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DRIVING SIGNIFICANT LONG-TERM
REWARD FROM INVESTING IN = 4
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Sustainability has become a buzzword across the investment industry.

However, the rapidly growing array of green products is generating
confusion and sometimes scepticism among investors. What should be a
simple process of selecting a sustainable investment is often anything but. -

Investors are torn over whether E (environmental), S (social), and G O
(governance) labelled products are a mechanism to authentically align

portfolios with principles or merely a greenwashing gimmick; if ‘green’ ENVIRONMENTAL STRATEGIES
investments will deliver genuine impact; or are vehicles simply an effective INVESTING IN ENABLERS CAN

way to harness the latest megatrend.

1
As the investment industry grapples with this relatively new investment
theme, the fundamentals of why investors are buying responsible

investments in the first place have been misplaced, as well as what they

should be expected to deliver and how fund managers can best go about TO DELIVER MATERIALLY POSITIVE
delivering these commitments. ENVIRONMENTAL OUTCOMES
Yet, these big questions of ‘why’, ‘what’ and 'how’ are arguably why THAT HELP FACILITATE NET ZERQ

environmental strategies investing in enablers, can be relied upon to deliver
materially positive environmental outcomes that help facilitate net zero.
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WHY SHOULD INVESTORS CARE ABOUT THE
ENVIRONMENTAL INVESTMENT THEME?

Responsible investment assets are forecast to surpass USD 50 trillion by 2025,
representing one-third of the projected assets under management globally. Given the
relatively short timeline these strategies have been around not only underscores the
continued interest in thematic investments but also implies is now a major part of the
mainstream investment landscape with further room to grow.

‘ ESG ASSETS WILL -‘ 3 OF TOTAL GLOBAL ASSETS
REPRESENT OVER A UNDER MANAGEMENT
Source: https: //sgonsored bloomberg.com/article/mubadala,

e-Juture-of-esg-investing

In fact, according to research conducted from February to April 2023 by BNP Paribas Asset
Management and BNP Paribas Corporate and Institutional Banking in partnership with
Coalition Greenwich, 70% of all investors intend to increase their focus on thematically
orientated investments over the next three years with the themes of the energy transition
and climate solutions being their top priorities.

1 https:/www.bloomberg.com/company/press/esg-may-surpass-41-trillion-assets-in-2022-
but-not-without-challenges-finds-bloomberg-intelligence/

2 https:/docfinderbnpparibas-am.com/api/files/870BDD41-22F0-40FF-8C61-CC6CDEAF25D8B
BNP Paribas Asset Management. 2023 Thematics Barometer.

Thematic Investing Future Plans
70% of all investors plan to increase their focus on thematic investing over the next three years;

the figure is 84% for intermediary distributors and 56% for institutional investors.

Thematic Investing Plans for the Next Three Years
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B Plan to increase focus on Thematic Investing B Plan to make no changes B Plan to decrease focus on Thematic Investing

Source: BNP Paribas Asset Management. 2023 Thematics Barometer. Figures may not add to 100% due to rounding
Question: Over the next three years, how do you plan to use thematic Investing in your portfolio? Total base: 125.


https://www.bloomberg.com/company/press/esg-may-surpass-41-trillion-assets-in-2022-but-not-without-challenges-finds-bloomberg-intelligence/
https://www.bloomberg.com/company/press/esg-may-surpass-41-trillion-assets-in-2022-but-not-without-challenges-finds-bloomberg-intelligence/
https://docfinder.bnpparibas-am.com/api/files/870BDD41-22F0-40FF-8C61-CC6CDEAF25DB
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\WHY SHOULD INVESTORS CARE ABOUT THE
ENVIRONMENTAL INVESTMENT THEME?

A series of dramatic and unprecedented climate events have brought the urgency of the
environmental challenge to the forefront of many investors’ minds. To address the energy
transition alone, the world will need to invest an additional USD 3-3.5 trillion annually
between now and 2050° and investors are well aware that such a big number (equivalent
to half of global corporate profits) also brings with it significant economic opportunity.

This is why UN special envoy on climate action Mark Carney has labelled net zero as the
‘greatest commercial opportunity of our time."*

Investors are increasingly excited about this theme not only because they need to care,
but also because they can't afford to miss out on the potential rewards.

i :
Net zero: the greatest commercial
opportunity of our time. ,,

Mark Carney,
UN special envoy on climate action



https://viewpoint.bnpparibas-am.com/five-ways-to-fight-esg-scepticism/
https://www.climatechangenews.com/2020/02/27/net-zero-goal-greatest-commercial-opportunity-time-says-mark-carney/
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\WHY DO INVESTORS TURN TO ENVIRONMENTAL
THEMATIC STRATEGIES TO CAPTURE THIS MEGATREND?

