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Sustainability - Widely discussed but how should one invest? 

The investment volume in sustainable assets seems to explode. What are the reasons?

The attitude toward how companies and governments act in respect to environmental, social, and governance (ESG) factors has drastically changed.
While sustainability reporting is not yet generally mandatory, large corporations and listed companies are expected to publish such reports. The
pressure for asset managers is also increasing. End of 2017, the European Commission laid out a roadmap with the target that institutional and
investment managers have a duty to consider the materiality of sustainability factors. The plan is one of the first major pieces of the EU’s climate-
change agenda, which aims to create the first climate-neutral continent by 2050. Rules that require the asset management industry to disclose how
much their holdings degrade the environment should have come in force early 2021, but were delayed. In Switzerland, the Swiss Bankers
Association issued a guideline for the integration of ESG considerations in June 2020. We take this opportunity to draw your attention to this
important topic and give some background information so that you have a better basis for decision-making.

Environmental initiatives are not new at all. Roughly 40 years ago, the financial industry seriously started to explore investments that factor in
ecological friendliness. After the euphoric start, green investments seemed to lose their appeal over time. Reasons were multiple, but performance
was certainly a prime factor. The other was the limited universe: even today, only approximately 5% of the exchange traded companies fulfil the Paris
climate change target. Under this aspect, portfolio construction is more than challenging.

Therefore, new, more practical and broad concepts were analyzed over the years. Not only ecological but also social and governance aspects should
be considered. Social concerns include - among many - diversity, human rights, consumer protection and animal protection. Corporate governance
factors are for instance management structure, employee relations, executive compensation and employee remuneration. These innumerable
elements allow wide interpretations and pose many questions in respect to applicability. And here we are: in a sustainable ESG jungle. Terms are
mixed up. Investment products that sound like ESG integrate sustainability in diverging manners.

We also seriously question how explosive the growth in the ESG complex really is. Researchers found out that in many cases, the original
investments are simply labeled “green” after minimal changes in the investment process. Net new money flows into truly sustainable companies is
hence much less impressive than what could be deducted from statistics.

On the next page you can find a chart published by the Swiss Bankers Association summarizing the common approaches.
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Sustainability - Widely discussed but how should one invest? 

The following approaches in respect to sustainable investments are the most common. Some of them are commented on the following page:
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Sustainability - Widely discussed but how should one invest? 

Exclusion
An approach excluding companies, countries or other issuers based on activities considered not investable. Exclusion criteria can refer to categories
(e.g. weapons, tobacco), activities (e.g. animal testing), or business practices (e.g. severe violation of human rights, corruption).
We consider it very important that clients determinate their intentions in this respect as this approach is based on norms and values, which might vary
considerably from person to person.
Institutional investors often apply Exclusion in combination with ESG Integration and might add other norms.

Best-in-Class
Approach in which a company’s ESG performance is compared with that of its peers based on a sustainable rating. All companies above a defined
threshold are considered as investable.
This method is quite practical as it still allows portfolio diversification and comparison with common benchmarks. The hope is that it will inspire
companies to be or become leaders in the sustainability ranking.
You have to be aware, however, that firms of all sectors – also non-environment-friendly businesses, such as energy and automobiles – are included.

ESG Integration
The explicit inclusion of ESG risks and opportunities into traditional financial analysis and investment decisions based on a systematic process and
appropriate research sources.
An application of strictly financial data is considered as having the weakest effect on the environment. It is the most commonly used model.
Specialists consider it rather as a risk filter than a screening tool for green investments.

Sustainable Thematic Investments
Choosing a theme allows much more targeted investments. There are an increasing number of topics available (as an example clean energy).
This approach seems to be one of the most efficient to reflect the precise goal of an investor. With themes alone, a classical portfolio management
and benchmark comparison cannot be applied. It therefore rather plays a role of satellite rather than core investment in portfolio construction.

Impact Investing
Generally, impact investments have three main characteristics: intention to create impact, management of impacts and measurability of impacts. This
approach focuses on the improvements in terms of product and technology changes and analyzes where investments are made.
Researchers consider that a contribution to solving environmental and social problems can best be achieved through impact investing.
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Sustainability – widely discussed but how should one invest? 

