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Adapting to a Hotter Future in Asia — Sustainability Now

Transcript

Mike Disabato:

What's up everyone? And welcome to the weekly edition of Sustainability Now, where we cover how the
environment, our society, and corporate governance affect—and are affected by—our economy. I'm
your host, Mike Disabato, and this week we discuss the need for investment in climate adaptation
technology in Asia. Thanks as always for joining us. Stay tuned.

When we talk about climate change and businesses that are trying to address it, the mind immediately
goes to things like clean energy or infrastructure that will actively reduce carbon emissions. And there's a
lot of reason for that—one being it's literally where most of the money currently goes. If you're looking at
the money put into climate-themed funds globally, they've amassed around 632 billion US dollars in
assets as of 2023, and 90% of that is in funds focused on reducing greenhouse gas emissions.

But that poses a problem. Yes, it is vital—some would even say existentially important—that we are
putting as much money as we can into lowering our collective emissions. But since those emissions
continue to go up, there's a growing need for what is called adaptation investment. A warmer world
means more extreme weather events, more floods, and a general increase in climate-related physical
risks that cause significant economic damage. We need tools to deal with this new reality. This is a
problem for all regions, but some regions have it more dire than others.

Asia, for example, has seen warming in some areas at triple the global average. And according to my
guest and colleague today, Umar Ashfaq of the MSCI Sustainability Institute, that warming is being
exacerbated by some of the region’s existing risk multipliers.

Umar Ashfaq:

So, 2024 was the first year where global average temperatures exceeded 1.5 degrees Celsius above the
pre-industrial level. So, it is, of course, getting hotter everywhere. But in Asia, this increased warming
coincides with certain socio-economic realities. There is a higher population employed in agriculture than
anywhere else in the world. There's rapid urbanization and rural-to-urban migration, and there are
significantly fewer social and physical safety nets provided by governments.

Additionally, with rising populations and rising incomes—a demographic challenge faced globally but
much more pronounced in Asia—the governments have not implemented cohesive adaptation plans to
help the population and cities respond to climate change.

Mike Disabato:

So what Umar set out to do was figure out what sort of changes would likely be seen in a region facing
climate-induced physical risks alongside a rising middle class—a middle class that will have to spend to
mitigate discomforts and very real health risks caused by heat stress. The goal was to identify how
communities could thrive in a region that is warming rapidly.
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Because of all this, a set of solutions may be required—solutions that Umar lays out in a report titled How
Adaptive Finance Can Help Asia Withstand a Hotter Future.

Umar Ashfaq:

So what we are trying to understand is: who are the solution providers, what exactly are those solutions,
and how is the expected market for those solutions going to increase going forward?

Given that we're focusing on Asia and the APAC region, there are certain demographic characteristics
that will accelerate demand for some of these products. The knee-jerk reaction might be to think of
solutions like heating, ventilation, and air conditioning. But there are many others.

We highlight 10 companies providing such solutions. These include heat-resistant clothing, drought-
resistant agriculture, fire suppression products, and heat-reflective paints. The demand for all of these is
expected to rise if current temperature trends continue.

Mike Disabato:

The report includes a list of those 10 companies and what they do. There's one that makes hybrid seeds
or adaptive building materials, another that produces fire protection and suppression products, and one
that specializes in water management and rainfall forecasting—using predictive modeling to deal with
erratic patterns that can cause flash floods. Fascinating stuff.

But a word of caution: those company names are not exhaustive. They are illustrative—examples that
highlight a broader investment quandary often faced in sustainable investing. That is, the criteria for what
is or isn't “sustainable” is much broader than what's typically discussed or included in many climate-
related or sustainability portfolios.

If you're only focused on greenhouse gas emissions, you could potentially exclude some of these
companies, since they vary widely in their Scope 1, 2, and 3 emissions. If your focus is labor or human
rights, your view might also shift, as a few of these companies have been flagged for supply chain labor
issues or tax concerns. Still, when building a portfolio around climate change, trade-offs often come into

play.

And yes, some of you are asking: “What about lowering our emissions?” We shouldn't throw up our
hands and say, “climate change is here, let's just adapt.” Because there are small island nations that
could literally be swept away if we don't change course. And every small percentage of carbon reduction
helps.

Umar Ashfaq:

Mike, | completely agree that mitigation is important. Every ton of carbon we don't emit helps reduce
physical risk. But what about the here and now?

If we think about this from a financial risk perspective, the time value of risk means that risks and
damages happening right now are worth more than those in five or ten years. Take Pakistan in 2022:
floods affected 33 million people. For a fiscally constrained country like that, does it make sense to
invest in carbon abatement that will benefit them later, or in adaptation measures that can help now?
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Investors need to broaden their aperture when thinking about climate finance. It can't be just about
emissions mitigation. The needs are very much here, and capital must be deployed to meet those needs.

Mike Disabato:

What Umar's report ultimately shows is that both are needed. The impacts of climate change will
continue to intensify. The physical risks from a warming world are going to demand robust investment in
adaptation and resilience—especially in Asia, where, as Umar noted, urbanization is rapid, the population
is growing, and incomes are rising. That means more demand for infrastructure, more need for cooling,
and a growing awareness of climate vulnerabilities.

But there's an imbalance. Of the over 630 billion US dollars invested in climate-themed funds, 90% is
going toward mitigation. Only 10% goes toward adaptation. That's far from one-to-one.

