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Effecting change via active stewardship

John Tsai
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Asset owners and investment managers across
Asia are increasingly adopting stewardship
codes. On our end we have found that the
best practices are ones that include dialogues
with investees. The perspectives offered by
these investees have allowed us to shape our
thinking and enhance our investment process.

Stewardship is generally defined as the trustworthy
management of something committed to one’s
charge. In the investment world, it refers to
institutional investors using their influence over
existing or potential investees to maximise the
overall long-term value for shareowners. Since
the 2008 Global Financial Crisis, new investor
stewardship codes have been sprouting around
the globe, reflecting the growing demand for
responsible investment practices and sustainable
value creation.

Several global stewardship codes exist, such as the
International Corporate Governance Network's
(ICGN) Global Stewardship Principles and the OECD
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Stewardship Code. Equally, local stewardship codes
have been published in over 20 countries. In the
Asia Pacific region, Australia and New Zealand lead
in terms of active stewardship and engagement. The
rest of Asia is also seeing a rise in the number of

PRI signatories. To date, 270 investors have signed
up and in China alone the number of signatories has
surged by 77% from 2019 to 20202.

COMMON STEWARDSHIP TOOLS

These ICGN Global Stewardship Principles® serve
as a benchmark of international reference. Of
these, corporate engagements, voting and
reporting on sustainable business practices are

the commonly used tools for active stewardship.
Investor engagement refers to an investor having
regular conversations with existing or potential
investee companies to improve their ESG practices,
sustainability outcomes or public disclosures. In
fact, ESG issues tend to be on most engagement
agendas. A recent survey done by ISS ESG revealed
that climate engagement is the key priority.

PRI stands for Principles for Responsible Investment. Z2https:/Awvww.issgovernance.com/file/publications/iss-esg-stewardship-excellence-engagement-2021.pdf
*https://Awww.icgn.org/sites/default/files/00.08 %2 0Revised % 20Global % 20Stewardship % 20Principles.pdf, The principles: (1) Internal governance requires a constant
review of practices for effective stewardship (2) Develop and implement stewardship policies in line with responsible investment practices (3) Exercise diligence when
monitoring and assessing existing and potential investee companies (4) Engage with investee companies to preserve or enhance value on behalf of clients (5) Exercise
and protect voting rights and make informed and independent voting decisions (6) Promote the integration of environmental, social and governance (ESG) factors (7)
Increase transparency, disclosure, and reporting activities to be fully accountable.
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Fig 1: Evolution of concepts and theories on corporate stewardship

1990s (é e Alternative to agency theory

e Stewards' motives are aligned with the shareholders' interests

2000s @ e Prominent in the field of family business where a good steward acts as the caretaker of
family assets

2010s @ o Steward willingly subjugates personal interests to act in the protection of others'
long-term welfare (prosocial action)

e Ethical stewardship

Recent Times @ e Long-term wealth creation
e Commitment to interests of owners and other stakeholders

Source: Stewardship Asia, 2020.

Fig 2: Most important engagement topics

Climate 86%
Human Rights 47 %
Gender equality 43%
Biodiversity 43%
Labour Rights 38%
Board Independence 38%
Executive Compensation 36%
Human Capital Management 35%
Corporate Ethics 28%
Plastics Pollution 26%
Corruption 26%
Modern Slavery 25%
Cyber Security 19%
Ethnic Diversity 17%
Food & Agriculture 17%
Water 1%
Pandemic Preparedness 9%

Source: ISS ESG 2021 Survey of 133 investors.

Voting is another area that has gained traction. shareholders to exert influence over a company’s
Proxy voting is increasingly used by institutional operations, environmental, social, and corporate
investors to vote on specific matters -- such as governance policies and forces the company’s board
director elections, executive remuneration, and to improve accountability. Letter writing is also
resolutions -- that are proposed by a company used to register displeasure or lobby for change in a
at its annual general meeting. This tool enables company’s corporate governance practices.



STEWARDSHIP STRENGTHENS OUR ESG
INTEGRATION

We view stewardship as a strategy that complements
the incorporation of environmental, social and
governance (ESG) factors in our investment
processes. The best responsible practices are

ones that include dialogues with the companies

we are analysing, as the perspectives offered by
these companies allow us to shape our thinking

and enhance our investment and decision-making
process.

For example, Eastspring Investment’s Core
Equities team has adopted an "AEM: Analyse,
Engage, Monitor” approach in integrating ESG into
our investment process. We consider environmental,
social, and governance issues as they impact a
company’s profitability, cash flows, and business
sustainability, and we apply the Sustainability
Accounting Standards Board (SASB) framework while
utilising both internal and external resources in our
analysis.

