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Abstract 

The combination of the two grand themes of ESG investment and carbon neutrality may 
be able to play the role of "1+1 far>2". Carbon neutrality is highly related to the 
environment and emissions. China's progress in advancing the emission reduction 
agenda will force companies to improve their development models, turn to new 
technologies and low-carbon roads, and then vigorously improve their ESG ratings; on 
the other hand, the ESG investment in China has always lacked a clear main line in the 
past. Everyone does not know how to invest and what to invest. Carbon neutrality 
provides us with a clear foothold. 
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1. Introduction 

With the popularity of the concept of "carbon neutrality", ESG investment, which is naturally 
linked to it, has soared. Considered to be an important investment vane, fund companies are 
stepping up publicity in this area. They are vigorously promoting the landing of such products 
and the promotion of strategies. It is obvious that companies have increased their enthusiasm 
for ESG investment, which has a lot to do with the popularity of the concept of carbon neutrality. 
Therefore, carbon neutral is the proper meaning of the ESG investment theme. 

ESG investment philosophy originated from the U.S Social Corporate Responsible Venture 
Capital (SRI), which incorporates the economic performance of the investment company's 
business environment (environmental), social (social), and corporate governance (governance) 
into long-term investment decisions [1]. To accurately assess the health sustainability of the 
daily operation of the investment enterprise and its social impact, aiming to make it obtain 
stable long-term investment income. 

ESG enterprise investment management advocates that in addition to traditional financial 
indicators, factors such as the external environment, society and internal governance of 
investment companies should be fully considered in the process of corporate investment 
decision-making. From a global perspective, ESG investment has gradually become the 
mainstream [2]. At the end of 2020, the number of institutions that signed the Principles for 
Responsible Investment (UNPRI) reached 3,038, a year-on-year increase of 28%; the total asset 
management scale reached $103.4 trillion, a year-on-year increase of 20%. The overseas 
investment management industry attaches great importance to climate change-related 
investments, especially in long-term investment institutions such as sovereign funds and 
pension funds. There is still a lot of room for domestic investment in this field to improve [3]. 
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2. Analysis of ESG Investment in China 

2.1. ESG investment scale and ROI 

China's public ESG investment has already started. Statistics show that currently ESG themed 
private equity funds have more than 100, which are a total of more than 100 billion. For 
example, Chuangjin Hexin Fund issued two sponsored funds related to ESG thematic 
investments in December last year. ESG funds have been established one after another, and 
their investment performance has also been good. Statistics show that the total number of ESG 
fund companies of various concept types in the market across the country has reached 121, 
with an average investment return rate of about 50% in the past year and an average 
investment return of more than 90% in the past two years. 

 

Relative benchmark trend-China Universal Value Selection A 

Relative Benchmark Trend-ABC-Agriculture New Energy Theme 

Relative Benchmark Trend-HSBC Jinxin Low Carbon Pioneer 

 
Figure 1. The relative benchmark trend of ESG-themed investment funds in the bear market 

 

 
Figure 2. The relative benchmark trend of ESG-themed investment funds under volatile 

market conditions 

 

 
Figure 3. The relative benchmark trend of ESG themed investment funds in the bull market 

Source: Wind, Guangfa Securities Development Research Centre 
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2.2. ESG investment policy 

The achievement of the carbon neutrality target is supported by policies in the various 
implementation subdivisions. Accelerating the green transformation of the development mode 
and implementing carbon peak and carbon neutrality will become important factors affecting 
my country's economic development. In investment, we are also paying more and more 
attention to the long-term and far-reaching impact of climate change on China's industrial 
structure in the future, which brings about changes in the path of industrial development and 
guides the direction of medium and long-term investment. 

2.3. Historical performance of ESG-themed investment 

According to Wind, we retrospective the performance of ESG themed investment funds with a 
fund size of more than 3 billion yuan from 2018 to 2020.  

(1) The balance of fund returns: The average daily return and net win rate of each listed ESG 
index fund relative to its other performance comparison benchmarks are far greater than 50%, 
and the fund has considerable relative performance compared to other benchmarks [4]. 

(2) Fund risk diversification: The maximum average retracement range of most ESG funds from 
2018 to 2020 is less than the Shanghai and Shenzhen 300 Index, which has good risk resistance. 

