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Why Asia offers the opportunity for

ESG outperformance

L

We expect “E” to take centerstage in

ESG investing in Asia as climate impact is
forecasted to hit the region the hardest. The
urgency to undertake effective responses and
strong government support will see rising
issuances from Asia’s energy, transportation,
banking and real estate sectors, creating
numerous opportunities for bond investors.

The COVID-19 outbreak was a lesson for
policymakers who had ignored earlier warnings

of how ill-prepared the world was for a global
pandemic. At the same time, it served as a clarion
call for investors to pay greater attention to the risks
within their portfolios where traditional risk models
have not been able to predict or assess.

"E" TO TAKE CENTERSTAGE IN ESG INVESTING
IN ASIA

While COVID-19 brought much attention to social
issues following the disruptions to work and
education, we believe that climate concerns will take
centerstage in ESG investing in Asia. According to
McKinsey & Company, climate change is expected
to hit Asia the hardest'. For that very reason, the
urgency to undertake effective responses suggests
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that there will be greater opportunities for investors,
and for ESG outperformance.

According to the report, by 2050, parts of Asia

may see increasing average temperatures, lethal

heat waves, extreme precipitation events, severe
hurricanes, drought, and water supply shortages.
These extreme weather events are expected to hurt
agricultural yields, infrastructure, supply chains and
productivity. McKinsey & Company estimates that the
Asian GDP that is at risk from these events accounts
for more than two-thirds of the total annual global
GDP impacted by climate change. See Fig. 1.

Against this somber outlook, there is a silver lining.
McKinsey’s report highlights that “Asia is well
positioned to address these challenges and capture the
opportunities that come from managing climate risk
effectively”. With urbanisation levels still climbing in
many parts of Asia, the region can build infrastructure
and urban areas that are more resilient to climate
effects. The Asian Development Bank estimates

that Asia’s infrastructure needs from 2016 to 2030

will exceed USD26 trillion, including USD14.7 trillion
and USD8.4 trillion in the energy and transportation
sectors respectively?. There is clearly an opportunity for
investors to participate in the “green infrastructure”
push in Asia.

Source: 'Climate risk and response in Asia. McKinsey Global Institute. November 2020. 2Meeting Asia’s Infrastructure Needs. Asian Development Bank. 2017.
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Fig 1: Impact on Asia from climate change
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Asia makes up more than two thirds of the
annual global GDP loss from climate impact”

Up to 86% of those
expected to experience
lethal heatwaves live in Asia

Source: Climate risk and response in Asia. McKinsey Global Institute. November 2020. Based on the RCP 8.5 scenario. #Areas including, for example, eastern
Japan, central and eastern China, parts of South Korea and Indonesia. ABy 2040 in some parts of Asia, including coastal areas of China, Japan, and South
Korea. *Due to effective loss of outdoor working hours because of increased heat and humidity.

Korea and China are already world leaders in the
areas of electric vehicles and renewable energy. In
2020, Korea overtook China to become the number
one producer of the electric battery?. Meanwhile,
China manufactures 47% of all the electric cars in
the world and is home to 99% of the world’s electric
buses*. These innovations can help to mitigate
climate change risks.

With Asia Pacific expected to see up to USD250
billion in new renewable investments in the lead
up to 2025, we are likely to see more investment
opportunities within the renewables energy sector.
According to a new report by EY, seven Asian
countries rank among the world’s most attractive

markets for renewable energy sources such as
wind power, hydropower and solar energy. EY’s
Renewable Energy Country Attractiveness Index
(RECAI) ranks China, India and Japan the highest
in Asia for their investment and implementation

opportunities in the renewables space.

We are already seeing a pick-up in bond issuances
from the renewables energy sector, especially
from China and India. Company metrics have
been steadily improving as unit costs decline amid
improving economies of scale. According to the
Economist Intelligence Unit (EIU), green-labelled
instruments have played a key role in funding
renewable energy projects in Asia®.

Source: https:/Avww.dw.com/en/south-korea-leads-charge-toward-electric-vehicles/av-55182362  “https://www.channelnewsasia.com/news/business/china-electric-
vehicle-start-ups-race-for-leading-position-13822952 SEIU. Sustainable and actionable: An ESG study of climate and social challenges for Asia. 2020
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We also see opportunities in bond issuances from
electric vehicle manufacturers, as their share of
global vehicle output is expected to grow strongly
in the coming years on the back of maturing
technology and accelerating adoption.

We expect the banking, energy, transportation
and real estate sectors to take the lead in Green
Financing innovation in Asia.

China, currently the world’s largest carbon emitter
has committed to turn carbon neutral by 2050.
Chinese issuers, both State Owned Enterprises and
Privately Owned Enterprises, are likely to rally behind
the government’s goal and set equally ambitious
environmental targets for their businesses,
presenting significant opportunities for investors.

In 2020, China was Asia’s largest green bond issuer
ahead of Japan. It remains to be seen if China

can continue to take the pole position in 2021.
Meanwhile Singapore has also recently announced
plans to issue up to USD14 bn of infrastructure
bonds to fund its ambitious Green Infrastructure
programme.

MOVING BEYOND NEGATIVE SCREENING
As opportunities expand, we believe that ESG

investors in Asia will look to do more than simply
screen out companies that do not meet the inclusion

thresholds of their ESG-focused portfolios.

Instead of diverting funds away from traditionally
high-risk ESG sectors such as energy companies that
are involved in fossil fuel extraction for example,
asset owners and investors can catalyse change
through engagement and helping companies

adopt more sustainable practices. This transition
would deliver ESG improvement in investment
portfolios as well as the society at large, a win-win
for both. This approach also helps us to differentiate
companies that have high ESG ratings because of the
“incidental” nature of the business they are in (e.g.
technology) versus an intentional strategy to become
more sustainable®.

