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This is a marketing communication. Please refer to the prospectus of 

the Fund and to the Key Information Document before making any final 

investment decisions. For fund distributors and professional investors only.

When applying environ-

mental, social and 

governance (ESG) factors 

to emerging markets, we 

favour a flexible approach 

that balances impact with 

opportunity.

We believe sustainability is a crucial 

factor for investing in emerging 

markets. Many countries are deve-

loping rapidly, but slow-moving key 

performance indicators (KPIs) and 

poor data coverage can fail to capture 

inflection points.

We initially adopted a cautious approach  

to the sustainability classification of our 

emerging markets funds. Regulatory 

expectations under Europe’s Sustain- 

ability Finance Disclosure Regulation 

(SFDR) for sovereign funds were unclear  

– we therefore opted to position the 

funds as Article 6 (having no formal 

sustainability scope).

With the improvement in data and 

evolution of market standards since 

then, we have begun a process 

to align our flagship emerging 

markets funds with Article 8 

reporting requirements (funds that 

promote environmental and social 

characteristics). We started by 

reclassifying our Emerging Markets 

Sovereign Bond strategy as Article 

8 effective September 2025. This 

Key takeaways

•	 We believe ESG analysis 

is critical for emerging 

markets, but there are data 

challenges in applying rigid 

frameworks.

•	 We favour a flexible 

approach involving 

quantitative and qualitative 

inputs, especially for 

countries starting from a 

lower ESG base.

•	 To reflect our aim to 

support positive change 

in emerging markets 

while maintaining robust 

ESG standards, we aim to 

reclassify all three of our 

flagship emerging market 

debt funds from Article 6 

to Article 8 by March 2026.
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combines with evident client interest 

in Article 8 fund classification.

Why Article 8 is an 
important fund category

Data on recent fund launches 

shows that sustainable fund 

categories remain front of mind for 

many investors despite increased 

noise around the term ESG. When 

including funds labelled Article 9, 

the data shows significant launch 

activity. (Article 9 funds, known 

as “dark green”, have sustainable 

investment as their objective, while 

Article 8 funds are “light green” and 

promote environmental or social 

characteristics.)

For example, in the first quarter of 

2025, Article 8 and Article 9 funds 

together accounted for 58% of funds 

launched in the EU, with Article 8 

funds accounting for 139 of these 

and Article 9 funds accounting for 10 

(see Exhibit 1). A sign of the success 

of this category is that Article 8 funds 

now account for 55% of assets under 

management in funds available for 

sale in the EU (see Exhibit 2).

Despite what appears to be an ESG 

backlash in the US, Article 8 remains 

the go-to for European investors. 

While there are different standards 

within the full universe of Article 8 

funds, European investors appear 

to broadly support sustainability 

conviction, and an active approach  

to engagement and stewardship. 

In Europe, investors continue to 

support ESG initiatives, maintain 

high levels of engagement and 

stewardship, and, most importantly, 

Exhibit 1: Funds launched in the EU by classification

Source: Morningstar Direct as of March 2025. Based on SFDR data from prospectuses on 98% of 

funds available for sale in the EU, excluding money market funds, funds of funds, and feeder funds.

Exhibit 2: Share of assets under management by category
SFDR fund type breakdown (by asset)

Article 8
55.2%

Article 9
2.9%

Article 6
41.8%

Source: Morningstar Direct. Assets as of March 2025. Based on SFDR data collected from 

prospectuses on 98% of funds available for sale in the EU, excluding money market funds,  

funds of funds, and feeder funds.
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prioritise investment managers with 

a clear ESG focus. Some European 

institutional clients have, in fact, 

replaced traditionally managed 

funds with ESG-focused peers, 

reinforcing the region’s commitment 

to sustainable investing.

How ESG factors may 
affect fund performance

There have been criticisms that 

ESG can be a headwind to fund 

performance. However, we believe 

integrating ESG analysis is critical 

to investment conviction and can 

potentially enhance the performance 

of the fund.

For example, we believe improving 

and improved ESG scores can be 

linked to lowering sovereign bond 

spreads in emerging market countries, 

which can support fund performance. 

This has been substantiated by 

research including a recent working 

paper by the IMF (see Exhibit 3).

We have seen the integration of ESG 

factors into our investment process as 

contributing to investment alpha. It 

has allowed us to avoid deteriorating 

situations (including sovereign 

defaults) as well as identifying 

turnaround stories, including new 

governments with credible economic, 

social and governance plans. Some 

examples include avoiding the 

defaults of Belarus and Lebanon, 

among others.

