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How can investors in Asia-Pacific align their credit allocations to
net-zero commitments, meet increasing regulatory obligations and
maintain returns?

Introduction

Most institutional investors have significant allocations to corporate credit within
their portfolios, tied to financial objectives. And as climate-related disclosure
regulation develops across Asia-Pacific (APAC), there will be increasing demand
on asset owners to deliver those returns while evidencing credible alignment to
decarbonisation. This creates two potential challenges.

The first is that climate-related regulatory frameworks in APAC vary widely.
Compared with the UK and EU, sustainable investing frameworks in APAC have
developed later and less uniformly, making them potentially more complicated
to navigate. The good news is that policies are increasingly converging.

The second challenge is to deliver net-zero commitments without sacrificing returns.

In the years immediately following the COVID pandemic, low-carbon investments
were performing well. There was no visible trade-off between sustainability and
solid returns. However, from 2022 onwards, with the onset of inflation and an
energy crisis, low-carbon asset returns began to deviate significantly from the
broad market indices.

In a market environment where high-emitting sectors like energy and industrials
strongly outperformed the rest, many low-carbon portfolios missed out on
large returns - while being overexposed to sectors like renewable energy that
were underperforming.

The trade-off between low-carbon investments and returns became stark.
Disillusionment among some investors, coupled with the politicisation of ESG,
led to a general decline in new commitments to low-carbon investments and,
in some instances, a turn away from existing commitments.

However, the introduction of climate and sustainability disclosure requirements
is prompting asset owners in APAC to engage more intensively with the climate
profile of their portfolios. Disclosures are increasing in transparency in certain
areas, while new regulations and frameworks are requiring investors to align their
portfolios with sustainability and climate objectives - and to demonstrate credible
progress over time. This is sharpening investors’ focus on how to balance
regulatory expectations, net zero ambitions and long-term return goals.

In this article, we explore how asset owners can achieve this by incorporating
a climate approach in their core fixed-income allocations. Maintaining a broad
investment universe and, within it, aligning allocations to climate goals can support
long-term returns and net-zero alignment alike, by helping avoid the structural
biases that come from more simplistic approaches.



AVIVA

INVESTORS

Climate credit as a source of alpha

Key sustainable investing
regulation in APAC

Although the region’s transition pathways will be gradual and uneven, the trend
in regulation means it is essential for firms - and their investors - to demonstrate
accountability and forward momentum.

Across APAC, regulatory emphasis varies by jurisdiction. In some markets, the
primary focus remains on strengthening climate and sustainability disclosures
(for example, in Japan). In others, regulation is increasingly centred on transition-

focused expectations (as in Singapore).

For asset owners, this means navigating a varied regulatory landscape,
strengthening disclosures where required, and demonstrating credible
transition plans and measurable progress where regulatory expectations
are more forward looking.

Singapore

The UK and Singapore have a history of collaborating on sustainable finance, such
as through the UK-Singapore Financial Dialogue.' In recent regulation, they have
both prioritised credible, decision-useful transition plans as the backbone of
sustainable finance. Both also referenced the need for globally comparable
transition plans rather than prescriptive green taxonomies.

In October 2023, the Monetary Authority of Singapore (MAS) opened a set of
Transition Planning Guidelines for consultation, confirmed in March 2026.2®

Also in 2023, Singapore moved from concept to practice through the Singapore
Asia Taxonomy (SAT), providing practical guidance on how banks, investors and
borrowers can label and finance green and transition activities.*

The taxonomy places a strong emphasis on entity-level transition plans, and not
just asset-level metrics.

For asset owners, this means assessing the credibility of companies’ transition
pathways, not just their end targets. Investors will also have to demonstrate
how their capital allocations support measurable improvement over time.

Japan

IIn March 2023, Japan’s Financial Services Agency (FSA) published the first stage
of mandatory sustainability disclosure rules. These require all listed companies
in Japan to disclose sustainability-related information using the TCFD pillars of
strategy, metrics and targets, governance and risk management.®®

Then, in March 2025, the Sustainability Standards Board of Japan issued
national sustainability disclosure standards aligned with ISSB S1(general
requirements for disclosure of sustainability-related financial information) and
S2 (climate-related disclosures).’

