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In Brief
ESG investing in Emerging Markets (“EM”) is evolving from traditional risk 
mitigation to alpha generation.

ESG analysis provides investors with an information set uncorrelated 
with traditional financial metrics. The additional source of insight is 
particularly relevant in EM.

Independent ESG research and shareholder engagement remain 
important, value-add differentiators. The quantity of ESG data has 
grown exponentially in EM over the last five years—however, data 
quality is still evolving. 

Emerging Markets companies are among the leading sustainability 
adopters on the global ESG stage.

EM countries are moving quickly to align government stimulus with 
sustainability investment. 

Within EM economies, the more dynamic and fast-growing industries 
are where strong ESG practices can add competitive advantages. 

Increasingly, Emerging Markets have become home to global solutions 
leaders in industries such as solar and electric vehicles. 

Boston Common’s history of engagement leadership has helped raise the 
ESG bar across the board—at the company, regulatory, & exchange levels. 

Under our five-year flagship initiative, “Banking on a Low Carbon 
Future,” we engaged nearly 60 global banks, including several major 
EM banks, on the need for the financial sector to integrate climate risk 
into the credit underwriting process and for greater funding of green 
innovation. 

Our analysts have global experience and meet regularly with companies 
and other stakeholders. We have built our own networks of contacts 
and reliable information sources to corroborate ESG vendor data. 

One of the most significant lessons 
investors are assimilating from the past 
eighteen months is the acceleration 
of sustainability-oriented trends. The 
pandemic forced us to rethink how 
we work, live, consume, and do 
business and to become more aware 
of the impacts of climate and social 
inequality. Increasingly, Emerging 
Markets (“EM”) companies are rising 
to embrace opportunities embedded 
in the widespread commitments to 
carbon neutrality announced from 
Europe, Japan, South Korea, and 
China. 

A quarter-century ago, ESG data 
for EM companies was practically 
nonexistent. Regulation and 
disclosure were insufficient. As many 
EM economies were driven by raw 
materials exports, making them highly 
susceptible to volatile commodity 
markets, limited ESG data, even when 
considered, were mostly used for risk 
mitigation. Today’s Emerging Markets 
are changing thanks to a rapidly 
growing middle class, increasing 
economic diversity, and improved ESG 
disclosure. In fact, EM companies are 
fueling innovation, generating new 
sources of profit, and creating a more 
diverse profile of sustainable business 
growth. 

Combined with EM’s expected faster 
economic growth relative to developed 
markets, ESG investing in Emerging 
Markets offers investors opportunities 
not only for traditional risk mitigation 
but increasingly for alpha generation 
through the emergence of new 
sustainability leaders. Accordingly, 
we think investors who fully integrate 
ESG considerations into their 
investment process stand to benefit 
disproportionately relative to those who 
do not. 
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ESG: Potential Edge for Active Investors, 
Especially in Emerging Markets
Today, it is widely recognized that 
Emerging Markets have become an 
important driver of the global economy. 
Home to a diversified mix of sectors, 
Emerging Markets are now better 
supported by robust service sectors 
and a rapidly growing middle class. 
This underlying shift is reflected in the 
broader benchmarks (Figure I). 

As the foundation of growth is 
changing, ESG issues are receiving 
greater attention from consumers, 
corporations, and regulators across 
EM. In our view, ESG analysis provides 
investors with a set of information that 
is uncorrelated with traditional financial 
metrics; it lends additional insights into 
a company’s management quality, 
strategic positioning, operational 
efficiency, and potential risk exposures. 
Active shareowner engagement is 
another critical source to gain insights 
and to catalyze positive change with 
improving ESG practices. These 
additional sources of insight are 

particularly relevant in EM because the 
asset class is less efficient and tends to 
carry a higher level of risk. 

In this regard, corporate governance 
is one of the most critical areas to 
pay attention to in EM investing given 
that poor corporate governance can 
have significant costs. In contrast, 
strong corporate governance signals 
greater transparency and more robust 
management, and often coexists 
with better environmental and social 
practices. A 2017 Goldman Sachs 
study1 found that E and S factors can 
add alpha in Emerging Markets where, 
since 2010, companies considered E 
and S laggards underperformed sector 
peers by about 1.2% per annum over a 
3-year holding period.

