Annual ESG Report RBC Asian Equity Team

RBC Asian Equity Environmental,
Social & Governance Report 2020
RBC Global Asset Management (Asia) Limited

i

Annual ESG Report - RBC GAM Asian Equity Team

Contents
Foreword

4

Our approach to ESG

5

ESG engagement cases

7

Proxy voting

8

Country level ESG assessment

9

ESG topics

12

§§Changing attitudes towards responsible investment in Asia

12

§§Renewable energy in Asia: A strong economic and environmental case

16

Company case studies

19

§§Shenzhou International and the apparel industry

19

§§Oil Search - How to manage ESG risk in the energy sector

22

Team profile

25

3

Annual ESG Report RBC Asian Equity Team

Foreword

This is the RBC Asian Equity Team’s first annual environmental, social, and
governance (ESG) report.
Our approach to sustainability and the integration of ESG
factors into our team’s investment process has evolved
and improved since the inception of our first Asia and
Japan strategies in April 2014. As we have broadened our
product range to include a China strategy* in 2018 we have
consistently applied this approach across all strategies
managed from our Hong Kong office.
Investing in the Asian region provides many opportunities
to interact with promising companies with long runways
of structural growth, often underpinned by attractive
demographics and supported by a growing and
aspirational middle class. Unfortunately, the region
as a whole has also lagged the other more developed
markets of Western Europe in terms of ESG awareness
in general terms. This is true whether it be with regards
to environmental issues, which are myriad in the poorer
developing economies; social responsibilities, where
worker’s rights are a distant afterthought in some cases;
or governance, be it board independence or board diversity
for companies around the region.
While some parts of Asia are ahead of others in certain
aspects, and behind in others, we are encouraged by the
real progress we feel is being made across the region.
Nevertheless, in certain countries and industries the pace
of change is still too slow for our liking.

*

We are often asked how we philosophically think about
ESG as it pertains to our process, and how it adds value.
In Asia, the team’s key focus is on risk mitigation. We
take great care to ensure we are not investing with
unscrupulous management teams, whether looking
for evidence of questionable accounting practices or
identifying companies whose sole focus is on the bottom
line, without regard for their broader responsibilities.
We believe that such companies are on ultimately
unsustainable trajectories that will impact their returns
to us as shareholders and effect a permanent impairment
of our client’s capital. That said, no company is perfect.
In our various screens, every company we research is
flagged in some way for further investigation; we believe
that our job is to research the risks associated with every
investment we make from an ESG perspective to ensure
they are understood as well as possible, ultimately helping
us generate alpha over the longer term.
Incorporating ESG into our investment process is a
dynamic and evolving process. We have learned a lot over
the last five years and feel we have made good progress.
We also recognize that we must continue to think about
how we can improve further.

This strategy is not available in Canada.
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Our approach to ESG
ESG factors are an essential and integrated part of our active investment management process.
The RBC Asian Equity Team believes that incorporating ESG factors into our investment process
allows for a more robust risk assessment and we have engaged with ESG issues since our investment
track record began in 2014. The following paper gives an overview of what ESG means to our team
and how we integrate ESG factors into our investment process.
What is ESG integration?
ESG integration incorporates the consideration of material
environmental, social, and corporate governance attributes
of a company in the investment process. ESG factors are
typically non-financial. We believe ESG integration enhances
our fundamental investment process.
Environmental factors include sustainability and resource
usage, while social factors address topics such as community
impact and employee relations. Corporate governance
focuses on factors including shareholder rights and voting
and board accountability. Among these three categories,
governance is the area in which we engage the most with
companies that we consider investing in. For companies
that we own in our portfolio, we thoughtfully exercise the
voting rights of the accounts we manage, which we discuss
further in the proxy voting section.

How we integrate ESG
Our approach to incorporating ESG is not one distinct step
in our investment process; rather, the consideration of
these factors is embedded throughout the process. To do
this, we access and analyze information from a broad array
of sources, including external data providers and, more
importantly, on-the-ground channel checks. The data points
gathered from these sources can be both quantitative
and qualitative. We believe that incorporating ESG factors
will allow for more robust risk assessments on a stock and
portfolio level.
Our investment process includes four stages which is
highlighted under Exhibit 1. The first stage is based on a
minimum market cap and minimum liquidity filter. ESG
factors are important criteria that we incorporate into
stage 2 and stage 3 of the process. In stage two, the
systematic prioritization stage, our in-house quantitative

