Eﬁ%igﬁimvmsnv ‘ ESG ff £ A 4
OF HONG KONG RESEARCH CENTRE FOR ESG

October 2024

Research Impact
Story

The i-score and its impact on understanding
ESG performance of Hong Kong listed firms

» Research and impact time period: 2019 - 2024

Prof. Louis Cheng

Dr S H Ho Professor of Banking & Finance

Department of Economics and Finance, School of Business
Director of Research Centre for ESG

Director of Research Institute for Business

The Hang Seng University of Hong Kong




1) Executive Summary @

CD Prof. Louis Cheng began to explore ESG and green finance research in 2018.
Through constantly engagement with the industry and the market, he identified
an important industry need in ESG integration for asset management industry
and listed firms in Hong Kong. Based on a 2019 working paper from the MIT
team® on the ESG divergence, he began to develop the idea of i-score as an
academic research issue while applying it in various industry engagement to
create an impact for the professional community. In the story below, you can
see how the i-score research journey and the industry engagement unfold.

—/

2) Research Theme Background

The term “ESG” (environmental, social and
governance) first appeared in 2004, when the United
Nations Global Compact (UNGC) promoted the idea of
ESG integration in the investment decision process. In
the past few years, ESG integration has become a main
stream practice in the finance industry and the business
sector in Hong Kong. At the same time, academic
research began to pay attention on ESG measures and

T their effects on investments and firms’ performance.
A : This impact story describes how Prof. Louis Cheng
Acknowledgement: engaged ESG-related academic research and
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3) Research Chronicle and Industry Engagement

Research impact in finance relevant to society normally does not begin with ideas
purely created from academic literature. For impactful research in finance, often
times we need to constantly engage with the industry and the market to observe what
are the needs first. Then we match with the latest literature and explore how to
construct meaning research hypotheses that can lead to academic publications
relevant to these impactful topics. Therefore, the impactful activities can start with
explorative industry and professional engagement while the academic research is
being conducted simultaneously. In other words, the time sequence of “Publication
first — Impact later” may not be as distinctive in the fast-moving areas such as finance
and investments. However, the research must begin first to produce the initial
findings/products for the societal impact. In the case below, the research journey and
the industry engagement occur in an interactive manner.

! Berg, F., Kolbel, J., and Rigobon, R. (2019). Aggregate Confusion: The Divergence of ESG Ratings”. Available at SSRN:
https://ssrn.com/abstract=3438533 ; the paper published at Review of Finance (2022).



https://ssrn.com/abstract=3438533

a) Early development

Prof. Louis Cheng started to explore ESG and green finance research when he took
over the Directorship of Center for Economic Sustainability and Entrepreneurial
Finance (CESEF) at PolyU in 2018. He published (co-authored) his first green bond
paper (Broadstock and Cheng, 2019) in the Finance Research Letters (FRL) (Q1
ranking) and a green bond chapter in a book published by Routledge (Broadstock,
Cheng, and Wang, 2020) in the next two years. In addition, another coauthored paper
titled “The role of ESG performance during times of financial crisis: Evidence from
Covid-19 in China” published at Finance Research Letters in 2021 is well-cited as it
was one of the earliest ESG paper under the Covid setting. The paper was listed as
number one “Top cited” and second in “Most downloaded” articles at FRL. In
addition, as October 12, 2024, the paper received 1,305 downloads at SSRN and cited
by 1,210 papers under Google Scholar?.

At the same time, he received a PASS
grant as the project leader from the
Commerce and Economic Development |- Finance Research Letters
Bureau to  educate  accounting | g o o
professionals in Hong Kong on green
finance and ESG for 2019-2021 (DrOJECE | benchmarkes acroeconomic detenminants for he frs decade o
sum $1.02 mil). This knowledge transfer | e sebsuck, iovs t. chene

project made a substantial impact to the
accounting profession and business
sector as it is one of the earliest
government-funded training programs
on ESG/green.

Contents lists available at ScienceDin
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In short, the contribution of the

> Contents lists available at ScienceDirect [E - .
e e Resenrch Letters == academic research work and impact to
ek S L | society on ESG and green finance can be
N shown by publications, positive
The role of E 1 during ti f financial crisis: £ ici
The role of ESG performance during times of financlal erels feedback from event participants, news
David . Broadstock %, Kok Chan", Lo T:, Cheng?, isawei Wong media coverage, and creation of ESG

award by Hong Kong Investor Relations
Association * . These positive signals
have provided confirmation for Louis to
engage ESG research when he moved to
HSUHK.