ESG investors are looking to Emerging 
Market countries precisely because 
companies there are primed for 
improvement. According to a recent 
Bernstein study2,  the top quintile

Emerging Markets Are Investing 
in a Sustainable Recovery
As the world 
recovers from the 
pandemic-induced 
recession in 2020, 
climate policy 
has come to the 

fore, exemplified by Europe’s Green 
New Deal, President Biden’s renewed 
commitment to the Paris Accord, and 
carbon-neutral commitments from 
China, to South Korea, to Japan. This 
should produce a seismic shift in global 
public policy and investors’ uptake of 
sustainability investment.

Increasingly, EM countries are moving 
quickly to align government stimulus 
with investments in a more sustainable 
economic recovery. South Korea is 
rapidly advancing its own Green New 

Deal—revealed in April 2020 as the 
rest of the world was just beginning to 
grapple with the COVID-19 pandemic. 
The country announced it would invest 
a total of KRW73.4 trillion (4% of its 
GDP) through 2025 in green remodeling 
of public facilities, renewable energy 
production, and eco-friendly vehicles. 
Through this effort to transition 
towards a more sustainable industrial 
ecosystem, South Korea expects to 
create 659,000 new jobs, boosting 
employment by 2.5%. 

South Korea is not alone. China 
announced ambitious carbon-neutral 
goals that will require significant 
investment in a low-carbon and more 
energy-efficient economy. Its recent 
14th Five-year-plan (2021-2025) aims 

to have electric vehicles (EV) reach 
20% of car sales and to increase non-
fossil-fuels to 25% of its energy mix. To 
achieve its targets, China is expected 
to accelerate sustainable business 
development. At the same time, in 
a less supportive international trade 
environment, China will almost certainly 
look to tap the potential of its enormous 
domestic market and push for 
technological self-reliance, continuing 
to invest in “new infrastructure” such as 
5G, cloud computing, ultra-high-voltage 
power grids, and renewable energy. 

Elsewhere, Brazil bowed to international 
pressure to set a target of reaching 
net-zero emission by 2050, a decade 
ahead of the agreed schedule, while 
ending illegal deforestation by 2030. 

EM is arguably 
where ESG research 
+ engagement can 
make the biggest 
difference as there 
has been increasing 
evidence that ESG 
improvement can be 
a key source of stock 
outperformance.

ESG “improvers” have outperformed 
bottom quintile “decliners” in the US, 
Europe, and Asia by 1.0%, 1.4%, and 
5.1% respectively, annualized since 
2018 on a sector-neutral basis. This 
represents a promising opportunity for 
active investors who can identify ESG 
improvement before it is recognized by 
the market. 

1 Goldman Sachs, “ESG in GEMs: An emerging source of Alpha for EM PMs”, September 2017.
2 Bernstein, “ESG in Action 2021: Improvers and Enablers”, June 2021. Additional insights are available here: MSCI, “Can ESG Add Alpha?”, June 2015; HSBC, 
“Investing responsibly: The ESG Handbook”, December 2015.

Consumption and 
Technology Are 
Driving Growth and 
Innovation
Middle-class consumption growth 
in Emerging Markets is projected 
to significantly outpace that of 
most advanced economies. These 
consumers and entrepreneurs are 
forming the foundation for dynamic 
economies and corporate ecosystems. 
The vast majority (88%) of the next 
billion people entering the middle class 
will come from Asia, and these newly 
minted consumers are paying more 
attention to sustainability and ESG 
factors. Together, ESG practices and a 
growing middle class make a powerful 
combination. 

In today’s EM economies, the more 
dynamic and fast-growing industries 
are where strong ESG practices can 
add competitive advantages. For 
example, more sustainable forms of 
human capital management can be 
a key differentiator in sectors such as 
financials, technology, and healthcare, 
where talent retention and employee 
motivation matter most. Companies 
with forward-thinking governance 
culture and managements focused on 
long-term growth are better aligned 
with shareholder value. 

