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Asian Private Clients
and the Rise of ESG &
Sustainability in
Investment Portfolios

If there is one highly significant investment movement to ride today, it is surely the
wave of ESG, impact and sustainability. Although ESG metrics first originated some
two-plus decades ago in the US and then Europe, in recent years, ESG has gained
traction and momentum to such an extent that these concepts or principles are now
flooding the investment landscape worldwide and increasingly so in Asia. The Hub-
bis Digital Dialogue of April 13th saw a panel of experts analyse the world of ESG and
sustainability from the viewpoint of how this impacts the Asian private wealth market.
They sought to determine what the fund management community, the private banks,
the EAMs/IAMs/MFOs and the single-family office are doing to help private clients
jump in and ride this wave or to find out why some of them might still be watching cau-
tiously — perhaps even suspiciously - from the safety of the shore.
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ASIAN PRIVATE CLIENTS AND THE RISE OF ESG & SUSTAINABILITY IN INVESTMENT PORTFOLIOS

THESE ARE SOME OF THE QUESTIONS THE PANEL TACKLED IN THE DISCUSSION:

»> From a 'big picture' viewpoint, why has ESG-driven investing evolved so rapidly worldwide, and how is it
impacting Asia's wealth management community?

»> Where does ESG investing fit within the bigger picture of SRI, Impact investing and even Philanthropy
and is the Asian wealth industry succeeding in communicating such nuances?

»> Does ESG investing merely serve to soothe the investor's conscience, or does ESG investing reduce
risks and/or improve investment returns as well?

» Who rates/quantifies the ESG criteria? Are there viable or consistent ESG metrics and ratings, or is it all
still fragmented and somewhat confusing?

» Are Asia's wealthy private clients jumping on board the ESG bandwagon? In a nutshell, why or why not?

» Does the wealth industry understand where the demand is coming from today and in the future? The
older or younger clients? From the more mature/developed Asian economies? From the newer econo-
mies and/or newer wealth? From the wealthiest type of investors or the mass affluent?

» What is the Asian WM community doing to adapt products, services and expertise to the evolution of
the ESG investment market today and for the future?

» How can Asia’s wealth industry curate the best range of ESG investments, from individual stocks, through
funds, ETFs, DPM mandates, and so forth?

» \What about ESG and private investments/assets?
» What about the regulators in Asia? Are they helping or hindering these initiatives?

» What next for Asia's wealth industry and ESG and/or impact investing?
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Setting the Scene

ESG on paper sounds simple, but it is not. As we know, environmental criteria aim to define how a company per-
forms from an environmental impact perspective. Social criteria define how a company manages relationships
with employees, suppliers, customers, and the communities in which it operates. And governance deals with a
company’s corporate culture, its leadership, executive and broader compensation, audits, internal controls, and
shareholder rights.

But what does it all mean to investors? Well, a growing body of research shows that ESG investors who support
these more ‘sustainable’ companies/assets can make a positive difference to the world whilst reducing invest-
ment risks and also harvesting more competitive financial returns.

This recognition is spreading, and the growth of ESG in both popualarity and coverage is almost certain to
continue, especially as the arrival of more data and more ratings and a greater confluence of standards will
increasingly influence the decisions of fund managers from sovereign wealth funds through the world’s largest
pension funds and all the way down to retail investors, especially these days the HNW and UHNW investors.

In short, these ESG criteria are used to help investors identify companies with corporate values that they feel
comfortable with and therefore that accordingly meet their investment requirements. The theory goes that in-
vesting in single assets or in funds that are aligned with approved or rated ESG criteria will help private investors
align with the major institutional investors who increasingly shun investments that do not appear to do their
utmost to improve their E, S and G footprints and qualities.