scoring model incorporates third-party ESG data sources.
Our proprietary model allows us to narrow down the
number of stocks for fundamental research.
At the fundamental research stage, we meet with
management and we incorporate ESG questions into our
in-house checklist. Finally, the portfolio construction stage
is made up of the analysts’ best ideas. This process is
ongoing, and after a stock has been incorporated within
the portfolio, we continue to consider ESG factors at both
a stock and portfolio level, and continue to update each of
our holdings’ profiles over time.
ESG is key to our fundamental based investment approach
as is integrated through our entire investment process.
Exhibit 2 provides more details into the ESG factors that
were highlighted in Exhibit 1. In regards to quantitative
tools, we rely on third-party research tools such as
MSCI, Sustainalytics and GMT Research. GMT research
is an accounting research firm that allows us to detect
aggressive accounting and helps us in avoiding stocks that
may be window dressing its financial statements. On the
qualitative front, we have in-house research notes and a
robust checklist for our portfolio holdings. The checklist
has a dedicated ESG section where we note down any
specific ESG commentary the investment team has based
on our company meetings or channel checks. Finally, we
conduct a significant number of company meetings and
calls every year, where we discuss ESG matters directly
with company management. We also conduct channel
checks and have discussions with industry experts to
provide an external and unbiased view of companies
we invest in. Our sector specialist team structure allows
the sector analyst to consider ESG on a wider industry
perspective.
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Exhibit 1: Investment process*
Investable universe

Systematic prioritization

§§
Minimum market cap

§§
In-house quant

filter (US$100M)

§§
In-house research with

scoring model which

§§
Minimum liquidity

explicit consideration of

incorporates third-party

threshold (US$5-10M

ESG sources

ADTV)

Fundamental research

ESG factors

suboptimal risk/returns

§§
Analyst best ideas
§§
No underweight
positions

§§
Management meetings

§§
Deprioritize stocks with

Portfolio construction

where ESG is discussed
Team discussions
§§

High awareness of
§§
risk, aligned with stock
conviction

*Specific stock numbers vary by fund.

Exhibit 2: ESG is key to our fundamental, active investment management
Quantitative

Outcomes

Key activities

§§
Proprietary quant process / tools
§§
Accounting quality screens
§§
In-house audit / quant specialists
§§
3rd party research (GMT, MSCI
ESG, HOLT Risk, Sustainalytics)

§§
Aggressive accounting
§§
Sustainability of cash flows

Qualitative
§§
In-house research notes and
robust checklist with explicit

Beyond
§§
Company meetings / calls where
ESG is discussed

commentary on ESG

§§
On-the-ground channel checks

§§
Use of third-party data

§§
Sector specialist team structure

specializing in ESG e.g. past

§§
Interviews e.g. industry experts,

several years of company’s

regulators, competitors, local

litigation or media coverage

investors

§§
Holistic, thorough,
consistent process
§§
Long-term view

§§
We consider ESG from both
a company and industry
perspective

Integrated by investment team throughout entire process
Source: RBC Global Asset Management, September 2019

Proxy voting
As an asset manager, RBC Global Asset Management (RBC
GAM) has an obligation to act in the best interests of the
accounts that it manages. RBC GAM takes this
responsibility seriously and it is RBC GAM’s policy to
exercise the voting rights associated with each of the
securities held in accounts we manage with a view to
enhancing the long-term value of the securities held, and
by extension, the long-term performance of our clients’
portfolios.

Engagement
We actively engage with all of our investee companies.

ESG-related concerns we have to better understand how
the company is approaching these risks and opportunities.
This also provides an opportunity for us to convey our
views on these issues.

Summary
The consideration of ESG factors is engrained within each
step of our investment process, facilitating robust risk and
reward assessments of each individual stock we consider,
and at the portfolio level. The integration of ESG aligns with
our investment philosophy of finding companies that display
high or improving return on capital with strong balance
sheets that can outpace market expectations.

When we meet with management, we raise any material
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ESG engagement cases
Our approach to engagement aims to encourage in-depth and ongoing dialogues with the companies
we invest in. We aim to establish long-term relationships with management teams. We believe
that over time, our suggestions could lead to positive change. We engage with management via
three main methods: one-on-one updates, group meetings, and finally via proxy voting. Examples of
engagement in 2019 include the following:
Board diversity

Stock incentive program

We believe a diverse board is beneficial to long-term returns
and better risk management. We engaged with a Japanese
household products company to increase the number of
independent directors and improve upon gender diversity.
Over the course of 2019, the company added one female
independent director. While there remains further room for
improvement, this is a step in the right direction.

We like to see management incentives that are aligned
with our interests as minority shareholders. If incentive
programs are incorrectly structured, particularly employee
stock option programs (ESOPs), this can result in a focus
on short-term, rather than long-term returns and excessive
risk taking. Our ideal ESOP structure would be one where
shares are bought on the open market and awarded
to management and employees for specific long-term
operational performance that is aligned with minority
interests. We have voted against management where ESOP
plans are not aligned with minority interests. We voted
against the management of an Australian property group,
which wanted a blanket approval to accelerate the vesting
of share awards upon a change in control. We believe
material mergers and acquisitions should be reviewed on a
case-by-case basis and management should not receive a
blanket approval.

