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UK-listed banks have spent many years wearing a metaphorical hairshirt following on from the global financial
crisis — most people would say deservedly so.

Yet not only has the tide turned financially, with regulators now happier to sanction increased dividend flow
and share buy backs as the financial performance of banks has substantially improved, but a closer look
reveals notable positive changes to banks’ Environmental, Social and Governance (ESG) signatures.

While we look to structure the Edinburgh Investment Trust’s portfolio with a number of different themes (as
we recognise that at any point in time a theme waxes and wanes), a key theme for EIT is what we call “ESG
rehabilitation”: the concept that a company can move from being judged by stakeholders and broader society
as a bad actor to a good actor.

Banks — a rehabilitation?

Have banks been rehabilitated from the unenviable position they held post the financial crisis? Certainly, we
believe this is the case for much of the banking sector today. During the pandemic banks arguably
demonstrated social purpose through the widespread and expedited provision of SME loans to companies in
need, helping many to stay afloat, while also freezing mortgage and loan repayments for those struggling to
meet their financial commitments.

Today, one of the key roles banks have to play is in financing the energy transition that is essential for the
world to achieve net zero and successfully tackle climate change. Banks such as Standard Chartered and HSBC
with a broad geographical footprint are well placed to capitalise on the growth of sustainable finance.

Shifting the geographical emphasis

It is widely agreed that there is an urgent need to shift the emphasis around where we spend money to focus
on prioritising decarbonisation globally if we are to stand a chance of achieving net zero. Many developed
countries are already on the journey in terms of implementing carbon reduction strategies or climate change
initiatives. But the focus now needs to be further afield to make the most difference.

We believe there is a clear need to spend more in Asia and Africa — not least because the incremental return is
far higher for a dollar spent in Lahore than London, coming as it does from a far lower base and therefore
having more impact.

As a comparison, it is possible to see every day how our electricity is made up at any time by viewing data
available through the National Grid here. This shows that while fossil fuels still make up around a third of UK
power, it is rare that coal is part of the mix —instead it is mainly gas. Around a third of UK power comes from
renewables, with nuclear and biomass accounting for close to 20%.

In contrast, around 70% of energy consumed in India in 2022 came from coal. According to Statista, India
accounted for 12.4% of global goal consumption in 2022, although this was dwarfed by China, which
accounted for 54.8%. This highlights the need for ongoing investment to move to more environmentally
sustainable technologies.

The good news is that figures from Bloomberg?! show that investment in decarbonisation has now passed the
S$1 trillion mark, with the Asia Pacific region receiving nearly 60% of overall investment in the global energy
transition in 2022. This equates to year-on-year growth in excess of 50%.


https://grid.iamkate.com/
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Yet in order to achieve the target of achieving net zero emissions by 2030, it is estimated that there would
need to be an average of at least $3.5 trillion dollars invested globally every year — of which more than half
would need to be in Asia.?

The trick is how to do this. To finance this effectively, a mix of funding from private and public and
supranational organisations is required, with groups getting together and leveraging the finance to make it
work.

Banks such as Standard Chartered and HSBC — both of whom we invest in through EIT — have the reach to do
this. Standard Chartered, in particular, has an unparalleled network in its heartland countries in Asia, Africa
and the Middle East. The energy transition that the world needs to accelerate is going to need a huge amount
of finance directed to its regional heartlands. Standard Chartered is ideally placed to continue to organise and
lead-manage a good share of this finance — and in turn generative attractive returns for shareholders.

Investors are increasingly likely to value streams of income from sustainable finance and therefore banks could
represent an opportunity worth considering.

In many ways Standard Chartered is a parable for much of the UK equity market — cheap as it is but even
cheaper if you appreciate its medium-term role in sustainable finance.

HSBC and Standard Chartered are far from the only banks looking at sustainability as a way to both grow, meet
environmental objectives and grow investment returns. Other banks such as NatWest and Lloyds offer green
mortgages, or discounted loan rates for homeowners making green improvements to their properties.
However, we believe that HSBC and Standard Chartered provide a nice combination of an area where they are
differentiated — thanks to their geographical reach — and as a result should be able to generate attractive
streams of income that investors will alight on as being high quality.

The rehabilitation journey looks to be well underway.

!BloombergNEF, Energy Transition Investment Trends 2023.

2Energy Transitions Commission, Financing the Transition: How to Make the Money Flow for a Net Zero
Economy, 2023.

3 Top coal consuming countries worldwide 2022 | Statista

For a comprehensive list of common financial words and terms, see our glossary at:


https://www.statista.com/statistics/265510/countries-with-the-largest-coal-consumption/
http://www.edinburgh-investment-trust.co.uk/glossary
http://www.edinburgh-investment-trust.co.uk/glossary
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Key Risks

Past performance is not a guide to future performance. The value of an investment and the income generated
from it can fall as well as rise and is not guaranteed. You may get back less than you originally invested. The issue
of units/shares in the Edinburgh Investment Trust may be subject to an initial charge, which will have an impact on
the realisable value of the investment, particularly in the short term. Investments should always be considered as
long term. The portfolio may invest in smaller companies. These stocks may be less liquid and the price swings
greater than those in, for example, larger companies. The Company borrows money to invest in the stock market
within prescribed limits with the aim of enhancing returns. The use of borrowings may increase the volatility of the
NAV and may reduce returns when asset values fall. The Company may invest in derivatives. The use of derivatives
may create leverage or gearing. A relatively small movement in the value of a derivative's underlying investment
may have a larger impact, positive or negative, on the value of the company than if the underlying investment was
held instead.

Disclaimer

This communication is issued by Liontrust Fund Partners LLP (2 Savoy Court, London WC2R 0EZ), authorised and
regulated in the UK by the Financial Conduct Authority (FRN 518165) to undertake regulated investment business.
This is a marketing communication. Before making an investment, you should read the relevant Articles of
Association and the Key Investor Information Document (KIID), which provide full product details including
investment charges and risks. These documents can be obtained, free of charge, from www.liontrust.co.uk or direct
from Liontrust. Always research your own investments and if you are not a professional investor please consult a
regulated financial adviser regarding the suitability of such an investment for you and your personal circumstances.

This should not be construed as advice for investment in any product or security mentioned, an offer to buy or sell
units/shares of Funds mentioned, or a solicitation to purchase securities in any company or investment product.
Examples of stocks are provided for general information only to demonstrate our investment philosophy. The
investment being promoted is for shares in a company, not directly in the underlying assets. It contains information
and analysis that is believed to be accurate at the time of publication, but is subject to change without notice. Whilst
care has been taken in compiling the content of this document, no representation or warranty, express or implied,
is made by Liontrust as to its accuracy or completeness, including for external sources (which may have been used)
which have not been verified. It should not be copied, forwarded, reproduced, divulged or otherwise distributed in
any form whether by way of fax, email, oral or otherwise, in whole or in part without the express and prior written
consent of Liontrust.
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