The mission for our panel of experts on April 13th will be less to analyse ESG itself and more to look under the
hood of the approach that Asia’s wealth management community is taking to spreading the ESG word across
the region. As the world’s leading global investors continue to embrace ESG, what progress is being achieved
amongst wealthy investors in Asia, and specifically, are Asia’s private clients jumping increasingly on the ESG
express? If they are, why and are the results thus far to their satisfaction? If not, then why not? And has the
downturn in major global markets diminished appetite for ESG-centric investments?

Expert Opinion

THOMAS HOHNE-SPARBORTH, Head of Sustainability Research, Lombard Odier:

“We believe we are at the cusp, if not already in the midst of, a new industrial revolution - char-
acterised by the rise of cheaper, greener technologies, the rapid electrification of buildings,
mobility and industry, and driven by simple economics.

Solar power is now the cheapest form of energy on the planet, electric vehicles are at cost
parity with regular vehicles, and battery prices continue to fall. We approach the sustainability
revolution as an investment conviction, recognising the shifting flows in capital expenditure
that it will bring about, the new profit pools it will create, and the investable opportunities along
the way for investors. Transitions in energy, land and oceans, and material systems make envi-
ronmental sense but also financial and economic sense.

The challenge for investors is to understand which industries, sectors and companies are well-
positioned for these transitions and which are not. This requires a far more holistic approach
than merely considering the policies and practices of a company. Rather, we must understand
the nature of a company's business model and how the economy will likely evolve now, in the
coming decade, and beyond.

We expect significant shifts in market opportunities, and by identifying the economics of the
transition and of new technologies, we seek to understand what
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The shift from exclusion
to inclusion as the world
hurtles toward a new set
of industrial values

An expert reported that in recent
years the ‘science’ around ESG
investing had transitioned more
from exclusion to inclusion. He

said that ESG and sustainability are
now in synch with a new industrial
revolution as the world moves
headlong towards net zero and
renewable energy. As this takes
place, we need to stop thinking
about ESG just as a question of
policies and practices and see where
to deploy capital that fits with the
emerging vision of the future.

He explained that the sums involved
are simply vast - total capital
expenditure that is likely to be
deployed this decade into energy
transition, and all related areas
could be anywhere between USD3
trillion to USDS trillion per annum.

“If we thought the technology and IT
revolution was significant, then this
can be just as important, just as huge,
and will likely also take place over
several decades, as with technology.”

He said investors do not want to put
their money in companies that have
blatant sustainability risks so most
importantly we need to understand
the future better, whether itis a
purely electric future, or perhaps
there will be more hydrogen-based
power, we need to appreciate where
the heavy steel, cement, chemical
and other industries will power
themselves, and all these factors will
inform us where to deploy capital.

There is rising interest in
ESG in Greater China as
China’s government push
the sustainability agenda
A guest explained how in their
marketing travels, there is a
snowballing of interest in ESG and

WHY SHOULD ASIA’'S PRIVATE CLIENTS FOCUS
THEIR ATTENTION ON ESG AS A KEY FACTOR IN
THEIR INVESTMENT DECISIONS?

It produces
better returns

. It is in fashion

. It reduces risks

. It is the right
thing to do

FROM A WEALTH MANAGER'’S VIEWPOINT, WHY IS
YOUR BANK/FIRM BOOSTING ITS ESG CAPABILI-
TIES AND CURATION?

This is a core trend for
the future; we must jump
onboard

34%

and will improve returns

Clients increasingly
expect us to offer them
ESG-centric opportunities

ESG helps to reduce risks [ 28%
l 21%

It is a good marketing tool

for conversations 17%
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sustainability across Greater China,
and one of the key takeaways from

his firm’s roadshows is that they WHICH TYPES OF INVESTOR SEGMENTS IN ASIA
really need to engage with clients ARE THUS FAR THE MOST INTERESTED IN AND/
in this area; they need to train the OR ACTIVE IN ESG-DRIVEN INVESTING?

