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IN T R ODUCTION

What is ESG
ENVIRONMENTAL, SOCIAL, GOVERNANCE

ESG stands for Environmental, Social, and Governance and has now gain importance in
the investment world. ESG Investing is necessary because ESG issues and investments
are reciprocal. This undermines the level of risk, volatility, and long term returns of
securities and markets. Therefore, ESG becomes a method to manage assets. Fund
managers and investors evaluate a corporate’s behavior to determine how these issues
potentially affect the returns of investments.
“Environment” considers all factors related to the natural and physical world, including
the use of renewable and non-renewable resources (such as water, minerals, energy,
ecosystems, and biodiversity). We measure the environmental impact of a company’s
operations and the efficiency of resource management based on benchmarks in
different industries, thus, evaluate the level of care for their surrounding environment.
“Social” focuses on the factors that affect human life. It revolves around how the
company creates value for its stakeholders and manages internal and external
relationships. Indicators such as community responsibilities, treatment of customers,
employee satisfaction and rights, equal opportunities, diversity, and inclusivity are
regarded.
“Governance” observes issues within the company’s business model and common
practices, as well as the interests of the management hierarchy. The company’s board of
directors, shareholder rights, business ethics, policy practices, and operating regulations
are evaluated.
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Who are we
MANAGING GLOBAL ASSETS WITH AN INNOVATIVE
AND ESG FRIENDLY APPROACH
LW Asset Management Advisors Limited [1] is an asset management firm that takes an
innovative approach to manage global assets. Our company is headquartered in Hong
Kong. LW A.M. was established in 2012. In 2019, Mr. Jonathan Lo, a member of an
Australian Family Office took over the company and restructured the business. In line
with our company's business development, expert fund managers - Mr. Andy Wong and
Mr. Henry Ling joined the company in 2019, committed to offering diversified
investment solutions with different asset classes and market opportunities.
Since 2019, LW A.M. has looked beyond returns in
our investments and ESG has always been an
essential element of our global investment
strategy. We believe that ESG Investing gives us
a sustainable investment guideline, is a way of
risk management and is a way of giving back to
society

through

investing.

From

our

daily

operations to our assessments of investments,
we put “Sustainability” at the core of our
considerations. FATA Fundamental Technical
Analysis (refer to Fig.1) is our renowned securities
assessment model, in which we include ESG as
one of our assessment criteria. Six assessment
criteria are Technical Analysis, ESG, Growth,
Yield, Value, and Quality. We believe that ESG
analysis can complement fundamental and
technical analysis. As the market gains more
knowledge

and

understanding

of

Figure 1: FATA Fundamental Technical Analysis of
the Global Equity Portfolio

ESG,

considerable returns and social contributions
can complement each other. We hope to break
the traditional perception that returns and ESG
cannot coexist.
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Alongside ESG Investing, our team has also delivered many projects on ESG education
and ESG-related research. For ESG education, our current target audience is individual
investors in Hong Kong. We have been providing ESG education materials for our
audience since 2021 such as a Cantonese YouTube series, where we introduce
principles of ESG, ESG investment products, and ESG assessment tools that the public
can access. Our team is experienced in analyzing ESG case studies for specific
companies and industries. We strive for the community to gain a better understanding
of ESG. More materials and details can be found on our company website, at
https://lwamgt.com/.

Importance of ESG Investing
in 2022
A SENSE OF URGENCY AFTER COVID-19
Since the outbreak of COVID-19, much attention was brought into environmental and
social controversies, boosting considerations of ESG in the investment world. 2021 has
proved that ESG-related assets gradually attracted more old and new money in-flows,
a record $649 billion poured into ESG-focused funds worldwide throughout the year (as
of 30th November 2021)[i]. The performance of ESG-filtered indices has outperformed
most benchmarks. The 2021 United Nations Climate Change Conference (COP26) was a
momentous summit, supporting companies and governments to push their policies
forward. In 2022, we expect a continuous growth of ESG Investing, following the strong
foundations set in 2021.