This regulatory clarity supports a broader shift among large Japanese asset
owners, who are moving away from passive ESG index exposure, and
towards active strategies, including in private markets, that can evidence
real-world transition outcomes.
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Hong Kong

In December 2024, the Hong Kong Institute of Chartered Public Accountants
(HKICPA), the sustainability reporting standard setter in Hong Kong, issued
sustainability and climate-related disclosure standards on a full alignment basis
with IFRS S1and S2.8°

All main issuers have been required to disclose against the new climate
requirements on a “comply or explain” basis since January 1, 2025, with
staggered adoption for other organisations.®

The IFRS S2 aligned climate disclosures include the mandatory disclosure of
transition plans, and the use of scenario analysis.

For asset owners, this enhances the ability to assess the credibility of
issuers’ transition strategies and supports more active stewardship and
capital reallocation decisions. It also reduces investors’ reliance on proxy
indicators or backward-looking ESG scores.

Australia

In September 2024, the Australian Accounting Standards Board (AASB) issued
its two inaugural sustainability reporting standards, the voluntary AASB S1 (for
sustainability-related financial information) and the mandatory AASB S2 (for
climate-related disclosures). Both are aligned to ISSB standards." The latter
will be implemented in phases and has been mandatory for the largest listed
entities since January 1, 2025.”?

Asset owners and superannuation (“super”) funds must now provide
clearer evidence on their climate risk exposure, transition planning,
governance and strategy.

A challenge for super funds is that the Your Future, Your Super (YFYS)
performance test introduced in 2001 has impacted funds’ investment
decisions, in some cases making it harder for the funds to take large
active bets.”® This can create tension between regulatory expectations
on sustainability and performance.

What this means for APAC asset owners

Climate-related regulation across APAC is advancing quickly, but not uniformly.
Yet the direction of travel is increasingly consistent, moving towards credible
transition plans, better disclosure, and alignment with global standards.

In this context, investors need practical tools to assess the credibility of
transition plans. They also need investment strategies that balance benchmark
sensitivity, liquidity needs, and long-term transition and customer outcomes.

The good news is that this is possible.
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Taking the leap: incorporating
climate in core allocations

The key step to balance returns and climate objectives is for investors to apply
a climate lens to their whole core investment-grade portfolio. They can then
take a sophisticated approach to maintain diversification and avoid structural
sector biases.

This involves recognising that, in every sector of the economy, some companies
are better equipped for the net-zero transition and more resilient to the effects
of climate change than others. By applying this “readiness” filter across sectors,
investors can access opportunities across the full fixed-income universe.

Within this pool, strong fundamental credit research will help find companies
that can also deliver strong returns. Adding active management and a robust
portfolio construction approach can then help a portfolio to compete on
returns, even compared to a non-screened index.

Maintaining a broad opportunity set

Establishing a broad and diversified investment universe is key to creating a
robust allocation.

First, to maintain the integrity of the allocation from a climate perspective,
investors should design a transition roadmap for their portfolio, with set targets
and deadlines within a clearly defined investment framework. This can also help
them decide which companies to engage with, and how to support them in their
net-zero transition.

Then, focusing on companies’ business models, identifying those that are
decarbonising their whole operations means investment doesn’t have to be
limited to labelled bonds (like green, sustainable, and sustainability-linked bonds).
This allows asset owners to choose from a much broader opportunity set.

For example, in our proprietary climate-risk model, we assess top-down physical
and transition risks across 159 industry sectors. Within each sector, we then
assess individual issuers on their emission disclosures and carbon reduction
targets; their climate strategy and governance; their climate risk measurement
and scenario analysis; and their capital expenditures. This enables alignment with
ISSB and similar standards and provides a broad, diversified investment universe.

Rather than tilting a portfolio toward issuers with high ESG scores given by a rating
agency, this approach builds the investment universe from the bottom up based
on companies’ credibility on climate resilience. Not only can this support a
portfolio’s long-term risk and return profile, it is also a more robust way to meet
regulatory climate requirements.