Conclusions:

a) The intention of the investor is crucial for finding an adequate investment vehicle. We therefore urge you to come forward with your
objectives. We will strive to find a solution that is tailored to your targets and preferences.

b) We generally invest with conviction and have our principles.

c) ESG represents a panoply of factors. Scientists acknowledge that it is best used as a screening tool for improving the risk profile of an
investment product.

d) Research regarding the performance of sustainable investments show a mixed picture. It is somewhat disillusioning to watch asset
managers switch their philosophy from environmentally friendly investments to sustainability – for performance reasons. But the less stringent
approach of sustainability may perform better than strictly green investments, attract more assets and have finally a greater impact overall. Risk-
adjusted, sustainable investments show a more favorable performance as certain risks are reduced or eliminated.

e) Hopefully, sustainable investments will impact the environment and the society positively.

For our managed portfolios, we use a classical asset management approach and apply the thematic approach to cover sustainability
aspects. We are open to discuss with you integration of your specific intentions also for discretionary managed portfolios.
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2020 Performance year-to-date major asset classes in local currencies
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Source: Bloomberg
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Performance major asset classes in 3Q 2020 in local currencies
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Source: Bloomberg
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Performance major asset classes in Sept 2020 in local currencies

%

Source: Bloomberg
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Performance Major Asset Classes in 3Q 2020

• Performance in 3Q looks quite strong– yet it was the result of continued momentum in July and August. September shows a 

very different picture (see page 8). In many asset classes, September is the complete opposite of the previous two months 

driven by a sharp decrease in risk appetite.

• This is clearly visible in Fixed Income, where High Yield and Emerging Market bonds excelled in summer but performed 

worst in September. The sentiment shift was triggered by a slowing momentum of the economic recovery in many key 

countries. The extended lockdowns and fear of a second wave also impacted the mood. In the US, the fret over the 

presidential election and a Congress deadlock over fiscal stimulus additionally reduced risk taking. 

• In Equities, technology and high-flying stocks suddenly started to correct without any obvious reason in the beginning of 

September. Of course, many wondered how much further this breathtaking rally of a handful of companies could continue. 

Option positioning certainly also played a role. China, the Nasdaq and the S&P 500 outperformed in 3Q, as was also the 

case year-to-date. 

• The USD reacts currently strongly to risk sentiment. In September, it could therefore strengthen somewhat. 

• In Commodities copper shined as the market increasingly gets in balance and is expected to benefit from a Chinese 

recovery. Gold also showed a pleasing performance. 

• Real Estate continued to be hurt by the Covid-19 crisis.  

• Hedge funds barely budged during the market correction in September. 
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Disclaimer
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This report has been issued by Lotos Asset Management AG solely for information purposes and is not intended to be an offer,
recommendation or solicitation to purchase or sell an investment product or to employ a specific investment strategy. It is intended for
the recipient’s sole use and may not be forwarded, used or reproduced for any other purpose. Although information in this document has
been obtained from sources believed to be reliable, Lotos Asset Management AG does not represent or warrant its accuracy, and such
information may be incomplete or condensed. All estimates and opinions in this document constitute Lotos Asset Management AG’s
judgment as of the date of the document and may be subject to change without notice. Lotos Asset Management AG will not be
responsible for the consequences of reliance upon any opinion or statement contained herein or for any omission. Lotos Asset
Management AG does not make any representation nor guarantee that it has completely researched or performed due diligence
procedures sufficient to identify all significant risks within the strategy, the investment product, or the manager and thus assumes no
liability for losses arising from the use of this report. Historical data on the performance of assets, investment products or strategies does
not represent any indication for future performance.

Lotos Asset Management AG is an active member of the Financial Standards Association (VQF), the leading industry organization for
independent asset managers (BOVV) in Switzerland. The Federal Financial Market Supervisory Authority (FINMA) officially recognizes
VQF as a self-regulatory organization (SRO) with regard to the combating of money laundering (GwG). In addition, Lotos Asset
Management AG is compliant with standards in the asset management industry and the agreement on the Swiss bank’s code of conduct
with regard to the exercise of due diligence (CDB16). The exclusive place of jurisdiction is Switzerland.