Exhibit 3: Better ESG scores are linked to lower sovereign spreads, says IMF
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Source: “Do ESG Considerations Matter for Emerging Market Sovereign Spreads?“ Carmen 

Avila-Yiptong, Mahamoud Islam, Ayah El Said, Chima Simpson-Bell; International Monetary Fund 

(IMF). The chart is an authors’ illustration. The ESG index used here is an externally calculated 

measurement by the IMF. A higher ESG index indicates better ESG performance. Outliers in 

spreads have been excluded. Excludes all observations of sovereign spreads that fall outside two 

standard deviations from the mean of the sample.

Exhibit 4: Comparison of JP Morgan EMBI index with its ESG counterpart
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Source: Allianz Global Investors, Bloomberg, JP Morgan, as of June 2025. Past performance is not 

a reliable indicator of future results.
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The pitfalls of relying on 
ESG exclusions in emerging 
markets

Some believe that the application  

of ESG exclusions can enhance  

the sustainability profile of a fund. 

However, we believe exclusions can 

unduly penalise certain countries 

and investment opportunities. This 

can be particularly acute for the 

most vulnerable and least developed 

economies. We prefer a more 

nuanced approach that allows us  

to identify and support transition 

plans to a more sustainable path,  

no matter what the starting point. 

Exclusions methodologies often apply 

a relatively static list of exclusions, 

which reflect slow moving economic 

KPIs, which are unlikely to reflect 

inflection points to sustainable 

improvements. This can impact 

allocations of capital towards 

the excluded sovereigns, further 

compounding the challenges to 

implement transition.

Supporting our investment 
process with “sovereign 
scores”

We believe our commitment to 

transitioning our flagship emerging 

market debt funds to Article 8 

disclosure status is a testament to 

our proprietary sovereign scoring 

framework. The methodology under 

the framework ensures the vast 

majority of the portfolio meets a 

minimum threshold, while providing 

the opportunity for selective 

investments in below-threshold 

sovereigns, which demonstrate 

improving dynamics.

ESG is fundamental to our 
investment approach

We believe environmental 

stewardship, social responsibility and 

good governance are the building 

blocks for a resilient emerging 

markets investment portfolio. Through 

active management and stewardship, 

we can support the most vulnerable 

economies in their transition, while 

potentially generating attractive 

investment returns.

Fund Opportunities Risks

Allianz Emerging 
Markets Sovereign 
Bond

•	 Above-average yield potential of emerging-market 

bonds, capital gains opportunities on declining market 

yields

•	 Currency gains possible with share classes not hedged 

against investor currency

•	 Broad diversification across numerous securities

•	 Potential additional returns from single security analysis 

and active management

•	 Interest rates vary, bonds suffer price declines on rising 

interest rates

•	 Considerably higher risk of volatility, illiquid markets and 

capital loss than with high-grade government bonds. The 

volatility of the fund unit price may be strongly increased.

•	 Currency losses possible with share classes not hedged 

against investor currency

•	 Limited participation in the potential of individual securities

•	 No guarantee of the success of single security analysis and 

active management
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Allianz Emerging Markets Sovereign Bond is a sub-fund of Allianz Global Investors Fund, a SICAV organised under the laws of Luxembourg.

The value of Allianz Emerging Markets Sovereign Bond units/shares may be subject to elevated volatility.

The Management Company Allianz Global Investors GmbH/Luxembourg may decide to terminate the arrangements made for the marketing of its 

collective investment undertakings in accordance with applicable de-notification regulation. The Summary of Investor Rights is available in English, 

French, German, Italian and Spanish at regulatory.allianzgi.com/en/investors-rights. For a free copy of the sales prospectus, incorporation documents, 

daily fund prices, Key Information Document, latest annual and semi-annual financial reports in English, contact the issuer at the address indicated 

below or allianzgi-regulatory.eu. Please read these documents, which are solely binding, carefully before investing.

The statements contained herein may include statements of future expectations and other forward-looking statements that are based on 

management’s current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or 

events to differ materially from those expressed or implied in such statements. We assume no obligation to update any forward-looking statement.

Past performance does not predict future returns. Investing involves risk. The value of an investment and the income from it may fall as well as rise 

and investors might not get back the full amount invested. Investing in fixed income instruments may expose investors to various risks, including but 

not limited to creditworthiness, interest rate, liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may 

affect these risks, resulting in an adverse effect to the value of the investment. During periods of rising nominal interest rates, the values of fixed income 

instruments (including positions with respect to short-term fixed income instruments) are generally expected to decline. Conversely, during periods of 

declining interest rates, the values of these instruments are generally expected to rise. Liquidity risk may possibly delay or prevent account withdrawals 

or redemptions. The volatility of fund unit/share prices may be increased or even strongly increased. If the currency in which the past performance 

is displayed differs from the currency of the country in which the investor resides, then the investor should be aware that due to the exchange rate 

fluctuations the performance shown may be higher or lower if converted into the investor’s local currency. This is for information only and not to be 

construed as a solicitation or an invitation to make an offer, to conclude a contract, or to buy or sell any securities. The products or securities described 

herein may not be available for sale in all jurisdictions or to certain categories of investors. This is for distribution only as permitted by applicable law and 

in particular not available to residents and/or nationals of the USA. The investment opportunities described herein do not take into account the specific 

investment objectives, financial situation, knowledge, experience or specific needs of any particular person and are not guaranteed. The Management 