AVIVA

INVESTORS

Climate credit as a source of alpha

Identifying key sources of
investment performance

The next step is to strengthen the portfolio’s long-term risk and return profile and
capture sources of return, for which investors have several tools at their disposal.

One is to take a top-down approach to optimise the portfolio’s active duration
and credit beta (i.e. capturing market returns). But to avoid over-reliance on the
direction of credit spreads, we believe a robust portfolio construction process
- particularly around sectors and curves - can enhance not only efficiency but
also resilience.

While efficiency seeks to maximise returns through an optimal risk allocation
across the credit universe, it typically assumes normal market conditions and can
leave portfolios exposed in risk-off environments.

Resilience, by contrast, looks beyond historical volatility, to consider factors
such as mean-reversion potential (i.e. the potential of an asset’s price to move
back to its long-term average after a sharp rise or drop) and the likelihood of
capital gains or losses under stress scenarios. This provides deeper insight and
supports the construction of portfolios that can better withstand shocks and
recover more effectively.

It is also important to offset some of the natural sector underweights (like
energy) created by taking a climate lens, for example by using correlation and
optimisation to reduce the risk of underperforming in an energy rally.

The second tool is bottom-up issuer selection, to capture alpha (i.e. returns above
those of the benchmark). In today’s environment of compressed spreads and
increasingly asymmetric risk profiles, investors need a disciplined, high-conviction
approach to issuer and security selection, underpinned by robust, value-driven
and forward-looking fundamental research.

It can be tempting to add significant amounts of high-yield bonds to achieve alpha,
but as these also carry higher risk, investors should set a reasonable limit, and
focus on carefully selected rising stars and catalyst-driven issuers (i.e. issuers
whose bond price is expected to be significantly changed by a specific event or
announcement). More broadly, investors can improve outcomes by switching their
allocations between opportunities with comparable efficiency and resilience
profiles, rather than continuously increasing overall risk.

Beyond that, allocations with a climate filter can be positioned to exploit market
inefficiencies created by the net-zero transition.

Markets often struggle to price long-term, non-linear risks like climate change.
By identifying transition leaders early across economic sectors, asset owners can
allocate to bonds that look undervalued and issuers that are better positioned
in the net-zero context. These can outperform over the long term, once markets
become better able to price the transition.

Thorough fundamental research among the green issuers that provide mitigation
and adaptation solutions to climate change can similarly identify bonds that offer
a complexity premium, and names that are more insulated from cyclical trends.
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Embedding downside protection

Downside protection is a critical element of thoughtful portfolio construction.
This can include the way investors spread their risk exposure between bonds
with shorter and longer maturities, and the deployment of selective hedges to
shield a portfolio against adverse market conditions.

But being aware of specific risks and deciding what bonds to avoid can also
boost outperformance. For instance, companies that ignore the low-carbon
transition may face sudden regulatory fines, carbon taxes, or obsolescence. That
will also increase the risk they become “fallen angels” (dropping from investment
grade to high yield). Avoiding them can mitigate the risk of capital losses.

Taking a tactical approach to labelled bonds can also protect returns. Some
labelled bonds include a “greenium” - a premium that investors pay for the
label. By focusing on issuers’ whole business model, investors can choose to
buy either standard or labelled bonds of those companies that align with their
climate ambition, depending on how expensive the greenium is. This ensures
they don’t sacrifice yield for the sake of a label.

Supplemented by engagement

As well as deliberate investment practices, active engagement can help a portfolio
shift to net zero by influencing issuers’ transition plans, capital allocation and
emissions trajectories, improving real world outcomes.

For example, credit investors can ask issuers to set near-term and net-zero
science-based targets, and to use industry ratings such as CDP (formerly the
Carbon Disclosure Project). Where barriers exist, investors can explore credible
alternatives to drive companies’ net-zero progress. That can in turn improve the
risk-return profile of their portfolio.