Environmental impact
We believe companies should try to gradually reduce their
consumption of resources and emissions of pollutants.
We are invested in a textile manufacturer with production
facilities mainly in China and Vietnam. The company has
made efforts to reduce its wastewater discharge by 35% by
2020 compared to its 2015 discharge. We are also invested
in a Japanese industrial company that manufactures air
conditioners, and the company has committed to use
refrigerants with a lower environmental impact. We have
repeatedly engaged the management of a Southeast Asian
convenience store chain about lowering the usage of plastic
bags, and have seen notable improvement.

Safety, quality, and ethical collection practices
We have invested in an Australian bio-tech company that
relies on the collection of human plasma as a source of raw
material. We met with the company multiple times in 2019
to ensure that the collection and manufacturing operations
meet global regulatory standards. The company distributes
an annual responsibility report, which we monitor closely
to ensure standards are maintained.

7

Annual ESG Report RBC Asian Equity Team

Proxy voting
Proxy voting is a key part of our active ownership as it provides an important way for us to convey our
views to company boards and management teams. Voting responsibly is part of our fiduciary duty.
In Asian markets, we rely on our proxy advisor to make voting recommendations but we still review
each ballot item and vote based on our own assessment of the specific company circumstances.

Exhibit 3: RBC Asian Equity Team voting history since 2014
1600

Number of proposals

1400
1200
1000
800
600
400
200
0
2014

2015

No. of proposals

FOR

2016

2017

AGAINST or WITHHOLD

2018

With management

2019

Against management

Source: RBC Global Asset Management, October 2019.

When considering voting recommendations, our Corporate
Governance & Responsible Investment group draws upon
the expertise of our investment teams, utilizes research
from leading research firms, and engages with companies
and other shareholders, if necessary, to arrive at our voting
decision. RBC GAM also has a clear policy to manage
conflicts of interest to protect the independence of our
voting decisions and procedures from commercial or other
influences.

Since 2014, the RBC Asian Equity Team has voted at 763
meetings, voting in favor of management on a total of 6,629
proposals, and voting against management 643 times.
Investing in a company at least in part reflects our confidence
in its management. That is why we often support management
on routine matters, which is reflected in our voting patterns
in Exhibit 2. However, we will not hesitate to withhold our
support or oppose management if we believe that it is in the
best interests of shareholders and our clients to do so.

Exhibit 4: RBC Asian Equity Team proxy voting proposal categories since inception
No. of
proposals

WITH
mgmt

AGAINST
mgmt

Authorize reissuance of repurchased shares

61

4

57

93.4%

Approve issuance of equity or equity-linked securities without preemptive rights

91

21

70

76.9%

Approve remuneration policy or report

84

72

12

14.3%

3977

3711

265

6.7%

287

252

35

12.2%

7

4

3

42.9%

Elect members of audit committee

44

40

4

9.1%

Authorize board to fix remuneration of external auditor(s)

39

39

0

0.0%

Approve remuneration of directors

228

209

19

8.3%

Approve auditors and their remuneration/ratify auditors

239

234

5

2.1%

Adopt, renew or amend shareholder rights plan (poison pill)

8

1

7

87.5%

Approve transaction with a related party

4

4

0

0.0%

Proposal category

Elect director
Appoint internal statutory auditors
Allow directors to engage in commercial transactions with the company
and/or be involved with other companies

Source: RBC Global Asset Management, October 2019.

% AGAINST
mgmt
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Country-level ESG assessment
This section of the report focuses on country-level ESG factors. Companies are impacted by the
operating environment of the country or countries they operate in. We believe that countries
that have improving or high ESG scores are more likely to deliver sustainable economic growth
compared to countries with falling or low scores. In this section, we chose to use independent
third-party indices to reflect changes in ESG performance over time.
Methodology
For the environmental factor, we use Yale University’s
Environmental Performance Index (EPI). The index is
made up of two sub-categories: environmental health
and ecosystem vitality. The overall score is driven by
24 individual performance indicators.

Observations
The average EPI score in Asia was 57.4 in 2018, a small
increase over the 2008 average of 55.9. Overall Asia has
a slightly higher EPI score than the global average of 56.5
in 2018, another modest increase over the 2008 global
average of 54.2.

For the social factor, we use Freedom House’s Freedom in
the World Index (FWI). FWI evaluates the state of freedom
in 195 categories bases on two subcategories: political
rights and civil liberties. Each country is assigned a score
between 0 to 4 points based on 25 indicators, for a total
score of 100.

Unsurprisingly, the more developed countries in Asia have
a higher environmental score, as they are better able and
more willing to address their environmental footprint. It is
positive to see that most developing countries in Asia have
shown progress, with the notable exception being India,
which has remained flat.

To assess country governance, we use Transparency
International’s Corruption Perceptions Index (CPI). The CPI
draws on 13 surveys and expert assessments to measure
public sector corruption in 180 countries and territories, giving
each a score from zero (highly corrupt) to 100 (very clean).

