasets. This allows the Investment Manager to 
create a full picture of a issuers ESG dynamics, gain insight on its practices and ensure data quality and 
consistency. The Investment Manager regularly conducts data checks, looking to see how ESG indicators 
change over time and whether methodologies change. This determines which indicators are kept in the 
internal ESG database and regularly incorporated into ESG integration practices. 

The investment professional responsible for evaluating and valuing the issuer is also responsible for the 
ESG assessment: this is an integral part of the Investment Manager's analysis. The specific ESG Analyst 
on the team ensures updated data is readily available for all credits. 

No data is estimated. 

 

LIMITATIONS TO METHODOLOGIES AND DATA 
 
In evaluating an investment, the Investment Manager is dependent upon information and data, which may 
be incomplete, inaccurate or unavailable 

To supplement the Investment Manager's own ESG research, the Investment Manager also has access to 
third-party resources such as Bloomberg ESG, MSCI ESG and Sustainalytics, which provide institutional 
investors with issuer-specific ESG data.  Many ESG considerations are challenging to assess 
quantitatively, making the judgement of our investment professional’s key. This is evidenced by the 
different ratings the main ESG data providers arrive at when evaluating the ESG credentials of the same 
issuer. Consistent with traditional financial analysis, the Investment Manager does not rely on third party 
research providers’ conclusions to make investment decisions. The Investment Manager merely uses their 
research as one way to access data and as a challenge mechanism to its own views.  In the case of an 
issuer with inadequate data to properly score the position, it would be classified as other and not count 
towards the 50% objective. As data is updated and information becomes available the scores can be 
revised.  

DUE DILIGENCE 
 

1. The Fund will invest at least 50% of its total assets in fixed income instruments in countries 
that exhibit positive or improving environmental, social and governance (“ESG”) 
characteristics. 

Sustained economic growth is the driver of both improving creditworthiness and improving ESG indicators. 
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CAUSES NOT OUTCOMES 
The Investment Manager's focuses on government policies and their efficiency at improving ESG metrics. 
 
MULTI-DIMENSIONAL COUNTRY SCORES 
 

• Environmental, social and governance indicators have different nature, coverage and scale, 
therefore normalizing and aggregating them into a single score would lead to significant loss of 
information and consistency. 

• ESG single scores prevents the Investment Manager from identifying the most pressing ESG 
issues for each country, spotting improving trends by area and focus on relevant engagement 
opportunities. 

ONE SIZE DOES NOT FIT ALL 
 
Each country is in a different developmental stage, requiring different set of optimal policies, including on 
how to most efficiently improve on the ESG dimensions; ESG sovereign evaluation should take that into 
account. 
 
SOVEREIGN ESG INDICATOR DATABASE 

 
ESG DIAGNOSTICS & COUNTRY ANALYSIS 
Each sovereign analyst within the Investment Manager performs an ESG assessment of the countries 
under their coverage and identifies the most pressing ESG issues to monitor, and potentially engage on. 
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The sovereign ESG research committee within the Investment Manager gathers country analysts and 
portfolio managers, along with other team members to review country ESG assessments using qualitative 
and quantitative ESG criteria. 
 

• Each analysts rate each country’s current performance on ESG (strong, neutral or weak on a scale 
one to five, one being best score) and whether the trend is improving (1), neutral/steady state (2) or 
deteriorating (3); a rationale for the rating is written for each country. 

• ESG scores that are considered positive or improving consist of: 
o Stock scores that are three or better, or 
o Trend scores of one, where the stock score is also not worse than four. 

• This rating is reviewed by Barings Sovereign ESG research committee within the Investment 
Manager and rating is given to each country. 

• Sovereign analysts review the ESG assessment in-line with assigned country updates. 
• The ESG research committee within the Investment Manager gathers twice a year to formerly review 

country scores, however changes can be made at any time. 
• Countries with the lowest ratings are put on an exclusion list and new positions cannot be initiated 

across sovereign accounts. 
• If a country is on the exclusion list, it must be upgraded and reviewed by the Sovereign ESG 

Committee within the Investment Manager prior to being eligible for purchase.  
 

2. The Fund will have an additional requirement of allocating to investments, for which at least 
75% of the Fund is held in countries that show strong and/or improving human 
development conditions. 

 
Additionally, the Fund will invest at least 75% of assets in countries that show strong and/or improving 
human development conditions. By helping countries develop their local financial infrastructures, i.e. 
providing financial resources, the Investment Manager believes that they are contributing to the human 
development of these countries. The Investment Manager's investment processes favors countries with 
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more developed governance, education and healthcare resulting in higher overall human development 
scores. 

 

The United Nations Human Development Index (HDI) was created to emphasize that people and their 
capabilities should be the ultimate criteria for assessing the development of a country, not economic growth 
alone. The HDI can also be used to question national policy choices, asking how two countries with the 
same level of Gross National Income (GNI) per capita can end up with different human development 
outcomes. These contrasts can stimulate debate about government policy priorities. The Human 
Development Index (HDI) is a summary measure of average achievement in key dimensions of human 
development: a long and healthy life, being knowledgeable and have a decent standard of living. The HDI 
is the geometric mean of normalized indices for each of the three dimensions. 

 
 
ENGAGEMENT POLICIES 
 
The Investment Manager adopts an active management policy in relation to ESG topics and has a 
preference to focus on engagement to improve issuer behaviour. Engagement activity is focused on key 
ESG credit risk areas for issuers and provision of relevant information. The Investment Manager applies 
the PRI’s definition of engagement, which is “…“Interactions between an investor (or an engagement 
service provider) and current or potential issuers (e.g., companies, countries), conducted with the purpose 
of improving practice on an ESG issue, changing a sustainability outcome, or improving public disclosure. 
Engagements can also be carried out with non-issuer stakeholders, such as policymakers or standard 
setters”.   

Engagements are undertaken to influence (or identify the need to influence) ESG practices and/or improve 
ESG disclosure. Through engagement, the Investment Manager aims to enhance the performance of its 
investments, for the benefit of its clients in line with its stewardship responsibility. The Investment Manager 
does not, however, attempt to impose an inflexible approach that ignores local norms and contexts. The 
Investment Manager believes that value is derived from transparent communication with the issuers in 
which it invests, coupled with the expertise and discretion of its experienced analysts and portfolio 
managers, and that a one-size-fits-all approach should not and cannot be applied across the wide range of 
assets that it manages across the globe. 

 
DESIGNATED REFERENCE BENCHMARK 
 
The Fund does not use a reference benchmark to measure the attainment of its environmental and social 
characteristics. 

 
 
 