This also presents an opportunity: companies with relevant products could meet the demand for
resilience-based solutions and work with governments and communities in adapting to this changing
world.

The difficult truth is, even if we decarbonize quickly, some effects of climate change are already locked
in for generations. Adaptive technologies need to be made accessible to more people, especially in
developing regions facing the worst effects. Right now, products like triple-pane UV-filtering windows
remain unaffordable to many. But investing in companies that create these solutions might help scale
and reduce their cost, making them more accessible for vulnerable populations.

Of course, | wish it weren't this way—that we could reverse the damage. But that doesn’t seem
reconcilable with the future we're heading toward.

Mike Disabato:

And that's it for the week. | want to thank Umar for talking with me about the news from a sustainability
angle. If you liked what you heard, don't forget to rate and review us—it helps others find the show. And
if you want to hear more, don't forget to subscribe. Thanks again and talk to you soon.

Speaker 3 (Legal Disclaimer):

The MSCI ESG Research podcast is provided by MSCI Inc.'s subsidiary, MSCI| ESG Research LLC, a
registered investment advisor under the Investment Advisers Act of 1940. This recording and the data
mentioned herein have not been submitted to, nor received approval from, the U.S. Securities and
Exchange Commission or any other regulatory body.

The analysis discussed should not be taken as a guarantee of any future performance. The information
provided is not to be reproduced without prior written permission from MSCI ESG Research. None of the
discussion constitutes an offer or recommendation regarding any security, product, or strategy. It does
not constitute investment advice and should not be relied upon as such. Use of this information assumes
full risk by the user.
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Notice and Disclaimer

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property
of MSCI Inc. or its subsidiaries (collectively, “MSCI"), or MSClI's licensors, direct or indirect suppliers or any third party involved in making or compiling any
Information (collectively, with MSCI, the “Information Providers") and is provided for informational purposes only. The Information may not be modified,
reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission from MSCI. All rights in the Information are reserved by
MSCI and/or its Information Providers.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the
Information may not be used to create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing
or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from
the Information or any other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION
PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE
OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY
DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS,
NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE
INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability
regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the
possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without
limitation (as applicable), any liability for death or personal injury to the extent that such injury results from the negligence or willful default of itself, its
servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis,
forecast or prediction. Past performance does not guarantee future results.

The Information may include “Signals,” defined as quantitative attributes or the product of methods or formulas that describe or are derived from calculations
using historical data. Neither these Signals nor any description of historical data are intended to provide investment advice or a recommendation to make (or
refrain from making) any investment decision or asset allocation and should not be relied upon as such. Signals are inherently backward-looking because of
their use of historical data, and they are not intended to predict the future. The relevance, correlations and accuracy of Signals frequently will change
materially.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of
persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any
trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available
through third party investable instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any
opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide
an investment return related to the performance of any MSCI index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index
Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment adviser or fiduciary and
MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage
actual assets. The calculation of indexes and index returns may deviate from the stated methodology. Index returns do not reflect payment of any sales
charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges
would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material
differences between back tested performance results and actual results subsequently achieved by any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant
index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security
within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI
indexes. More information can be found in the relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.'s revenue includes fees based on assets in Index Linked
Investments. Information can be found in MSCI Inc.'s company filings on the Investor Relations section of msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Neither MSCI nor any
of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or
instruments or trading strategies and MSCI's products or services are not a recommendation to make (or refrain from making) any kind of investment
decision and may not be relied on as such, provided that applicable products or services from MSCI ESG Research may constitute investment advice. MSCI
ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the
United States Securities and Exchange Commission or any other regulatory body. MSCI ESG and climate ratings, research and data are produced by MSCI
ESG Research LLC, a subsidiary of MSCI Inc. MSCI ESG Indexes, Analytics and Real Estate are products of MSCI Inc. that utilize information from MSCI ESG
Research LLC. MSCI Indexes are administered by MSCI Limited (UK) and MSCI Deutschland GmbH.

Please note that the issuers mentioned in MSCI ESG Research materials sometimes have commercial relationships with MSCI ESG Research and/or MSCI Inc.
(collectively, “MSCI") and that these relationships create potential conflicts of interest. In some cases, the issuers or their affiliates purchase research or other
products or services from one or more MSCI affiliates. In other cases, MSCI ESG Research rates financial products such as mutual funds or ETFs that are
managed by MSCI's clients or their affiliates, or are based on MSCI Inc. Indexes. In addition, constituents in MSCI Inc. equity indexes include companies that
subscribe to MSCI products or services. In some cases, MSCI clients pay fees based in whole or part on the assets they manage. MSCI ESG Research has
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taken a number of steps to mitigate potential conflicts of interest and safeguard the integrity and independence of its research and ratings. More information
about these conflict mitigation measures is available in our available at https://adviserinfo.sec.gov/firm/summary/169222.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD and other MSCI brands and
product names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other jurisdictions. The Global
Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P Dow Jones Indices. “Global Industry Classification
Standard (GICS)" is a service mark of MSCI and S&P Dow Jones Indices.

MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal
on its own account, provide execution services for others or manage client accounts. No MSCI ESG Research product or service supports, promotes or is
intended to support or promote any such activity. MSCI ESG Research is an independent provider of ESG data.

Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.com/privacy-pledge.
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