The countries with the most significant improvements
include Taiwan, China, and Vietnam. For China, the study
has shown improvement in air quality, water, sanitation, and
heavy metal pollution management. Taiwan is among the
higher scoring countries and has shown further progress on
lowering carbon and nitrogen emissions, as well as focusing
on species protection. Vietnam has shown progress on
improving air quality and better managing its fisheries.

Environmental

Countries whose environmental scores have declined include
Japan and Singapore. Both countries score well above the
global and Asian average. For Singapore, air quality was the
main reason for the decline in their environmental score. This
reflects the impact of smog that comes from neighboring
Indonesia which, despite the practice being outlawed, see
farmers periodically burn agricultural lands as well as forests
for crop clearance purposes.

Exhibit 5: Environmental Performance Index
scores by country (out of 100)
80
60
40
20

2018

2008

India

Pakistan

Indonesia

Vietnam

Thailand

China

Philippines

Malaysia

South Korea

Singapore

Taiwan

Australia

Japan

New Zealand

0

2018 Asia average

Source: Yale University Environmental Performance Index, January 2018.

India stands out for having high environmental risk, and
this is significant given its population of 1.3 billion. On
closer inspection, its poor EPI score reflects low scores
in air quality and drinking water sanitation. We have seen
government investments into sanitation, but there remains
much work to be done that will require meaningful efforts
from both the Indian government and the international
community. We are cognizant that if India’s environmental
performance does not improve, this could prove to be a
risk to the country’s long-term economic growth.
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Governance

2019

2014

2019 Asia average

Source: Freedom House, February 2019.

Observations
The average FWI score in Asia was 61.5 in 2019, a small
decline over the 2014 average of 62.7. Overall, Asia has a
slightly higher FWI score than the global average of 57.3
in 2019, which likewise decreased from the 2014 global
average of 59.4. This highlights that globally and in Asia,
we have seen a reduction in the political rights and civil
liberties of citizens.
China has the lowest FWI index score in our universe, and
we have seen its score decrease from 17 in 2014 to 11 in 2019.
The western media has continued to report on the mass
detention of Uyghur Muslims in Xinjiang and the Chinese
government has increased surveillance ever since the
Urumqi riots that took place in 2009. Thailand’s FWI score
has also declined, a reflection of the Thai military coup
d’état that took place in 2014.
Sri Lanka has seen an improvement in political rights and
civil liberties since the 2015 election of President Maithripala
Sirisena. Japan’s FWI score has also improved, but there
remain outstanding challenges of ethnic and gender-based
discrimination.

2013

Vietnam

Pakistan

Thailand

Philippines

Sri Lanka

Indonesia

India

China

Malaysia

South Korea

Japan
2018

Taiwan

New Zealand

China

Vietnam

Thailand

Pakistan

Singapore

0

Malaysia

0
Sri Lanka

20

Hong Kong

20

Philippines

40

India

40

Indonesia

60

Taiwan

60

South Korea

80

Japan

80

New Zealand

100

Australia

100

Australia

Exhibit 7: Corruption Perception Index by country
(out of 100)

Hong Kong

Exhibit 6: Freedom in the World Index scores by
country (out of 100)

Singapore

Social

2018 Asia average

Source: Transparency International, February 2019.

Observations
The average CPI score in Asia was 53.6 in 2018, a small
improvement over the 2013 average of 53.0. Overall Asia has
a significantly higher CPI score than the global average of
43.1 in 2018, which increased over the 2013 global average
of 42.5.
We have seen improvements in India, Indonesia, Pakistan,
and Vietnam. Countries that have regressed include New
Zealand, Australia, and Malaysia.
Vietnam has the lowest CPI score in the region. Transparency
International’s survey reported that 65% of the Vietnamese
population had to pay a bribe when accessing services
such as public schools and healthcare. Unsurprisingly, the
Vietnamese government was rated poorly in their efforts
to fight corruption.
The survey highlighted an improvement in Indonesia. While
bribery and police corruption remains commonplace, citizens
have noted that the Indonesian government is taking positive
steps to fight corruption, which remains rampant. A similar
pattern has taken place in Pakistan, where government actions
have slightly lowered corruption, which remains high.
Malaysia’s CPI score has regressed, reflecting limited
trust in the police and endemic corruption of the Najib
government, which has since lost power in the recent
general election. Australia and New Zealand have both seen
a small decline in their score, but overall their governments
are highly regarded in their efforts to fight corruption and
the citizens feel empowered to report cases of corruption.
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Conclusion
This country analysis has highlighted that countries with high ESG risk include India (environmental), China
(social), and Vietnam (governance). When we meet management teams of companies that are based in or operate
in these countries, we need to be particularly cognizant of the specific risks they might have increased exposure
to. Countries that have shown improvement include China (environmental), Sri Lanka (social), and Indonesia
(governance).

