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The story for investors

Investment conclusions

The climate crisis combined with the Covid pandemic has now make
Impact Investing (ImIn) a large and growing investment sector. The
absence of any standardized criteria, especially in the ESG space,
means two extremes. One is funds and investment propositions,
which are, ultimately, far from the expressed investment objectives,
an aspect of “Green Washing”. The other is genuine undertakings
whose results are difficult to quantify and compare consistently
because of the absence of agreed criteria. The persistence of these
problems simply requires solutions and not criticisms. Single target
opportunities tend to be easier to quantify while Philanthropy can
be viewed as the simplest form of ImIn and the two can work
together.

We preset this report for two reasons First to give a short
and critical version of UCAP’s thoughts on this specialist
investment space and second to suggest a hybrid version of
the activities, which can combine ImIn and Philanthropy. We
need to emphasize that the existence of a large amount of
ImIn funds does not make the task easier but harder given
the careful due diligence necessary. This is not because we
doubt the intentions of the fund managers but the absence
of standardized investment criteria makes comparisons of
performance laborious and even irrelevant. The rules and
practices of Philanthropy have received little systematic and
popular thought and we approach them here using the
elements of the Art of War of Sun Tzu.

The necessary definitions first and a big “BUT”

A hybrid approach?

Impact investment is a process of investing in activities, which
will have a measurable and quantifiable impact on a variety of
socially responsible activities, especially the environment,
while producing a return, or at the very minimum, return of
capital. Financial return is not the key objective but equally a
return on the money invested is required and expected. The
definition of Philanthropy is basically an act designed to help
others. Implicit in acts of philanthropy is the expectation that
the activity does not have financial returns to the donor, as
will be the case with ImIn. As Fig 1 shows there are now a
significant variety of different funds on ImIn covering 11
separate sectors amounting in 2020 to USD 715 bl. A key
problem is that ESG metrics and criteria are used in nearly all
these funds in the process of choosing them. For now there
are no truly objective methods in choosing between ESG
metrics and the funds, which use them. There is evidence of
inconsistencies between the ESG rankings of firms by different
rankers. Fig. 2 shows these differences in the ranking of 500
US firms by three major rankers. Note the dark orange lines,
which reflect the performance of firms with poor or low ESG
rankings and how it varies between rankers, with poor ESG
firms sometimes outperforming firms with good or average
scores. “Depending in the time period and the ranker, topranked ESG stocks either beat the market or lag behind it.
Low ranked stocks, which are generally deemed to pollute
more and treat their workers less well, can outperform topranked ESG stocks, and the market overall “ (WSJ 11/1/2021)

A possible solution to these problems could be through a
single purpose ImIn project whose performance could be
easy to measure and which a paid administrator can manage.
The returns from the ImIn project can be distributed or can
be directed to Philanthropic ends to be decided by the fund
holders, the latter benefiting from two “hits” one via the ImIn
and the other through Philanthropy.
Fig 1: Summary state of Impact Investing 2020 (Phoenix
Capital)
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The political economy of Philanthropy

Fig 2: Divergence of performance of ESG ranked US stocks

Philanthropy, like any other human activity designed to fulfill a
goal, falls automatically within the domain of Strategy and
Tactics. The latter two sound very warlike, and indeed their
origins were so, especially in the two thousand years old book
by Sun Tzu “The Art of War”. Strategy is simply the
desideratum, the aim to be achieved, while tactics are the
ways, the instruments of achieving the strategy. A frequent
error in the Strategy-Tactics combination is to confuse tactics
with strategy and to fail to judge tactics only in the context of
achieving the strategy. Consider the following simple example.
A Philanthropic strategy is aimed at eliminating hunger in an
area or country in the form of providing a minimum amount of
calories per day per person over a specific time period. Tactics
could include (a) direct shipment of food and administrative
personnel to distribute it. (b) Provide funds to people on the
FactBox: The red herring of them all- the value of human life

Choosing choices in Philanthropy

The political economy of Philanthropy has been plagued by the
notion that nothing is more precious than human life and
hence nothing is too expensive if it saves human lives.
Consider the following. (A) Death is caused by countless
causes, natural and unnatural. Trying to prevent death from
ALL causes is clearly unattainable so choices have to be made
preventing death from some causes but not others (B)
Prevention have a cost. Human life can, and is valued, however
insensitive this may sound, in terms of the discounted value of
lifetime earnings. (C) This brings into the picture the age of
the lives valued. Babies have longer earning prospects than
centenarians have Clearly all this is a nightmare of conflicting
financial and ethical issues and not a simple directive.

