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Project Investigation Subjects:

• Subject 1: ESG funds' performance in ASEAN

countries, holding similarity against peers and

correlation between ESG rating agencies.

• Subject 2: Sector analysis - potential investment

opportunities & ESG funds sector allocation.

• Subject 3: ASEAN ESG fund portfolio construction

strategy analysis, including ESG funds' stock selection

and  stock weightage allocation.

ESG Fund Portfolio Strategy

Sector Analysis – Potential Investment Opportunities

1 Methodology: Market-Cap

Weighted ESG Rating

Weighted ESG Rating for Sector X 

=

Where:

• i is each individual stock in sector X

• Market Capi is the market capitalization of stock i

• ESG Ratingi is the ESG rating of stock i (from 0 to 10

scale)

• Sector X is the industry defined by MSCI classification

2
Aggregating 62 MSCI 

Industries into 11 Sectors
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Graph Plotting &

Identification Rationale

Market Capitaliza

tion (Million USD)

MSCI ESG Rating

(0-10)
MSCI Sector

Stock A 50 4.0 Energy

Stock B 100 5.0 Energy

Stock C 20 3.0 Energy

Total Rating of the Energy Sector

= 

A 2-year window is adopted with monthly 

rating from Jan 2023 to Dec 2024 for plot 

graphs to capture the most up-to-date 

momentum.

4 Outcome & Summary

Top Sectors: Communication Services appears 5 

times, followed by Energy and Utilities of 3 times 

each in the top 15 sectors. Carbon intensive sectors 

like Utilities and Energy are investigated for the 

driving pillar behind the ESG ratings.

High Potential Sectors: Industrials dominates 

by 4 times, followed by Materials of 3 times.

5 Top Sectors held 

By ESG Funds vs. 

Non-ESG Peers

Conclusion: ESG funds tend to hold more 

top ESG performing sectors than their 

peers.
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Main Discussion : How ESG funds’ 

strategy respond to stock level ESG 

ratings and changes of stock level 

ESG rating

Funds’

Strategy

Whether to hold 

a stock

How to assign 

the holding 

weight to a stock

2 Regression models
3 Statistical results

4 Summary of Regression Results
5 Summary of Analysis 

• Stock level ESG ratings and changes of stock level ESG

ratings are both critical indicators for ESG funds to

decide whether to hold a stock. ESG funds will be more

likely to hold a stock if this stock has high ESG rating and

positive improvement in ESG rating.

• Funds allocate more weights to stocks with higher ESG

ratings and stocks with recent positive change.

(high + positive Δ → more weight)

• ESG funds and non-ESG funds do not behave differently in

allocating the weight of stocks once they hold the stocks.

Model Setting and Assumptions: 

• The input variables are past data points as we assume that a

fund's current holding reflects previous year information.

• The first regression runs for all the holding stocks of

ASEAN ESG funds and their peers.

• The variable ESGFund in the second regression model is

used to test whether ESG funds have a different behavior

compared to non-ESG funds in weight allocation once they

have decided their holding stocks

Methodology: Our team split the strategy of a fund into 2 

separate decisions. 

• The first decision is for funds to decide which are the funds

they are going to put in their portfolio

• The second decision is after funds have decided their holding

stocks, funds need will do weight allocation to each of the

holding stock (weight allocation decision).

• Our team constructed 2 regression models to analyze these 2

decisions respectively.

• In the first model, variable Ratingt-2 and ΔRatingt-1

are both siginificant, indicating that ESG funds do

consider stock level snapshot rating and changes in

stock rating when screening their holding stocks

• In the second model, also Ratingt-2 and ΔRatingt-1

are significant, indicating that ESG funds and non-

ESG funds both consider the snapshot stock level

rating and changes of ratings in weight allocation
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• By calculating overlap rate, we see that ESG funds seem to hold

different stocks comparing with Non-ESG funds

• Weighted average ratings are calculated based on MSCI

and Bloomberg stock-level ESG rating.

• Although ESG funds and non-ESG peers invest in

different stocks, they ultimately achieve similar ESG

performance.
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• From the correlation matrix, we can see that the two ESG rating

systems (MSCI & Bloomberg) are largely unaligned at the fund level.

lack of standardization across ESG rating providers
• We adopt Bloomberg’s classification of ESG funds, and it classifies a fund as

an ESG fund as long as the fund itself states that it is an ESG fund.

• However, only 33 out of 1312 active ASEAN funds are identified as ESG,

accounting for less than 3% of the total. This reflects limited ESG adoption

in the ASEAN’s fund market.

Low ESG Fund Representation 

and Ambiguous Classification

Summary of Regression Results (Cont.)

• The third and fourth variable in regression model 2 are

insignificant, therefore, we do not observe ESG funds

behave differently compared to non-ESG funds in

stock weight allocation

• .However, as the third variable is marginally

significant, there still could be possible that ESG funds

might put more emphasis on the level ratings

Great Distinction between ASEAN 

ESG and Non-ESG Fund Portfolios

ESG funds do not outperform the 

non-ESG funds in ESG ratings

Low Alignment between 2 ESG Rating Providers

Funds with ESG rating do not

always outperform those without
6 High fund rating does not

lead to high return
• ESG rating providers does not cover all ASEAN funds.

• Overall, funds with MSCI ESG ratings slightly

outperformed those without.

• Different ASEAN countries exhibit mixed results.

• Correlation between MSCI fund rating and

return is calculated.

• Only Singapore exhibits strong and positive

correlations between ratings and returns

• the relationship between ESG ratings and

fund performance is context-dependent.

Formula

Example

62 sectors from the MSCI ASEAN database are 

reclassified into 11 sectors due to fragmentation and 

incompleteness of data.

Malaysia

Singapore

Thailand

Sectors that are consistently good and with 

high momentum are identified in Malaysia, 

Singapore, Thailand, Indonesia and the 

Philippines where data is available.

Countrys & Sectors Environmental Social

Malaysia (Energy) 5.93 to 6.79 6.09 to 6.64

Singapore (Utilities) 5.61 to 5.60 4.75 to 6.17

Indonesia (Energy) 5.60 to 6.93 7.10 to 7.73

Thailand (Energy) 5.59 to 5.83 7.95 to 7.45

Philippines (Utilities) 6.52 to 8.01 6.56 to 4.11
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