Japan

China
South Korea
Taiwan
Hong Kong

India
Pakistan

Thailand
Cambodia

Laos

Phillipines
Vietnam

Sri Lanka

Malaysia
Singapore
Indonesia

Papua New Guinea

Australia

New Zealand
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ESG topics
Changing attitudes towards responsible investment in Asia
The UN Principles for Responsible Investment (PRI) is an international network of investors working
together to put six principles of responsible investment into place. PRI signatories in Asia increased
by 29% in 2018, growing at more than double the rate of the other regions. This reflects the region’s
increasing interest and commitment towards responsible investment and growing consideration of
ESG factors. While Asia lags behind developed markets in terms of ESG practices, improvements in
ESG are gaining momentum. Below, we highlight progress being made in Japan, Korea, and China.

Exhibit 8: Growth in PRI signatories by region
1,022

456

10%
Europe

10%
North
America

130
9

13%

Middle
East

29%

Asia

Number of signatures 2018
Year-on-year change (2017 vs 2018)

68
68

10%

8%
Africa

Latin
America

152
12%
Oceania

Source: The PRI in numbers annual report, 2018.

Japan
The Government is leading corporate governance reform.
Institutionally, Japan has made a significant shift to
integrate ESG factors into its investment strategies. The
Japanese Government Pension Investment Fund (GPIF) –
the world’s largest pension fund with approximately US$1.3
trillion in AUM – became a signatory to the UN PRI in 2015.1
That same year, Prime Minister Shinzo Abe launched
the new Corporate Governance Code, which focused on
unwinding cross shareholdings (when a publicly traded
company owns stock in another publicly traded company)

1

Japanese Government Pension Investment Fund, September 2019.

and encouraged broader adoption of compensation and
nomination committees, and greater gender diversity on
boards. Japanese companies have reached significant
milestones since the reform, with meaningful progress
made in terms of unwinding of cross-shareholdings,
increasing share buybacks and dividends, more companies
issuing integrated reports, and more companies with
multiple independent directors. These reforms are an
important step towards moving Japanese companies closer
to global governance best practices.
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Exhibit 9: The Japanese government is leading the
ESG reform – Key milestones
Date

Milestone

Jun 2013

Japan Revitalization Plan approved
Corporate Governance as part of the agenda

Jan 2014

Nikkei JPX 400 introduced emphasis on corporate
governance, greater transparency, higher ROE

Feb 2014

Stewardship Code - asset managers responsible
for constructive dialogue with companies

Jun 2015

Corporate Governance Code - companies responsible
for constructive dialogue with shareholders

Sept 2015

Japan is not the worst offender in East Asia when it comes
to gender diversity in the corporate boardroom. That
dubious honor goes to South Korea, which is ranked above
only Saudi Arabia globally. In contrast, India and China
ranked 2nd and 3rd respectively, with 88.4% and 86.2%
of companies having at least one female board member.
Asian nations such as Thailand, the Philippines, and
Bangladesh also ranked in the top 10 of the same global
survey, higher than the United States, which came in 11th
with 69.4%.3

Exhibit 11: Women on the boards of major companies*
Norway

Government pension (GPIF) became signatory
of UN PRI

Rank
1

India

2

China

3

Japan 49

Source: RBC Global Asset Management, September 2019.

Jordan 50
Kuwait 51

Exhibit 10: Percentage of companies with two or
more independent directors (Tokyo Stock Exchange)
88%

91%

60%

20

40

60

80

100

* Data compiled from survey with company information across 54 countries.
Source: Nikkei Asian Review, “Japan Inc. scrambles to find female
directors,” March 2018.

48%

40%
15%

17%

18%

2011

2012

2013

China

22%

0%
2014

2015

2016

2017

2018

Source: Tokyo Stock Exchange, Inc. July 2018.

Gender diversity remains an issue
Despite progress in certain areas, Japanese companies
continue to lag global peers when it comes to gender
diversity. Only 20.2% of publicly traded companies in
Japan have at least one female board member, which is
to say that nearly 80% have none. This places Japan 49th
out of 54 in a recent survey of countries that have at least
100 publicly listed companies. Many Japanese companies
have recently started taking corrective action – industrial
conglomerate Hitachi, for instance, aims to have 10% of
its senior executive positions held by women by 2020,
four times the current number.2

3

0

80%

80%

2

South Korea 53
Saudi Arabia 54

100%

20%

UAE 52

Tackling widespread environmental issues
Decades of unparalleled economic growth in China have
been accompanied by significant problems with pollution.
China’s government has of late become determined
to address the myriad air and groundwater pollution
problems that are prevalent across the country, with
President Xi Jinping championing the 2015 Paris climate
change agreement and looking to work more closely with
European countries in this regard.
In 2018, the China Securities and Regulatory Commission
(CSRC) issued new guidelines requiring listed companies
that are heavy polluters to provide specific information on
emissions and encouraging all listed firms to voluntarily
disclose information on social responsibility initiatives
and shareholder engagement. The CSRC aims to make it
mandatory for all listed firms to disclose environmental
impact information by the end of 2020.

