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In his book, Investing with

Impact: Why Finance is a

Force for Good, author Jeremy

Balkin puts forth the case that

the finance industry can

improve the state of the world

by positively influencing the

allocation of capital .

He also discusses how “the free

market system means that

every person has a stake in the

outcome, because each person

is able to exercise personal

enlightened self-interest”. In

other words, Balkin goes on to

write “people who serve

the best interests of society

ultimately act in their own self-

interest”. 

1 Jeremy K. Balkin, Investing with Impact: Why

Finance is a Force for Good (Brookline:

Bibliomotion, 2015), 11

Elsewhere, in a recent October

2019 thought piece, Porter,

Serafeim and Kramer

deliberate on the notion of

“profit-driven social impact”, i.e.,

“shared value”. The authors

posit that emerging evidence,

albeit still limited and

company-specific, suggest that

companies which successfully

implement strategies to create

shared value can deliver

superior shareholder returns.

Capturing such value, however,

is where the challenge lies.

For us here in Lion Global

Investors, we see both

variations above as simply

being purpose driven investing.

2 Michael E. Porter, George

Serafeim and Mark Kramer, Where ESG Fails,

16 October 2019
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2020 Vision

High expectations are in place for the new decade, with some amount of weight already placed on the

shoulders of this New Year. For one, there is talk of 2020 being crucial for the sustainable development of

the ocean, with some already labeling the year as the “ocean super year" . Elsewhere, others hold the view

that if 2019 was the year institutional investors began paying serious attention to the concept of

Environmental, Social and Governance, then 2020 is time for carpe diem .

On a more somber note, beginning this year, the Principles for Responsible Investment (PRI) will, for the

first time, delist signatories who do not meet its minimum requirements. PRI believes this will signal that

becoming a PRI Signatory is not a box ticking exercise but requires real commitment to the integration of

the six Principles.

In the developed markets, Europe continues to lead the pack on the ESG front. Breakdowns in global

climate negotiations at last year’s annual UN climate conference, COP2  in Madrid, were no doubt a

dampener but regional actions continue to set the climate and broader ESG agenda in the region.

Elsewhere, the EU Commission’s ‘European Green Deal’ initiative aims to establish Europe as the first

carbon neutral continent by 2050, while other notable activities include the agreement on the EU

Sustainable Taxonomy, with new requirements expected for all fund managers and corporates (to be

enforced by December 2021), and, the European Securities and Markets Authority (ESMA) becoming the

latest department of the EU to release a sustainable finance strategy, making a long list of commitments

to the Green Deal, climate risk and broader ESG considerations.

Here in Asia, regulatory winds of change have already begun to blow. Up North, the Hong Kong Stock

Exchange is reported to be adopting new ESG listing rules, affecting company reports from 2022. And

closer to home, Malaysia’s central bank, Bank Negara Malaysia, has already begun documenting plans to

introduce a sustainable taxonomy of its own.

Developments such as those aforementioned have implications on global fund flows and their

corresponding cost of capital; this will in turn inevitably affect how capital is eventually allocated towards

sectors and companies over the long run. To this end, it is easy to see why the integration of ESG risks and

opportunities as part of an asset manager’s investment process appears to be increasingly mandated.

Enter the Asset Owner

Following years of gentle prodding, regulatory changes now appear to be the catalyst that many have

been patiently waiting for, particularly here in Asia. And the first port of call for such changes is typically

the asset owner. According to a CFA Institute blog post, asset owners comprise pensions, insurance

company general accounts, sovereign wealth funds, investment consultant outsourced CIOs, single family

offices, endowments and foundations, and, multi-family offices; together, these control more than US$85

trillion in assets under management .

The UK pension scene is a case in point. According to the LCP’s Responsible Investment Survey 2020 ,

regulation has been a significant driver for pension scheme trustees, who are now legally required to

establish their policies in relation to ESG issues. As such, trustees now have an important role in overseeing

their managers’ ESG approach and in encouraging stewardship throughout the entire investment value

chain. Additionally, pension schemes and life insurers also need to publish their engagement policies and

report annually on their implementation, and all insurers are subject to the Prudential Regulation

Authority’s supervisory stance on climate change. 

3 See https://www.responsible-investor.com/articles/comment-will-2020-be-the-year-of-blue-finance

4 According to the Merriam-Webster online dictionary, this term is “more widely known as “seize the day””.

5 See https://blogs.cfainstitute.org/investor/2019/09/05/the-seven-asset-owner-approaches-to-esg/

6 LCP is an independent, owner managed pensions, investment and insurance consultancy in the UK and Ireland, and it advises 43 of the FTSE100 on their

pension schemes. This survey is LCP’s fifth biennial Responsible Investment survey, with 137 investment managers completing it in 2019. 
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In the US, investment consulting firm Callan conducted its seventh ESG survey in 2019, and obtained

information on the current practices and opinions surrounding ESG factors among various types of US

institutional investors . Reflecting on input from 89 unique US institutional investors, Callan found that

they were increasingly incorporating ESG considerations into their investment decision-making processes,

with the proportion of investors either incorporating or thinking about incorporating ESG constituting

about half of the respondent pool. Overall, the proportion of respondents already incorporating ESG

factors into the investment decision-making process nearly doubled to 42% in 2019, from 22% in 2013.