The choice of a philanthropic project in nearly all cases is a
subjective issue. Some philanthropist target urgent needs
such as hunger or health issues (Bill and Melinda Gates
Malaria project) others prefer educational projects (Li Kashing university funding in China) or purely cultural projects
such as funding orchestras or theaters (Swires and the HK
Philharmonic). There are no quantitative tools to use to judge
the validity of these choices but, of course, there are plenty
quantifiable techniques to choose the tactic, which will
achieve their aim. The trickiest part however is when
philanthropic institution has to choose from among various
projects whihc are applying for grants. And herein appears
the oldest red herring of them all.(See the Factbox).Why
should money be spent on art, literature, music and paintings
when there are million of people starving in the world, or go
uneducated and uncared of in terms of health. Fortunately
this seemingly intractable conundrum is basically empty of
meaning once it subsections are subjected to the same
query. Why should we be caring about vaccinations or
education when people are starving? Why should we be
feeding people while other people are actually dying from
lack of medication? Without belaboring the point, the
subjections approach can be applied to the “right and left” of
he core argument and slowly encompass issues, such as of
education which can prevent death or malnutrition and also
introduce the element of time, “right now, in one years’ time
or over a generation”. It is clear that all choices can be
reasoned over and no choice has an inherent advantage.

ground and supervise the purchase of food. (c) Provide means
of transport to move people from afflicted areas to areas
where food is available. And so on. All these three, and scores
of other, strategies can achieve the aim of providing the daily
calories needed, but it is easy to see how a situation can
develop whereby the tactics dominate, or even become, the
strategy (“Move the people”, “Give them money “) as opposed
to being subservient to the aim of providing calories. The key
concept here is that tactics is the tool of achievement and not
the achievement itself. Easy to say, hard to apply!
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Disclaimer
This material is prepared and issued by UCAP Hong Kong Asset Management Limited for information purposes only. This material may not be
distributed to the United States, Canada, Australia or to any other jurisdiction in which its distribution is unlawful.
This material is confidential and is for information to professional investors only. Professional investor is defined in the Securities and Futures
Ordinance and any rules made thereunder. If an investor is in any doubt about any of the contents of this material, the investor should obtain
independent professional advice. This material does not constitute an offer, recommendation, or solicitation to buy or sell any investment or
service or enter into any other transaction in any jurisdiction.
The views and opinions expressed in this material, which are subject to change without notice, are those of UCAP Hong Kong Asset
Management Limited at the time of publication. Some of the information contained herein including any expression of opinion or forecast has
been obtained from or is based on sources believed by us to be reliable as at the date of the publication but which it has not independently
verified. There is no guarantee that any investment strategies and processes discussed herein will be effective under all market conditions and
investors should evaluate their ability to invest for a long-term based on their individual risk profile especially during periods of downturn in
the market. UCAP Hong Kong Asset Management Limited makes no guarantees, representations, or warranties, and accepts no responsibility
or liability as to its accuracy or completeness. Expressions of opinion herein are subject to change without notice.
In addition, projections in this material reflect various assumptions of management concerning the anticipated future of the business ideas and
are subject to significant business and economic uncertainties and contingencies, many of which are beyond control of the management.
Accordingly, there will be no assurance that such projections will be realized. The actual results or investment return may vary from the
anticipated results and such variations may be material and potential investor should bear any potential risks in respect thereof. Full
description of risks associated with the product should be assessed independently including tax impact.
Members of the UCAP Hong Kong Asset Management Limited and/or their officers, directors and employees may have positions in any
investment mentioned in this material (or any related investment) and may from time to time add to or dispose of any such investment.
In the case where this material is distributed in the United Kingdom by a person who is not authorized by the United Kingdom Financial
Services Authority; it is only intended for persons who (I) have professional experience in matters related to investments or (ii) are persons
falling within Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations, etc") of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (as amended) or to whom it may otherwise lawfully be communicated by such an unauthorized person
(all such persons together being "relevant persons"). This communication must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this material relates is available only to relevant persons and will be engaged in only
with relevant persons.
Investment involves risk. Past performance is not indicative of future performance. The value of any investment or income may go down as
well as up and you may not receive back the full amount invested. When an investment is denominated in a currency other than your local or
reporting currency, changes in exchange rates may have an adverse effect on the value, price or income of that investment. In the case of
investments for which there is no recognized market, it may be difficult for investors to sell their investments or to obtain reliable information
about their value or the extent of the risk to which they are exposed. Investment in any market may be extremely volatile and subject to
sudden fluctuations of varying magnitude due to a wide range of direct and indirect, influences. Such characteristics can lead to considerable
losses being incurred by those exposed to such markets. Potential investor should ensure they fully understand the risks associated with any
investment and should consider their own investment objectives and risk tolerance level. They should make an independent assessment of the
merits of pursuing any investment and should consult their professional advisors before making any investment decision.
The content of the material has not been reviewed by the Hong Kong Securities and Futures Commission (“SFC”).
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