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Linking Geopolitics and ESG Risk

As part of our risk management framework, our aim is to ensure portfolio positioning reflects an awareness of material 
geopolitical risks. This is connected to a formal country ranking system based on conviction, relative return opportunity and 
risk, where a downgrade in ranking by the team on the back of deteriorating geopolitical risk would force us to sell out of 
a country regardless of our conviction in the stock fundamentals. Selling down our exposure in Russia to low levels before 
the outbreak of war in Ukraine is a recent example of this process in action. Overall, our framework for country analysis and 
conviction rating is designed both to maximize exposure to the top performing regions, but critically also to avoid downside 
shocks in Emerging Markets.

Prior to the crisis our view was that the risk of a conflict between the West and China, particularly over Taiwan, was a low 
probability but rising. We believe that recent events actually slightly lower that risk. 

There are signs that China did not anticipate the full scope of Russia’s incursion in Ukraine (invasion vs a “special operation” 
in the east), signaled by its shifting messaging and failing to evacuate Chinese citizens early in response to Russian moves 
leading up to the invasion. It is also likely that neither China nor Russia anticipated the strength and unity of the Western 
response. We believe that given the economic backlash that Russia is weathering, China has a clear picture of the risks 
associated with further deterioration in Sino-Western relations. 

The CCP’s monopoly on power in China rests on a trade-off between the mass suppression of civil and political rights in 
exchange for rapid economic growth and poverty reduction. To invade Taiwan, a heavily-armed island of far greater strategic 
importance to the West than Ukraine, would be a gamble which could derail China’s economic ascent. Note that while China 
has made complaints about Western sanctions on Russia, it has largely complied. The economic ties between China and US/
Europe as well as their allies in Asia are far greater than those with Russia. While Russia is an important source of oil and gas 
for China, nearly half of over $3 trillion in Chinese exports in 2021 went to the US, Europe and treaty allies in Asia. Only 2% of 
China exports were to Russia. China’s tech industry also relies heavily on equipment and know-how from the West.

In October this year, the CCP will hold its 20th National Congress where it is expected to re-elect Xi as head of the party 
(and state), abolishing term limits on the position set by Deng Xiaoping in the 1980s. Given the lingering issues with Covid in 
China, regulatory overhang in its tech, property and education sectors and brutal sell-off in equities over the past year, there 
is incentive to foster stability going into October.

The events of the past few weeks highlight how geopolitics can cut across many of the most important ESG issues which 
frame the global investment environment, with climate change, energy security and global supply chain management being 
the most prominent.  ESG considerations are factored into our research process and we believe that they play a particularly 
important role navigating key risks in emerging markets.

What makes our process unique is that we formally consider ESG issues at both the stock and country level. Our country 
analysis includes consideration of shorter term political risks (which include geopolitical issues like Sino-US or Sino-Russia 
relations) and the associated risks to our investments, but also longer term ESG momentum on factors such as governance, 
corruption and institutional quality. This article provides an example of how we incorporate our assessment of geopolitical 
risk, as a subset of short term ESG political risk, into portfolio construction. In particular, Russia’s invasion of Ukraine raises 
a number of questions that we have grappled with over recent months, one of the most important being the implications 
for Taiwan and the risk that China may seize upon perceived Western weakness to force a claim to its neighbour by force.
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To this end, Vice Premier Liu He made a series of announcements in March indicating that Beijing will ease crackdowns 
on a number of sectors, from tech to property, provide support to the beleaguered real estate sector, and engage with 
Washington on financial disclosure rules for US-listed Chinese companies. Chinese equities subsequently bounced on the 
prospects of a more benign and predictable regulatory environment.

In terms of positioning, we have an underweight to Taiwan having recently reduced exposure to technology and cyclical 
names amid deteriorating global liquidity. We are also underweight China for domestic reasons. 