Further, Callan also observed an ongoing dispersion in ESG adoption rates by investor type and size.

Endowments and foundations appear to have had the highest ESG adoption rates historically, while

public plans incorporated ESG factors into the investment decision-making process at a higher rate than

their corporate counterparts.

As for asset owner activity here in the Asia Pacific, research from Bloomberg Intelligence and KPMG

reveals that the China Investment Corporation began developing an internal ESG investment system in

2019, the Korean Investment Corporation launched a US$300 million ESG mandate in 2018, the

Government Pension Fund of Thailand plans to adopt ESG in all investments by 1Q2020, and, the Hong

Kong Exchange Fund has begun applying ESG consideration to the selection and appointment of external

managers . In Japan, the US$1.4 trillion Government Pension Investment Fund, is adopting long haul

oversight in the stewardship of its assets and wants the asset managers its hires to follow suit. 

In Singapore, the Monetary Authority of Singapore announced in November 2019 of plans to set up a US$2

billion green investments program to invest in public market investment strategies that have a strong

green focus, in a bid to support the Singapore financial centre in promoting environmentally sustainable

projects and mitigating climate change risks in Singapore and the region. In neighboring Malaysia, the

Securities Commission Malaysia has reportedly started to work with pension funds and institutional

investors in the country to create a checklist of questions to encourage more effective shareholder

engagement at annual general meetings .

Regardless of jurisdiction, the link between asset owners and their focus on ESG continues to solidify. Over

the first half of 2018, Greenwich Associates conducted interviews with 322 senior decision-makers at large

institutions across North America, Europe and Asia to gain a better understanding of institutional

attitudes and needs around ESG investing, and found that ESG was becoming more commonplace in

formal Request For Proposal processes – more than half of all respondents in all three geographies now

assess the ESG credentials of managers and strategies as part of their preliminary due diligence efforts . 

Nobody Said It Was Easy

Has ESG investing achieved its intended outcomes? There has been no simple answer to this question, and

this is likely to remain the case in the foreseeable future. To this end, a recent research paper by MSCI

reveals that more than 2,000 research articles written by both academics and practitioners have sought to

analyse the link between ESG related factors and their contribution to financial risk and performance .

Despite such volume of research on the topic, there appears to be no consensus on whether ESG has

improved returns on a risk-adjusted basis.

Porter et al suggest that a serious problem in the field of investments is that many in the community have

moved away from fundamental investing and its social purpose, with algorithm-driven and trading

strategies now being seen as ends in themselves . As such, it is not surprising to see the connection

between capital investment and its impact on society gradually erode.

7 Callan was founded as an employee-owned investment consulting firm in 1973. Callan advises on more than US$2 trillion in total fund sponsor assets, which

makes it among the largest independently owned US investment consulting firms. Callan counts pension and defined contribution plan sponsors,

endowments, foundations, independent investment advisors, investment managers, and other asset owners, among its clients. In the 2019 ESG Survey,

respondents included foundations, endowments, public plans and corporate plans.

8 Bloomberg Intelligence, KPMG, BI Webinar: ESG Investing in Asia to Catch Up, 23 January 2020

8a Thinking Ahead Institute / Pensions & Investments World 300, September 2019

9 See https://www.responsible-investor.com/articles/investors-and-regulator-in-malaysian-publish-agm-checklist-to-boost-shareholder-scrutiny

10 Greenwich Associates, 2018 US Global ESG Study

11 Guido Giese and Linda-Eling Lee, Weighing the Evidence: ESG and Equity Returns, MSCI, April 2019

12 See footnote 2. 
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Evidence corroborating a 2017 study by Nordea Equity Research (the largest financial services group in

the Nordics) which reported that from 2012 to 2015, companies with the highest ESG ratings

outperformed the lowest-rated firms by as much as 40%; and 

A 2018 Bank of America Merrill Lynch study which found that firms with a better ESG record, vis-à-vis

their peers, produced higher three-year returns, were more likely to become high-quality stocks, were

less likely to have large price declines, and were less likely to end up bankrupt.

The above notwithstanding, recent research suggest that there may be silver linings for those who look

hard enough. An article in the May-June 2019 issue of the Harvard Business Review notes of:

Even more recently in February 2020, Man Group observed that the MSCI Standard indices

underperformed their MSCI ESG Leaders counterparts consistently across multiple regions (World, US,

Europe and Japan) in 2019 . Employing a proprietary ESG model, based on 15 fundamental pillars, Man

Numeric showed that Environmental factors performed the best during the year, with low carbon

intensity companies being rewarded strongly. On the Social front, investors rewarded social consciousness

amongst others, while shareholder transparency was the best-performing factor in the Governance

dimension.