Nikkei Asian Review, “Japan Inc. scrambles to find female directors” March 22, 2018.
Tokyo Stock Exchange, Inc. July 2018.
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Such initiatives are consistent with China’s environmental
efforts, which have also yielded a marked improvement
in the enforcement of environmental regulations. There
has also been a phasing out of more energy-intensive
and pollutive factories and industries. Renewable energy
production and electric vehicles have been promoted via
government mandates and state subsidies.

Increasing security initiatives concerning China’s
environmental efforts have shown encouraging progress,
and we also believe general governance has improved at a
corporate level since China’s crackdown on corruption that
reached a peak in 2012. However, we are concerned about
China’s motives and the impact of its increased initiatives
on “security.” This is symptomatic of a larger, more
pervasive issue regarding personal freedoms in China, but
is also now being conducted at a company level with strong
links to the state. We believe that this is an emerging risk
that will require significant investor scrutiny going forward.

Exhibit 12: Towards an all-seeing state

Source: Internet penetration: China Internet Network Information Centre, 2019. Events: CNBC, “China has launched another crackdown on the internet — but
it’s different this time”, October 26, 2017. BBC, “Timeline: China’s net censorship”, June 29, 2010. CNNIC, 2019. Reuters “Timeline: Under Xi, five years of tighter
controls across Chinese society”October 17, 2017. The Telegraph, “China hijacks internet traffic: timeline of Chinese web censorship and cyber attacks”
November 18 , 2010).

South Korea
“Chaebol” reform
The family-controlled conglomerates that dominate South
Korea’s economy are referred to as chaebol. The shares of
chaebol-linked companies tend to trade at lower earnings
multiples relative to family-owned enterprises in other
developed markets. This is due to concerns regarding
cronyism and cross-shareholding issues, a phenomenon
often referred to as “the Korea discount”.
Following a bribery scandal at Samsung , a large chaebol
company, in 2017, there was a huge public outcry – both
political and economic – regarding the power wielded by
the chaebols. Regulators and investors have since been
pushing to improve the governance structures of chaebol

4

Bloomberg, “Chaebol reform needs investor skin in the game” August 27, 2018.

companies. President Moon Jae-in pledged to reform
the country’s powerful family-owned conglomerates
through new regulations aimed largely at unwinding crossshareholdings as well as changing the rules on inheritance
taxes. The country’s Fair Trade Commission also proposed
legal amendments that impose limits on ownership and
voting rights and place greater controls on related-party
transactions.
More recently there has also been greater notice paid to
the (voluntary) Stewardship Code, and the National Pension
Service (NPS) – the largest domestic investor in Korea, which
owns over 5% in as many as 90% of Korea Composite Stock
Price Index (KOSPI) companies – became a signatory in 2018.4
As a result, the NPS will likely be increasingly active in
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Exhibit 13: The five biggest chaebols make up half
of the Korean Stock Index

46% Others
30% Samsung
8% SK
8% Hyundai
6% LG

Exhibit 14: The Korea discount
20
price – earnings ratio

voting rights and engagement in terms of corporate
decision-making.

18
16
14
12
10
0
August
2013

2015
S&P 500

2016
TOPIX 500

2017

2018
KOSPI 200

2% Lotte
Source: Bloomberg, “Chaebol reform needs investor skin in the game.”
August 27, 2018.

Source: Bloomberg, “South Korea’s Chaebol” August 29, 2019.

Conclusion
As illustrated by these examples, attitudes towards ESG are changing in Asia. While the region lags in terms of
developed market practices, progress continues to be made to narrow this gap.
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Renewable energy in Asia: A strong economic and environmental case
There is a strong economic and environmental case to
be made for renewable energy. The sector is well-aligned
with the ESG principles of the RBC Asian Equity Team, and
we continue to look for companies within the renewable
energy universe that align with our investment philosophy
and meet our investment criteria. In this example, we detail
emerging trends in renewable energy in Asia.

Size of the industry
In 2018, renewable energy attracted global investments of
US$289 billion, of which 47% came from Asia Pacific, with
China leading investment worldwide for the 7th successive
year at US$91 billion, accounting for 32% of the global total.
Investments in renewable energy in 2018 were three times
higher than the amount invested in new coal and gas fired
generators, which was US$95 billion in 2018.
As of 2017, renewable energy accounted for 18% of total final
energy consumption.5 Hydropower has by far the largest
installed capacity, followed by wind power and solar.
Going forward, we expect the ongoing demand for
renewable energy to continue. McKinsey expects
renewable energy share to reach 25% by 2035.

Exhibit 15: Renewable energy share
Primary energy demand per fuel
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Source: Mckinsey Energy Insights, January 2019.

Exhibit 16: Global renewable energy indicators
2017

2018

billion US$
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Source: REN21, Renewables 2019 Global Status Report.