In addition, we selected: Bear City (2018.1.2-2019.1.2), Shock City City (2019.1.3-2020.5.29), 
Niu City City (2020.6.1-2021.2.10), the largest of the three existing funds The performance of 
the ESG-themed investment funds (China Huitianfu Value Selection A, ABC-CA New Energy 
Theme, HSBC Jinxin Low-Carbon Pioneer) under different market conditions will be reviewed. 

(1) Under bear market conditions: The performance of the 3 ESG funds is clearly differentiated, 
and China Huitianfu Value Selection A performed the best, and it can still significantly 
outperform its performance comparison benchmark under bear market conditions. 

(2) Under shock and bull market conditions: The three ESG funds have significantly 
outperformed their performance benchmarks and have α returns [5]. 

3. The Link Between Carbon Neutrality Targets and ESG Investment 
Concept 

3.1. The goal of "carbon neutrality" and the investment height of ESG concept 

The goal of "carbon neutrality" is highly compatible with ESG concept investment, and there are 
two internal logics. 

3.1.1. The goal of "carbon neutrality" faces a huge funding gap 

The relevant research results of Liu Manping, the Price Monitoring Center of the National 
Development and Reform Commission [6], show that compared with the annual actual capital 
market demand of 3.1 trillion-3.6 trillion expected to achieve the "peak carbon" in 2030, the 
current actual capital demand and supply are seriously insufficient, with only 526.5 billion yuan, 
the funding demand gap may exceed 2.5 trillion yuan. According to the carbon neutral report 
released by Sequoia China. From 2021 to 2060, the average annual gap of green investment in 
my country is about 3.84 trillion yuan, of which, from 2021 to 2030 The average gap is about 
2.7 trillion yuan, and the average gap between 2031 and 2060 is about 4.1 trillion yuan. After 
the "carbon peak", the funding gap has shown a significant expansion trend. It can be seen that 
for the huge market demand for government funds brought about by the "carbon neutral" 
development goal, the inflow of government liquidity can only directly cover a small part, and 
the remaining gap in government inflows will need to be filled by relying on capital market 
liquidity and direct investors of small and medium-sized enterprises [7]. 
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3.1.2. The externalities of "carbon neutral" investment lead to weaker incentives for 
spontaneous investment by enterprises 

In order to pursue the maximization of their own economic interests, enterprises tend to pass 
on the possible negative or external effects of private enterprises to the economy and society, 
so as to obtain more social profits. At the same time, due to the relatively large externalities of 
investment projects related to new carbide neutralization materials such as renewable clean 
energy, energy efficiency, zero-carbon energy storage technology and comprehensive energy 
storage technology, the incentives for spontaneous investment of enterprises are weak. 

3.2. Carbon neutral investments from the perspective of ESG investment 
philosophy 

Due to the huge funding gap and the characteristics of externalities, ESG investment is crucial 
to "carbon neutrality": From the perspective of ESG investment philosophy, ESG investment can 
strengthen the motivation of enterprises to actively deploy "carbon neutral" related 
investments. ESG venture capital management is a spontaneous capital market, an effective 
error correction management mechanism for the "market failure" risk phenomenon that has 
been accumulating in the rapid development of the global market economy in the past nearly 
half a century. It is an attempt to encourage food companies to actively assume more corporate 
social and public responsibilities under the policy premise of minimizing government economic 
intervention, so as to effectively respond to increasingly severe social challenges such as global 
climate change, environmental pollution, and the gap between the rich and the poor [8]. Food 
safety hazards, ethical and moral conflicts, and other social conflicts that may be directly 
brought about by the rapid development and transformation of food technology. ESG China's 
investment market strives to "internalize" the "externalities" that may be caused by private 
enterprises in the process of continuous pursuit of long-term profit maximization as the 
marginal cost of private enterprises [9]. In essence, it is redefining the definition of private 
enterprises and private enterprises. The cost boundary of the investment market can 
strengthen the motivation of enterprises to actively deploy "carbon neutral" related 
investments. 