The proverb reminds us that “a single swallow does not a summer make”. And neither does one year of

performance data. Hence, while this debate regarding ESG and financial returns or performance is likely to

ensue for some time to come, continued research in this field will nonetheless remain a useful ongoing

source of ESG data. 

Do You Hear the People Sing?

Back in August 2019, the Business Roundtable (BRT), one of America’s largest business groups comprising

CEOs of some of the largest companies in the US, released a statement that dropped Milton Friedman’s

“shareholder primacy” doctrine that has driven US capitalism for decades, urging companies to consider

the environment and workers’ wellbeing alongside their pursuit of profits. A new “statement of purpose”

from the BRT now places shareholders as one of five stakeholders, amongst customers, workers, suppliers

and communities.

Only time will tell how the above endeavor will pan out. This said, we view such structural developments

to be encouraging, possibly reflecting an increasing consensus view regarding the need for a more

inclusive, a more just form of capitalism in a global economy which now has needs that go beyond mere

industrialization and manufacturing . Here, it is also worth noting that “Stakeholders for a Cohesive and

Sustainable World” was the official theme of the recent 2020 World Economic Forum in Davos,

Switzerland, wherein the notion of multi-stakeholder capitalism was strongly represented.

Of late, there have been increasing calls for our current mode of capitalism to be reformed. Doing so is

seen to provide policymakers, governments and business leaders with the opportunity to restore purpose

in the field of investing, i.e., generating opportunity and profit for all, away from the inordinate focus on

short-term churn for a privileged few. As we head into a new decade, this is also where synthesizing the

concepts of ‘enlightened self-interest’, ‘shared value’ and economic-value creation, can hold the key to

unlocking the next phase of growth, innovation and productivity, amid more encompassing forms of

returns.

13 Robert G. Eccles and Svetlana Klimenko, The Investor Revolution, Harvard Business Review, May – June 2019 Issue

14 Man Institute, Is ESG Just Warming Up?, February 2020

15 Shareholder primacy has been traced to a 1970 New York Times magazine article by Milton Friedman titled “The Social Responsibility of Business is to

Increase its Profits”.

16 In their February 2019 paper “Why the climate crisis won’t be solved without social justice”, Tom Nelson and Sahil Mahtani from Investec Asset Management

make the point for asset owners, policymakers and individuals that a just and fair transition, going beyond just carbon or energy transition, can pave the way to

a sustainable future. 
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We’ve Only Just Begun

At the beginning of 2020, Lion Global Investors became a PRI signatory. In so doing, we have embarked on

a journey of committing to the six Principles for Responsible Investment . As such, we now seek to refine

our investment processes so that ESG factors are taken into account in our investment decisions and

active ownership.

With more than 30 years of history within the broader global business landscape and investment

ecosystem, we believe that the increasing adoption of sustainable business policies and responsible

investment practices can lead to long term optimal business performance and economic growth. This in

turn creates sustainable, long term value for all stakeholders.

As stated at the outset, we are proponents of purpose – purpose beyond profit, beyond efficiency, beyond

productivity. After all, as Tony Stark (speaking to his father) said in the 2019 blockbuster movie “Avengers:

Endgame” – no amount of money ever bought a second of time. 

17 The Principles for Responsible Investment were developed by an international group of institutional investors reflecting the increasing relevance of

environmental, social and corporate governance issues to investment practices.

This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.  It is for information and it is not a recommendation, offer or

solicitation for the purchase or sale of any capital markets products or investments and does not have regard to your specific investment objectives, financial

situation, tax position or needs.  The information contained herein is confidential and must not be published, reproduced or distributed in whole or part to any

other person without the written consent of Lion Global Investors Limited (“LGI”), and is not intended for use by any person other than the intended recipient.

This publication may not be transmitted into any jurisdiction or to any person where any recommendation, offer or solicitation is prohibited (including Canada,

Japan, the United States of America) or to US persons (as such term is defined in Regulation S under the US Securities Act of 1933).

Any information (which includes opinions, estimates, graphs, charts, formulae or devices) is subject to change or correction at any time without notice and is

not to be relied on as advice. Investments in our funds are not obligations of, deposits in, guaranteed or insured by LGI or any of its affiliates and are subject to

investment risks including the possible loss of the principal amount invested. You are advised to conduct your own independent assessment and investigation

of the relevance, accuracy, adequacy and reliability of any information contained herein and no warranty is given and no liability is accepted for any loss arising

directly or indirectly as a result of you acting on such information. LGI, its related companies, their directors and/or employees may have positions in the

products mentioned in this publication and be engaged in purchasing or selling of such products for themselves or their clients. You may wish to seek advice

from a financial adviser before making a commitment to undertake any investment. In the event that you choose not to seek advice from a financial adviser,

you should consider carefully whether the investment is suitable for you.

Lion Global Investors® Limited (UEN/ Registration No. 198601745D) is a Singapore incorporated company, and is not related to any asset or fund management

entity that is domiciled in Europe or the United States.
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