As investors look for fast-growing 
companies in the next wave of 
technologies, we can expect more 
budding companies, from China and 
South Korea to Southeast Asia and 
Latin America, focusing on innovations 
ranging from eCommerce to inclusive 
finance to healthcare. Indian biosimilar 
company Biocon provides access to 
cutting-edge therapies at affordable 
prices, benefiting patients, payers, and 
governments. Increasingly, local fintech 
companies are becoming leaders in 
inclusive finance by utilizing technology 
to promote economic mobility. For 

Figure I: Emerging Markets have shifted toward more dynamic sectors

example, Brazil’s PagSeguro provides 
affordable, end-to-end digital payment 
solutions to micro-merchants historically 
underserved by banks. 

ESG research can help uncover 
investment opportunities, finding those 
companies that are innovating, evolving 
with consumer demand, and embracing 
strong governance standards. 
ESG investing is no longer solely 
about reducing risks but identifying 
opportunities for better risk-adjusted 
returns.
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The ESG Disclosure Gap Is Narrowing 
Emerging Markets have long been viewed as laggards on ESG disclosure compared to developed economies. This view is 
changing. Government policies are embedding sustainability goals. Similarly, investors demand more ESG information. This 
has pushed countries and companies alike to improve ESG disclosures.

Regulators in EM have been increasingly adopting ESG disclosure requirements. Most recently, the Chinese regulator 
has mandated new environmental disclosure for its more than 3,000 publicly listed companies. The 2018 Sustainable 
Stock Exchanges (SSE) progress report3 highlights several key EM Stock Exchanges at the forefront of ESG regulations. 
For example, the likes of Brazil, Hong Kong, India, Indonesia, Malaysia, Mexico, South Africa, and Thailand are currently 
mandating ESG disclosure as a listing rule. An excerpt of the SSE’s findings is shown below in Figure II:

Country Stock Exchange # listed 
companies

SEE 
Partner 

Exchange

Annual 
Sustainability 

Report

ESG reporting 
required as 
listing rule

Written 
guidance 
on ESG 

reporting

Offers 
ESG-related 

training

Market 
covered by 

sustainability- 
related index

Brazil B3 347 Y Y Y Y Y Y

China
Shanghai Stock Exchange
Shenzhen Stock Exchange

1403
2170

Y
Y

Y Y Y
Y

Y
Y

Y
YN N

Hong Kong HKEX 2186 Y Y Y Y Y Y

India
BSE India Ltd. 
National Stock Exchange

5616
1878

Y
Y

Y
Y

Y
Y

Y
Y

Y
Y

Y
Y

Indonesia Indonesia Stock Exchange 626 Y Y Y Y Y Y

Korea Korea Exchange 2318 Y N N N N Y

Malaysia Bursa Malaysia 904 Y Y Y Y Y Y

Mexico Bolsa Mexicana de Valores 148 Y Y Y Y Y Y

Russia Moscow Exchange 233 Y N N N N Y

South Africa Johannesburg Stock Exchange 365 Y Y Y Y Y Y

Thailand Stock Exchange of Thailand 688 Y Y Y Y Y N

US
New York Stock Exchange
Nasdaq

2800
3300

Y
Y

Y
Y

N
N

N
N

Y Y
YN

Increasingly, EM companies are embracing ESG reporting and disclosure. A 
recent analysis of the proprietary Bloomberg Disclosure Score, which measures 
the amount of ESG data a company reports publicly, reveals strong progress 
relative to US and European companies (Figure III). 

3 The SSE is a global initiative launched in 2009 by UNCTAD, UNEP FI and PRI with the purpose of building capacity of stock exchanges and regulators to promote 
responsible investment in sustainable development.

