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ESG - Invest for the Future?

In recent years, more and more responsible companies
have included ESG elements in their corporate policies while
investors have expected higher potential returns from
companies with outstanding ESG scores. As sustainable
investing is becoming the “new normal” in the financial
industry, as early as November 2018, the MPFA issued a
circular to encourage MPF trustees to consider integrating
ESG factors into their decision-making process and
disclosing their approach to MPF scheme members. In late
2021, the MPFA issued the “Principle for Adopting
Sustainable Investing in the investment and Risk
Management Process of MPF Funds” which laid down a
high-level framework to help MPF trustees integrate ESG
factors into the investment and risk management processes
of MPF funds from financial risk management prospective
and to make relevant disclosures to MPF scheme members

Having developed and evolved for about 20 years, the
importance of ESG investing gets higher and higher. In this
issue we would talk about the past, present and future of
ESG investing.

Past: From Investment Concept to New Normal

According to Wikipedia, the term ESG first appeared in the
"Who Cares Wins" research report released by the United
Nations in 2004, which mainly explained how to classify
sustainable  investment from  three  perspectives:
Environment, Social and Governance. Since then, ESG
investing has rapidly evolved from a concept to a new
normal in just about 20 years.

At first, ESG investing was dominated by institutional
investors. Most of their ESG investment strategies focused
on risk management. Investment managers avoided
investing in certain companies that polluted the
environment, for example, so that they would not be affected
in case when these companies faced huge fines by the
government. They also avoided investing in companies with
poor corporate governance. And overlooking the ESG
performance may lead dropping corporate’s stock prices.
For example, oil spill by energy companies and client’s data
beach by social media platforms may have a negative
impact on corporate image.

Individual investors were attracted to ESG investing as
historical data showed that investment performances with
ESG elements could actually improve. Since then, ESG
investing has become popular.

Graph 1: Investments with ESG Elements Perform Well in the Long Run
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Present: More Standards and Regulations

Global climate change could be one of the challenges of
sustainability. According to the Climate Change Report
released by United Nations, the globe could be suffered by
catastrophic impact unless the greenhouse gas emissions
reach the peak before 2025 and it is reduced by 43% by
2030. In recent years, various countries have actively firmed
up their policies to reduce the omissions of carbon dioxide.
As the result, ESG investments have recorded significant
inflows of funding. According to Bloomberg’s information, the
market anticipates that USD53 trillion will be invested in
ESG related assets by 2024.

What people criticize most about ESG investing is the lack
of standardized investment strategies and even
standardized definitions of ESG. Some companies are
accused of using ESG as an appeal to attract funding, i.e.
green washing. Governments also step up to regulate ESG
investing. They require investment companies to strengthen
ESG disclosure and increase the transparency of related
products.

Future: Low-carbon Investing as Breakthrough

We believe that the future development of ESG investment
will go further. At present, investment companies generally
incorporate  ESG  factors into  their  investment
considerations. The trend for investment strategy would be
more active. In addition to incorporating ESG considerations
into the process of screening stocks, ESG investment
managers could push for changes in ESG aspects by sitting
on the board or voting in AGMs. By taking the lead in
improving ESG, investment companies could strive for better
investment returns. As government continues to fulfill their
carbon reduction commitments, policies would still favor
relevant companies and investments. Compared with
different ESG scoring systems by different investment
companies, low-carbon investment mainly obtains the
carbon emission data publicly released by each company.
The data and resulting score is more objective. Benefiting
from government policies, its simple and direct
characteristics, and its impact on improving environment, we
expect low-carbon investment to stand out in the future

Disclail (applicable to the of this article):

All information contained in this article shall only be used as general reference and
general investment knowledge for sharing purpose, which may contain “forward-looking”
information, including forecasts, estimates of yields or returns and involve risks and
uncertainties. All information contained in this article is not intended to provide any forms
of guarantee or investment advice and does not constitute a solicitation of an offer or
offers and shall not be regarded as the basis of any contract, to sell or to purchase any
investment products. Information is provided based on sources believed to be reliable.
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needs of an individual investor. Sun Life is not responsible for any loss or damage
caused by reliance on any information or advice made in this document, nor is
responsible for the accuracy or completeness of any information or advice.
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About Pension Schemes Association

Pension Schemes Association (the “PSA”) was established in February 2018. As the most prominent MPF sponsor
association in the industry, the PSA assumes the bridging role among stakeholders as to ensure our MPF system can fulfil
public and industry interests, and acts as a consultative body in liaising with relevant policy makers and regulatory bodies on
matters related to the development of the MPF system in Hong Kong.

Mission & Vision

Representing the MPF Community - To act as the representative body for all MPF Scheme Sponsors and industry
stakeholders in Hong Kong.

Providing thought leadership - To act as a consultative body in liaising with relevant policy makers and regulatory bodies
on matters related to the development of the MPF system in Hong Kong.

Enhancing Trust in the system - To enhance the trust and confidence in the MPF industry by partnering with industry
stakeholders to cultivate public awareness of MPF.

Disclaimer (for PSA):

This document is intended to be for information purposes only and is not intended as promotional material in any respect. It does not constitute any solicitation and offering of
investment products. The views and opinions contained herein are those author(s), and do not represent views of Pension Schemes Association (the “PSA’). The material is not
intended to provide, and should not be relied on for, investment advice or recommendation. Information contained herein is believed to be reliable, but the PSA makes no
guarantee, representation or warranty and accepts no responsibility for the accuracy and/or completeness of the information and/or opinions contained in this document,
including any third-party information obtained from sources it believes to be reliable but which has not been independently verified. In no event will the PSA be liable for any
damages, losses or liabilities including without limitation, direct or indirect, special, incidental, consequential damages, losses or liabilities, in connection with your use of this
document or your reliance on or use or inability to use the information contained in this document. This document has not been reviewed by the Securities and Futures
Commission. Any link to other third-party websites does not constitute an endorsement by the PSA of such websites or the information, product, advertising or other materials
available on those websites and the PSA accepts no responsibility for the accuracy or availability of any information provided by linked websites.
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