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The following selective clips are extracted from The Edge Malaysia's inaugural
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Zero-ing in
on emissions

Sustainability and climate change advocates
break down what a credible plan to reduce
and eliminate carbon emissions should entail,
the approaches companies should take and
the pitfalls to avoid

BY Sreerema Banoo

IN response to climate change, an increasing number of
countries and corporations have made “net zero” carbon
emissions commitments and set deadlines ranging from
2030 to 2050. Datin Seri Sunita Rajakumar, founder of the
Malaysian chapter of the World Economic Forum’s Climate
Governance (CGM), says decarbonising the economy has
gathered significant momentum in the last 12 to 18 months,
particularly in the run-up to the 2021 UN Climate Change
Conference, also known as COP26, which was held in
Glasgow from Oct 31 to Nov 12.

Under the 2015 Paris Agreement, almost every country
on the planet agreed to limit the rise in global average tem-
perature to well below 2°C, ideally to a ceiling of 1.5°C,
to avoid the worst impacts of climate change.

But as the Intergovernmental Panel on Climate Change
(IPCC) climate report released in August shows, human
activity has already heated up the world by about 1.1°C.
What’s more, the authors of the report believe that based
on current emissions trends, 1.5°C of warming will be
reached by 2040 or earlier if emissions are not reduced in
the next few years. At 1.5°C of global warming, there will be
an increase in heatwaves, longer warm seasons and shorter

. seasons. At 2° global warming, heat extremes

NDC:s are national climate plans highlighting climate ac-
tions, including climate-related targets, policies and measures
governments aim to implement in response to climate change
and as a contribution to global climate action. Malaysia’s
NDC is to reduce the greenhouse gas emissions intensity
per unit of GDP by 45% in 2030, from 2005 levels, and, as
recently announced by Prime Minister Datuk Seri Ismail
Sabri Yaakob during the tabling of the 12th Malaysia Plan,
to achieve carbon neutrality as early as 2050.

According to KPMG International’s Net Zero Readi-
ness Index (NZRI), Malaysia ranked No 21 out of the top
25 countries in the race to net zero based on progress to
date and established initiatives. (The NZRI is a tool that
compares the progress of 32 countries in reducing the
greenhouse gas emissions that cause climate change, and
assesses their preparedness and ability to achieve net zero
emissions of these gases by 2050.)

Pressure from regulators and stakeholders
According to the KPMG 2021 CEO Outlook survey, 70%
of CEOs in Asia-Pacific said they faced increased demand
from stakeholders for more reporting and transparency on
ESG issues, with pressures predominantly coming from
institutional investors (57%) and regulators (31%).

KPMG Malaysia head of sustainability Kasturi Nathan
says Bank Negara Malaysia is strengthening regulatory
and supervisory expectations for managing climate risks.
“Initiatives have been introduced, such as expectations for
financial institutions to improve disclosures in line with the
recommendations of the Task Force on Climate-related
Financial Disclosures (TCFD).The Climate Change and
Principle-based Taxonomy (CCPT) Guidance Document
was issued on April 15, 2021, to provide a framework on
the climate impact of economic activities and support the
transition of economic activities to contribute to climate
change objectives.

“Such requirements will impact not just operations
within financial institutions but will directly impact all
companies regardless of industry that have dealings with
them,” says Kasturi. S
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companies in Malaysia have announced net zero targets,
including Petroliam Nasional Bhd (Petronas) and Tenaga
Nasional Bhd. “DHL Malaysia has pledged its commitment
to reduce logistics-related emissions from its fleet, following
the announcement of DHL Group on a net zero emissions
target,” she says. As the implementation agency under the
purview of the Ministry of Environment and Water, MGTC
offers support to businesses to formulate corporate strategies
and plans to work towards carbon neutrality or net zero.

The conversation on net zero emissions isn’t just con-
fined to large organisations; small and medium enterprises
(SMEs), which make up about 90% of global businesses,
also need to address their emissions.

Phang Oy Cheng, executive director (sustainability ad-
visory) at KPMG Malaysia, says a key driver of net zero
initiatives for SMEs is cost-cutting to improve profit margins.
“Cost reduction can be achieved by implementing measures
such as using smart meters and energy-efficient lighting
systems, adopting energy management practices and waste
management. SMEs can also introduce new product designs
with a smaller carbon footprint, revise product packaging
and engage local suppliers. Switching to low-carbon practices
also fulfils customers’ expectations of ‘going green’.

