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As the human effects of climate change continue to
intensify around the world, asset owners and managers
are rightly grappling with their responsibilities to help
avoid catastrophe.

The prevailing perception is that investing in emerging
markets means investing in fossil fuels and heavy
industry. In fact, many home-grown emerging markets
companies are tackling climate change problems with
innovative and promising solutions.

Investing in those companies that form part of the
solution, rather than part of the problem, goes hand-in-
hand with superior long-term returns. The companies
benefiting from a shift to a more sustainable
development path will experience greater growth
tailwinds, and face fewer risks, than those

threatened by such a shift.

The climate state of play in emerging markets

The importance of environmental decisions made in
emerging markets cannot be underestimated. The heart
of most environmental issues tends to centre in emerging
markets, from air quality to topsoil erosion. Total global
emissions depend more than anything else on the energy
mix in China and India. Deforestation is a Brazilian and
Indonesian issue, driven by demand for agricultural
goods from emerging Asia.

Further, the societies that are most dependent on a
changing planet and have the least resources and
institutional ability to adapt and mitigate are all
developing countries. Whether it is floods in Pakistan
or more intense typhoons in the Philippines, the
communities in these countries are most directly and
dramatically affected.

In our opinion, the notion that the developing world
should get rich first, and then go green, is nonsensical.

Unabated climate change severely threatens the rainfall
patterns, water tables, and ecological services that these
societies depend upon. An economy simply cannot
deliver high living standards to people in a scenario of
chronic water scarcity or routine crop failures.

Paving a different development path for
EM economies

The idea of a trade-off between the environment on one
hand and human development on the other is therefore
only true in an extremely narrow sense. Providing the
farmers of India and Africa with electricity tomorrow
using coal-fired power generation would result in
immediate gains in living standards. However, within

a decade, all those gains would be erased as climate
change makes their farms untenable and destroys the
livelihoods on which those social gains depend.

We believe that emerging markets will have to follow a
different development path compared with today’s
wealthy countries. It is the only one open to them in
order to deliver high standards of living to their people
in the long term.

In practice, this means employing technology to leapfrog
stages now in the development process. Western Europe
is only now shifting aggressively toward renewables in
the form of wind and solar; India and Africa will make the
same shift at a far earlier point in their development.

The EM opportunity

For stock pickers in emerging markets, this context
represents both a challenge and opportunity. We must
be conscious of the risks that come with investing in
polluting industries that will not have many decades to
operate inherently unsustainable business models.
Many of the largest companies in the developed world
operated for decades on unsustainable linear models of



production and consumption, and are now having to
reinvent their businesses to become more sustainable.

Emerging markets companies, operating in societies at
an earlier stage of development, have the chance to build
business models that in their nature are kinder to the
planet and people.

We must be alert to the exciting prospects of investing
in emerging markets companies that have embedded
sustainability into their mission from the outset.

For example, Brazilian company WEG?*, has built
expertise in key components for hydroelectric, solar and
wind power generation. WEG has been able to develop
into a globally leading expert in renewable electricity
generation infrastructure and now derives more than half
its sales from overseas. Its equipment will help the rest
of the world’s energy mix catch up with Brazil in the
pursuit of net zero.

Equally, Indian IT company KPIT Technologies* has
developed into an expert in the embedded software used
in electric vehicles (EVs). Their solutions help integrate

batteries and motors, and provide tools like control
systems and diagnostics to help EVs run smoothly and
safely. In this niche, KPIT is globally competitive,
counting 12 of the largest 15 auto companies globally
amongst their clients. Their services will help vehicle
fleets around the globe to make the transition to
electric power.

Investing in emerging markets can mean allocating
capital to companies like WEG and KPIT Technologies
that are contributing solutions to environmental issues,
and thus are benefiting from growth derived from the
shift to a more sustainable development path. Such
companies are likely to continue to provide attractive
long-term returns over time.

The opportunity for active emerging markets investors
is to continue to find and invest in businesses that
should thrive as they contribute to and benefit from
sustainable development.

Jack Nelson
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*For illustrative purposes only. Reference to the names of each company mentioned in this communication is merely for
explaining the investment strategy and Stewart Investors does not necessarily maintain positions in such companies.
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any
investment activity nor is it a recommendation to purchase or sell any security.



Investment terms

View our list of investment terms to help you understand the terminology within this document

Important information

This material is for general information purposes only. It does not constitute investment or financial advice and
does not take into account any specific investment objectives, financial situation or needs. This is not an offer to
provide asset management services, is not a recommendation or an offer or solicitation to buy, hold or sell any
security or to execute any agreement for portfolio management or investment advisory services and this material
has not been prepared in connection with any such offer. Before making any investment decision you should
conduct your own due diligence and consider your individual investment needs, objectives and financial situation
and read the relevant offering documents for details including the risk factors disclosure. Any person who acts
upon, or changes their investment position in reliance on, the information contained in these materials does so
entirely at their own risk.

We have taken reasonable care to ensure that this material is accurate, current, and complete and fit for its
intended purpose and audience as at the date of publication but the information contained in the material may be
subject to change thereafter without notice. No assurance is given or liability accepted regarding the accuracy,
validity or completeness of this material.