Not all sustainable investment products are equal.

The ESG label has become widely associated with a belief that these products offer a greater sense of social
and environmental responsibility for investors, but not all ESG-labelled products explicitly target such aims.

ESG scores are applied to companies across a broader universe of industries that are typically ranking
companies relative to their peers, this means companies in harmful industries achieve higher ESG scores than
companies in industries with products like solar, wind and energy storage that directly aim at decarbonisation.
Technology and financial companies, for example, emit low levels of carbon emissions and can often boast
high ESG scores despite limited - or even negative - externalities.

On the other hand, a steel manufacturer may receive a poor ESG score due to the industry’s high carbon
emissions even though the company itself is undertaking ambitious decarbonisation plans that stand out
among its competitors.

Weighted Average ESG Score

S&P 500 Sector-Weighted Average ESG Score
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https://www.spglobal.com/en/research-insights/articles/understanding-the-esg-consequences-of-factor-based-investing-part-2
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\WHY DO INVESTORS TURN TO ENVIRONMENTAL
THEMATIC STRATEGIES TO CAPTURE THIS MEGATREND?

Similarly, smaller companies are often disadvantaged as they simply don't have the same level of
ESG-related policies or resources as larger peers meaning their ‘poorer’ scores don’t necessarily reflect
the company’s merit.

This system makes it possible to construct ‘good’ ESG portfolios simply by overweighting industries with
structurally lower carbon emissions like technology or financials and underweighting manufacturing
companies producing solar equipment, wind turbines, electrolysers, energy storage units because of the
higher structural carbon emissions it takes to manufacture these products.

However, by targeting those industries and sectors directly involved in an environmental theme - for
example the energy transition - a thematic approach cannot take such shortcuts. A thematic approach
tends to go beyond basic scores to identify the specific E, S or G metrics they want to target, as well as
those risks they seek to avoid. In this way, companies offering actual solutions to environmental and social
harms are specifically targeted for the portfolio.

ATHEMATIC APPROACH GOES BEYOND
BASIC SCORES TO TARGET SPECIFIC

Source: h //Sponsor m

he-future-of-esg-Investin

rg.com/article/m /



https://sponsored.bloomberg.com/article/mubadala/the-future-of-esg-Investing
https://sponsored.bloomberg.com/article/mubadala/the-future-of-esg-Investing
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\WHAT ARE THE ADVANTAGES OF TAKING AN
ENVIRONMENTAL THEMATIC APPROACH?

For many investors, investing in sustainable investment products results from their
desire to achieve a certain environmental or social outcome or solution that will change
the world for the better. Indeed, its human nature to want to create real impact.

In the fight against climate change, decarbonisation has become key to measuring
progress in the shift to a net-zero economy as well as successfully navigating climate
risk. Investment strategies aiming to reduce carbon exposure within portfolios should be
a good way to achieve these goals, but once again there are wide discrepancies in how
climate-aligned portfolios are constructed.

DECARBONISATION HAS BECOME KEY TO
MEASURING PROGRESS IN THE SHIFTTO A

- [ net-zero economy

Some approaches load up on low carbon assets - i.e. companies in industries that are
largely irrelevant to the net-zero challenge and already have low carbon emissions
- which results in the portfolio having a good carbon footprint today but little overall
impact on decarbonisation.

Carbon Intensity
(Metric Tons of Co2 Emissions per USD Million)

S&P 500 Sector-Weighted Carbon Intensity
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Source: S&P Dow Jones Indices LLC. Data as of April 30, 2019. Past performance is no guarantee of future results. Chart is provided for illustrative purposes.
https:/www.spglobal.com/en/research-insights/articles/understanding-the-esg-consequences-of-factor-based-investing-part-2



https://www.spglobal.com/en/research-insights/articles/understanding-the-esg-consequences-of-factor-based-investing-part-2

THE BIG QUESTIONS OF THEMATIC INVESTING // ENVIRONMENTAL STRATEGIES GROUP 4 }

WHAT ARE THE ADVANTAGES OF TAKING AN
ENVIRONMENTAL THEMATIC APPROACH?

While other approaches can be constrained by benchmark requirements to invest
in sectors or industries less relevant to decarbonisation aims, unconstrained
environmentally-themed approaches are more likely to have the flexibility to directly
focus on action within the real economy, such as decarbonisation.