RMs, they need to be on the road
spreading these messages, and they
need to embrace ESG at the core

of the institution, and not simply

as a marketing tool. He added that
Hong Kong is also returning from

a few years in the wilderness, with
strong and reinvigorated appeals
for regional and global wealth,

including major family offices.
[ Retait /Mass Affluent

Performance is a [l +\W private banking clients
critical element of ESG
centricity today; it is
not only about risk
mitigation

Another expert reported that
their global asset management
group had long espoused ESG
centricity, and their research had
highlighted how it was as long
ago as 2014 when ESG-rated
investments had begun to shine
in terms of performance.

“Starting with institutional
investors, followed by

professional investors like
family office, and then followed FOR THOSE PRIVATE CLIENTS THAT ARE AL-

READY PARTICIPATING IN ESG-DRIVEN INVEST-
ING IN THIS REGION, HOW DO THEY ARTICU-
LATE THEIR PREFERENCES?

ultimately by private wealthy
and also retail investors, there

is rising demand for companies
and securities with high ESG
credentials so by dint of the laws J
of supply and demand, those

investments will on average .I.ll
perform better,” he explained.
“Moreover, there is a groundswell

el (0]

of inter(?st from the younger Self-directed to active and 2505 -
generations, often for more passive ESG funds

!deologlcall reaso.ns, and as older A R T TEr e

investors increasingly see the ESG-centric Discretionary 30% -
value perspective of ESG, there mandates

is more and more likelihood that Advisory-directed to active

those companies and investments and passive ESG funds 45% —

that score high on ESG will also
perform better financially.”
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Regulation lags and is
not entirely consistent
around the globe, but
the direction of travel
is clear for all to see

In Europe, the latest version of
MiFID has very strict rules against
greenwashing with regard to
reporting, but that does not mean
there are any specific global ESG
metrics or rules. “Everybody is
still doing their own thing,” a
panellist reported. “There might
be adherence to the 17 UN
Sustainable Development Goals,
which are very broad in nature,
but the regulators around the
world are not that aligned yet. In
Asia, things are fairly early, even
in Singapore, but we hope there
will be both greater consistency
and additional impetus.”

He extrapolated from those
comments, stating that it will take
at least another decade for ESG to
really be central to the investment
proposition. Moreover, he said
there are clear anomalies and
contradictions - Electric Vehicles
only become environmentally
better for the planet if they are
kept for 120000 kilometres of use
and above, but in the West, and
certainly in the leading economies
of Asia, cars are only a few years
old on average when they are
sold on and replaced.

ESG-centric funds are

a great way of playing
this trend and passing
decision-making to
genuine experts

Another guest highlighted funds
they had created since 2020 that
focus on innovative businesses
and disruptive technologies and
on solutions which will drive
change and deliver better and
more impactful outcomes against

WHICH AREAS NEED IMPROVEMENT IN ORDER
TO BOOST THE ESG & SUSTAINABILITY ACTIV-

’\‘f‘
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ITY IN THE REGION?

More education and
understanding amongst the
banks and EAMs

More education and
understanding amongst clients

Better data and more
consistent ratings/metrics

Better regulation and
oversight

Less greenwashing

More products/funds

the social and environmental
challenges but also achieve

sound financial returns. Thematic
strategies also work as a means to
hitch private capital to key themes
such as water efficacy, waste
management and so forth.

He explained that both of those
strategies are Article 9, which,
under the SFDR European
regulation, reflects the dual
objective of delivering attractive
financial returns alongside the
sustainability objectives.

Greenwashing and

the threats to ESG
credibility

The experts highlighted the risks
of companies and issuers jumping

24%

23%

® 18%

15%

12%

8%

on the ESG and sustainability
bandwagons, but not actually
walking the talk. If ESG is all about
marketing and branding but not
about genuine sustainability

and a real change of behaviour,
there are many risks ahead.
“From an investor's point of view,
they really need to consider the
purity or the authenticity of the
approach that the investment
manager is adopting to their
selection of companies and
securities,” a guest observed.

