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Despite a traditionally higher risk profile, Emerging Market (EM) equities have proven resilient and 

shown relative strength following 2020’s 1st quarter volatility. Even more noteworthy is that EM 

companies that scored highly for environmental, social, and governance (ESG) metrics outperformed 

the broader market year-to-date. The MSCI Emerging Markets ESG Leaders Index, which tracks 

companies with high performance in ESG metrics relative to their peers, was up 4.56% versus -0.91% 

for the MSCI Emerging Markets Index year-to-date as of September 30, 2020. Over the last decade, 

the MSCI Emerging Markets ESG Leaders Index outperformed the broader MSCI Emerging Markets 

Index, with 6.30% annualized returns versus 2.87%, respectively, as of September 30, 2020. Interest 

in ESG issues is undoubtedly growing among investors, with ESG assets expected to reach $45 trillion 

by year end.1   

 

Navigating a Changing World 

ESG considerations represent a vital part of active management, as the process leverages non-

traditional criteria, both quantitative and qualitative, to enhance investment analysis and decision-

making. ESG is a facet of the broader umbrella term Responsible Investing, which covers socially 

responsible Investing (SRI), ESG integration, Sustainable Investing, and Impact Investing. Compared 

to the rest of the Responsible investing universe, ESG integration goes beyond personal values. It 

takes a more holistic and forward-looking approach, understanding the changing world and the new 

factors that must be included to correctly value companies. Academic studies have shown that in 

today’s rapidly changing world, ignoring ESG may have financial consequences and that integrating 

ESG may be additive to long-term value creation.2 Today, more than 90% of the market value of the 

S&P 500 is attributable to intangible assets compared to only 17% in 1975.3 This change shows the 

need to expand the set of metrics necessary to value companies. Many of these expanded metrics fall 

within ESG factors. 
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While ESG factors continue to adapt to the changing world, the most relevant factors today and those 

that flow into Mirae Asset’s proprietary ESG scorecard are the following: 

Environmental Social Governance 

Resource Scarcity Human Capital Management Reporting & Accounting Standards 

Climate Change Human Rights Anticompetitive Practices 

Toxic Emission/Material Employee Health & Safety Support to Controversial Regimes 

Efforts to Reduce Pollution Labor Standards Supply Chain Management 

Contribution to Clean Tech & Energy Impact on Local Communities Disclosure of ESG Data 

Carbon footprint Product Quality & Safety Corruption & Bribery 

Waste Management Privacy Security & Censorship Government Reliance 

 Community Relations Board Independence 

 Diversity & Inclusion Shareholder rights 

 

As ESG and impact investing become more mainstream, this is likely to encourage improvements in 

corporate standards globally, including in EM – where we see even greater scope for growth.  

ESG in Emerging Markets 

Despite the rising interest in ESG and Socially Responsible Investing, a large portion of ESG assets 

and the majority of inflows remain in developed markets.4 ESG risks are not necessarily higher in EM 

than in DM, as all companies face the same spectrum of ESG risks, but EM remains in the early stages 

of ESG integration due to an ESG data desert. The shortage of data has less to do with the lack of 

reporting and more to do with the global underweight in EM equities, leading to a lack of coverage 

which is perceived as a lack of data. As of September 30, 2020, EM accounted for approximately 12% 

of the global equity market, but global equity investors only held a 5% allocation to EM equities5. 

Given the complexities and relative information inefficiencies in the asset class, in-depth fundamental 

analysis that incorporates ESG consideration has shown to be helpful in accessing returns. Integrating 

ESG factors into an EM portfolio can produce even more robust results than in DM. An aggregated 

study of 402 equity-linked studies, looking at the relation of ESG and corporate financial performance 

(CFP), found that EM ESG portfolios showed a higher share of positive CFP outcomes over DM ESG 

portfolios. 

 

 

                                                           
4 Morningstar. June, 2020. 
5 Bloomberg & HSBC. September. 2020. 
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Past performance does not guarantee future results. 