4. Discussion on ESG Investment Practices 

4.1. Key steps to integrate ESG into the investment process and portfolio 

On March 29, 2021, Mercer ESG Responsible Investment Advisor Peng Yue participated in the 
Morgan Stanley Hong Kong Summit "Rising ESG Expectations for Investors in the Context of 
Carbon Neutrality" and shared Mercer's approach to responsible investment with participating 
institutions , ESG ratings and the latest climate transition analysis tools, and answered ESG hot 
issues raised by the audience. Mercer has formulated a clear path to responsible investment, 
including key steps to integrate ESG into the investment process and investment portfolio. First 
of all, investment philosophy needs to be carefully considered. This is the key basic principle 
driving investment methods. Many investors have formulated corresponding principles in core 
investment concepts such as active/passive management, liquidity management, expense 
budgeting and asset allocation. Once the concept of ESG responsible investment by executives 
and the board of directors is established, it can be reflected in policies, investment principles, 
portfolio construction and management candidates. Therefore, follow such a path, start with 
ESG investment philosophy, and then implement it in clearly defined investment policies and 
procedures to ensure that the responsible investment philosophy is reflected in the investment 
portfolio. If you only stay at the conceptual stage, it is unlikely to build a truly sustainable 
investment portfolio [10]. 



Volume 2 Issue 9, 2021 

DOI: 10.6981/FEM.202109_2(9).0029 

214 

Frontiers in Economics and Management 

ISSN: 2692-7608 

4.2. The environment of the ESG rating system from the perspective of ESG 
rating standards 

Statistics of the changes in the ratings of the "Carbon Neutral 300" constituent stocks in the 4 
China Securities ESG rating cycles in each year, based on the ESG rating upgrade(the China 
Securities ESG rating increased at the end of the year compared to the beginning of the year) / 
ESG rating declined (There has been a decline in ESG ratings during the rating cycle). 
Companies in each year are divided into two groups to examine the impact of changes in the 
historical ESG ratings of the "Carbon Neutral 300" constituent stocks on earnings. 

(1) Profitability dimension: Filtering companies with negative net profit among the constituent 
stocks of "Carbon Neutral 300" by year, we found that the proportion of companies with 
negative net profit that experienced an increase in ESG rating in that year was significantly 
lower than that of companies that experienced a decline in ESG rating Proportion. 

(2) Dimension of profit growth rate: similarly, companies whose net profit attributable to the 
parent of the "Carbon Neutral 300" component stocks have fallen by more than 100% year-on-
year are selected by year, and a similar conclusion is obtained: the net profit attributable to the 
parent company has fallen by more than 100% year-on-year The percentage of companies that 
experienced an increase in ESG ratings that year was significantly lower than the percentage of 
companies that experienced a decline in ESG ratings [11]. 

The above conclusions reflect that the decline in ESG ratings of "carbon neutral" companies has 
a certain predictive effect on the company's performance decline, and to a certain extent 
verifies the effectiveness of the ESG negative screening strategy in the "carbon neutral" 
investment field. The negative screening of ESG in the "carbon neutral" investment can 
effectively prevent the "black swan". 

 
Rating down        Rise in rating 

Figure 4. The proportion of companies with negative net profit among the constituent stocks 
of the "Carbon Neutral 300" Index has been upgraded and decreased by ESG 

 
Rating down         Rise in rating 

Figure 5. The percentage of companies whose net profit attributable to the parent stocks of 
the "Carbon Neutral 300" index has dropped by more than 100% year-on-year has been 

upgraded and declined 



Volume 2 Issue 9, 2021 

DOI: 10.6981/FEM.202109_2(9).0029 

215 

Frontiers in Economics and Management 

ISSN: 2692-7608 

4.3. Close integration of carbon neutrality and ESG mainly involves screening 
strategies 

The close integration of "carbon neutrality" and the latest ESG mainly involves two screening 
strategies. 

4.3.1. The negative impact screening criterion strategy 

The negative impact screening criterion strategy, that is, according to the new ESG screening 
criterion, the priority is to eliminate the external environment, society and the internal 
governance of the company. All companies negatively affected. The screening of negative 
targets is relatively simple in practice, that is, the two targets with lower ESG scores in a 
portfolio of investment targets are eliminated or removed. Companies with lower ESG scores 
often carry higher risks of environmental pollution [12]. 

4.3.2. The theme industry investment management strategy with strong sustainability 

The controllable and sustainable theme industry investment management strategy is specially 
used to invest in various assets related to the national sustainable industry development 
strategy theme investment. The proposal of the "carbon neutral" target brings development 
opportunities for energy structure adjustment, industrial chain restructuring, economic 
transformation and has spawned investment opportunities for new themes. 