“Increasingly, large companies are expecting to reduce
emissions across the value chain, hence SMEs would be
expected to start measuring and monitoring emissions in
order to remain competitive, and consider sustainable sup-
plier assessment processes introduced by public-listed com-
panies (PLCs) and multinational corporations (MNCs).”

Komathi says to ensure that SMEs have the financing
and technologies they need to be part of the climate action
initiative, a greater level of cooperation among PL.Cs and
MNC:s is required. Education and raising of awareness are
also critical. Sunita discloses that CGM is collaborating
with the Companies Commission of Malaysia and HSBC
toruna senes of webmars specifically designed for SMEs

, the urgency of the transition
ptation plans.

What’s driving more and more companies towards net
zero commitments is also linked to the rising trend of
ESG (environmental, social and governance) practices and
sustainable investing. Phang says the KPMG 2021 CEO
Outlook survey found that 81% of CEOs in Asia-Pacific
stated that their organisation’s digital and ESG strategic
investments are inextricably linked.

“Research also suggests that companies that exhibit
higher levels of carbon transparency outperform their peers
on shareholder return. It is unclear whether transparency
simply reflects good management or whether investors are
placing a premium on companies they see as well positioned
to compete in a net zero world, or both,” she adds.

‘The devil is in the details’

In coming up with a credible net zero plan, Kasturi says,
“The devil is in the details.” Management, for instance,
needs to understand the company’s exposure to both types of
climate-related risks. “Consider physical risks resulting from
changing climate — for example, more frequent and severe
storms, wildfires and rising sea levels — and transitional
risks arising from the global shift to a net zero economy, for
example, new regulations and changing market dynamics.

“Then develop scenario analysis to map potential risk in
your value chain using a combination of various recognised
and respected scenarios developed by credible sources such
as the IPCC, the International Energy Agency or the Inter-
national Renewable Energy Association (Irena),” she says.

Companies, she adds, need to develop a robust climate
resilience strategy for the short to long term for operations
and product portfolios, taking into consideration the dif-
ferent scenarios that could pan out in the future. The road
map should also be communicated company-wide.

She points to the importance of reviewing and adapting
investment strategies that reduce exposure to climate-relat-
ed risks. “Use an internal carbon price or ‘shadow price’.
Investors may view the use of an internal carbon price as
a sign that a company is well prepared to navigate net zero
transition and this is especially important in high-carbon
sectors such as oil and gas, metals, minerals and mining, and
electric utilities, which are particularly exposed to carbon
reduction policies and external carbon pricing,” she says.

Equally crucial is the monitoring and periodic report-

‘ing of net zero plans. “Credibility is key to mamtammg 0O

increasing investor confidence. Reporting should
communicate whether the company is on track to

Although only 10% of
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Address indirect emissions

Any credible climate plan needs to address the com-
pany’s indirect emissions, those that fall under scope
3. (The Greenhouse Gas Protocol Corporate Standard
classifies a company’s greenhouse gas emissions into
three scopes. Scope 1 emissions are direct emissions
from owned or controlled sources. Scope 2 emissions
are indirect emissions from the generation of purchased
energy. Scope 3 emissions are all indirect emissions —
not included in scope 2 — that occur in the value chain
of the reporting company, including both upstream and
downstream emissions.)

Komathi reckons that addressing scope 3 emissions
is where the greatest impact can be achieved. “For many
businesses, scope 3 emissions account for more than 70%
of their carbon footprint. For example, for a manufac-
turer, significant carbon emissions may be associated
with the extraction, transport and processing of raw
materials. The challenges lie in the fact that businesses
tend to have less control over scope 3 emissions, and the
data is often not readily available or easy to measure,”
she points out.

But that does not mean businesses do not have a
responsibility to influence their supply chain. EY, in
a report published in August, points out that supply
chains are a key area of ESG focus because they are a
large source of emissions for companies and account
for a large percentage of operating costs, and are also
susceptible to the risks inherent in climate change, such

The triple crises of climate, biodiversity
and pollution need an ‘all-of-government
and whole-of-society’ approach

ESG .