5

REN21, Renewables 2019 Global Status Report.
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Renewables will become cheaper than fossil fuels by 2030
By 2030, the energy cost of new build renewables will be lower than existing fossil fuel generation in most countries
(Exhibit 17). This is one of the key tipping points in the energy transition journey; many countries in Asia, such as China
and India, will reach this tipping point in the next five years.

Exhibit 17: Global renewable energy indicators
Country

Tipping points
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*Power generation from existing coal and gas power plants in 2018, as share of total.
Source: McKinsey Energy Insights’ Global Energy Perspective, January 2019.

Environmental benefits of renewable energy
The comparison between fossil fuel and renewable energy
is clear when you look at the numbers. Coal and natural
gas generate 870g and 464g of carbon dioxide respectively
per kilowatt of electricity produced, compared to 41g
for solar and 14g for wind (Exhibit 18). It is important to
note that even smaller-scale home solar installations
generate only 48g of carbon dioxide emissions per kilowatt
of electricity produced, which shows that the benefits
of renewable energy remain effective in smaller scale
installations.

Policy landscape
Policies and targets in support of renewable energy
projects are in place widely across Asia. These targets
are most ambitious in the power sector, but there remains
work to be done when we consider targets for the use of
renewable energy in heating, cooling, and transport.
The transport sector is focusing on the adoption of
electrical vehicles (EVs), with China setting a target of two
million EV sales by 2020. India has a goal of having 30%
of new car sales come from EVs by 20306, which may be
overly ambitious but sets a marker for the direction the
government wants to go.
6

REN21, Renewables 2019 Global Status Report.

Exhibit 18: Estimated carbon footprints
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Source: University of Texas at Austin Energy Institute, 2017.
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Exhibit 19: Targets for renewable power and/or electric vehicles, end-2018

Both renewable electricity
and electric vehicle targets
Electric vehicle target only,
no renewable electricity target
No policy or no data

Source: REN21, 2018.

Conclusion
Based on strong support from economic, environmental, and government factors we believe the renewable energy
sector is an attractive sector in which to invest. We continue to look for companies within the renewable energy
universe that align with our investment philosophy and meet our investment criteria.
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Company case studies
Topic 1: Shenzhou International and the apparel industry
Introduction
Textiles and clothing are a fundamental part of everyday
life and an important sector in the global economy. As
production volumes have doubled over the past 15 years,
clothing is now a US$1.3 trillion global industry employing
more than 300 million people along the value chain.1 The
industry has increasingly globalized as garments are often
designed in one country, manufactured in another, and
sold worldwide at an ever-increasing pace. In the past
two decades, this development has been exacerbated by
rising demand from a growing global middle class, and has
resulted in the emergence of “fast fashion.”
With numerous high-profile mishaps over the years,
the apparel industry has been synonymous with child
labour, poor working conditions, and the generation of an
enormous environmental footprint. The fashion industry
is believed to be responsible for up to 20% of the world’s
industrial wastewater, as well as 10% of global carbon
emissions – more than the emissions generated by all
international flights and maritime shipping combined.2
If the current status quo remains, the apparel industry’s
overall climate impact is expected to double by 2030.3
In 1996, an American multinational sportswear company
found themselves at the centre of a major scandal – Life
magazine had printed pictures of a 12-year-old boy in Pakistan
stitching branded soccer balls, while ESPN leaked footage

from inside the workshops where the company’s products
were manufactured. In response, consumers protested
outside of their stores as the sportswear giant grappled
with child labour and sweatshop allegations. As the
pressure mounted, company representatives insisted they
had no control over the third-party suppliers that made
its products, but consumers were not satisfied. Clearly, the
fashion industry was put on notice and needed to change
its ways; there was an urgent need to take ownership of
its intricate supply chain and transform it to become both
environmentally and socially sound.

What does this mean for the apparel brands and
the garment supply chain?
The same risks that apparel brands are subject to also
affect manufacturers, retailers in the apparel sector, and
their investors. The most successful brands have taken
drastic measures to address their environmental and social
footprint and to counteract the rising costs of apparel
production. Measures include innovative ways of doing
business and efficient production techniques that minimize
the use of water, energy, and land, as well as hazardous
chemicals. The key is to create transparency for the entire
manufacturing process. Achieving such a feat is no easy
task as brands must navigate a complex global production
network and build a reliable supplier network. The lack
of standardized production practices only compound
these challenges.