There are signs that China is shaping up to loosen monetary policy following a period of tightening and the regulatory 
clampdown that hit sentiment in Chinese equities through 2021-2022. China can loosen while developed Western nations 
tighten due to the fact that it did not rely on the same levels of stimulus through the pandemic and thus does not face the 
same issues with inflation. This may present some attractive opportunities for the Fund going forward, particularly following 
a sharp sell-off through mid-March.
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Disclaimer

This is a marketing communication. Please refer to the prospectus, the key investor information documents (the KIIDs) and the 
financial statements of Nedgroup Investments Funds plc (the Fund) before making any final investment decisions.
These documents are available from Nedgroup Investments (IOM) Ltd (the Investment Manager) or via the website: www.
nedgroupinvestments.com.

This document is of a general nature and intended for information purposes only, it is not intended for distribution to any person or 
entity who is a citizen or resident of any country or other jurisdiction where such distribution, publication or use would be contrary 
to law or regulation.  Whilst the Investment Manager has taken all reasonable steps to ensure that this document is accurate and 
current at the time of publication, we shall accept no responsibility or liability for any inaccuracies, errors or omissions relating to the 
information and topics covered in this document.  

The Fund is authorised and regulated in Ireland by the Central Bank of Ireland. The Fund is authorised as a UCITS pursuant to the 
European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011 as amended and as may 
be amended, supplemented, or consolidated from time-to-time and any rules, guidance or notices made by the Central Bank which 
are applicable to the Fund.  The fund is domiciled in Ireland. Nedgroup Investment (IOM) Limited (reg no 57917C), the Investment 
Manager and Distributor of the Fund, is licensed by the Isle of Man Financial Services Authority.  The Depositary of the Fund is Citi 
Depositary Services Ireland DAC, 1 North Wall Quay, Dublin 1, Ireland. The Administrator of the Fund is Citibank Europe plc, 1 North 
Wall Quay, Dublin 1, Ireland.

The sub-funds of the Fund (the Sub-Funds) are generally medium to long-term investments and the Investment Manager does not 
guarantee the performance of an investor’s investment and even if forecasts about the expected future performance are included the 
investor will carry the investment and market risk, which includes the possibility of losing capital. 

The views expressed herein are those of the Investment Manager at the time and are subject to change. The price of shares may go 
down as well as up and the price will depend on fluctuations in financial markets outside of the control of the Investment Manager.  
Costs may increase or decrease as a result of currency and exchange rate fluctuations.  If the currency of a Sub-Fund is different to 
the currency of the country in which the investor is resident, the return may increase or decrease as a result of currency fluctuations.  
Income may fluctuate in accordance with market conditions and taxation arrangements.  As a result an investor may not get back the 
amount invested. Past performance is not indicative of future performance and does not predict future returns. The performance data 
does not take account of the commissions and costs incurred on the issue and redemption of shares.  
Fees are outlined in the relevant Sub-Fund supplement available from the Investment Manager’s website.
The Sub-Funds are valued using the prices of underlying securities prevailing at 11pm Irish time the business day before the dealing 
date.  Prices are published on the Investment Manager’s website.  A summary of investor rights can be obtained, free of charge at 
www.nedgroupinvestments.com.

Distribution: The prospectus, the supplements, the KIIDs, the articles of association, country specific appendix as well as the annual 
and semi-annual reports may be obtained free of charge from the country representative and the Investment Manager. The Investment 
Manager may decide to terminate the arrangements made for the marketing of its collective investment undertakings in accordance 
with Art 93a of Directive 2009/65/EC and Art 32a of Directive 2011/61/EU.

Switzerland: the Representative is ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the Paying agent is 
Banque Heritage SA, Route de Chêne 61, CH-1211 Geneva 6. Nedgroup Investments (IOM) Limited is affiliated to the Swiss ombudsman: 
Verein Ombudsstelle Finanzdienstleister (OFD), Bleicherweg 10, CH-8002 Zurich. 
U.K: Nedgroup Investment Advisors (UK) Limited (reg no 2627187), authorised and regulated by the Financial Conduct Authority, is 
the facilities agent.  The Fund and certain of its sub-funds are recognised in accordance with Section 264 of the Financial Services 
and Markets Act 2000.

Isle of Man: The Fund has been recognised under para 1 sch 4 of the Collective Investments Schemes Act 2008 of the Isle of Man.  
Isle of Man investors are not protected by statutory compensation arrangements in respect of the Fund.