“There is increased awareness of
the financial risks arising from
climate risks, a realisation that
the cumulative impact of all

NDCs (Nationally Determined
Contributions) would still lead to
warming well above that agreed on
in Paris, that adaptation measures
are gravely insufficient in many
regions, and that anticipated
technologies to decarbonise are
still not available at scale.”

~ Sunita

MOHD SHAHRIN YAHYA/THE EDGE

as natural disasters and rising temperatures. The report,
“Why supply chains are the next big opportunity for
business”, recommends that businesses rethink how they
engage with their suppliers.

“Collaboration across the value chain is vital for meet-
ing goals and commitments. Companies should feel em-
powered to demand data-based targets from their suppli-
ers, rather than merely asking them to reduce emissions.
Consider adding different criteria to your scorecards for
suppliers and third-party logistics providers with those
goals in mind,” say the authors of the report.

Businesses can also make a large impact on reduc-
ing emissions by scrutinising the full life cycle of their
products, from product design to packaging design, and
even in the way the end-consumer uses the product.
“Through a full life-cycle view, you can drive positive
change through adapting what raw materials you use,
which suppliers you rely on, and when and where man-
ufacturing can take place, with the effects of climate
change in mind from the beginning,” says the report.

It adds that by adopting the circular economy busi-
ness model, products can be designed to have a second

Continues on page 026
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“Setting long-term carbon targets without
interim goals or a plan to realise them may
turn out to be little more than greenwashing.”

~ Komathi
From page 022

life or else be repurposed. Quoting the Circularity Gap
Report 2021, EY says circular economy strategies have
the potential to cut emissions by 39%.

Zero hour and pitfalls to avoid

CGM'’s Sunita says although the common interpretation
of the Paris Agreement is net zero by 2050, “there is also
significant consensus that we need to halve our emissions by
2030, which is only eight years away. So, while some targets
might be on the basis of emissions intensity, for example,
as a proportion of GDP or investments, we still need to be
laser-focused on reducing absolute emissions”.

Friends of the Earth International (FOEI), the world’s
largest grassroots environmental network with 73 mem-
ber groups and over two million members and supporters
around the world, says in a February 2021 report that
getting to zero emissions is not all that matters. “When the
focus is only on the flows of carbon — carbon emitted and
carbon removed — the cumulative nature of carbon dioxide

is hidden. CO2 remains in the atmosphere for hundreds
to thousands of years, so any imbalance of additions over
removals adds to atmospheric concentrations, which will
persist,” says the report.

So, the time frame over which net zero strategies are
pursued is extremely consequential because if the balance
between emissions and removals is only achieved by 2050,
for example, then a huge amount of additional greenhouse
gases will have been added every year until that time and
that same amount would then need to be removed to keep
the temperature rise below 1.5°C.

The journey to net zero emissions is riddled with po-
tential pitfalls. S&P Global, in a thought leadership piece
earlier this year, said challenges include agreeing on a formal
definition of the term, ramping up global financing and
infrastructure investments, and ensuring green technology
advancements occur and their costs are reduced or sub-
sidised to enable a rapid shift away from carbon-emitting
fossil fuels.

KPMG’s Phang says the exclusion of scope 3 emissions
through selective measurement or reporting is another pitfall
companies should avoid. “[If they do so,] companies will
not be able to understand the actual footprint of their own
operations and risk ignoring the emissions component that
is contributing to the highest footprint.”

MGTC’s Komathi points out that while more and more
companies are making climate pledges and publishing their
net zero commitments, interim plans cannot be overlooked.
“Setting long-term carbon targets without interim goals
or a plan to realise them may turn out to be little more
than greenwashing. Cutting emissions is hard work and
some may be tempted to take the easy way out by spending
money on carbon offsets.”

Sunita agrees, adding that management needs to first
consider how it can decarbonise its own footprint before
turning its focus to offsetting the deeply entrenched emis-
sions that are hard to reduce or eliminate, and for which
there are no technology solutions currently available or
where there is a finite remaining life.

“So, the board and management need to be extremely
careful in considering the terminal life of its assets, as the
inevitable pricing of carbon could result in stranded assets
almost immediately and it will be difficult for stewards of
the organisation to claim they were not aware of this im-
pending policy pivot [of carbon pricing],” she says.

Petronas, as the first national oil corporation in the region
to declare a net zero target, is allocating significant efforts
and resources to establish its baseline and set robust decar-
bonising strategies to future-proof its business, she notes.