5. ESG Investment Opportunities and Risk Warning under Carbon 
Neutrality 

5.1. ESG investment opportunities 

5.1.1. From the perspective of ESG rating standards  

The ESG rating system's environmental(E) and social(S) factors are directly related to the goal 
of "carbon neutrality". Taking Huazheng ESG evaluation system as an example, Huazheng ESG 
evaluation focuses on environmental (E) indicators such as environmental management system, 
product or company environmental certification, environmental violations as well as social (S) 
concerns Indicators such as the quality of social responsibility reports of listed companies and 
negative business events are highly related to the goal of "carbon neutrality". 

5.1.2. From the perspective of funding 

The domestic green financial policy system has been continuously established and improved, 
and the gradual improvement of green financial standards, green financial product innovation, 
and green incentive and restraint mechanisms will guide and encourage a large amount of funds 
to enter green investment and financing activities in a market-oriented manner. Part of the 
funds will also enter the primary market to inject green water into the private equity 
investment industry. Recently, funds with the theme of carbon neutrality have been established 
one after another [13]. It can be expected that in the future, local governments, state-owned 
enterprises, listed companies, and industrial investment institutions will consider setting up 
green and low-carbon sustainable development themed funds to support the green of my 
country's real economy development. From the asset side, technological innovation and 
industrial upgrading have spawned a lot of investment opportunities [14]. The technological 
changes brought about by automation, intelligence, informatization, and digitization in the 
fields of energy supply, transportation, construction, manufacturing, industrial production, 
agriculture, reducing costs, improving quality and increasing efficiency, will reshape the 
industrial chain, supply chain, and consumption Chain, innovation chain, value chain, private 
equity investment institutions can give full play to the advantages of "capital + resources", 
continue to accelerate the research and development, scenarios and applications of enabling 
carbon neutral technology, and promote zero-carbon transformation. 
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5.2. ESG investment Risk Alert 

Facing such an unprecedented opportunity, more private equity investment institutions will 
follow ESG investment and green investment concepts, and carry out their own ESG system 
construction and capacity building, strengthen ESG risk identification and management, and 
respond to climate change, risks and opportunities brought by industrial transformation and 
upgrading. However, in the process of my country's vigorous promotion of industrial 
transformation, there are not only opportunities, but also challenges and risks. 

There are five challenges that the development of a green economy brings to the equity 
investment industry.  

(1) Institutions holding high-carbon investment portfolios will face a higher risk of 
transformation. In the process of green transformation, these companies may face the 
substitution risk of technological backwardness, or increase costs, decline in profits or even 
losses due to energy conservation and emission reduction, technological improvement, changes 
in the green supply chain, and changes in consumer demand. 

(2) The regulatory authorities' policies in the field of ESG, especially in the field of 
environmental and climate change, will become increasingly strict, and higher requirements 
will be put forward on the investment of investment institutions in ESG. At present, most 
private equity investment fund managers have insufficient awareness of overall and long-term 
green investment strategies and goals, the continuous tracking and management of green 
investment is relatively lagging, and the disclosure of green investment information and 
performance evaluation are insufficient[15]. 

(3) Green policies, regulations, standards and incentive mechanisms for the private equity 
investment industry urgently need to be established and improved.  

(4) The long-term capital to enter the field of green and low-carbon equity is still relatively 
small. 

(5) The lack of ESG professionals and professional third-party service agencies. 

6. ESG Investment Suggestion and Strategy 

Investment institutions should proactively identify and control risks, implement ESG 
investment strategies in depth, integrate carbon emission-related indicators into the entire 
investment process, improve ESG databases and digital management, and help invested 
companies avoid policy and industry risks, and build the core of ESG. Competitiveness, improve 
the business model and raise the level of management. 

6.1. Promote the formulation of green investment laws, regulations and 
standards in the private equity investment industry vigorously 

Improve the implementation of green investment finance-related laws and regulations, 
improve my country's green industry investment financial standard management system, and 
clarify the legal responsibilities and rights and obligations of all investment participants, which 
will help to effectively promote the establishment of green investment management 
institutions to establish and formulate green financial investment development strategies. 
Clearly set investment goals and implementation strategies, create a good policy environment 
for the development of my country's green investment financial market, and ensure the orderly 
development of green investment finance, exploration and effective practice, and reduce 
unnecessary illegal operations and practices. Green investment management risks. 
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6.2. Introduce relevant policies to actively guide long-term capital and social 
capital to support the development of the green economy 

As a direct financing tool, equity investment still accounts for a relatively small proportion in 
the field of green finance. The government should encourage and guide long-term patient 
capital and social capital to support the development of PE/VC, and increase investment and 
support in the field of green, low-carbon and climate change . At the same time, encourage more 
institutions to explore green investment through incentives such as green filing channels, tax 
incentives, and risk compensation, and promote the formulation of their own carbon neutral 
plans and carbon emission management. 