It is worth noting that bondholders can express their views at each bond
issuance - often multiple times a year. They also have a unique opportunity to
engage with issuers where the influence of equity investors is limited, including
private companies and state-owned or state-controlled utilities. Many of those
are among the largest global carbon emitters and rely heavily on debt to fund
their capital expenditures. By engaging with them, investors have a chance to
drive significant real-world change.
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Conclusion

As climate regulation evolves across APAC and globally, companies and
investors must increasingly demonstrate that they are aligned to net-zero
pathways. Jurisdictions, firms and asset owners alike are starting from
different points, which can create challenges. It is important to carefully
assess investment strategies, to build portfolios that can deliver returns,
resilience and climate alignment over the long term.

As more regulators adopt international standards - albeit with local adaptations
- and firms increasingly comply with transition requirements, we believe it’s time
for core fixed-income allocations to incorporate a climate approach. In this way,
investors can continue supporting the transition and reflecting the reality of the
economies they work in. This is the best mitigation against sectoral biases and
underperformance, supporting good long-term outcomes.
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Key risks

Investment risk

The value of an investment and any income from it can go down as well as up.
Investors may not get back the original amount invested.

Credit and interest rate risk

Bond values are affected by changes in interest rates and the bond issuer’s
creditworthiness. Bonds that offer the potential for a higher income typically have
a greater risk of default.
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Important Information
THIS IS A MARKETING COMMUNICATION

Except where stated as otherwise, the source of all information is
Aviva Investors Global Services Limited (AIGSL). Unless stated
otherwise any views and opinions are those of Aviva Investors.
They should not be viewed as indicating any guarantee of return
from an investment managed by Aviva Investors nor as advice of
any nature. Information contained herein has been obtained from
sources believed to be reliable but, has not been independently
verified by Aviva Investors and is not guaranteed to be accurate.
Past performance is not a guide to the future. The value of an
investment and any income from it may go down as well as up
and the investor may not get back the original amount invested.
Nothing in this material, including any references to specific
securities, assets classes and financial markets is intended to or
should be construed as advice or recommendations of any nature.
Some data shown are hypothetical or projected and may not
come to pass as stated due to changes in market conditions and
are not guarantees of future outcomes. This material is not a
recommendation to sell or purchase any investment.

The information contained herein is for general guidance only. It is
the responsibility of any person or persons in possession of this
information to inform themselves of, and to observe, all applicable
laws and regulations of any relevant jurisdiction. The information
contained herein does not constitute an offer or solicitation to any
person in any jurisdiction in which such offer or solicitation is not
authorised or to any person to whom it would be unlawful to make
such offer or solicitation.

In Singapore, this material is being circulated by way of an
arrangement with Aviva Investors Asia Pte. Limited (AIAPL) for
distribution to institutional investors only. Please note that ATAPL
does not provide any independent research or analysis in the
substance or preparation of this material. Recipients of this
material are to contact AIAPL in respect of any matters arising
from, or in connection with, this material. AIAPL, a company
incorporated under the laws of Singapore with registration
number 200813519W, holds a valid Capital Markets Services
Licence to carry out fund management activities issued under
the Securities and Futures Act 2001 and is an Exempt Financial
Adviser for the purposes of the Financial Advisers Act 2001.
Registered Office: 138 Market Street, #05-01 CapitaGreen,
Singapore 048946. This advertisement or publication has

not been reviewed by the Monetary Authority of Singapore.

NOTE for AUSTRALIA: AIGSL is exempt from the requirement to
hold an Australian financial services licence under the Corporations
Act in respect of the financial services; and it is regulated by the FCA
under UK laws, which differ from Australian laws.