“Reporting
should clearly
communicate
whether the
company is on
track to meet its
decarbonisation
targets or is
open about any
dilemmas and
challenges that
have hindered
progresss.”

~ Kasturi

The role of the board and investing public

In determining if a company’s net zero or climate strategy
is robust, Komathi says the investing public needs to famil-
iarise itself with the TCFD and Sustainability Accounting
Standards Board (SASB) standards, which are increasingly
framing the conversation around climate-related disclosures.

“Both sets of standards benefit corporate entities by
focusing on climate-related disclosures that are material to
investors, and both are relatively simple and straightforward
to use and understand. The TCFD standard helps to pro-
vide investors with a company’s climate policy and insights
into how it identifies and addresses climate-related risks.
The SASB, on the other hand, focuses exclusively on the
materiality of ESG information, including climate-related
data,” she explains.

Company directors and the board need to step up too.
Kasturi says the requirements of the TCFD oblige members
of the board to demonstrate their oversight of climate-related
risks and opportunities, and management to demonstrate
their role in assessing and managing climate-related risks
and opportunities.

“A company should ensure that all its board members
have a basic understanding of climate change, the particular
risks and opportunities involved for the business for net
zero transition. A company should assess the climate-related
knowledge and expertise of its board members in order to
identify and fill any gaps. Companies that appoint a board
director with specific responsibility for climate change signal
to stakeholders that they are well prepared and proactive
in terms of their climate change response,” she adds.

Sunita points out that it is reasonable to expect that,
since climate change is an existential crisis, boards and
management teams and businesses that demonstrate in-
novative solutions stand to create significant value.

“Best-of-breed boards are stepping up and challenging
their management, playing their crucial role as a critical
friend, balancing their contributions as a partner to the
business and a guardian of the organisation,” she says.

Sunita believes the triple crises of climate, biodiversity
and pollution need an “all-of-government and whole-of-soci-
ety approach”. “The private sector can do much but industry
and investors need to have a high degree of confidence
in the stated national ambition. When government policy
is explicit and relatively predictable, then we can rely on
the private sector to act accordingly to enable a smooth
transition for businesses and the public alike,” she adds.

Malaysia, she says, which was a carbon-neutral country
just 18 years ago, has an opportunity to “punch above our
weight class by demonstrating thought leadership in how
all of society can come together to make recommendations
for simple solutions to manage this existential crisis — that
we can drastically reduce our emissions within the next few
years if we focus on this goal and put in place adequate
checks and balances to monitor progress and incentivise
(or penalise) emitters, including individuals”. B

“[By excluding scope 3 emissions],
companies will not be able to
understand the actual footprint

of their own operations and

risk ignoring the emissions
component that is contributing

to the highest footprint.”

~ Phang




Reshaping
investment value

If one must pinpoint a turning point for
when environmental, social and governance
(ESG) issues became mainstream, it must
be in 2020, the year the Covid-19 pandemic
ravaged lives and livelihoods. One of the
biggest leaps — one might even call it a
revolution — is in the investment space,
where investment decisions and strategies
are increasingly linked to ESG factors.

BY Pathma Subramaniam

IN the last couple of years, just about every facet of our
lives has been transformed. The coronavirus pandemic that
was seemingly a public health crisis turned into a global
economic emergency in mere weeks, forcing a shift in the
way we think about and do business, ushering in a transition
to a more purposeful and inclusive capitalism.

The mounting pressure from the pandemic marked
a turning point in attitudes, policies and practices related
to environmental, social and governance (ESG) strategies,
prompting investors to factor them into their investment
decisions.

The pandemic has not just directed investors to think
about the vulnerabilities and resilience of the financial

Entry for Fully Vaccinated [\
shoppers only

1. Nearly a year after Cov-
id-19 vaccines first became
available, only 1.3% of
people living in the poorest
parts of the world are fully
vaccinated

2. A migration crisis has
been rumbling along the
EU-Belarus border, where
thousands of people are
stranded in the cold, being
denied entry into the Euro-
pean Union
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UN Climate Change
Conference in
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“The financial importance and materiality
of social factors have become evident,
where previously many social factors

had been seen as externalities outside of

consideration of the investment portfolio.”