To the extent this material contains any expression of opinion or forward-looking statements, such opinions and
statements are based on assumptions, matters and sources believed to be true and reliable at the time of
publication only. This material reflects the views of the individual writers only. Those views may change, may not
prove to be valid and may not reflect the views of everyone at First Sentier Investors.

Past performance is not indicative of future performance. All investment involves risks and the value of
investments and the income from them may go down as well as up and you may not get back your original
investment. Actual outcomes or results may differ materially from those discussed. Readers must not place undue
reliance on forward-looking statements as there is no certainty that conditions current at the time of publication
will continue.

References to specific securities (if any) are included for the purpose of illustration only and should not be
construed as a recommendation to buy or sell the same. Any securities referenced may or may not form part of the
holdings of First Sentier Investors’ portfolios at a certain point in time, and the holdings may change over time.

References to comparative benchmarks or indices (if any) are for illustrative and comparison purposes only, may
not be available for direct investment, are unmanaged, assume reinvestment of income, and have limitations when
used for comparison or other purposes because they may have volatility, credit, or other material characteristics
(such as number and types of securities) that are different from the funds managed by First Sentier Investors.

Selling restrictions
Not all products are available in all jurisdictions.

This material is neither directed at nor intended to be accessed by persons resident in, or citizens of any country,
or types or categories of individual where to allow such access would be unlawful or where it would require any

registration, filing, application for any licence or approval or other steps to be taken by First Sentier Investors in

order to comply with local laws or regulatory requirements in such country.

This material is intended for ‘professional clients’ (as defined by the UK Financial Conduct Authority, or under
MIFID 1), ‘wholesale clients’ (as defined under the Corporations Act 2001 (Cth) or Financial Markets Conduct Act
2013 (New Zealand) and ‘professional’ and ‘institutional’ investors as may be defined in the jurisdiction in which the
material is received, including Hong Kong, Singapore and the United States, and should not be relied upon by or be
passed to other persons.

The First Sentier Investors funds referenced in these materials are not registered for sale in the United States and
this document is not an offer for sale of funds to US persons (as such term is used in Regulation S promulgated
under the 1933 Act). Fund-specific information has been provided to illustrate First Sentier Investors’ expertise in
the strategy. Differences between fund-specific constraints or fees and those of a similarly managed mandate
would affect performance results.

About First Sentier Investors

References to ‘we’, ‘us’ or ‘our’ are references to First Sentier Investors, a global asset management business which
is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG). Our investment team operates under the
trading name of Stewart Investors which is part of the First Sentier Investors Group.

This material may not be copied or reproduced in whole or in part, and in any form or by any means circulated
without the prior written consent of First Sentier Investors.

We communicate and conduct business through different legal entities in different locations. This material is
communicated in:


https://www.stewartinvestors.com/all/insights/investment-terms.html

Australia and New Zealand by First Sentier Investors (Australia) IM Ltd, authorised and regulated in Australia
by the Australian Securities and Investments Commission (AFSL 289017; ABN 89 114 194311)

the European Economic Area by First Sentier Investors (Ireland) Limited, authorised and regulated in Ireland by
the Central Bank of Ireland (CBI ref no. C182306; Registered office: 70 Sir John Rogerson’s Quay, Dublin 2,
Ireland; Company no. 629188).

Hong Kong by First Sentier Investors (Hong Kong) Limited and has not been reviewed by the Securities &
Futures Commission in Hong Kong. First Sentier Investors and Stewart Investors are business names of First
Sentier Investors (Hong Kong) Limited.

Singapore by First Sentier Investors (Singapore) (Company no. 196900420D) and this advertisement or
material has not been reviewed by the Monetary Authority of Singapore. First Sentier Investors (registration
number 53236800B) and Stewart Investors (registration number 53310114W) are business divisions of First
Sentier Investors (Singapore).

Japan by First Sentier Investors (Japan) Limited, authorised and regulated by the Financial Service Agency
(Director of Kanto Local Finance Bureau (Registered Financial Institutions) No.2611).

the United Kingdom by First Sentier Investors (UK) Funds Limited, authorised and regulated by the Financial
Conduct Authority (FCA ref no. 143359; Registered office: Finsbury Circus House, 15 Finsbury Circus, London
EC2M 7EB; Company no. 2294743).

the United States by First Sentier Investors (US) LLC, authorised and regulated by the Securities Exchange
Commission (RIA 801-93167).

other jurisdictions, where this document may lawfully be issued, by First Sentier Investors International IM
Limited, authorised and regulated in the UK by the Financial Conduct Authority (FCA ref no. 122512;
Registered office: 23 St. Andrew Square, Edinburgh, EH2 1BB; Company no. SC079063).

To the extent permitted by law, MUFG and its subsidiaries are not liable for any loss or damage as a result of
reliance on any statement or information contained in this document. Neither MUFG nor any of its subsidiaries
guarantee the performance of any investment products referred to in this document or the repayment of capital.
Any investments referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are subject to
investment risk, including loss of income and capital invested.
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