2022 Market Outlook

ESG accelerated
Investors have gone beyond the “why” of responsible investing and are increasingly focusing on
the “how”. As the sense of urgency rises on the back of intensifying climate concerns, there are
opportunities for investors to get better at doing good.

The COP26 agreement in Glasgow had set
common timeframes and put procedures in
place to help keep the global temperature
increase to 1.5 degrees Celsius by 2030.
However, the gap in reducing carbon
emission levels remains considerable.

FACILITATING A COAL TRANSITION

--------------An 80% reduction in coal energy globally
is required to meet the Paris climate goal.
In Asia and the Emerging Markets (EMs), a
large existing stock of coal plants and mines
continue to be a key source of energy
and jobs.
A holistic approach is needed to help
the emerging economies transition away
from coal. Governments need to develop
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We support companies
that show a
willingness and
are earnest in their
desire to lower their
carbon emissions.

transformation strategies and minimise
the impact of the transition on people and
communities. This may require upskilling and
reskilling of people. Significant resources are
also needed to build new green infrastructure
or repurpose existing ones. EM governments
and companies will need substantial financing
to achieve the COP26 goals and timelines.
As an Asian and EM investment specialist,
we feel a great sense of responsibility to
support the EM economies in their transition
out of coal. In our equity and fixed income
investments, we support companies that show
a willingness and are earnest in their desire
to lower their carbon emissions. We believe
that investors can make a positive impact by
actively engaging companies and helping
them in the coal to clean transition.
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Coal and fossil fuels are key energy sources for Asia (Primary fuel type as % of total in 2020)

Source: BP Statista Review of World Energy 2021, Morgan Stanley Research.

ACHIEVING LOW CARBON FOOTPRINTS

--------------Some Asian economies are making headways in building
a more carbon-neutral, climate resilient world. In October
2021, South Korea proposed a 40% cut to its greenhouse
gas emissions by 2030 compared with 2018 levels, up from
an earlier target of 26%. Hydrogen will play a big role in
achieving this outcome.
South Korea plans to expand its hydrogen consumption
from the current 220,000 tons to 3.9 million tons in 2030
and 27 million tons in 2050. The revised 2030 hydrogen
consumption goal is double the original target that was
proposed in Korea’s “Hydrogen Economy Revitalisation
Roadmap” in 2019.
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Many South Korean companies have announced plans to
invest and integrate into the hydrogen economy, as market
valuations are increasingly impacted by rising environmental
costs. Adapting businesses to a low-carbon structure can
help support valuations, as well as provide new growth
opportunities for investors. Companies have announced
more than KRW 43 trillion worth of investments by 2030 to
produce clean hydrogen, produce and distribute liquefied
hydrogen, expand the supply of hydrogen fuel cells and
manufacture hydrogen mobility vehicles.
While South Korea aims to reduce its carbon footprint
by becoming a hydrogen-based economy, other Asian
economies will forge their own paths to decarbonise the
environment. This may include developing new clean energy
sectors, such as electric vehicles (EV) in China, EV batteries
in Indonesia and renewable energy in Malaysia.
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LEVERAGING QUANT FOR ESG

INVESTMENT IMPLICATIONS

---------------

---------------

Data is often seen as one of the biggest obstacles in
integrating environmental, social and governance (ESG)
considerations into an investment process. Some of the
most cited concerns include inconsistencies among rating
agencies, lack of clarity around standards and metrics as
well as insufficient data to make informed decisions.

Equities – Investment opportunities will emerge as
companies strive to make their business models more
sustainable. South Korea’s automotive industry for
example is generating new income streams by producing
hydrogen-powered trams, cleaning trucks and forklifts.
Korean shipbuilders are also benefiting from an increased
demand for hydrogen carriers & storage facilities. Over in
Japan, many companies have begun to set specific carbon
reduction targets, which would ultimately boost their global
competitiveness in the long term. We are also finding
investment opportunities in EV companies and upstream
suppliers (e.g. the separators in lithium ion batteries) in the
EV supply chain within Asia.

We believe the ESG data landscape has dramatically
improved as more comprehensive, reliable and comparable
datasets have become available, though many challenges
still remain. With the exponential increase in ESG data
in terms of both volume and categories, a quantitative
approach offers an attractive method for integrating ESG
considerations into the investment process.
The “E” component takes centre stage for many investors
as the climate impact is forecast to hit most regions the
hardest. As such, we think integrating carbon metrics into
the investment decision-making process and striving for
an improvement in a portfolio’s weighted average carbon
intensity (“WACI”) score is a good starting point for
investors wishing to invest with a sustainability angle.
A portfolio with superior WACI characteristics, that is not
significantly skewed in any industry, country or stock, can
be quantitatively constructed by using the carbon emissions
data provided by MSCI. A quant approach also offers
greater flexibility. By mapping out an efficient frontier of
optimised portfolios for various levels of WACI, the tradeoffs between reducing the carbon intensity of the portfolio,
reducing expected volatility, and enhancing expected returns
become apparent.
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Bonds – 48% of the energy consumed in Asia is generated
by coal. To reduce carbon emissions meaningfully, Asia
needs to transition towards renewable sources of energy. In
the last two to three years, we have seen the first wave of
renewable energy bond issuers from India. Going forward,
we expect the next wave of renewable issuers to emerge
from China as the decarbonisation and energy transition
theme gains momentum. In addition, China’s net carbon
neutrality goal by 2060 is likely to see the government’s
ambitious target being cascaded down and shaping
companies’ medium to long-term business strategies. As
companies seek funding for such efforts, we expect to see
a highly diverse mix of green bond issuances from China
going forward.
Quant – A quantitative approach potentially offers a more
informed and flexible way to integrate ESG considerations
into the investment process. Quantitative strategies can
leverage carbon emissions data to construct portfolios
with superior WACI characteristics. The key is having clear,
aligned metrics for the sustainability goals that investors are
trying to achieve. Once that goal is met, quantitative tools
and techniques lend themselves well to building bespoke
ESG investment solutions.
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Explore the other themes in our 2022 Market Outlook

Normalisation in motion

Underappreciated Asia
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China redefined

Continuous disruption
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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: 199407631H),
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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