6.3. Improve the ESG information disclosure mechanism 

At present, the willingness and quality of information disclosure in terms of carbon emissions, 
ESG are uneven, and data is difficult to collect and monitor. It needs to be promoted by multiple 
forces such as regulators, investors, and invested companies to strengthen ESG information 
disclosure obligations and improve the quality of information disclosure.  

6.4. Strengthen the Eco-system construction of our ESG and foreign green 
industry investment cooperation 

Strengthen the technical exchange and service cooperation between domestic and foreign 
professional green investment institutions in my country's green industry investment related 
fields. With the increasing popularity of global sustainable development, there is still a huge 
space for exchanges and cooperation among member countries in the development of 
international standard system, green economy technological innovation, green economic and 
financial cooperation and many other fields. Domestic environmental protection agencies and 
enterprises should actively carry out strategic discussions[16], exchanges and cooperation 
with overseas state-owned asset strategic management agencies in the implementation of low-
carbon environmental protection strategies, investment and strategic mergers and acquisitions, 
and promote the industrialization and application of low-carbon environmental protection 
technology research, and make joint efforts. Respond to and effectively resolve the major risks 
of global climate change [17]. Industry institutions should cooperate with regulators, 
consulting agencies, research institutions, data service agencies, rating agencies to explore ESG 
standards and implementation paths for the private equity industry. 

6.5. Enhancing professional competence 

Strengthen the professional ability service system team building in the field of green industry 
investment services, such as professional talent training, investment research, and pre-
investment and post-investment service management[18]. Improve the green professional 
skills of investment practitioners, so as to better give full play to the green professional 
technical strength of investment institutions in various aspects such as the qualification 
screening and qualification evaluation of green investment professional targets, the 
management of the latter and the assignment of functions, and promote the investment bidding 
companies continue to improve their green investment performance. Institutions should also 
use informatization and digital management tools to improve their environmental and climate 
risk management capabilities. 

7. Summary 

Carbon neutrality will be an important investment direction for ten or even decades in the 
future capital market, and the ESG investment concept will also be deepened in China. How to 
further improve the relevant internal systems and investment samples is the next major issue 
facing investment institutions. 
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CPE has been practicing in the field of ESG and responsible investment for more than ten 
years[19]. In 2008, CPE had already learned about ESG philosophy when it raised the first RMB 
and USD funds, and formulated its own "ESG Policy 1.0". In the past ten years, it has continued 
to update and optimize the ESG policy of the fund while carrying out extensive investment 
practices in China. To become the best world-class personal asset value management consulting 
company worthy of our trust", this is the company's development vision of CPE, and excellent 
ESG management is one of the important cornerstones to realize this vision. For CPE, ESG is not 
only management. The bottom line is also one of the core driving forces to ensure the longevity 
of the business and continue to create greater value for investors and society." 

ESG strategy throughout the fund cycle, according to Zhai Feng, CPE has established a special 
ESG committee and formulated a complete ESG governance structure. In business practice, CPE 
integrates ESG management into the entire life cycle of investment management, spanning all 
levels of pre-investment due diligence, investment decision-making, and post-investment 
management, providing specialized resources and system guarantees for ESG work, and is 
committed to Yu tamping the ESG management system of the invested companies. At the same 
time, CPE sorted out ESG considerations based on the characteristics and development 
characteristics of different industries, including four key areas of medicine and health, 
consumer and Internet, technology and industry, software and corporate services, and focused 
on its key indicators and directions for sustainable development. 

In addition, CPE has also established long-term partnerships to bring advanced ESG concepts 
and professional management methods to the invested companies, promote them to practice 
sustainable green business concepts, and achieve the common development of business and 
social benefits. This year, the Carbon Peak and Carbon Nitride Neutralization Projects were 
clearly included in the report of this year's government economic work conference for the first 
time. Zhai Feng believes that the formulation of this goal has injected new impetus into the ESG 
management of the equity investment industry. It plays a key role in supporting the work of 
local governments to achieve carbon peaks. With the support of big data and artificial 
intelligence technology, the relationship between investment institutions and invested 
companies will be closer [20], and more efficient, active, and collaborative digital ESG 
management will be realized. 
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