2 See https://www.sciencedirect.com/journal/finance-research-letters and
https://scholar.google.com/citations?user=D89AgMQAAAAIJ&hl=en

3 See https://www.acnnewswire.com/press-
release/traditionalchinese/57066/2020%E5%B9%B4%E7%AC%ACY%ES%85%AD %E5%B1%86 %E9I%AE%99%E6%B8%AF
YEB6%8A%95%ES %B3%87%EB8%80%85%E9%97%ICYUEL%BF%82UES5%AL % AT YET%8D %SEYET%8F%BE%E6%ADY%
A3%E6%8E%A5%E5%8F%97%E5%85%ACY%E7%9C%BE%ES%8F%I0%ES5%90%8D and
https://www.tkww.hk/epaper/view/newsDetail/1346327735185838080.html
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b) Developing a research focus on i-score* and related society engagement

Shortly after Louis continued his academic
research and knowledge transfer activities on
ESG, an important working paper from the
Understanding resource deployment efficiency for ESG and MIT team ° on the “aggregate ConﬁlSIOH
financial performance: A DEA approach hypothesis” of ESG divergence emerged in
T 2019. The MIT paper has an interesting
conclusion on the fact that various data and consulting agencies provide very
different ESG performance rating for firms, leading to a confusion phenomenon
among corporate executives. While there is a debate on the value of ESG divergence
in academic research, the implication of divergence to management and executives
is clear: they need better guidance and solution for understanding the ESG
performance of their own firms because ESG divergence creates confusion to make
business decisions. Therefore, after moving to HSUHK in early 2021, Louis applied
for the RGC IDS grant to conduct more academic research on ESG divergence and
aimed to provide solutions for businesses while publishing in academic journals.
With the financial resources from the successful IDS grant (HKD 4.09mil), the i-
score was formally tested with various sets | Business Strateqy = 1

of commercial ESG data. The aim of j- | @ the Environment

score iS to reduce the ConfUSion from ESG ;‘nte'ravctbllvereffects of brand reputation and ESG on green bond
divergence and to provide a better indicator | ssues:Asustainable development perspective
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As publishing in academic journals takes a long time
(normally 2 to 3 years from data analysis to paper
acceptance by journals), Louis began to promote his i-
score through public speeches and media interview
(e.g., presentations to hedge fund (2021) and United
Nations ESCAP (Dec 2021), keynote speech at ESG award
(June 2022), and media interview (July 2022))8. In order to
widen the societal impact of i-score, Louis applied for an St
Innovation and Technology Fund to conduct seminars and Ty
symposiums on using i-score and ESG sentiment under a big data

analytical framework. The ITF grant was approved with a project &= ==~~~
sum of HKD 1.21mil for the 2023-24 period. These events with

the dedicated website’ allow a better promotion of the i-score among the listed firms
and asset management in Hong Kong.
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4 For more information about the i-score, please visit the website: https://www.myesgi.com/

5 Berg, F., Kdlbel, J., and Rigobon, R. (2019). Aggregate Confusion: The Divergence of ESG Ratings”. Available at SSRN:
https://ssrn.com/abstract=3438533 ; the paper published at Review of Finance (2022).

6See “WHALFKFEINEMKIEEE ESG KM EEIMIE 6 H 17 HE{T (2022-05-27)” https://www.master-
insight.com/%e7%81%bc%e8%a6%8hb%e5%90%8d%e 5%ae%hb6%e7%ac%ac%e5%9b%9b%e 5%b1%86%e 8%b2%al%e7%hb6%93%e5%b3%hb0
%e6%9c%83%¢6%9a%a8-esg-%e5%a4%ar %e7%8d%8e-%e 9%a0%92%e 7%8d%8e %e5%85%h8%e 7%ab %oae-6-%e6%9c%88-17-%e6%97%a5/
and “ ¥ ¥ & g c WE M E ESG KM HEEEEE MM S e (2022-07-23)” https://www.master-
insight.com/%E 9%84%AD%ES%AD%90%E 4%B A%9 1%E 6%95%99%E 6 %8E%88%EF%B C%IA%ES%BD%BO%EINALI%AF%HE4%BC %81
YE6%AS5%ADeSgUNE 7%B2%BEYE7%A5%9E-
YEB6%BE%ABYES%8B%ISNEB%B3%E7%E7%94%A2%E 7% AE %ALYE 7%90%86%E6%A6%82%ES%BF%B5%E6%94%B9/

7 To know more about the project, please visit: https://www.bigdata-esg.com/
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c) Some evidence of societal impact

In June and December 2021, Louis and his team were invited to make presentations
by a Hong Kong hedge fund, to demonstrate the usefulness of i-score for possible
ESG integration for real investment portfolios for their clients. Confidential and
proprietary data were used to track ESG performance of portfolio assets. The group
Chief Investment Officer and fund manager were e

g -ntelhgenee

impressed with the outcomes and acknowledged the
usefulness of the i-score ratings®.