Figure III: Bloomberg ESG Disclosure Score

Boston Common has a long history of conducting independent ESG research and 
shareowner engagement. Our early work on the Emerging Markets Disclosure 
Project (EMDP, 2012) has been influential in improving ESG disclosure practices in 
key EM countries. Our approach to ESG engagement includes sustained dialogue, 
benchmarking companies to existing best practices, working with standard-
setting bodies, collaborative use of investor letters and statements, proxy voting, 
and public policy testimony. Our long and deep engagement on material ESG 
issues with global multinationals has provided us with a unique perspective and 
experience for our work in Emerging Markets. A recent example is our engagement 
with EM banks on disclosure related to climate risk (see Banking on a Low-Carbon 
Future). 

The ESG Disclosure 
Gap Is Narrowing 
Even so, more progress is still needed. 
Independent assessments of ESG 
concerns are becoming ever more 
valuable components of investment 
insights because, even with quantity 
improvements, quality is still evolving.

EM Companies Are Becoming 
Global Sustainability Leaders
Perhaps the best reason for investor optimism for Emerging Markets is the 
broadening of ESG integration in EM investing beyond traditional risk mitigation. 
ESG insight can now be used as an engine for identifying compelling investment 
opportunities as, increasingly, the EM investment universe has become home to 
global solutions leaders. 

Take electric vehicles: Fueled by policy support and innovation, China accounts 
for half of global EV market share. Several EM companies, such as LG Chem in 
South Korea and BYD in China, are becoming global leaders in the EV supply 
chain. In alternative energy, Emerging Markets are at the forefront, particularly in 
China, which is home to over 70% of the global solar supply chain. 

Taiwan’s Delta Electronics is another example—a global power management 
company well positioned to benefit from new demands driven by electric 
vehicles, data storage, and industrial automation. Thanks to the rise of 
technology and digitalization—the latter proving particularly effective at reducing 
the carbon footprint of the manufacturing supply chain—these EM-based 
global suppliers are offering solutions for more sustainable and energy-efficient 
economies.

Near-term uncertainty remains for investors in the wake of the pandemic. 
But what is certain is that the combination of strong domestic economic 
development, solutions innovation, and sustainability-seeking middle-
class consumption have created an inflection point for both traditional EM 
investors and ESG investors. We believe investing in Emerging Markets 
through the lens of ESG, which seeks to leverage alpha opportunities and 
risk mitigation properties, will be a winning long-term proposition.

Our fifth consecutive report, Banking 
on a Low Carbon Future: Finance in 
a Time of Climate Crisis, released in 
2019, benchmarked 58 global banks 
–including 12 EM banks such as Axis 
Bank (India), Bank Rakyat (Indonesia), 
Bank of Communications (China), 
HDFC (India), and Itau Unibanco 
(Brazil)–with a focus on climate risk, 
including interrelated deforestation and 
human rights risks. Active dialogue 
has continued into 2021. 

Through this effort, we engaged Bank 
Rakyat to take its first steps towards 
implementing the recommendations 
of the Taskforce on Climate-related 
Financial Disclosures (TCFD). BRI 
committed to publish its first TCFD-
aligned report in 2021.

While more remains to be done, we 
are encouraged by the progress we 
have seen with majority of the EM 
banks we engaged (including holdings 
Bank Rakyat and Itau Unibanco) now 
establishing board-level oversight of 
climate strategy, while many of these 
banks have 
implemented 
sector-specific 
financing 
and lending 
guidance 
related to 
fossil fuels and 
deforestation.

Banking On a Low 
Carbon Future 

A Foundation for the FutureFigure II: 2018 Report on Progress, a paper prepared for the Sustainable Stock Exchanges 2018 Global Dialogue
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• Led investor coalition to 
engage IFC & World Bank on 
Equator Principles Performance 
Standards to include climate 
change and human rights. 

• Uzbek cotton & child labor (Olam), Labor standards 
(TSMC), Conflict minerals (Hyundai Motor, LG Elec-
tronics, Samsung Electronics), Cobalt & child labor 
(Samsung Electronics), Palm oil (Golden Agri), Sudan 
(Petrobras). Boston Common was one of the earliest in-
vestors systematically engaging on responsible sourcing 
and supply chain transparency in EM.