We believe that there are multiple approaches to
address ESG issues and many ways to evaluate

ESG risks. In a recent study of 300 respondents

that included C-suite and institutional-investor
organisations located in Asia, 48% of the
respondents weighted ESG factors equally while
24% weighted E factors highest. Another 19%
placed the greatest emphasis on S factors while 15%
of respondents viewed G factors as most important’.
See Fig. 2. The metrics used to quantify the E, S and
G factors also differed among respondents.

Our ESG approach does not focus only on Green,
Social and Sustainability (“GSS”) labelled bonds.
We are open to include bonds that are aligned to our

Fig 2: Response to the question “Which of the following aspects — environmental, social or governance - plays
the most important role in the investment decision-making process at your firm? (% of respndents)
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Source: The Economist Intelligence Unit.

Source: °ESG in manager selection — Mercer’s perspective. January 2021. EIU. Green Intelligence: Asia’s ESG investing, data Integrity and technology. 2019.




internal ESG principles. As such, we would be willing
to buy bonds of companies with medium ESG risk
exposures if they demonstrate a heightened sense
of preparedness to address those risks. However, we
would not consider bonds even with low ESG risk
exposures, if they are perceived to be ill-prepared to
address such risks. See Fig. 3. To further illustrate,

a power and gas transmission company may be
susceptible to liabilities caused by wildfires but we
would be comfortable to include it in our portfolio

if we assess that such risks can be mitigated by the
company’s bushfire mitigation plan and technology.

This approach places high demands on the quality
and type of ESG data needed from companies,
which may not always be available from third
party providers. Therefore, we have developed

our own proprietary ESG framework. In a sense,
this is a natural extension of the credit analysis
which we already perform on companies. We
formally incorporated ESG analysis into our credit
framework in 4Q17, but we continue to challenge
and improve our thinking and processes around ESG
issues. Besides leveraging on third party ESG rating
providers, we believe that pro-active engagement
with issuers is key to effect change and encourage
best practices.

ASIA - THE INTERSECTION OF RAPID WEALTH
GROWTH AND RISING ESG OPPORTUNITIES

The COVID-19 pandemic exposed the vulnerabilities
within certain sectors while accentuating the
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resilience of others. As investors gravitated away
from airlines bonds towards issuers within more
resilient sectors such as technology, their awareness
and appreciation of sustainability risks rose in the
aftermath of the COVID-19 outbreak. Many investors
now see ESG risk assessment as key in helping to
determine the sustainability of companies’ business
models. In Asia, where ESG investing has historically
lagged, assets in ESG funds reached USD25.4 bn in
2020, up from only USD810 m in 20198,

Asian governments are also increasingly aware
that sound ESG practices go hand in hand with
long term economic growth. Various Asian
governments are promoting ESG as part of their
agendas for economic growth either by supporting
the development of regional green finance hubs
(Singapore, Hong Kong), promoting green finance
products (Indonesia, Taiwan) or nurturing a green
bond market (India). Singapore’s recently unveiled
Green Plan 2030 charts Singapore’s green targets
over the next ten years as the country seeks to
advance the national agenda on sustainable
development. Meanwhile Bank Negara Malaysia is
looking implement a green taxonomy later this year
which can eventually be used to help differentiate
financial institutions based on their support for
climate goals.

With Asia’s unique mix of strong economic growth
and policy support, we see the potential for ESG
outperformance as rapid wealth accumulation and
rising ESG investing opportunities intersect.

Fig 3: Asian Fixed Income team’s ESG decision matrix
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Source: Eastspring Investments (Singapore) Limited. The table above on internal ratings is solely for illustration purposes only.

Source: 8Morningstar Global Sustainable Fund Flows report. January 2021.



Disclaimer
This document is produced by Eastspring Investments (Singapore) Limited and issued in:

Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which is
incorporated in Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated
by the Monetary Authority of Singapore under Singapore laws which differ from Australian laws.

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of
Hong Kong.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia
Financial Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (531241-U).

This document is produced by Eastspring Investments (Singapore) Limited and issued in Thailand by TMB Asset Management Co., Ltd.
Investment contains certain risks; investors are advised to carefully study the related information before investing. The past performance
of any the fund is not indicative of future performance.

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is
incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments
(Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registre de Commerce
et des Sociétés (Luxembourg), Register No B 173737.

United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch, 10 Lower Thames Street,
London EC3R 6AF.

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

The views and opinions contained herein are those of the author on this page, and may not necessarily represent views expressed or
reflected in other Eastspring Investments’ communications. This document is solely for information purposes and does not have any
regard to the specific investment objective, financial situation and/or particular needs of any specific persons who may receive this
document. This document is not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any
financial instruments. It may not be published, circulated, reproduced or distributed without the prior written consent of Eastspring
Investments. Reliance upon information in this posting is at the sole discretion of the reader. Please consult your own professional adviser
before investing.

Investment involves risk. Past performance and the predictions, projections, or forecasts on the economy, securities markets or the
economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any of the
funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the preparation
of this material and Eastspring Investments has not independently verified, validated or audited such data. Where lawfully permitted,
Eastspring Investments does not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be
liable for damages arising out of any person’s reliance upon this information. Any opinion or estimate contained in this document may
subject to change without notice.

Eastspring Investments (excluding JV companies) companies are ultimately wholly-owned/indirect subsidiaries/associate of Prudential
plc of the United Kingdom. Eastspring Investments companies (including JV's) and Prudential plc are not affiliated in any manner
with Prudential Financial, Inc., a company whose principal place of business is in the United States of America or with the Prudential
Assurance Company, a subsidiary of M&G plc (a company incorporated in the United Kingdom).
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