In 2022, Louis was approached by Hang Seng <z Intenship list
Investment Management Limited to consider L"::;'"s":“"gssank Wi —
OrganiZing a UniverSity StUdent ESG Competltlon Value Partners (2-6 months) 2
The Hang Seng x Value Partners University Elite ok :
9 onths) 2
ESG Challenge 2023° was successfully launched PuC (2 months) 2
in September 2022 and completed in March 2023. s ;
The ESG Challenge employs ESG research cﬂﬁg”"agn;rs (Zl:?m"s) :
- - - - - - . oujivest (1.0 months,
finding including i-score for the student training AN 2 mon) 2
and final round case competition. The impact to i :
esearch Centre for ESG (HSU) 2

Hang Seng  Valus Partners

society can be seen by 23
_TEEE internship - opportunities  for

~ students provided by well-known

corporations and professional bodies,
extremely positive feedbacks by industry
executives and students involved in the
Challenge, and the media coverage

: { \ : reporting the events.

On the other hand Master InSIght an online news media, co-organized with the ESG
Centre 1 at HSUHK under the leadership of Louis to establish a scientific
assessment framework based on i-score to evaluate ESG awardees. It is believed
that this ESG award!! earns the reputation of being the most difficult one among all
awards in Hong Kong, promoting i-score as the

industry norm for measuring ESG performance. ®= EGQ',@&,@E .
y gESbp (R D8 5 5 48 £ 37 15

Master Insight ESG Recognition Award (17 June, 2022)

IXXLY

8 A letter of appreciation to indicate the research and presentation activities was kept for record. The hedge fund requests that we
do not disclose their name in public document due to trade secret concern.

9 To know more about the Challenge, please visit: https://info4925468.wixsite.com/std-esg-competition

10 To know more about the Research Centre for ESG at HSUHK, please visit: https://esg.hsu.edu.hk/

11 To know more about the award, please visit: https://www.hk-esg-award.com/. Examples of media coverage about the award:
“EfE— {82 ME ST ESG A8% (2022-07-15)” https://www.master-
insight.com/%e8%88%89%e8%hbe%at %e4 %b8 %80%e5%80%8b%e5%85%b7 %e5%85%ac%ed %bf%alY%e5%8a%9b%e7% 9a
%84es9%e5%ad%a7%e7%8d%8e/  and “2023 AF4RIEE | 16 S - EIRSSME ESG A#% G20 4k (4 Rl T B a1 - 1E
#)|4% (2023-06-12)” https://www.master-
insight.com/2023%E8%B2%A1%E7%B6%93%E5%B3%B0%E6%9C%83%EF%BD%IC16%ES%AE%BE6%EL%BCY%81%E6

%A5%AD%E3%80%81%E5%9C%I8%EI%AB %I4%EE6%AENAEYET %8D%B2esq%ES%A4%ATYET%8D %8E -
920%E7%B6%A0%E8%89%B2%E9%87%91%E8%IE %B8DYE6%SE%AS/ and
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4) Publication and Future Direction

The research of i-score started as early as -
2021. After many rounds of data analysis, | @ feseorehininternational Business and Finance |
the direction of the academic paper on SEVIER R e G ’
using i-score to measure ESG | The effect of ESG divergence on the
performance of HK listed firms using a | financial performance of Hong Kong-listed
machine learning approach was firms: an artificial neural network

approach
YEAR 2024 ] © Louis T\, Cheng B, Tsun Se Cheong ° &, Michal Wojewodzki ® & &, David Chui &
ESG Award Intelligence Report e g:mglligenee o ' g ' J ¢
e ey determined. Eventually, the paper on i-
L e score was accepted by Research in
92+ Ty ouuee International Business and Finance (Q1
d I ranking) on October 4, 2024. Nevertheless,

e this is only the beginning of the i-score
_ research. As i-score is one of the measures
§ based on ESG divergence, Louis continues
@ e on academic research related to ESG
divergence and industry research on alpha

generation for asset management using i-
score and ESG sentiment. Currently, Louis
is exploring ESG research by integrating
ESG performance ratings with media
sentiment to improve the timeliness of ESG

signals. It is hoped that the impact to the
society will continue.

E, S, G sub-score peer performance

Historical parformance tracking Divergence effect”

+ Belowis the past years iScore tracking history with your pears: * Towngas' s divergence level among all
companies in the iScore universe is

PIRBER X BEREE = ESC REBERFlEE 81T AR ESG MMt 4 NSl GiEils 19 A g
(2024-07-29) https://www.master-
insight.com/%e7%81%bc%e8%a6%8hb%e5%90%8d%e5%ae%h6x%e6%81 %92%e7 %94 %9 f%e5 Yoad %a7%e5%ad%h8%e7%ac
Yac%ed%hb8%89 %e5 %hbl%86esq%e5%ad%a7 %e7 %8 d%8e%e6 %ob8 %af¥ed Yoha%asd %e6 %89%80%e9%9a%86 %ed %87 %8d
%e8%88%89%e8%al%8c-%e9%99%h8/
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