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INSIGHT: ESG PRACTICE CASE STUDY1  

Yixi (Wilson) Wei, ESG Analyst, E Fund Management  

 

In pursuit of long ‐ term sustainable returns for its clients, E Fund Management Co., Limited 

incorporates ESG factors into its investment research framework. In E Fund’s investment philosophy, 

companies that perform well on ESG issues will be more likely to benefit from enhanced long‐term 

competitive advantages, reduced downside risks and strengthened reputation.  

Good corporate governance may lead to higher profits, lower expenses and more innovation. It also 

reduces volatility by lowering financial risks and reducing financing costs. Companies adhering to 

sustainability principles and adopting higher environmental and social standards are more likely to 

create a positive brand image and to offer high‐quality products and services, which in turn will 

enhance client loyalty and employee motivation. 

Integrating ESG into the research and investment process 

E Fund’s ESG evaluation is conducted in parallel with fundamental analysis (Figure 1). ESG scores 

are applied to valuations and are incorporated into investment decisions. 

Fig.1: E Fund ESG evaluation combined with fundamental analysis 

 

Incorporating specific ESG issues into investment research and analysis 

In 2017, the Ministry of Ecology and Environment of China published the “Regulations on a List of 

Key Pollution Entities”. These regulations emphasized four major areas of pollution – water, land, 

air, and noise – each covering a variety of industries. The ESG research team concluded that the 

government would enforce stringent pollution control and decided to pay more attention to 

environmental risks in certain industries, including mining, metal smelting, and chemicals. The 

following measures were implemented: 

                                                           
1 Published by ESG AND ALPHA IN CHINA by PRI and UK PACT in March 2020. The PRI is an investor 
initiative in partnership with UNEP Finance Initiative and the UN Global Compact. 
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1. Developing an analytical framework: To analyze the environmental performance of 

companies, E Fund Management’s ESG research team constructed a framework consisting 

of four factor sets and specifically focusing on environmental protection. 

2. Rating and scoring environmental performance: Using the Analytical Framework as 

guidance, analysts and portfolio managers are able to rate each factor based on in-depth 

research. The environmental assessment is converted into a quantitative score. 

3. Valuation adjustments based on environmental scores: Analysts and portfolio managers 

set themselves up to use environmental scores to guide valuation adjustments. Portfolio 

managers employ the adjusted valuation to make investment decisions.  

4. Making Better Investment Decisions: Using the ESG integrated investment process, 

portfolio managers can make better and more objective decisions. ESG analysis serves as 

an important supplement to fundamental analysis and provides insights that portfolio 

managers previously overlooked. 

 

In early 2018, E Fund Management conducted an analysis of two chemical companies in the China 

A market, which have similar business models and fundamentals. Analysis of their environmental 

practices concluded that Company Y had lower environmental risks than Company H. Company H’s 

target price-to-earnings ratio was therefore lowered from the industry average to reflect embedded 

risks. Because environmental risks were previously not fully considered, Company H was re-

evaluated as overpriced and the outlook was switched to negative, meaning that its investment value 

was lost. 

Fig.2: example of E-Fund company analysis on environmental risks 

 Company Y Company H 

Exposure to environmental 
risks 

High High 

Environmental risks 
management 

Self-owned sewage 
management system above 
government-required 
standards 

Poor environmental risks 
management 

Environmental-related 
investment and disclosure 

Consistent investment in 
various sewage and disposal 
projects, good disclosure in 
annual reports since 2007 

Cumulative capital expenditures 
disclosed without details in recent 
years 

Historical controversy 
events 

Little fined records and three 
negative news announcements 
in the past three years 

Fined many times for 
environmental violations, and 
numbers of negative news 
announcements in the past three 
years 

Total Environmental score High (comparatively lower 
environmental risks) 

Low (comparatively higher 
environmental risks) 

 

After the initial analysis in early 2018, the asset manager has monitored the performance and share 

prices of the two companies:  

 In April 2018, Company H received another penalty from the Ministry of Ecology and 

Environment, and one of its subsidiaries was forced to shut down. 

 In May 2018, Company H’s senior managers came under investigation. Operations were 

momentarily suspended. 
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 From June to September 2018, numerous managers of Company H resigned, even though 

operations partially resumed. However, the company was under investigation by the CSRC. 

 In fiscal year 2018, Company H wrote down sizable costs related to environmental protection, 

and its operations were mostly suspended. 

 Company Y faced a similar level of environmental pressure, but its operations were mostly 

intact. Revenues of Company Y were boosted as supplies fell, owing to the shutdown of other 

smaller competitors. 

Fig.3:  Stock performance since evaluation (data recorded in Feb 2020) 

Performanc
e (%)  

18Q1 18Q2 18Q3 18Q4 19Q1 19Q2 19Q3 19Q4 Total 

Company Y  -3.60 16.76 -17.11 -18.77 46.95 -1.16 -8.96 37.81 38.12 

Company H  -19.73 -35.46 -17.95 -14.29 41.67 5.51 2.09 -2.39 -45.73 

Benchmark  ‐3.50 ‐9.97 ‐5.54 ‐16.81 29.81 -10.92 -1.33 8.87 ‐15.19 

Data Source: E Fund & WIND 

 

Based on this example, E Fund Management made better investment decisions because it took 

environmental considerations into account. Similar processes may be applied to social and 

governance considerations. The ESG analysis framework can serve not only as an assessment tool 

for evaluating a company, but also as a safeguard for mitigating tail risk. This reflects one of the key 

advantages of ESG —reduced downside risk, which can be amplified over a longer holding period. 