ESG-CFP relation in Emerging Markets versus Developed Markets 



 

Studies point to ESG investing having a particularly positive impact on returns in EM.6 Historically, 

companies in emerging markets were primarily focused on growth without considering pollution, land 

degradation, and certain labor rights. The development and maintenance of corporate social 

responsibility tend to rise in line with nations’ wealth. Therefore, as these markets grow in value, such 

standards should emerge, and an understanding of ESG is and will prove vital to EM investors.  

Risk & Opportunities 

ESG has come a long way over the last decade, evolving from a “feel good” investment strategy to 

being widely understood as a risk management tool and a potential source of alpha. The covid-19 crisis 

has shown the impact external non-financial risk can have on markets. Investments rooted in ESG 

criteria can help guard against exposure to these risks and uncover opportunities within an industry. 

Environmental 

 Risk: Many EM companies are particularly vulnerable to environmental factors, specifically climate 

change risks, given their geographic locations and the large share of gross domestic product (GDP) 

derived from natural resources. A majority of EM countries, including Brazil, Russia, India, and 

China, have fueled their economic expansion with carbon-based energy. Today, this type of growth 

has proven to have negative environmental impacts. China is leading EM countries by tackling this 

problem head-on. 

 Opportunity: At the UN General Assembly on September 22, 2020, President Xi announced that 

China aims to achieve carbon neutrality before 2060. This is the first time that China has announced 

goals towards carbon neutrality. The expectation in the coming decades is for substantial 

transformation in China’s energy mix. It demonstrates that the Chinese government has begun to 

engage more on the social and environmental fronts. Other EM countries, such as Mexico, are 

using green financing to fuel sustainable economic growth. With government and financial backing 

as a tailwind, there is increasing potential for local renewable energy, water, and waste 

management companies to outperform. 

Social 

 Risk: Ignoring social issues can weaken a company’s competitive position and can also lead to 

boycotts, labor strikes, community hostility, and loss of licenses to operate, which can impact future 

earnings. Historically, emerging market companies have lagged on labor and human rights 

practices, which can affect a company’s profitability by increasing controversy exposure and 

creating a scarcity of skilled employees. 

 Opportunity: The rise of a middle class in EM that is more aware and demanding of better labor 

practices, data privacy, health care, education, supply chains, and product quality can create 

opportunities for innovative companies that can adapt to sustainable consumer preferences. 

Income and wealth inequality are often considered significant issues within EM societies. There is 

an opportunity for companies that support inclusion and provide access for the disadvantaged. 

There is also opportunity for companies showing leadership in protecting their employees, 

suppliers, customers, and the communities they serve. 

Governance 

 Risk: A unique issue in many EMs is state -owned enterprises (SOEs), which represented 26% of 

the MSCI Emerging Market index as of December 31, 2019.  SOEs are generally government-

owned/influenced companies operating with a broader set of interests, appealing more to their 

political and socio-economic agendas rather than proper governance for minority shareholders. The 

significant presence of SOEs is a case where ESG integration can be advantageous, as SOEs 

often raise more flags than private firms when examining governance issues. Additionally, EM 
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companies are particularly exposed to reputational risks that arise from corruption, bribery and 

sanctions. Reputation damage can have a material impact on share value.  

 Opportunity: Improvements in corporate governance and transparency play a vital role in avoiding 

future controversies. Today, we see companies gradually positioning themselves as corporate 

citizens with a responsibility to the communities in which they operate. EM stock exchanges are 

promoting more sustainable behavior by introducing reporting standards, like in South Africa and 

Brazil, which also increases corporate transparency and accountability. 

Mirae’s Approach to ESG 

Mirae Asset recognizes that ESG issues have the potential to materially impact financial performance 

and therefore incorporates these considerations as a key step in our investment process. We view ESG 

factor analysis as a risk management tool to measure how well a company is positioned for sustainable 

long term growth. Given the ESG data inefficiencies in EM, as investors, we cannot rely on 3rd party 

stamp of approval. Instead, we integrate ESG factor analysis into our on-the-ground fundamental 

analysis. Rather than a screening tool, we use ESG analysis to help avoid unforeseen negative 

earnings revisions. As a part of our investment process, Mirae developed a proprietary ESG scorecard 

using the ESG factors previously mentioned, which is shared and maintained across investment teams 

for every company we cover. By monitoring progress on ESG issues, we can see a complete picture 

of the growth opportunities and risk exposure. 

