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Until recently the question of sustainable or ESG investing was not on the agenda of the vast

majority of asset managers in Asia. One might have been told "ESG is not relevant to our

strategy", "we meet ESG requirements by screening out industries such as arms, tobacco,

gambling and alcohol" or that "we focus on nancial returns and this is a topic best left for

governments and NGOs". Some of these sentiments certainly persist today. However, an ever

increasing number of Asian assets managers now acknowledge ESG as an important non-

nancial metric that needs to be analysed and accounted for as part of the investment process,

particularly as ESG behaviour can be shown to play into nancial outcomes. Furthermore, there

are a growing number of Asian asset managers which have constructed strategies focusing on

sustainability or "impact" as a core part of their investment objective. Appetite for these types

of strategies appears to be on the rise.  However, to be able to convert this appetite into actual

investments, managers will need to demonstrate commitment and expertise not only in

identifying pro t making investments, but also in achieving positive social and/or environmental

outcomes and clearly communicating how such objectives are met.  

The term "ESG" was rst coined in 2005 in a report entitled "Who Cares Wins"[1]. Over the past

couple of decades we have witnessed the introduction of a dramatic number of laws, policies,

targets and initiatives across the globe which are imprinting environmental and social
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considerations into the rules that govern our nancial systems. This movement towards

achieving a more sustainable and conscious economy has intensi ed since the completion of

the Paris Agreement on Climate Change (185 countries have now rati ed the Paris Agreement).

2015 may be seen as an in ection point for ESG being adopted into the private markets as this

was the year that governments converged to agree on a global framework for nancing

sustainable development, namely the launch of the UN's Sustainable Development Goals

(SDGs).  Of central importance to the success of the SDGs is the mapping out of the intrinsic

relationship that exists between strong nancial systems and long-term sustainable

development. The SDGs have provided a common language when it comes to sustainability

discussions. However, industry is still in need of greater harmonisation on taxonomies and

reporting standards if sustainable nancing and investing is to go mainstream.

Today the vast majority of the largest global asset managers have made some form of

commitment to "sustainability".  In a research study conducted by Robert G. Eccles and

Svetlana Klimenko[2], the duo interviewed 70 senior executives at 43 global institutional

investing rms, including the world’s three biggest asset managers (BlackRock, Vanguard, and

State Street), giant asset owners such as the California Public Employees’ Retirement System

(CalPERS), the California State Teachers’ Retirement System (CalSTRS), and the government

pension funds of Japan, Sweden, and the Netherlands. They reported that ESG was almost

universally "top of mind for these executives".

Environmental and social issues can impact companies in a number of ways. Earnings of a

company may not be sustainable because they are linked to social abuses, poor governance or

environmental infringements. Long term business outlook can be poor because the business

model is not capable of adapting to environmental and social changes or related legal and

regulatory developments.  Companies might become embroiled in expensive lawsuits, be

subjected to nes and/or su er signi cant brand damage. This can also impact the company's

ability to attract and retain talent which may have further salient nancial repercussions.

Ultimately, a company which fails to address the demands of the social or climatic environment

in which it operates may be prone to losing market share or indeed collapsing altogether.

When it comes to ESG investing there are various approaches with di ering intended outcomes. 

The integration of ESG may be primarily aimed at risk management, it may be part of the

process for identi cation of "best in class" businesses, it might also be about "impact". 

Sustainable investing can be focused on harnessing the opportunities created as companies

innovate to address particular environmental or social challenges faced in the world. An obvious

example is in the energy space where we are highly reliant on innovations to meet the increasing

global energy demands whilst at the same time reducing carbon emissions.

The "negative screening approach" to ESG investing is clear and easy to interpret but it is limited

from an ESG outcome perspective as this approach doesn’t directly address the fact that most
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companies face social and environmental risks and may also have some sort of social and/or

environmental impact. A "positive screening" approach involves a more detailed due diligence

exercise, selecting companies with especially strong ESG performance. At the bedrock of this

form of ESG investing is the recognition that high levels of good ESG practices is a strong

indicator of a sustainable business. It is of course accepted that poor governance in a company

is a sure way to destroy shareholder value over the long term, however, environmental and

social practices can be just as fundamental.

Impact investing has the aim of directing capital so as to achieve a measurable social and/or

environmental impact while at the time generating nancial returns, thereby combing business

with purpose. Impact investing generally requires "patient capital" on the basis that impact

generally takes time. The idea that investing for pro t and doing good can co-exist is taking

some getting used to, but as impact funds have started to deliver returns the story is becoming

more compelling. At the heart of impact investing is the concept that investors have the power

to encourage better behaviours and drive outcomes by actively engaging with investee

companies and utilising their voting power to drive such behaviours.

