MANAGER POINT OF VIEW

Into the heart of ESG
It’s often been said that ESG investing is a means both to improve long-term performance
and to mitigate risk. The market downturn and ongoing impacts of Covid-19 lockdown
continue to test to that hypothesis, yet not all ESG managers have been created equal.
Jens Peers, CEO, CIO and portfolio manager at Mirova US, discusses the factors that
influence the longer-term sustainability game.

Why is sustainability investing so
important to you?
Many people have different definitions of
sustainability. And different clients may have
different reasons as to why they want to have
sustainability embedded in their portfolios.
When we talk about sustainability investing, we
often talk about ESG investing. Knowing the
environmental, social and governance
behaviour of a company may help to better
measure its financial performance.
So we look at how a company's operations or
the use of its products, including the supply
chain, impacts the environment. That includes
raw materials and broader uses of the product.
Social metrics focus mainly on the relationship
between the company and their broader
stakeholders. This includes the employees, in
terms of how they motivate them, but also their
suppliers, their customers and the wider
community in which they operate.
And on the governance side, we focus on
policies and practices related to the
companies, the way companies are run, the
leadership, executive pay, shareholder rights,
but also oversight through the board.
In short, looking at environmental, social and
governance factors, there's many different
ways that one can actually orientate a portfolio
around ESG. That’s why I believe SPINE is
extremely important.

What is SPINE?
It’s an acronym. Each letter stands for a
different way people can use sustainability in
their investment process. Many mainstream
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managers today that have developed any
kind of sustainability solution are focusing on
what we call financial materiality and
sustainability integration [see box out on
page 3].
When ESG factors are believed to have a
material impact on performance of a
company, then, and only then, will it be used
to make financial decisions. The rest will not
be looked at necessarily, but when they
believe it's the case, they will integrate it.

Jens Peers
CEO, CIO & Portfolio Manager
Mirova US

So, there are ESG factors that may impact
the performance of a company and therefore
it needs to be integrated. But the reality goes
far deeper.
The other letters – P, I, N and E – also have
a level of intentionality, although its broader
and deeper than integration alone. They
other four letters focus on what we call
positive selection, impact investing, negative
screening and engagement, all intentionally
want to create a specific ESG profile, beyond
just creating good financial performance.
Many investment strategies will implement
one of these approaches or a combination of
them. Our global equity strategy applies
elements of all five SPINE approaches.

How does SPINE have an impact on
performance?
The graph [see over the page] shows the
valuation of the broader markets, taking the
S&P 500 as a proxy for US equities. This is
based on a study by a consultant called
Ocean Tomo, a specialist in intellectual
property. It looked at the history of the S&P
500 and how much of its value is driven

There are ESG
factors that may
impact the
performance of a
company and
therefore it needs
to be integrated.
But the reality goes
far deeper.

by tangible assets – equipment, buildings,
inventories, machines, and that sort of
thing – and how much has been driven by
intangibles – goodwill, brand awareness,
image, motivation of people, and so on.
In 1975, the vast majority – 83% of the
valuation of the S&P 500 – was in tangible
assets. In those days, knowing the book
value of all the company’s assets was a
good indication of the company’s value.
Today, it’s the opposite. In 2015, 84% of
the valuation of the S&P 500 was in
intangible assets and only 16% was in the
tangible, real assets of a company.
This graph tells you two stories. One, the
returns of the S&P 500 over those years
was generated largely by focusing on the
intangible assets, which goes towards
creating client loyalty, employee
satisfaction and better returns over the
long term. Second, the biggest risk you
take is in not managing it properly.

Natixis Investment Managers, our parent
company, conducted a survey1 that asked
9,100 investors in 25 countries whether they
find ESG investing important. It found that
seven out of ten investors believe that if a
strategy is more in-line with a 2°C global
warming scenario, they would be more
inclined to invest in it.
Seven out of ten also said that it's very
important for them to have a positive social
impact through their investments. Six out of
ten think there's also a link between good
ESG practices and performance.

