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The story for investors

Investment conclusions

The importance of ESG metrics (Environmental, Social &
Governance) in investment decisions has increased enormously in
the last 2 years propelled by the pandemic and by the post -Paris 15
acceleration of state and corporate climate policies. Although the
basic idea is old, having
first appeared in 2004-5, its current
transformation to a quantifiable measurement as to how well
companies treat the environment, their workers and their
stakeholders has an inherent attraction to societally conscious
individual and institutional investors. The result was predictable with
over 600 different companies now offering rankings. Inevitably this
led to contradictions and confusion over so many indices. Globally
there is now a move to standardization of ESG methodologies to
enable ESG comparisons between companies on the same basis.

For investors in Asian equities the use of ESG metrics is more
challenging than in G20 markets and especially in China. The
extent of the adoption of ESG as an integral part of corporate
information in Asia is still lagging behind G20 standards and
the quality and reliability of the indices in use has been
questioned. Coupled with the pressure on companies
everywhere to adopt “net zero carbon” or some such targets,
then the “E” in the ESG acquired disproportionate
importance. Add to that the use of mostly dubious carbon
offsets to achieve climate targets, and then the reliability of
ESG metrics becomes even more questionable.
Notwithstanding these issues, we offer here a basic guide on
ESG investing in Asia.

ESG basics and the role of carbon policies

Not all ESGs are created equal

First. The ESG metric, alphanumeric or simply numeric, is
based on “points” given by the ranker on a number of areas
mostly on Environmental policies and targets of emissions,
Labor practices, Human rights, Consumer issues, Fair
operating practices, Community involvement and Organization
governance. Second, comparisons of companies on the basis
of their ESG metric must be made on sectoral basis, that is
comparing same with same. Similar difficulties arise here as
different rankers may give different rankings to the same
company (!) or inconsistent levels. Hence the urgent need for
global standardization. Most Asian stock exchanges have now
their own guidelines on issues of ESG. Third, one of the trickier
part of the metric to evaluate is that of the emissions of
2
CO .The pressure to show that “net zero carbon” or “carbon
neutral” targets are being met is achieved for most companies
through the purchase of offsets, that is effectively paying
someone to cancel out their own emissions by the third party
emitting less. This process can get quite complex as it can
involves double counting or processes which leave the sum
total of emissions unchanged, or worse, increased. There is
now a global effort to standardize the issuance and trade of
offsets, or carbon credits, and the market for these will be
huge and possibly lucrative. We shall be returning to this topic
too. Fourth, and this is quite important, there is mounting
evidence that firms with consistently higher ESG than those of
their peers in the same sector, can outperform them. This
alone is an important factor to keep in mind when investing.
with ESG criteria.

Hopefully we have made it clear that ESG is another way of
evaluating risk of equities in terms of the environment, poor
management etc. There is no reason whatsoever that a high
ESG score will shield a company from cyclical and market
risks, but it will add, if the score reflects reality, a cushion on
adverse developments on its share price. Hence the
importance of relative comparisons.
Fig 1: China: ESG sectoral ratings, (Source: EqualOcean, April 2020)
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A critical analysis of ESG developments in Asia
The data in Figs 1 and 2 show the degree by which some Asian
equities, and China in particular (Fig. 1), will need to catch up
with developments in G20 markets. In all fairness though, Fig.
2 shows that a number of Asian markets score better than that
of the US, as does China! Nonetheless evidence in 2020 had
pointed to only 25.0% of A shares in China having ESG data.
However, it now appears that since then there has been
improvement in the quantity and quality of Asian ESG data.
There are several ESG stock indices issued by several rankers
which include subindices covering Asia. We show in the
Factbox and in Fig.3 those of Hang Seng, MSCI and DoJ Jones.
The importance of ESG data in the future of investment
decisions can not be underestimated especially with the postGlasgow COP26 pact on the acceleration in the reduction of
CO2 emissions where China and India will play major roles.
FactBox: Companies in ESG indices, ranked by market cap.
HSI ESG (HK and China)

MSCI ESG Leaders Asia

CATL

Taiwan Semiconductor

HSBC Holdings

Tencent Holdings

AIA

Alibaba

Ping Ang

Sony Corp

HKEX

Meituan B

BYD

Reliance

China Mobile

Recruit Holdings

Ganfenglithium

Infosys

Sungrow Power Supply

HKEX

China Vanke

Tokyo Electron

The data shown in the Factbox have to be interpreted very
carefully. Column one contains shares in Hang Seng’s
HSMHSUS Corporate sustainability Index which contains 50
Hong Kong and China companies quoted in Hong Kong but
all chosen for their high ESG rankings. The top ten purely in
term of their capitalization weight in the index are shown.
The same goes for the ten shares shown in column two
which are the ten biggest companies in MSCI’s Asia ESG
Leaders Index ( (GSIN).All these shares are NOT ranked
here according to their ESG ranks, but according to their
size. Hence this list is NOT a buy/sell recommendation but
simply a sample of the type of companies whose high ESG
ranking merited, according to Hang Seng and MSCI, to be
included in an index containing similar type of companies.
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Fig 2: Comparative ESG scores, various countries, 2020

Source: EqualOcean, April 2020

Investment conclusions
Fig.3 ESG Asian indices and S&P 500, S&P500 (red), MSCI (blue), Hang
Seng (Yel),DJ (green), 2015=100

Source Bloomberg

The data in Fig. 3 are specifically there to emphasize that the use
of ESG in investing in equities will always be relative and will
need to take into account macro all the usual equity metrics as
well as the macro circumstances. Clearly S&P 500 consistently
outperforms all the ESG indices. This does not prove that ESG
does not matter, as several of the S&P 500 components are
included in the ESG indices. What matters here will be the
relative performance of component shares to the index and to
peers in the same sector.
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