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The Top Four Global Investment ESG Trends for
Companies in Hong Kong to Focus on

SREXEBERFRIAEIKE

As 2021 presses on, global companies are getting used to the
post pandemic ‘new normal’. In this context, we look at the
Environmental, Social and Governance (ESG) investment trends that
can be expected to impact companies in Hong Kong in 2021 and
beyond. Companies in Hong Kong can anticipate some of the key
ESG challenges and opportunities by monitoring earlier developments
in Europe and North America, where ESG understanding is often
considered to be more mature and embedded.

ESG Regulation Influences Companies Directly, and
Indirectly via Investors

In the build up to Glasgow’'s COP 26 summit to be held in November
2021, the recent G7 summit has confirmed the willingness of
global leaders to commit to both increased ESG disclosures and
tougher climate goals'. Meanwhile, governments and other bodies
are promoting changes directly through corporate reporting and
indirectly through increased demands on investors. As a result,
ESG regulation affects corporate reporting and sustainability
communication in a dual manner.

Mandatory reporting places a direct burden on companies to report
non-financial or ESG-related data, an example of this being the
European Union's (EU) Non-Financial Reporting Directive (NFRD),
introduced in 2017. The NFRD's scope is being expanded through the
Corporate Sustainability Reporting Directive (CSRD), asking companies
to collect and disclose key environment and social metrics which
require careful strategic planning and implementation. Investors are
the beneficiaries of having comparable metrics from issuers.
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' European Council, June 2021, https://www.consilium.europa.eu/en/press/

press-releases/2021/06/13/2021-g7-leaders-communique/
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Related to this, the UK now places a direct demand on companies to
disclose climate-related risk through an alignment of reporting with
the recommendations of the Financial Stability Board's Taskforce on
Climate-related Financial Disclosure (TCFD). Furthermore, the Biden
Administration and the US Securities and Exchange Commission
(SEC) are also working towards climate-related risk prescriptions.
Companies in Hong Kong can expect to be asked more about
climate-risk considerations, alongside pressure coming from the June
G7 summit in its final Communiqué, and TCFD being a crucial topic
which global ESG-minded investors are pushing for’.

There are a number of taxonomies under development globally;
arguably the most advanced and of interest to Hong Kong at the
time of writing is from the EU. Based on its ‘Green Finance Plan’ and
‘Sustainable Finance Taxonomy’, the EU recently put in place the
first phase of its Sustainable Finance Disclosure Regulation (SFDR),
requiring investors to provide varying levels of disclosures in relation
to the sustainability classification of their investment funds. These
requirements put pressure on companies to expand ESG reporting.
In order to meet this new disclosure framework, investors seek this
information from portfolio companies globally, hence why ESG data
providers, including MSCI, are incorporating the SFDR metrics into
the data collection process for all rated companies, including those
based in Hong Kong.

Investor Pressure on Corporate Climate Change Strategy
Climate change has been on the agenda for global companies with

large operational emissions and those with elevated physical and
transition climate risks, but also for companies with significant climate
impact in their supply chains, investments, or underwriting. To tackle
this, many companies are setting net-zero targets, while investors are
holding them to account by pushing for enhanced climate change
measurement and mitigation plans.

With the backing of 545 global investors representing more than
US$52 trillion in assets under management (AuM), Climate Action
100+ has sought since 2019 to curb greenhouse gas (GHG) emissions
from the largest corporate carbon emitters on the planet and promote
a 'just transition’. Released in 2021, the group’s inaugural Net-Zero
Company Benchmark focused on 159 of the largest GHG emitting
global companies and provides industry-specific methodologies
for calculating emissions. Going forward, the benchmark will be
expanded to more companies, further assist in net-zero planning, and
enhance investor understanding of those companies that have more
reliable net-zero transition plans compared to climate laggards.

UNPRI signatory investors — which now amount to over 3,000
globally — are fulfilling their active ownership commitments through
engagement and shareholder votes in portfolio companies. Indicative
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of a stronger investor stance, the Say on Climate
campaign led by the London-based Children’s
Investment Fund (US$27.1 billion AuM),
focuses on making companies put their climate
strategies to a shareholder vote, including
at Nestlé, Shell, and Unilever. In addition,
companies are being targeted by non-profits
like As You Sow, Follow This and ShareAction,
which produce key corporate governance and
sustainability research for investor use. Recent
examples of shareholder action saw activist
hedge fund Engine No.1 with just 0.02%
ownership in Exxon Mobil, supplant three of the
oil giant’s board members with climate-minded
individuals following broad-based investor
support including the likes of BlackRock, and
an emissions-focused shareholder proposal at
Chevron winning majority support.