From a risk perspective, it's really
important to take ESG factors into account
when you're looking at any assets, if you
want to generate positive financial return.

Meanwhile, three quarters would like to see
more investment options in their retirement
plan and don't have access because there's
not enough sustainability options available,
or offered to them by their financial adviser.

Beyond performance, why is ESG
investing important?

How would you describe your
investment philosophy?

In 2015, the UN agreed on a set of 17
goals that is calls the sustainable
development goals or SDGs. Those 17
goals cover a range of areas and are
estimated to generate about $12 trillion

First, we want to outperform the broad
global equity market. We measure global
equities by the MSCI World index. But we
also want to do that with a much better
environmental and social profile.

1 Source:

The 2019 Cross-Survey ESG Report, im.natixis.com/intl/research/esg-investing-report-2019
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of additional GDP if they are achieved by
2030. We have seen in the last couple of
years that the asset management industry
has increasingly used these SDGs as the
basis to determine what is actually
sustainable and what is not. They will also
help us to develop impact reports for
advisers and investors to share.

In terms of performance, we think equity
markets are taking too much of a shortterm focus. As a result, they don't see or
don't integrate enough of the growth
opportunities. Yet they are supported by
important long-term trends that are
reshaping our economy and generating
long-term return opportunities.
We also believe that ESG risks are not
properly priced into the market. Indeed,
unfortunately, we’ve seen too many
examples of well-known companies with
poor environmental, social and
governance practices, where that risk had
materialized and led to significant under
performance. Think about Volkswagen
with its fraud, or Tokyo Electric Power with
Fukushima – or BP in the Gulf of Mexico.
There are many others across the world.

How does your investment process
generate alpha?
There are four key distinct steps in our
process. The first is to identify the longterm trends that will reshape our economy
and the way we live over the next decade
or so. Those companies that are well
positioned in those transitions will
outperform the ones that don't. We focus
on demographic, technological,
environmental and governance-related
transitions.
After identifying the companies that we
believe offer solutions for those long-term
transitions, and that are well positioned to
benefit from them, we analyse investment

We’ve seen too
many examples of wellknown companies with
poor ESG practices,
where that risk had
materialized and led to
significant under
performance.
opportunities in great detail, to make sure
they have the right characteristics that we
believe will create long-term value. These
include: high barriers to entry, strong
competitive advantages, a well-diversified
and strong management team and a strong
financial structure.
We also focus on the ESG characteristics of
a company during this process. Not only do
we want to avoid investing in companies
that take irresponsible risks, we are also
convinced that by having the right ESG
characteristics, a company may be able to
generate even better returns.
Many investors are ignoring this ESG
information, which means that not all the
information if fully factored in by current
valuations. This gives us many opportunities
to generate alpha and outperform.
Written in April 2020

SPINE explained
S = Sustainability integrated. When an ESG solution is believed to have a material
impact on the performance of a company. For example, if an analyst looks at whether
the models of a car manufacturer will be in line with future environmental regulation.
P = Positive selection. Where there’s the intention to create an ESG or positive profile,
or at least avoid the negative impact through the investments. Positive selection looks
for companies that essentially have a positive impact on our society.
I = Impact investing. This puts impact first – and normally a single impact. For example
air quality in a very specific region in the world. Even if the performance is not to the
desired standards, the impact alone is a comfort for an impact investor.
N = Negative screening. This is a traditional ESG investment approach where you
screen out tobacco companies, gambling, weapons and maybe fossil fuels. Many
investors, particularly religious clients, want to do negative screening.
E = Engagement and activism. This means being an active investor: taking ownership
very seriously, engaging directly with the management – potentially putting resolutions
up for votes – and making sure that you put that pressure on the company.