• Engaged Bank Rakyat (BRI; 2018–2020) in Indonesia on 
Sustainable Palm Oil individually and in a collaboration 
focused on expanding borrower certification from ISPO 
to RSPO and NDPE.4 BRI committed to issue a TCFD-
aligned report in 2021.

Emerging Markets Disclosure Project
2008–2012 

• Led global $1.5 trillion investor 
coalition that urged dozens of 
global solar photovoltaic companies 
to improve and report on their 
environmental and labor practices via 
the Silicon Valley Toxics Coalition’s 
Solar Scorecard, with two Chinese 
companies ultimately becoming top-
rated companies in the scorecard. 

2002 2004 2006 2008 2010

Sustainable Solar
2010–2018

Responsible Sourcing 
2006–present 

• Co-chair of 4-year Emerging Markets Disclosure Project to address one of the key 
barriers for ESG investors (EMDP; 2008–2012), which focused on four key markets 
(Brazil, Indonesia, South Africa, and South Korea), resulting in the EMDP Wrap-Up 
Report “Lessons Learned: The Emerging Markets Disclosure Project, 2008-2012”. 
The project was influential in improving ESG disclosure practices in focus countries.

• Co-led Korea EMDP Team and co-authored “Unlocking Investment Potential: 
ESG Disclosure in Korean Companies” (2010). Used findings to drive better ESG 
disclosure with 10 South Korean companies through unique partnership with Korean 
ESG research providers and investors. Joined collaborative engagement efforts by 
the EMDP Brazilian and South African teams. 

IFC Performance 
Standards & Banks 
2003–2004

Banks & Climate Change
2014–2019 

• Encouraged Taiwan Semiconductor 
(2019–2020) to take additional action 
on its energy mix and waste through 
our Eco-Efficiency engagement. 
TSMC has plans to improve its public 
reporting on recycling plastic waste, 
and it joined the RE100, committing to 
source 100% renewable energy.  

China 
2018–2020

Access to Nutrition Index (ATNI) 
2018–2020

2012 2014 2016 2018 2020

• Developed bespoke metrics and 
research to engage 12 EM banks 
on climate risk to set global investor 
expectations, e.g., Axis, HDFC Bank, 
Bank Rakyat, Bank of Communica-
tions, Itau Unibanco.

• Co-convened in India Investor Roundtable on Nutri-
tion – Access to Nutrition Index (ATNI), which included 
PepsiCo’s and Unilever’s Indian teams.

• Led sustained dialogue with Grupo Bimbo in Mexico. 
2019 saw improvements to its Health and Wellness 
strategy with adoption of a global Nutrition Profiling 
System. Refocused on management of soy-related 
deforestation.

Eco-Efficiency
2016–Present

• Sustained dialogue with Beijing 
Enterprises Water Group (BEWG) 
with improved ESG disclosure 
over the period. As lead investor 
for ENN Energy for a global 
engagement on methane, 
ENN improved its reporting on 
methane management.

mailto:invest%40bostoncommonasset.com?subject=
https://news.bostoncommonasset.com/wp-content/uploads/2021/07/Strategy-Update-Emerging-Markets-Equity-2Q-2021.pdf


The information in this document should not be considered a 
recommendation to buy or sell any security. There is no assurance 
that any securities discussed in this report will remain in a strategy 
at the time you receive this document. The securities discussed 
do not represent an entire strategy and may represent only a small 
portion of a strategy. It should not be assumed that any securities 
transactions we discuss were or will prove to be profitable. Past 
performance does not guarantee future results. All investments 
involve risk, including the risk of losing principal.
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Boston Common Asset Management 
Boston Common Asset Management (BCAM) is a diverse, women-led, sustainable investor and innovator dedicated to the 
pursuit of financial return AND social change. An active, global equity ESG investment manager and a leader in impactful 
shareowner engagement since its founding in 2003, BCAM is majority women- and employee-owned. BCAM is headquar-
tered in Boston, with offices in San Francisco. The company’s investment strategies totaled $5.6 billion in assets as of June 
30, 2021. For more information, please visit bostoncommonasset.com.
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