The momentum we are seeing at the individual level is an important part of the sustainability

story and the opportunity to achieve "impact". The age of social media has enabled the

"sustainability message" to spread far and wide but also quickly (it is worth noting that the

nancial impact of a business "getting it wrong" can be compounded as a result). This

momentum is contributing to a change in consumer demands but it is also re ected in greater

stakeholder activity. We are in a new age of shareholder activism where shareholders are

exerting pressure on companies to step up and address speci c issues. This has particularly been

the case in the oil industry as shareholders have applied pressure on companies such as Shell to

decarbonise and transition towards renewables. 

A 2017 report by the United Nations Environment Programme[3] identi ed 3 reinforcing trends

contributing to growth in the green nance space: (i) increasingly systemic national action, (ii)

greater international cooperation, and (iii) increased market leadership at the individual and

collective level. Looking at how this might apply in Asia, certainly we have started to see greater

national and corporate action over the last 5 years. There has been wider adoption of

stewardship codes, including nine codes between 2014 to 2018 in each of Australia, Hong Kong,

India, Japan, South Korea, Malaysia, Taiwan, Thailand and Singapore. Hong Kong and Singapore

have both advocated themselves as green nance centres and have put in place initiatives to

drive this development. This year the Hong Kong Monetary Authority unveiled a set of measures

to support and promote Hong Kong’s green nance market, including the launch of its rst

green bond under its HK$100 billion green bond program. Also this year the Hong Kong Stock

Exchange released a consultation paper on improved governance and disclosure of ESG

activities and metrics and the Hong Kong Securities and Futures Commission published

guidance against "green washing".  When it comes to progress in Asia, China stands out in its

e orts to fund a "greener future" albeit that, as the largest carbon emitter in the world, there
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remains much to be achieved. China has risen to being of the largest green bond markets and it

has introduced swathes of new environmental regulations and policies in recent years. A notable

development in Japan occurred in 2014 when the Japanese Government Pension Investment

Fund, one of the world's largest investors and asset owners, publicized that it would comply with

Japan's national stewardship code and in 2015 it signed up to the UN's responsible investment

rules.  Movements at the individual level such as the Extinction Rebellion and the #MeToo

movement have also in ltrated parts of Asia.

Despite these developments, as it stands, green nance still represents a relatively small portion

of traditional nance markets and this is particularly the case in Asia. An IFC paper that came

out earlier this year[4] reported that the estimated investor appetite for impact investing is as

high as $26 trillion, $21 trillion in publicly traded stocks and bonds, and $5 trillion in private

markets. Indeed this ow of capital will be critical, as it has been reported that investment in the

range of US$5 trillion to US$7 trillion will be required each year to deliver the SDGs by 2030[5].

For Asia to start playing a more signi cant role in this development we will need to see a greater

number of initiatives and regulations from governments to assist to drive nancial systems in

this direction. We'll also need better quality data from companies in the region and regulators

will have an important role in setting the standards for companies to adhere to.  Investors will

need to go beyond the "low hanging fruit"  and deploy their capital in a manner which drives

better behaviours rather than a simple ESG "tick box" exercise. Increasing evidence that ESG can

be good for returns will also help drive investment in this area. The recent white paper by the

Morgan Stanley Institute for Sustainable Investing reported that sustainable funds provided

returns at least in line with comparable traditional funds but while reducing downside risks. Even

more compelling was the nding that statistical data showed that during periods of volatility,

sustainable funds were more stable. Findings such as these will contribute to greater investor

con dence when it comes to sustainable investing and we expect this to remain a hot topic for

Asian asset managers during 2020.

 

[1] "Who Cares Wins - Connecting Financial Markets to a Changing World". This report came out

of a joint initiative of 20 nancial institutions and was overseen by the UN Global Compact.

[2] The Investor Revolution by Robert G. Eccles and Svetlana Klimenko, Harvard Business Review

May-June 2019 issue

[3] UN Environment Inquiry (2017). Green Finance Progress Report. http://unepinquiry.org/wp-

content/uploads/2017/07/Green_Finance_Progress_Report_2017.pdf

[4] Creating Impact, the Promise of Impact Investing, IFC report

[5] UNCTAD (2014). World Investment Report (2014).

http://unctad.org/en/publicationslibrary/wir2014_en.pdf
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About Ogier

Ogier is a professional services rm with the knowledge and expertise to handle the most

demanding and complex transactions and provide expert, e cient and cost-e ective services

to all our clients. We regularly win awards for the quality of our client service, our work and our

people.

Disclaimer

This client brie ng has been prepared for clients and professional associates of Ogier. The

information and expressions of opinion which it contains are not intended to be a

comprehensive study or to provide legal advice and should not be treated as a substitute for

speci c advice concerning individual situations.

Regulatory information can be found under Legal Notice
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