FOR INVESTMENT PROFESSIONALS ONLY
C2 - Internal Natixis

Additional Notes
In Hong Kong: The content of this document has been prepared for informational purposes only. Under no circumstance may a copy be shown, copied, transmitted or otherwise distributed to any
person or entity other than the authorised recipient without the advance written consent of Natixis Investment Managers Hong Kong Limited.
Investment involves risk. The information contained herein does not constitute an offer to sell or deal in any securities or financial products. The content herein may contain unsolicited, general
information without regard to an investor’s individual needs, objectives, risk parameters or financial condition. Therefore, please refer to the relevant offering documents for details including the
risk factors and seek your own legal counsel, accountants or other professional advisors as to the financial, legal and tax issues concerning such investments if necessary, before making any
investment decisions in the fund(s) mentioned in this document.
Past performance information presented is not indicative of future performance. If investment returns are not denominated in HKD/USD, USD-/HKD-based investors are exposed to exchange rate
fluctuations.
Natixis Investment Managers Hong Kong Limited is a business development unit of Natixis Investment Managers, a subsidiary of Natixis that is the holding company of a diverse line-up of
specialised investment management and distribution entities worldwide
Certain information included in this material is based on information obtained from other sources considered reliable. However, Natixis Investment Managers Hong Kong Limited does not
guarantee the accuracy of such information.
Issued by Natixis Investment Managers Hong Kong Limited

In Singapore: The Fund has been recognized under the Securities and Futures Act, Chapter 289 of Singapore, and Ostrum Asset Management Asia Limited is appointed as its Singapore
Representative and agent for service of process.
This document is published for information and general circulation only and it does not constitute an offer to anyone or a solicitation by anyone to subscribe for shares of the Fund as it does not
have any regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this document. Nothing in the document should be
construed as advice or a recommendation to buy or sell shares.
Past performance of the Fund or managers, and any economic and market trends or forecast, are not necessarily indicative of the future or likely performance of the Fund or the manager. The
value of investments and the income accruing, if any, may go up or down and investors may lose the full amount invested. Investors investing in funds denominated in non-local currency should
be aware of the risk of exchange fluctuations that may cause a loss of principal. Investments in the Fund involve risk, which are fully described in the prospectus. The Fund may use derivatives
for hedging and/or investment purposes. The net asset value of the Fund may be subject to volatility as a result of its investment policy and/or use of financial derivative instruments. Investors
should consider the Fund’s investment objective, risks, charges, expenses and read the prospectus and Product Highlights Sheet carefully and discuss with their financial adviser to determine if
the investment is appropriate for them before investing. However if an investor chooses not to seek advice from a financial adviser, he/she should consider whether the product is suitable for
him/her. The Prospectus is available for collection from the Singapore Representative or Natixis Investment Managers Singapore, located at 5 Shenton Way, #22-05 UIC Building, Singapore
068808 or any appointed Singapore distributor.
This document is provided by Natixis Investment Managers Singapore (name registration no. 53102724D), a division of Ostrum Asset Management Asia Limited (company registration no.
199801044D). Ostrum Asset Management Asia Limited holds a capital markets services licence issued by the Monetary Authority of Singapore to conduct fund management in Singapore. This
advertisement has not been reviewed by the Monetary Authority of Singapore.

NATIXIS INVESTMENT MANAGERS RCS Paris 453 952 681 Share Capital: €178 251 690 43, avenue Pierre Mendès-France, 75013 Paris www.im.natixis.com
NATIXIS INVESTMENT MANAGERS INTERNATIONAL Limited company with a share capital of 51 371 060.28 euros – Trade register n° 329 450 738 Paris Authorized by the Autorité des
Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009. Registered office: 43, avenue Pierre Mendès France - 75013 Paris www.im.natixis.com
MIROVA Limited liability company RCS Paris no. 394 648 216 Regulated by AMF under no. GP 02-014 59 Avenue Pierre Mendès-France, 75013 Paris www.mirova.com
MIROVA US 888 Boylston Street, Boston, MA 02199; Mirova US is a U.S.- based investment advisor that is a, wholly owned affiliate of Mirova. Mirova is operated in the U.S. through Mirova US.
Mirova US and Mirova entered into an agreement whereby Mirova provides Mirova US investment and research expertise, which Mirova US then combines with its own expertise when providing
advice to clients.
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