 

 

Shareholder engagement is another critical component to integrate ESG in EM equities effectively. We 

engage companies on ESG issues through proxy voting and one-on-one meetings with management, 

where we discuss material environmental and social issues and review corporate governance. In 2019, 

Mirae Asset exercised 100% of our voting rights. We vote for shareholder resolutions needed for 

business continuity and interests of minority shareholders. 

Conclusion 

As the world recovers from the 2020 health and economic crisis, investors need to ask themselves 

what types of investment approaches are likely to outperform in a post-Covid-19 market environment. 

ESG integration is one of the most significant developments in investing today, and long-term active 

fundamental investors, like Mirae, are well-positioned to harness this data to navigate today’s changing 

world. 

Example of Mirae Asset ESG Proprietary Scorecard 



 

Important Information & Definitions 

The views and information discussed in this brochure are subject to change and may not reflect the 
current views of the writer(s). The views expressed represent an assessment of market conditions at 
a specific point in time, are opinions only and should not be relied upon as investment advice 
regarding a particular investment or markets in general. Such information does not constitute a 
recommendation to buy or sell specific securities or investment vehicles. It should not be assumed 
that any investment will be profitable or will equal the performance of the portfolios or any securities 
or any sectors mentioned herein. The subject matter contained herein has been derived from several 
sources believed to be reliable and accurate at the time of compilation.  

Alpha is a measure of the active return on an investment, the excess performance of that investment 
compared with a suitable market index. 
Gross Domestic Product (GDP) is the monetary value of all the finished goods and services 
produced within a country’s boarders in a specific time period.  
MSCI Emerging Markets Index captures large- and mid-cap representation across 26 emerging 
market countries. You cannot invest directly into an index.  
MSCI Emerging Markets ESG Leaders Index captures large- and mid-cap companies across 26 
emerging market countries with high Environmental, Social and Governance (ESG) performance 
relative to their sector peers. You cannot invest directly into an index. 
Standard & Poor's 500 (S&P 500) Index is a market-capitalization-weighted index of 500 of the 
largest publicly traded companies in the United States. You cannot invest directly into an index. 

Past performance is no guarantee of future results.  

Investment Risk — There can be no guarantee that any investment strategy (risk management or 
otherwise) will be successful. All investing involves risk, including the potential of loss of principal.  
Emerging Markets Risk — The risks of foreign investments are typically greater in less developed 
countries, which are sometimes referred to as emerging markets. For example, legal, political and 
economic structures in these countries may be changing rapidly, which can cause instability and 
greater risk of loss. These countries are also more likely to experience higher levels of inflation, 
deflation or currency devaluation, which could hurt their economies and securities markets. For these 
and other reasons, investments in emerging markets are often considered speculative. Similarly, 
investors are also subject to foreign securities risks including, but not limited to, the fact that foreign 
investments may be subject to different and in some circumstances less stringent regulatory and 
disclosure standards than US investments.  
Market Disruption and Geopolitical Risk – Geopolitical and other events, including war, terrorism, 
economic uncertainty, trade disputes, natural and environmental disasters, systemic market 
dislocations, public health crises and related geopolitical events have led, and in the future may lead, 
to increased market volatility, which may disrupt U.S. and world economies and markets and may 
have significant adverse direct or indirect effects on the value of a Fund and its investments.   

An investor should consider the Fund’s investment objectives, risks, charges and expenses 
carefully before investing. This and other important information about the investment 
company can be found in the Fund’s prospectus and/or summary prospectus. To obtain a 
prospectus, please contact your financial advisor or call (888) 335- 3417. Please read the 
prospectus carefully before investing.  
 
Mirae Asset Global Investments (USA) LLC is the investment advisor for the Mirae Asset Discovery 
Funds.  The Mirae Asset Discovery Funds are distributed by Funds Distributor, LLC. © 2020 by Mirae 
Asset Global Investments (USA) LLC. All rights reserved 