~ Najmuddin

system but also intensified the discussions around sustain-
ability, says Najmuddin Mohd Lutfi, CEO at BIMB In-
vestment Management Bhd.

“It has revealed the need for systemic thinking and
shown the personal consequences of our interconnectedness.

“The financial importance and materiality of social fac-
tors have become evident, where previously many social
factors had been seen as externalities outside of consider-
ation of the investment portfolio,” points out Najmuddin.

And this is the reason ESG-bias investing has been
experiencing a meteoric rise. “Global sustainable invest-
ment now tops US$30 trillion — up 68% since 2014 and
tenfold since 2004,” says Vaibhav Dua, partner at McKinsey
& Company.

The speed of adoption is being driven by heightened
social, governmental and consumer attention on the broad-
er impact of corporations, as well as by the investors and
executives who realise that a strong ESG proposition can
safeguard a company’s long-term success, he adds.

Global ESG fund flows continue to deliver significant
year-on-year growth, with US$291 billion up to July this
year compared with US$260 billion in all of 2020, adds
Eliza Ong, managing director and CEO, RHB Group Asset
Management.

“This was especially evident in 2020 where non-ESG
funds saw outflows while ESG funds saw inflows. Prior to
the Covid-19 pandemic, Asia’s ESG funds were valued at
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“Global sustainable
investment now tops
US$30 trillion — up 68%
since 2014 and tenfold
since 2004.”

~ Vaibhav

MIKE MARRAH/UNSPLASH

Swathes of melting
glaciers and polar
caps, worsening
pollution, longer
and more intense
heatwaves and
floods are but a few
of the catastrophes
that we have had
to endure this

year alone
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Being mindful of
greenwashing

The explosion of sustainable investing has
led to concerns about greenwashing. Given
the increase in the number of sustainable
funds, it is essential to be mindful of mis-
leading or unsubstantiated claims about
the sustainability characteristics of the
many investment products now available.

Kasturi Nathan, head of governance
& sustainability, KPMG Malaysia, says

environmental, social and governance
(ESG) reporting requirements in the
country fall short of linking ESG risks to
companies’ business operations strategy,
and risk management.

“Looking at the top 200 public-listed
companies in Malaysia by market value, we
observe that most reported risks are related
to compliance. Meanwhile, environmental
risks were considered environmental man-
agement issues and only 4% reported on
climate change and greenhouse gas risks.

“Moving the needle away from ba-
sic compliance will require companies
to recognise that demonstrating good
ESG performance directly leads to the
preservation of long-term corporate value.
When investors and financiers evaluate
potential targets, they primarily look at
the company’s annual/integrated/sustain-
ability reports,” she says.

As more investors have become sig-
natories to the Principle of Responsible
Investment (PRI), she reminds, the focus
on companies’ ESG-related commitments
and actions is bringing reporting into the
spotlight.

In 2020, the list of PRI signatories
increased by 29%, while assets under
management committed by the signatories
towards sustainable finance increased from
US$86.3 trillion in 2019 to US$103.4
trillion in March last year.

“In Malaysia, there are 10 signato-
ries to the PRI including the Employees
Provident Fund and the Retirement Fund
(Incorporated) (KWAP). Institutional in-
vestors will likely do more to screen the
ESG performance of its investee compa-
nies and further assess these companies’
ESG practices,” she says. @



less than US$10 billion. However, we have
seen total assets invested in Asian-domiciled
funds reach US$36.3 billion as at end-June
2021, a more than twofold increase from
US$15.8 billion just a year ago,” says Ong.

Apart from the catastrophic effects of
the disease itself, the environmental and
social upheavals exposed by the pandem-
ic have also catalysed “the awakening”, she
says. “Investors are now actively seeking ways
to explore how they can utilise their investments
and how to work with fund managers to create a positive
impact on society.

“Through these sustainability issues, the spotlight is
now focused on how companies can navigate the ‘social’
factor within ESG. Labour standards and human capital
management were key highlights, as companies with poor
working conditions suffered from Covid-19 outbreaks.

“This resulted in increased scrutiny on corporate sus-
tainability practices and has ultimately amplified corre-
lation of financial returns with ESG practices. In Asia,
the realisation has just started and will only take off from
here,” says Ong.

The resilience of ESG funds could be attributed to
investors’ belief that these funds are “pandemic-proof,”
says Elodie Laugel, chief responsible investment officer
at Amundi.