Companies in Hong Kong can get a sense of direction based on
these investor initiatives. Transitioning towards net-zero, increasing
emissions disclosures, and integrating climate into corporate strategic
thinking will increasingly be rewarded by institutional investors
seeking to decarbonize their portfolios.

Biodiversity and Natural Capital
Biodiversity is one of the fastest growing topics within the ESG space,

with its own biodiversity-specific framework under development by the
Taskforce on Nature-related Financial Disclosures (TNFD), being launched
in June 2021 and aiming to replicate the successes of the TCFD. This
framework is being established at a time when global investors are
increasingly concerned about how companies consider nature-related
financial risks and seek to adapt to, and mitigate, biodiversity-loss.

To focus the attention and efforts of investors and companies towards
halting biodiversity loss, a number of leading organizations are driving
momentum on the issue, including the G7 Summit’s 30% land and
ocean protection commitment, the UN Environment Program, the UK
government commissioned Dasgupta review, the World Economic
Forum, and notably the scientist-led IPBES, which recently stressed
the intrinsic link between climate change and biodiversity loss, and
why they must be dealt with in tandem?®.

Investors themselves are increasingly engaging with companies
relating to their biodiversity risks and impacts. The 2021 Leaders
Arena Biodiversity Study identified that US$7tn in combined investor
equity assets are already considering biodiversity and nature-related
issues within their ESG due diligence and recognize biodiversity-loss
as a financial risk®.
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*  Intergovernmental Science-Policy Platform on Biodiversity and Ecosystems

Services, June 2021, https://www.ipbes.net/events/launch-ipbes-ipcc-co-
sponsored-workshop-report-biodiversity-and-climate-change
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The UN's October 2021 biodiversity-focused COP 15 summit is due
to be held in Kunming, China. This event will bring together countries,
business leaders and investors to find a common path towards the
responsible management of the Earth’s natural capital. Companies in
Hong Kong can play a large leadership role in collaborative efforts to
halt biodiversity-loss and be nature-positive.

Remuneration Linked to Sustainability
Investors are increasingly evaluating how companies integrate

sustainability into their business models and executive remuneration.
By including sustainability or ESG factors into short-term and long-
term executive remuneration packages, companies can show
investors that sustainability is being integrated from the top down,
however, investors are also wary that not all remuneration links to
sustainability are appropriate or impactful.

A recent study by PwC and London Business School found that 45%
of FTSE 100 companies have linked executive bonuses or long-term
incentive plans to ESG targets. The study also found that ESG links
are not easily implemented and stressed that ESG elements must
demonstrate the creation of shareholder value and benefit other
stakeholders of the company. Links to ESG scores, for example, are often
criticized as they may not truly improve sustainability but rather improve
aspects of reporting. In contrast, ESG links to diversity, emissions
reductions, or sustainability metrics are often considered more impactful.

Since the start of the year, investors including Europe's largest
institutional investor Amundi (US$2.2 trillion AuM), have been calling
on companies to introduce sustainability-linked remuneration, and
have actively been voting against plans that do not contain ESG
metrics. Investors are not alone as regulators; proxy advisers and
reporting bodies are also pushing firms toward increased ESG-
tied remuneration. It is likely that global investors will start to hold
companies, including those based in Hong Kong, to account of their
integration of sustainability and ESG into executive remuneration.

Concluding Remarks
Hong Kong based companies can ready themselves for the ongoing

investor push on ESG which is already being felt in Europe and North
America. Companies can better prepare by improving their tracking,
engagement, and communications with investors, and appropriately
evaluating and factoring their views into sustainability strategy,
reporting, and investor communications.

For assistance with ESG matters in the investor realm, contact Fiona
Donnelly of Red Links Sustainability Consortium (www.redlinks.com.hk),
the Hong Kong-based associate of Leaders Arena, a UK & US based
consultancy that specialises in ESG advisory through an investor lens.
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