UNCONSTRAINED ENVIRONMENTALLY-THEMED STRATEGIES
CAN TARGET THOSE INDUSTRIES OR SECTORS PIVOTAL T0 THE

Cnergy tmransitio/n

Source: h

the-future-of-esg-Investing

rg.com/article/m

This means they target those industries or sectors with solutions pivotal to the energy
transition, which have the potential to contribute greater reductions in emissions. This
may be through companies providing innovative technologies to decarbonise the way we
consume energy in buildings, transport, power grids, manufacturing and industry.

Investing in solution providers - or so-called “enablers”-will not only be impactful
for the climate transition, but their importance to the global economy should also be
recognised by global markets in terms of increased valuations. Moreover, by prioritising
the companies ‘enabling’ transition, their impact (and consequently that of the portfolio)
in delivering change will be more meaningful and more measurable, over the long term.



https://sponsored.bloomberg.com/article/mubadala/the-future-of-esg-Investing
https://sponsored.bloomberg.com/article/mubadala/the-future-of-esg-Investing
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ARE THEMATIC FUNDS MORE EXPOSED TO RISK?

Environmentally-themed investing is not purely about principles and impact, the potential to capture
meaningful growth is also a major attraction. But growth tends to come alongside increased risks
and a high degree of innovation. For many investors, the prospect of embracing this innovation can be
daunting; our behaviour is often pre-programmed to favour safe options rather than opting for more
risky, pioneering possibilities. That is why learning from the past is so essential.

The transition to a climate-positive economy will be as transformational as prior industrial revolutions
and history teaches us that times of revolution present significant opportunities as vital components of
the economic infrastructure are reimagined.

From an investment perspective, this will involve identifying the leaders of the new paradigm, recognising
existing companies that will survive and prosper, but also avoiding companies that fail to address change
and fall behind. The propensity of so-called ‘stranded assets’ is just one of the potential risks.

Investors must also bear in mind that despite the tremendous opportunities of this megatrend, growth
will not be linear. In fact, history tells us that it typically comes in the form of an S curve where growth in
adoption once it's reached 20% can rise exponentially.

There will be times when outside risks take centre stage. This is certainly, what we have evidenced from a
macroeconomic standpoint since the beginning of 2021 and as a result of supply and demand imbalances.
These created significant inflation, supply chain disruptions and other related shocks to the economy.
In the last year, macroeconomic and geopolitical forces have caused major market disruption which has
impacted the valuations of companies providing sustainable and environmentally-positive solutions.

1
History tells us that growth will not be linear and that it typically comes in the form

of an S curve where once adoption has reached 20%, it can rise exponentially. vy
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PRE-PROGRAMMED T0
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PIONEERING POSSIBILITIES

Over USD Ttn

VALUE OF FUTURE LOST PROFITS IN THE
UPSTREAM OIL AND GAS SECTOR

Source: https:/www.nature.com/articles/
41558-022-01356-



https://www.nature.com/articles/s41558-022-01356-y
https://www.nature.com/articles/s41558-022-01356-y
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ARE THEMATIC FUNDS
MORE EXPOSED TO RISK?

In addition, many of the companies whose valuations were impacted in the
last year due to macroeconomic and geopolitical forces, came to market amid
a burst of optimism and assumptions of a different macroeconomic backdrop
that resulted in their initial valuations being inflated. With markets now being
more focused on “today” rather than "tomorrow”, some of these stocks may
take a while to recover to their previous highs.

No investment strategy can completely avoid risk, but a robust thematic
approach is generally supported by a deep sector knowledge of the industries,
sectors and technologies associated with that theme and this should enhance its
ability to not only capture the best alpha opportunities across the whole value
chain, but to shield its portfolio from some of the inherent risks.

A ROBUST THEMATIC APPROACH IS GENERALLY SUPPORTED BY A

deep sector knowledge,

ENHANCING ITS ABILITY TO CAPTURE THE BEST ALPHA
OPPORTUNITIES AND AVOID INHERENT RISKS

A

i ﬂm M.
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AN ENVIRONMENTAL THEMATIC
APPRUACH CAN DEI.lVER UN THE Three challenging areas of action: Our 3Es
PROMISE OF SUSTAINABILITY T et e s et e P o e o

O

threats is only growing with time. The financial sector is in ) ’
a critical position to help make the world a better place, the

The need to protect our planet from climate and environmental /-[: D O O

global economy more sustainable and inclusive, while also | | | v | I

ENERGY TRANSITION ENVIRONMENTAL SUSTAINABILITY EQUALITY AND INCLUSIVE GROWTH

==

ivering v i i . —_— ql |
delivering value to its clients ; /_ & -|<_

At BNP Paribas Asset Management, we have identified three
areas of action that will be crucial in achieving this goal that will
enable us, as investors to safeguard long-term returns: our 3Es
the energy transition to a low carbon economy, environmental
sustainability, and equality and inclusive growth.