“By construction, ESG funds tend to overweight sectors
that have weathered the crisis better, such as healthcare and
tech; and underweight those that have been most impacted,
such as transport, energy, materials and more.

“Also, the Covid-19 crisis has moved social considera-
tions back to the forefront of ESG. Companies’ decisions
affecting workers (in particular, the health and social pro-
tection of employees, telework or unemployment policies,

BLOOMBERG

1,2. Labour standards
and human capital
management are key
focuses of ESG

3.,4. Technology and
healthcare are considered
major growth areas for
sustainable investments

ESG .

“Investors are now actively
seeking ways to explore

how they can utilise their
investments and how to work
with fund managers to create
a positive impact on society.”

~ Ong
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as well as providing production chains to produce medical
equipment) have become increasingly important,” she says.

Kasturi Nathan, head of governance & sustainability,
KPMG Malaysia, concurs. Many policymakers and inves-
tors are viewing the public health crisis as a wake-up call.
“Against this backdrop, investors are choosing to invest in
companies, organisations and funds with the purpose of
generating measurable social and environmental impact
alongside a financial return.

“In other words, people are becoming more focused on
future-proofing their investments,” says Kasturi.

A departure from tradition
Institutional asset owners and managers have, however, been
gradually increasing their ESG and sustainable investment
portfolios for some years now.

For example, the country’s largest institutional investor,
the Employees Provident Fund (EPF) — which manages
US$250 billion in assets — has become one of the first Asian
retirement funds to commit to sustainability, promising
to make its portfolio ESG-compliant by 2030 and carbon
neutral, with zero greenhouse gas emissions, by 2050.
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BLOOMBERG

There is no gold standard or common methodology on
ESG compliance. But investors generally use the following
framework to assess whether companies are greenwashing

Electric vehicle ; : ) g
o or are genuinely making efforts to “green” their operations.

sales surged
160% in the first
half of 2021 L
Commonly used ESG reporting framework

DOUG PETERS/ UK GOVERNMENT

ESG Description

reporting

framework

Carbon The idea is to link environmental integrity and

Disclosure fiduciary duty. Each year, the CDP takes the in-
Project (CDP)  formation supplied through its annual reporting
process and scores companies based on their
environmental transparency and action.
Focuses primarily on climate impacts such as
carbon emissions, water usage and deforestation.
Climate Aims to integrate climate change-related dis-
Disclosure closure into mainstream financial reports such
BLOOMBERG Standards as annual reports. By doing so, CDSB hopes to

Board encourage connections between sustainability

(CDSB) and corporate strategy.
The most recent version of the CDSB Framework
closely aligns with the recommendations
from the G20 Task Force on Climate-related
Financial Disclosures, making it a useful tool for
companies that want to implement the task force’s
recommendations.
Global The most widely used ESG reporting framework.
R‘?'?°’.""9 There are three universal standards that are
Initiative S Qrebus :
(GR) used by every organisation: foundation, general
disclosures and management approach.
GRI is flexible, meaning organisations can choose
from relevant topic standards to prepare reports
for specific users or purposes.
International  Aims to put an end to the numerous disconnect-
Integrated ed corporate reports companies were creating
Reporting and replace them with an integrated approach

Solar panels on Council (IIRC)
top of 101 City

Mall in Putrajaya

that would “explain to providers of financial
capital how an organisation creates, preserves or
erodes value over time”.

IRF specifies the key content elements to be
included in reports, including governance,
business model, risks and opportunities, strategy
and resource allocation, performance, outlook,
basis of preparation and presentation.

Sustainability A set of 77 industry standards companies can use
Accounting to identify and report financially material sustaina-
Standards bility information to their investors.

Board (SASB)

Lays out specific sustainability topics and
related metrics for each industry, such as
transportation, utilities, and oil and gas. This
makes it particularly useful for organisations

“By construction, ESG funds
tend to overweight sectors that

have weathered the crisis better,
such as healthcare and tech; and
underweight those that have been
most impacted, such as transport,

energy, materials and more.” - 1.z

that need some help determining which
disclosure topics are financially material to their
business and which metrics to report.

Tends to look at sustainability impacts through a
narrower financial lens, as compared to GRI.