1.LW A . M . (BAP023) is approved by t h e H o n g K o n g S e c u r i t i e s a n d F u t u r es C o m m i s s i o n t o
prov i d e asset man agement services i n 2 0 1 3 . F o r m o r e d e t a i l s o n a l i c e ns e - b e a r e r , p l e a s e
refe r t o SFC Public register of license d p e r s o n s a n d r e g i s t e r e d i n s t i t u t i o n s f o r m o r e l i c e n s e
deta i l s . An offshore fund house was se t u p a s w e l l i n 2 0 2 0 , p r o v i d i n g d i v e rs i f i e d i n v e s t m e n t
solu t i o n s for different asset classes a n d m a r k e t s .
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ESG

INVESTING

CHOICES

AND

TOOLS

WILL

CONTINUE

TO

DEVELOP AND BECOME MORE DIVERSE
There are many types of tools in the market when it comes to ESG Investing, such as
ESG Exchange Traded Funds (ETFs) and green bonds. For Asia Pacific, ESG-related
ETFs holds about four percent of total Asia Pacific ETF assets, but the genre is growing
quicker than ever. 25 ETFs related to ESG were launched in the region in 2020, with
thirty-one more added in the first half of 2021 [ii]. In terms of green bonds, sustainable
debt issuance has increased over the course of 9 years, with an accelerating growth
since 2018 as shown in Figure 2 [iii]. Europe is in the lead with over 60% share of global
green-bond issuance and will remain in the lead motivated by fiscal plans. As climate
flows rise, niche ESG-related financing tools become popular. One of the most known
examples are Carbon Allowances ETFs. The first Carbon Allowance ETF was listed in
2019, one addition in 2020, and two more in 2021, making it four Carbon Allowance ETFs
in total. Carbon-related ETFs gained major popularity in 2021 as governments put
stricter rules on carbon goals. With climate goals being one of the major political
focuses of 2022, ESG Investing tools will only grow bigger in terms of variation and size.

Figure 2: Sustainable debt annual issuance over 9 years, Data Source: BloombergNEF
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ESG ASSETS ARE GROWING RAPIDLY AND ARE EXPECTED TO
GROW EVEN BIGGER
There has been a significant increase in net capital in-flows for ESG ETFs, reflecting a
large gain in investors' interest in ESG-related investments. There is a seven-times
increase in ESG ETF in-flows in the whole of 2020. For 2021, there is a five-times
increase compared to January. According to Bloomberg [iv], global ESG assets
surpassed $35 trillion in 2020 and are on track to exceed $41 trillion by 2022 and $50
trillion by 2025 - one-third of the projected $140 trillion in total assets under
management globally. Within, the US is currently in the lead and now dominates 40%
of ESG assets growth.

INSTITUTIONAL INVESTORS ARE CONSIDERING ESG AS A FORM OF
RISK MANAGEMENT
LW A.M.'s Miss Vicky Li, Supervisor of ESG and Investor Relations states that "We
observed that whenever the market experiences high volatility and turbulence in
recent years, market funds tend to flow into ESG-related products. This shows that
investors believe assets with ESG qualities are more effective in combatting
environmental, political, and economical cycles.". In Zhou and Zhou (2022)'s [v]
research paper on ESG performance and stock Price volatility under a public health
crisis, they discovered that companies with excellent ESG performance saw a lower
increase in volatility than those with poor ESG performance, showing stronger
"resilience" and the ability to quickly recover. As a result, it becomes explanatory that
institutional investors increasingly use ESG as a tool for risk management.

Challenges of ESG Investing
THERE IS A LACK OF NORMALIZED DATA
There are large global ESG data providers such as Bloomberg, MSCI, Sustainalytics,
and S&P. However, there is no common standard as to how ESG metrics are produced;
how data is collected, at which time frame data is collected, and what indicators are
assessed within each set of data. One needs to use multiple sources to gain a holistic
calculation of ESG scores. This makes it hard for financial firms to draw a complete
picture. In International Organization of Securities Commissions' (IOSCO) [vi] report on
Sustainable Finance and the Role of Securities Regulators, it notes that many
participants [2] use different external standards (national and/or international) to
2.Pa r t i c i pants include: Asset manag e r s a n d f u n d m a n a g e m e n t f i r m s , A s s o c i a t i o n s , A u d i t
firms , C r e dit rating agencies, Issuers, O t h e r f i n a n c i a l a d v i s o r s a n d i n t e r m ed i a r i e s a n d S t o c k
exch a n g es.
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label and disclose ESG activities, but some rely on internal methodologies. To have a
globalized system of ESG assessment, there must first be a standardized pool of data
and it is yet to be developed. However, we acknowledge that there are multiple
frameworks that are applicable to financial securities such as the Sustainable
Developement Goals (SDGs) and Task Force on Climate-Related Financial Disclosures
(TCFD). These two are commonly used frameworks in Hong Kong. The TCFD considers
Governance as a fundamental aspect of ESG performance and we took reference into
our methodology.