This approach promotes increased long-term
shareholder value creation and sustainable business
practices by companies, as we engage with
companies in which we invest to make sure we
communicate and understand the issues. We also
believe that an active and informed voting policy is
an integral part of our stewardship responsibilities
and investment process, and as voting should never
be divorced from the underlying investment activity,
we vote proxies on all resolutions, except where it

is not in our client’s best interests. This systematic
process also involves thorough documentation to
enable effective engagement and monitoring of the
firm'’s sustainability goals.

Our work has been incorporated into company-
specific ESG tear sheets which summarise our
findings around the SASB framework. The team
also works with an internal Responsible Investments
Specialist team that is responsible for oversight and
the implementation of the firm’s stewardship and
ESG Policy. This internal group helps to frame the
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Policy and serve as conduits to our wider group of
investment professionals and engages other active
members of collaborative organisations in the region
and globally that are aligned to these initiatives.

CURRENT LIMITATIONS

In the 2020 Asian Corporate Governance Watch
report, the investors’ rating category, which
considers factors such as the implementation of
stewardship codes and the will and capacity to
engage with investees amongst others, scored the
lowest. This should not come as a surprise given the
number of limitations.

Key amongst these limitations is the lack of
enforcement and oversight by a regulatory body. This
is a major challenge given that most of the codes
are under a voluntary or comply-or-explain regime.
Investors that adhere strictly to the code stand to
distinguish themselves from peers. Nonetheless
many would-be aspirants are also questioning the
benefits of adopting and implementing stewardship
codes. In fact, the impact of stewardship codes on
improving corporates’ ESG performance is even
more difficult amidst the ongoing debate on how
best to measure and quantify the ESG impact. Given
that the value creation for beneficiaries remains
uncertain, there is a lack of will to commit resources
behind stewardship.

Another major issue is the ownership structure. In
Asia, most of the controlling shareholders of listed
companies are often families, the state or other
corporations that have actual or de facto control over
the corporate’s governance practices through their
voting rights. The concentrated ownership structures
imply these shareholders have the power to
influence decisions and hence limit the effectiveness
of stewardship activities.

The level of institutional ownership matters as well.
Compared to the high levels of 80% in the US and
68% in the UK, Asia Pacific markets have levels that
are less than half of these numbers?. Furthermore,
if the government happens to be the controlling

4STEWARDSHIP 2.0, Awareness, Effectiveness, and Progression of Stewardship Codes in Asia Pacific by CFA Institute.
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Fig 3: Ownership concentration by country
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Source: A.De La Cruz, A. Medina, and Y. Tang, “Owners of the World's Listed Companies,” OECD Capital Market Series (Paris, 2019)

shareholder, an institutional investor may be In fact, one of ICGN's core policy priorities focuses
disinclined to vote against it. Effective stewardship on making successful stewardship a reality. For this
may therefore be a challenge across countries in to happen, it is necessary to quantify the value of
Asia Pacific. stewardship and develop criteria to help differentiate

firms based on stewardship. As such, expect
BECOMING A FUNDAMENTAL PROCESS stewardship models for asset managers to evolve

over time and address both company-specific and
Although there are limitations to implement portfolio-level systemic risks.

stewardship codes effectively, we think investment
stewardship will eventually become a fundamental

process for asset managers. Asset owners across
the globe increasingly desire to see their asset
managers engage actively with investee companies
with ESG engagement leading the way.
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incorporated in Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated
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Malaysia by Eastspring Investments Berhad (531241-U).
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Investment contains certain risks; investors are advised to carefully study the related information before investing. The past performance
of any the fund is not indicative of future performance.
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incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.
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Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

The views and opinions contained herein are those of the author on this page, and may not necessarily represent views expressed or
reflected in other Eastspring Investments’ communications. This document is solely for information purposes and does not have any
regard to the specific investment objective, financial situation and/or particular needs of any specific persons who may receive this
document. This document is not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any
financial instruments. It may not be published, circulated, reproduced or distributed without the prior written consent of Eastspring
Investments. Reliance upon information in this posting is at the sole discretion of the reader. Please consult your own professional adviser
before investing.

Investment involves risk. Past performance and the predictions, projections, or forecasts on the economy, securities markets or the
economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any of the
funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the preparation
of this material and Eastspring Investments has not independently verified, validated or audited such data. Where lawfully permitted,
Eastspring Investments does not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be
liable for damages arising out of any person’s reliance upon this information. Any opinion or estimate contained in this document may
subject to change without notice.

Eastspring Investments (excluding JV companies) companies are ultimately wholly-owned/indirect subsidiaries/associate of Prudential
plc of the United Kingdom. Eastspring Investments companies (including JV's) and Prudential plc are not affiliated in any manner
with Prudential Financial, Inc., a company whose principal place of business is in the United States of America or with the Prudential
Assurance Company, a subsidiary of M&G plc (a company incorporated in the United Kingdom).
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