Another expert said that we must
look behind the reputational
ambitions and seek out genuine,
bona fide change taking place.
“Too often, the sustainability
thinking in financial institutions
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still today sits separately from
investment analysis and the
portfolio process,” he said. “It
is not enough to have some
green wrapper. You need core
conviction around the missions
and the transition.”

Investors need
leaders and proper
guidance from the
wealth management
community

The experts concurred that the
leading wealth management
institutions need to provide
information, deliver guidance,
stick to their principles, and avoid
treating ESG as some elaborate
marketing ruse.

A guest pointed out that their
bank had supplied ESG metrics
and ratings to client portfolios for
some eight years already, helping
nurture clients towards greater
understanding and involvement.
The metrics now cover both the
public market investments and
also the rising allocations to
private assets and markets. These
wealth managers also need to
walk the talk in terms of their
DPM mandates so that clients
know their words and actions are
fully aligned.

Adopting ESG as a way
of life, not just metrics
and ratings

A panellist explained that he

and his bank strive to focus

on far more than ESG metrics
and scores and on living the
sustainable and renewable vision.
“We have to think about what
those scores mean to clients and
whether they are buying into
truly ESG-compliant companies
that live this vision,” he said. “We
are not there yet, but we are

have ESG knowledge but fail to 42%

WHAT PERCENTAGE ALLOCATION DO HNW AND
UHNW PORTFOLIOS IN ASIA HAVE TODAY IN
ESG-RATED INVESTMENTS?

[l s0-100%
B =s50%
B oz%
[ o10%

CHOOSE ONE STATEMENT BELOW THAT BEST
EXPLAINS HOW THE WEALTH MANAGEMENT
COMMUNITY IN ASIA IS DOING IN EXPANDING
ESG PARTICIPATION

There is a lack of knowledge 42%
amongst the PBs and EAMs

The PBs and EAMs seem to
educate and convince clients

They don’t really seem too
bothered, as ESG is not a 10%
product they can easily sell

The PBs and EAMs are doing

a fabulous job on ESG 6%
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confident we will be within the
coming ten or so years.”

Education and training of the
client-facing bankers and RMs
are also vital elements, as
without sophisticated knowledge
of ESG, the clients are left in
danger of misinformation and
misunderstandings.

“ESG and sustainability are a

very different set of terms that
we use interchangeably,” a guest
reported. “This creates confusion,
and that's part of where the
education needs to take place, |
think. Integration of ESG as part
of good investment management,
and good investment decision-
making, cannot be treated in
isolation. ESG investing doesn't
deliver outperformance on its
own, it needs to be part of the
overall transition taking place to
the sustainable economy of the
future. Those companies that

are genuinely transitioning will
benefit, including from being
early movers.”

Values and economics
will increasingly align
and investors in ESG
and sustainability will
increasingly reap the
rewards

Another expert agreed, noting that it
is important to distinguish between
values and value, as ESG reflect
historical data, and not necessarily
the future. “This is not the first
time that we are going through this
type of disruptive technological
transition,” he commented.

LOOKING AHEAD FIVE YEARS FROM NOW, WHAT
PERCENTAGE ALLOCATION OF HNW AND UHNW
PORTFOLIOS IN ASIA SHOULD BE IN ESG-RATED

INVESTMENTS?

N o0-100%
B =s0%

0 o2s%
. 0-10%

The era when we saw the rollout
of steamships, railroads, then
cars and telephone networks,
such transitions happen slowly at
first, and then gain momentum,
and that is when the economics
align fully for investors, he added.
Then suddenly these technologies
break into mass markets, and
that is exactly what he thinks will
happen here again.

“In short,” he said, “It is not only
about environmental imperatives;
it is all going to happen because

it makes sound economic and
technological sense. In a petrol
engine, some 80% of the energy
is wasted in heat generation,
while in an EV, only 20% roughly,
with 80% focused on mechanical
power generation. Yes, the
upfront capital cost of some of
these new technologies is higher,
but the outcome is a massively
lower OpEx in the operation of
these technologies. And that is
what we believe is going to drive
this transition forward. m

|
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