REGULATIONS ARE STILL FORMING AND YET TO BE GLOBALIZED
In light of the asset management industry's rapid growth in utilizing forms of ESG
practices, national financial regulators have begun to assess and set regulations on
practices associated with methods of sustainable investing. Currently, regulatory
practices include but are not limited to disclosure of ESG products, taxonomies, rating
agency benchmarks, and financial policy developments. These methods are not
globalized but only regional. In Hong Kong, the Securities and Futures Commission
(SFC) has issued new guidelines on enhanced disclosures required for Hong Kongauthorized ESG funds in 2022. In the near future, investors, activists, and other
concerned stakeholders will push for more actions and set higher expectations for
governments to standardize regulations and companies to conform to the new normal.

THERE ARE BIASES TO ESG STANDARDS (E.G. SIZE, CULTURE,
GEOGRAPHY, INDUSTRY ETC.)
A study by the American Council for Capital Formation (ACCF) published in 2018 states
that there are three large biases in ESG scores. Firstly, larger companies have a bigger
chance of obtaining higher ESG scores simply because they have more resources to
improve in this region. Secondly, when comparing globally, there are geographical
biases towards regions with higher reporting requirements. Such as, Europe had higher
Sustainalytics ESG ratings compared to Australia, Asia, and North America as they
have stricter regulatory requirements. Thirdly, ESG agencies oversimplify industry
weightings. These biases exist in ESG ratings and cannot be avoided due to the lack of
standardized systems on ESG assessments globally.

THERE ARE CONTROVERSIES AND DOUBTS OVER TRANSPARENCY
AND CREDIBILITY OF ESG SCORES
There currently is no standard and rules for ESG reporting. Data used by ESG rating
agencies are mostly self-reported, i.e. companies can choose to provide additional
disclosure to support and enhance their public disclosures. This way, companies have
the freedom to choose what to disclose and what to exclude.
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Busting ESG Myths
Other than current challenges, there are also misconceptions of what ESG brings to
asset management and investing. We therefore breakdown the three largest
misconceptions and state how our background research bust these ESG myths.

MYTH 1: ESG INVESTING OFTEN SACRIFICES RETURNS
ESG actually brings better long-term returns and can withstand unexpected material
risks. From our study over the past two years since the reformation of LW A.M., we
noticed that ESG filtered ETFs outperform their respective market indices. We must
adapt ESG selection methods into our investment strategies for better long-term
returns.
ETF (data as of 01/01/2021-31/12/2021)

% Change in Return % Change in AUM

Vanguard Total Stock Market ETF (US) (VTI.US)

47.56%

116.79%

Vanguard ESG U.S. Stock ETF (ESGV.US)

55.37%

634.02%

iShares MSCI Emerging Markets ETF (EEM.US)

8.87%

-3.65%

iShares ESG Aware MSCI EM ETF (ESGE.US)

10.63%

602.91%

iShares MSCI World ETF (URTH.US)

35.96%

123.26%

iShares MSCI World ESG Screened UCITS ETF

39.19%

597.64%

(SDWD.LN)
Figure 3: Percentage Change in Return and Asset Under Management in market ETFs compared to its ESG select

MYTH 2: ESG INVESTING IS GREENWASHING, INSTITUTIONS ONLY
DO IT FOR REPUTATIONAL REASONS
ESG is much more than a form of green contribution, it is also a way of risk
management. There are multiple cases historically that proves a better awareness of
ESG material issues can better prepare for sudden investment losses. A prominent
example would be data privacy concerns over Meta Platforms Inc. (was Facebook) and
Cambridge Analytica in 2018. The two companies traded personal data of 87 million
Facebook users, leading to a loss of billions of dollars in Meta Platforms’ market value
consequentially. From history, we learnt that high-profile ESG incidents have led
investors to demand better transparency and regulations, in other words, for ESG to be
recognized as fiduciary duty.
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MYTH

3:

SOCIAL

AND

GOVERNANCE

FACTORS

ARE

LESS

MATERIAL AND IMPORTANT THAN ENVIRONMENTAL FACTORS
Environmental factors often overshadow Social and Governance factors due to the
urgency of climate change, however, Social and Governance factors are both key risks
to all investors and a company's stakeholders. Some argue that Social indicators are
hard to assess and lack quantifiable comparison, but Social indicators such as labour
safety are quantifiable through the standard and number of rules set within the
company. Governance is crucial because the management team of a company
decides how ESG is executed. Under good governance, the company would implement
ESG practices and overcome material risks. Governance is the foundation of good ESG
scores. All factors may not be equally weighted but should be fairly weighted.
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LW's Principles of ESG Investing
SUSTAINABILITY RISKS IN ASSET MANAGEMENT
We believe that Environmental, Social, and Governance risks are material towards a
company's value. ESG incidents and scandals would hit hard on the development and
investor's trust towards a company. ESG risks should be as important as financial,
legal, and credit risks.

CONSIDERATION OF CLIMATE CHANGE
Companies that are leaders in solving climate issues and incorporating technology to
create the future world are more popular amongst investors. We believe that these
businesses will stand comparatively stronger in the long run. Our investment theme
"New Energy Plus+" covers industries that we consider game-changers in climate
change.

DISFAVOR OF CONTROVERSIAL BUSINESSES
Controversial businesses and industries are excluded from our investment universe
because they are deemed contrary to our objectives and ESG beliefs. This is an
exclusion policy under our ESG framework and investment model.

INVESTMENT AS A VOICE FOR ENVIRONMENTAL AND
SOCIAL RESPONSIBILITY
Supporting ESG-related investments is one way to express personal values with a focus
on environmental and social awareness. ESG is merely a form of greenwashing but
standing for a good cause. We hope to break the stereotype that returns and ESG
cannot co-exist.

TRANSPARENCY IN ESG REPORTING
The credibility of data and transparency of ESG scores are heavily considered in our
methodology. We value the source of third-party data, whether it is voluntary reporting
or third-party assessments.
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Our Methodology
To address the challenges and strategies explained above, LW A.M. presents our ESG
assessment model driven by quantitative data analytics combined with qualitative
analysis. The following section explains the methodology of our ESG assessment model:
Assumptions, Data Sources, Four Pillars, and Quantitative Testing and Results.

Assumptions
In this methodology, we assume that
1. ESG material issues can affect the economic value and overall value of a company.
2. Controversial businesses cannot be considered as ESG Investing. In our current
framework, controversial industries include tobacco, cannabis, and gambling.
3. Businesses with less ESG risks have longer sustainable growth

Data Analysis

Figure 4: Infographic of QUANT Driven Data Analytics Approach

DATA AGGREGATION
Qualitative Exam Integration is done by studying the case studies and media coverage
of the company. For example, in Governance, we put controversial media coverage into
our analysis to ensure a level of risk management. A case study would be Nutrien’s
(NTR.CN) controversies around the two step-downs of the CEO within one year. This led
investors to lose confidence in the governance of the company and had led to
fluctuations in the company’s value.
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Four ESG Pillars
DATA ANALYTICS
Data is calculated in our quantitative model, where data is absorbed and dissected
into four pillars - Environmental, Social, Governance, and Risk. "Risk" is an added pillar
in our ESG assessment model because we believe that ESG scores are fundamental
towards risk assessment. The four pillars and qualitative integration is explained but
not limited to below.

Four Pillars - Environmental
Emissions
Carbon Footprint

Biodiversity
Biodiversity

Waste
Waste Management

Greenhouse Gas Emissions

Land use

Water Management

Climate Change-related
Emissions
Toxic Emissions

Four Pillars - Social
Social Ethics
Community Engagements

Safety
Health and Safety

Labour Management
Labour Rights

Controversial Social

Product Safety

Access to healthcare

Incidents

Supply Chain Safety

Access to Finance

Consumer Privacy and

Chemical Safety

Security

Four Pillars - Governance
Board
Board Diversity

Business Ethics
Business Ethics

Governance
Company Policies

Board Pay

Human Rights

Shareholder Rights

Board Composition
Independent Shareholders
Board Practices
Board Policies

Four Pillars - Risk
Risk in Environment
Emissions

Risk in Social
Human Rights

Risk in Governance
Bribery and Corruption

Biodiversity

Business Ethics

Business resilience

Land use

Health and Safety

Privacy and Security

Labour access to basic rights
and services
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Model Testing and Results
TESTING RESULTS
In order to make sure that our model is effective, we conducted testing on our
methodology by studying the S&P 500 Equal Weighted Index dating back to 2019, 2020,
and 2021. The testing is conducted by answering 3 research questions to validate the
model [3].