Hong Kong: This strategy has not been registered by the
Registrar of Companies in Hong Kong. The strategy has not been
authorised by the Securities and Futures Commission pursuant to
the Securities and Futures Ordinance of Hong Kong. Accordingly,
the strategy may only be offered or sold in Hong Kong to persons
who are “professional investors” as defined in the Ordinance
and any rules made under the Ordinance or in circumstances
which are permitted under the Companies (Winding Up and
Miscellaneous Provisions) Ordinance of Hong Kong and the
Ordinance. In addition, this document may not be issued or
possessed for the purposes of issue, whether in Hong Kong

or elsewhere, and the strategy may not be disposed of to any
person unless such person is outside Hong Kong, such person
is a “professional investor” as defined in the Ordinance and any
rules made under the Ordinance or as otherwise may be
permitted by the Ordinance.
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Japan: The strategies mentioned have not been and will not be
registered pursuant to Article 4, Paragraph 1 of the Financial
Instruments and Exchange Law of Japan (Law no. 25 of 1948, as
amended) and, accordingly, none of the strategies nor any interest
therein may be offered or sold, directly or indirectly, in Japan or
to, or for the benefit, of any Japanese person or to others for
re-offering or resale, directly or indirectly, in Japan or to any
Japanese person except under circumstances which will result in
compliance with all applicable laws, regulations and guidelines
promulgated by the relevant Japanese governmental and
regulatory authorities and in effect at the relevant time. For this
purpose, a “Japanese person” means any person resident in
Japan, including any corporation or other entity organised under
the laws of Japan.

Malaysia: NO ACTION HAS BEEN, OR WILL BE, TAKEN TO COMPLY
WITH MALAYSIAN LAWS FOR MAKING AVAILABLE, OFFERING
FOR SUBSCRIPTION OR PURCHASE, OR ISSUING ANY INVITATION
TO SUBSCRIBE FOR OR PURCHASE OR SALE OF THE STRATEGY
IN MALAYSIA OR TO PERSONS IN MALAYSIA AS THE STRATEGY
ARE NOT INTENDED BY THE ISSUER TO BE MADE AVAILABLE,
OR MADE THE SUBJECT OF ANY OFFER OR INVITATION TO
SUBSCRIBE OR PURCHASE, IN MALAYSIA. NEITHER THIS
DOCUMENT NOR ANY DOCUMENT OR OTHER MATERIAL IN
CONNECTION WITH THE STRATEGY SHOULD BE DISTRIBUTED,
CAUSED TO BE DISTRIBUTED OR CIRCULATED IN MALAYSIA. NO
PERSON SHOULD MAKE AVAILABLE OR MAKE ANY INVITATION
OR OFFER OR INVITATION TO SELL OR PURCHASE THE STRATEGY
IN MALAYSIA UNLESS SUCH PERSON TAKES THE NECESSARY
ACTION TO COMPLY WITH MALAYSIAN LAWS.

South Korea - Qualified Professional Investors only - Neither the
strategy nor Aviva Investors is making any representation with
respect to the eligibility of any recipients of this document to
acquire the strategy therein under the laws of Korea, including
but without limitation the Foreign Exchange Transaction Act and
Regulations thereunder. The strategy may only be offered to
Qualified Professional Investors, as such term is defined under the
Financial Investment Services and Capital Markets Act, and none
of the strategy may be offered, sold or delivered, or offered or
sold to any person for re-offering or resale, directly or indirectly,
in Korea or to any resident of Korea except pursuant to applicable
laws and regulations of Korea.

IMPORTANT NOTICE TAIWAN: No person or entity in Taiwan has
been authorised to offer, sell, give advice regarding or otherwise
intermediate the offering and sale of shares in Taiwan.

Thailand: The strategy has not been approved by the Securities
and Exchange Commission which takes no responsibility for

its contents. Nothing in this document nor any action of Aviva
Investors constitutes or shall be construed as an offer for sale

of any securities, or a solicitation, by Aviva Investors to make

an offer for sale of any securities to the public in Thailand. This
document is intended to be read by the addressee only and must
not be passed to, issued to, or shown to the public generally.

Remarks: This investment contains risks. An investor should study
all information prior to making a decision to invest.

The name “Aviva Investors” as used in this material refers to the
global organisation of affiliated asset management businesses
operating under the Aviva Investors name. Each Aviva investors’
affiliate is a subsidiary of Aviva plc, a publicly- traded multi-national
financial services company headquartered in the United Kingdom.
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