11
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AN ENVIRUNMENTAI. THEMATIB Be part of the solution by addressing the gap between purpose and profit
APPROACH CAN DELIVER ON THE
PROMISE OF SUSTAINABILITY %

| —_
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_Our thematic strategies leverage t!'lese structyral trends to generate both SOLAR POWER _\O’_ WIND POWER
impact and alpha. These strategies enable investors to be ‘part of the T UTILITIES REAL ESTATE .
solution’ required for a just energy transition and ecosystem restoration. TTT @ r:; :.:j —
In the context of evaluating future long-term investment opportunities, COMMUNICATION = ENERGY
our Environmental Strategies Group consider the past as well as the SERVICES O\ @
present. Why? Because by examining the interconnections between the ’
drivers of previous industrial revolutions, and technological advances, All these
they can assess the role and value of those of today. The combination of INFORMATION -~ )
a deep thematic expertise and technical know-how help them to better TECHNOLOGY Q/ = industries need to INDUSTRIALS

understand the effect of new technologies on related industries and target d honise to get
those businesses that could prove to be the long-term winners and that ECaroonise to ge
are truly helping to decarbonise the economy. {0 net zero
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BNP PARIBAS ASSET MANAGEMENT France, “the investment management company”, is a simplified joint stock company with its registered office at 1 boulevard Haussmann
75009 Paris, France, RCS Paris 319 378 832, registered with the "Autorité des marchés financiers” under number GP 96002.

This material is issued and has been prepared by the investment management company.

This material is produced for information purposes only and does not constitute:

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever
or

2. investment advice.

This material makes reference to certain financial instruments authorised and regulated in their jurisdiction(s) of incorporation.

No action has been taken which would permit the public offering of the financial instrument(s) in any other jurisdiction, except as indicated in the most recent prospectus of
the relevant financial instrument(s), or on the website (under heading “our funds”), where such action would be required, in particular, in the United States, to US persons
(as such term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a country in which such financial instrument(s) is/are registered,
investors should verify any legal constraints or restrictions there may be in connection with the subscription, purchase, possession or sale of the financial instrument(s).

Investors considering subscribing to the financial instrument(s) should read carefully the most recent prospectus and Key Information Document (KID) and consult the
financial instrument(s’) most recent financial reports.

These documents are available in the language of the country in which the financial instrument(s) is authorised for the distribution and/or in English as the case may be,
on the following website, under heading “our funds”: https:/www.bnpparibas-am.com/
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Opinions included in this material constitute the judgement of the investment management company at the time specified and may be subject to change without notice.
The investment management company is not obliged to update or alter the information or opinions contained within this material. Investors should consult their own legal
and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial instrument(s) in order to make an independent determination of the
suitability and consequences of an investment therein, if permitted. Please note that different types of investments, if contained within this material, involve varying degrees
of risk and there can be no assurance that any specific investment may either be suitable, appropriate or profitable for an investor's investment portfolio.

Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns may be affected by,
amongst other things, investment strategies or objectives of the financial instrument(s) and material market and economic conditions, including interest rates, market
terms and general market conditions. The different strategies applied to financial instruments may have a significant effect on the results presented in this material. Past
performance is not a guide to future performance and the value of the investments in financial instrument(s) may go down as well as up. Investors may not get back the
amount they originally invested.

The performance data, as applicable, reflected in this material, do not take into account the commissions, costs incurred on the issue and redemption and taxes.

You can obtain this by clicking here: www.bnpparibas-am fr/investisseur-professionnel/synthese-des-droits-des-investisseurs a summary of investor rights in French.
BNP PARIBAS ASSET MANAGEMENT FRANCE may decide to discontinue the marketing of the financial instruments, in the cases covered by the applicable regulations.

“The sustainable investor for a changing world” reflects the objective of BNP PARIBAS ASSET MANAGEMENT France to integrate sustainable development into its activities,
without all funds of BNP PARIBAS ASSET MANAGEMENT France under Article 8, with a minimum proportion of sustainable investments, or under Article 9 of the Regulation
(EU) 2019/2088 on sustainability related disclosures in the financial services sector (“SFDR"). For more information, please see www.bnpparibas-am.com/en/sustainability.

The sustainable investor for a changing world



https://uk.linkedin.com/company/bnp-paribas-asset-management
https://www.bnpparibas-am.com/
https://viewpoint.bnpparibas-am.com/
https://www.youtube.com/channel/UC8WeyDQAPMcYYwM2vE0O0pw
https://twitter.com/BNPPAM_COM
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