Company may decide to terminate the arrangements made for the marketing of its collective investment undertakings in accordance with applicable 

de-notification regulation. The views and opinions expressed herein, which are subject to change without notice, are those of the issuer companies at 

the time of publication. The data used is derived from various sources and assumed to be correct and reliable at the time of publication. The conditions 

of any underlying offer or contract that may have been, or will be, made or concluded, shall prevail. The duplication, publication, or transmission of the 

contents, irrespective of the form, is not permitted, except for the case of explicit permission by Allianz Global Investors GmbH. 

For investors in Europe (excluding Switzerland and the United Kingdom): This is a marketing communication issued by Allianz Global Investors GmbH,  

allianzgi.com, an investment company with limited liability, incorporated in Germany, with its registered office at Bockenheimer Landstrasse 42-44,  

60323 Frankfurt/M, registered with the local court Frankfurt/M under HRB 9340, authorised by Bundesanstalt für Finanzdienstleistungsaufsicht  

(bafin.de). Allianz Global Investors GmbH has established branches in France, Italy, Spain, Luxembourg, Sweden, Belgium and the Netherlands.  

Contact details and information on the local regulation are available here (allianzgi.com/info). The Summary of Investor Rights is available in English, 

French, German, Italian and Spanish at regulatory.allianzgi.com/en/investors-rights. 

For investors in Switzerland: This is a marketing communication issued by Allianz Global Investors (Schweiz) AG, a 100% subsidiary of Allianz Global 

Investors GmbH. The Summary of Investor Rights is available in English, French, German, Italian and Spanish at regulatory.allianzgi.com/en/

investors-rights. 

For investors in the United Kingdom (non-UK domiciled products): These Funds are authorised overseas, but not in the UK. These funds are domiciled 

in Luxemburg and are authorised by the Commission de Surveillance du Secteur Financier (CSSF). The funds are recognised in the UK under the 

Overseas Funds Regime (OFR) but are not UK authorised funds. The funds are managed by Allianz Global Investors GmbH which is domiciled in 

Germany and is authorised by Bundesanstalt für Finanzdienstleistungsaufsicht (www.bafin.de). The Financial Ombudsman Service is unlikely to be 

able to consider complaints related to the scheme, its operator or its depositary. Investors in the United Kingdom can submit a complaint about any 

of the Funds, the Management Company, or the Depositary to the Facilities Agent (Allianz Global Investors UK Limited). A copy of the Management 

Company’s complaints process leaflet is available on request from the Facilities Agent. Please see the prospectus of the Fund for information on 

applicable alternative resolution schemes applicable to UK Investors. Any claims for losses relating to the operator and the depositary of the scheme 

are unlikely to be covered under the UK’s Financial Services Compensation Scheme. Neither the Management Company nor any of the recognised 

schemes participates in a compensation scheme. The Depositary participates in compensation schemes and Investors may potentially be able to claim 

compensation if the Depositary was unable to meet its obligations to return money to the Investor. A prospective investor should consider getting 

financial advice before deciding to invest and should see the prospectus of the Fund for more information. For a free copy of the sales prospectus, 

incorporation documents, daily fund prices, Key Investor Information Document, latest annual and semi-annual financial reports, or a complete list of 

OFR Funds, contact the Facilities Agent or the issuer at the addresses indicated below or regulatory.allianzgi.com. Please read these documents, which 

are solely binding, carefully before investing. 

This is a marketing communication issued by Allianz Global Investors GmbH and approved by Allianz Global Investors UK Limited, 199 Bishopsgate, 

London, EC2M 3TY, uk.allianzgi.com. Allianz Global Investors UK Limited (FRN 959195) is authorised and regulated by the Financial Conduct Authority 

(fca.org.uk). Allianz Global Investors GmbH’s registered office is Bockenheimer Landstrasse 42-44, 60323 Frankfurt/M. The Summary of Investor Rights is 

available in English, French, German, Italian and Spanish at regulatory.allianzgi.com/en/investors-rights.The duplication, publication, or transmission of 

the contents, irrespective of the form, is not permitted; except for the case of explicit permission by Allianz Global Investors GmbH.

October 2025	 DG-SH/CA

ADM-4896124
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