ESG . 011
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Ten most common ESG risks discussed by
public listed companies in Malaysia in 2020

1 Corporate governance, regulations & compliance 11.13%
2 Talent development, attraction & retention 9.54%
3 Labour rights & human rights 8.92%
4 Environmental management 8.76%
5 Local community 5.12%
6  Customer satisfaction 4.42%
7 Occupational safety & health 4.09%
8 Climate change & greenhouse gas emissions 4.09%
9  Supply chain management 3.85%
10 Waste management 3.72%

KPMG MANAGEMENT AND RISK CONSULTING

Previously, the statutory fund’s CEO Tunku Alizakri
Raja Muhammad Alias had stated that 78% of its members
look at ESG when they evaluate their investments. “So,
we want to show that we are investing in areas that are
important to our members,” he had pointed out, adding
that companies should focus on the social dividends of
ESG besides the financial aspect.

“The GenY and Gen Z groups will make up 73% of our
demographic base by 2025. If we don’t start aligning our
asset base with what they want, they may say EPF has no
relevance to them anymore,” Alizakri was quoted saying.

McKinsey research too revealed that the 70% the world’s
leading institutional investors had pledged to fully inte-
grate ESG across their investment processes prior to the
pandemic, adds Vaibhav.

This steadfast commitment is rather unconventional
as investors tend to take decisive action only when they
believe that those risks are likely to impact them in the short
term. But, in many respects, the opposite has occurred,
notes Vaibhav.

“During the 2008 Global Financial Crisis, many inves-
tors deprioritised ESG to focus on solvency. The recovery
that followed proved highly carbon intensive. The corona-
virus pandemic represents a visceral reminder to investors
and their boards of ESG’s role in portfolio management.

“In the midst of the pandemic, some of these insti-
tutions have doubled down on ESG, believing that it
is even more important in troubled times. Such fund
leaders have indicated plans to maintain or accelerate
their ESG plans through the crisis. If this trend takes

ESG .

root, it would be a departure from precedent,” he says.

But even before EPF made the commitment to take ESG
into the mainstream, the Securities Commission Malaysia
had issued the Sustainable and Responsible Investment
(SRI) Roadmap in 2019 for the capital market to position
Malaysia as a regional SRI centre in five years.

To date, there are 32 SRI funds in the country, with 18
launched this year alone — which is a testament to Ma-
laysia’s commitment to the sustainability agenda, points
out Najmuddin.

“We believe the Covid-19 pandemic environment has
changed industry players’ mindsets, considering the number
of SRI funds established.

“It also means that there is more demand in the markets
by retail investors for SRI funds as the average size for
sustainable funds is quite substantial,” he says.

Nevertheless, Kasturi notes that despite their growing
prominence, sustainable funds still represent only a fraction
of the investment fund universe.

“At the end of 2020, funds with a sustainability label
totalled about US$3.6 trillion, representing only 7% of the
overall investment fund sector,” she says. But she believes
that the heightened interest in ESG will continue to be
an emerging trend, with these funds growing faster than
their conventional peers.

Addressing the climate emergency
The acceptance of ESG strategies is also setting the stage for
the financing required to decarbonise the global economy.

“The pandemic has highlighted the growing connection
between environmental and social factors: you simply cannot
tackle one without the other. Investment strategies that seek
to address climate change will also need to integrate the
social dimensions of climate change, including within the
transition to a low-carbon economy,” says Laugel.

“It also highlighted the strong interconnection between bi-
odiversity, health protection and climate change,” she asserts.

ESG investing is simply one of the many mechanisms
investors and corporations can use to address various
environmental, social and corporate governance issues
currently plaguing the world, adds Najmuddin. “Though
ultimately, more needs to be done by everyone to avoid
the worst-case scenario.”

Given the likelihood that the impact of the climate crisis
could be far more disastrous, investment firms need to
become more proactive in helping solve the world’s prob-
lems, while remaining grounded in materiality, he adds.

“There is a growing emphasis on total system-wide
returns on capital, as regulators increase their focus on
sustainability and impact, and asset owner collaboration
and influence.

“Climate views are increasingly incorporated into wealth
management, retail and defined contribution contexts,
following the lead of institutional investors. Investment
professionals deepen their understanding of climate risk
resilience and mitigation. At BIMB Investment, we are
doing our bit to integrate Temperature Score into our in-
vestment process,” says Najmuddin. B
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