ONE. ARE SPX COMPANIES' ESG SCORES IMPROVING THROUGH
2019-2021?
Previously in the introduction, we assumed that the market as a whole is improving its
ESG scores, therefore our study attempted to find out whether the scores of the
constituents of the S&P 500 Equal Weighted Index have improved annually. According
to our BlackBox, this is the number of constituents with respective scores yearly.
2019

2020

2021

4

3

2

1

0
0

100

200

300

Figure 5: Number of constituents in the S&P 500 Equal Weighted Index with respective scores from 2019-2021

The study has shown that there is no change in the scores of the constituents
throughout 2019-2021. Constituents lean on a score of 3, reflecting that the S&P 500
Equal Weighted Index has an overall higher ESG score compared to the market.

3.Te s t i n g data compiled from Bloomb e r g
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TWO. DO CONSTITUENTS WITH A SCORE OF 4 HAVE BETTER
RETURNS THAN CONSTITUENTS WITH A SCORE OF 0?
To test our philosophy that equities with better ESG scores bring better long-term
returns, we applied our ESG scores to the S&P 500 Equal Weighted Index's constituents.
The following table summarizes our findings.

Score 4
Score 3

2019
35.82%
30.00%

2020
25.21%
11.41%

2021
41.39%
28.32%

Score 2
Score 1
Score 0

24.96%
26.41%
NA

5.94%
-7.99%
-24.34%

27.83%
22.46%
-7.79%

Figure 6: Average return of constituents in the S&P 500 Equal Weighted Index grouped in respective scores from 4 to 0

The study shows an obvious trend that constituents with higher ESG scores bring
higher average returns. This proves our assumption and philosophy that companies
with better ESG scores bring better long-term returns.

THREE. COMPARED TO AN EQUAL-WEIGHTED S&P 500 INDEX,
HOW DOES CONSTITUENTS WITH A HIGHER SCORE OUTPERFORM
THE MARKET?
To prove that ESG is an effective investment decision-making factor, we conducted a
study to look at whether ESG is helpful in seeking alphas. The following table shows the
annual returns of an equal-weighted index of score-4 constituents only, scores-3 and 4
constituents only, and the overall S&P 500 Equal Weighted Index.

Score 4 only
Scores 3 and 4

2019
35.82%
30.86%

2020
25.21%
13.43%

2021
41.39%
30.20%

S&P500 EW

28.69%

9.92%

29.07%

Figure 7: Average return of score 4 constituents, score 3 and 4 constituents, and S&P 500 Equal Weighted Index

From the above table, we can conclude that equities with an ESG score of 4
outperforms the S&P 500 Equal Weighted Index. Considering score 3 and 4s, it also
outperforms the index but by clearly less.
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Investment Decision
INVESTMENT DECISION
As we have previously established that ESG scores should be a fair part of investment
decision-making, our team has added ESG into our investment decision model in 2020.
Our FATA – Fundamental Technical Analysis model includes Technical Analysis, Yield,
Quality, Value, Momentum, and ESG. It combines technical and fundamental analysis
to find long-term value regardless of the type of investment. The below figure shows
our FATA Analysis model.

Figure 8: FATA of NTR.CN
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Ending Notes
WHY OUR METHODOLOGY?

Investment Oriented Application

Looks highly of ESG as a mode to

of ESG Scores

Manage Risks

Weighting designed by experienced

Fair Consideration of weighting

ESG Investing Managers

the Four Pillars

OUR COMMITMENT WITH LW'S ESG FRAMEWORK
We are committed to evaluating and improving the methodologies behind our ESG
model to keep up with the fast-changing world. For example, we understand that
regulations and reporting rules vary between countries and policies change. A
geographical rebalancing of weightings for different markets may be considered in the
future to tackle the change in regulations. We are also looking into making an industry
weighting database other than our current geographical weighting database. To
navigate the immense complexity and changing trends, LW develops a sustainable
and adaptable ESG model to suit long-term investment needs.
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