Ellen MacArthur Foundation: A new textiles economy: Redesigning fashion’s future, November 28, 2017.
United Nations Economic Commission for Europe, March 1 2018.
3
Global Fashion Agenda & The Boston Consulting Group: Pulse of the fashion industry, December 31, 2017.
1

2
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In nearly two decades, the American sportswear company
transformed itself from one that was mired in allegations
related to the working conditions of its supply chain to a
recognized sustainability leader. In 2015, Morgan Stanley
ranked the company as the most sustainable apparel and
footwear company in North America for environmental
and social performance, including its labour record. We
argue that at the heart of this transformation was their
success strategy in improving transparency: It streamlined
the number of suppliers it worked with by allocating the
majority of its orders to a handful of Tier 1 suppliers. To
embrace larger and longer-term partnerships, the company
cut the number of factories it worked with by 12 percent —
from 785 in 2013 to 692 by 2015.5 They focused on finding
suppliers that could go beyond the role of a sewing and
stitching factory, instead looking for integral partners who
can streamline the lengthy production process through
technological advances. Through its most trusted suppliers,
the company invested in their workers and technology, and
reduced their carbon footprint.

Regarded as one of the ESG leaders in its field, Shenzhou
has come a long way from being merely one of thousands
of textile suppliers to becoming the top supplier for large
sportswear companies today.6 While its peers spent most of
their efforts on labour arbitrage, Shenzhou invested in two
key long-term initiatives: 1) its labour force 2) technologies
that not only complied with environmental requirements
but also provided cost advantages.

Exibit 20: Volume of nitrogen oxides discharged
250
Nitrogen oxides (Tons)

Sportswear brands in particular have led the charge
in pushing the sustainability movement forward. A large
German multinational apparel company recently pledged
to only use recycled plastics by 2024, and aims to make 11
million pairs of shoes with recycled ocean plastic by 2019.4
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Source: Shenzhou International Annual Report, April 2019.
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We believe that Shenzhou International, the largest
vertically integrated garment maker in the world, is very
well-positioned to benefit from the industry’s increasingly
stringent requirements for labour conditions as well as
environmental protection. Shenzhou’s vertically integrated
garment production model is an anomaly amongst its peers,
and gives it complete control and quality oversight during
each step of the lengthy production process; this includes
hazardous waste treatment in garment dyeing to carbon
emissions and energy usage during fabric production.

Exhibit 21: Energy consumption per ten thousand
output value in Ningbo district

(Tons of standard coal /
ten thousand output value)

The best positioned textile manufacturers have been
conscious of the environment and the working conditions
of its workers for many years. The supply chain has been
consolidating over the past twenty years as large apparel
brands have demanded higher standards from their
suppliers, and the brands that thrived were the ones that
had the foresight to invest in innovation, automation, as
well as environmental protection. For investors, these
developments have created challenges and opportunities.

Source: Shenzhou International Annual Report, April 2019.

Adidas company reports, April 17, 2019.
Business of Fashion: Just fix it, November 2016.
6
Einhorn, B. and Miller, L. J. Analysts still love this Chinese supplier to Nike. Bloomberg. October 2018.
4
5
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Shenzhou’s largest production site is located in Ningbo, China
and has been the epicenter of the company’s energy and
waste reduction investment program. With industry-leading
clean production processes and large-scale reclaimed water
recycling facilities, the site’s energy consumption per output
unit has plummeted over the years. The company has already
started to replicate these processes and practices in their
overseas facilities in Vietnam and Cambodia as they continue
to expand capacity for future growth.
In addition to the negative environmental impacts, the
garment industry is also linked to utilizing child labour.
Recognizing such risks, Shenzhou has a strict policy
where all 82,000 of its workers are employed on a full-time
basis. In addition, more than 90% of its labour force is
between the ages of twenty and fifty.7 Shenzhou is also an
industry leader in compensation and benefits. Over the
past nine years, the company spent over US$20 million
on chartered coaches for its employees to return home
during Chinese New Year holidays, a key holiday in China.
Among other benefits, Shenzhou also builds schools and
mental wellbeing clinics for its staff and their children while
enforcing a strict policy of forbidding the use of forced and
child labour. As a testament to Shenzhou’s focus on labour
welfare, the company’s average employee turnover rate in
2018 was 4.06%, well below the industry average.8

On the technological front, Shenzhou has also become a
valued partner for its customers thanks to its investment in
and commitment to waste reduction. The large American
multinational apparel company has an ambitious target of
doubling its business while halving its environmental impact.
To achieve this goal, the American company has partnered
with Shenzhou on the automated production of certain lines
of footwear. These footwear are made from recycled polyester
and use 60% less scrap waste than a typical shoe. Since
2012, this product line has generated more than US$2 billion
in revenue while creating 3.5 million pounds less waste than
equivalent products produced via traditional means.9

What’s next?
The garment industry has traditionally been characterized
as a “race to the bottom” to deliver lower prices at the
expense of worker’s wages and the environment, but we
would argue that industry dynamics are shifting towards
a race to the top. In the absence of universally recognized
industry practices or major demands on the consumer
side, the broader apparel industry is finally revamping its
efforts to improve its social and environmental impact.
This will be possible only through close cooperation with
suppliers who share the same vision. We believe ESG
leaders like Shenzhou have set the bar high for the rest of
the industry, and that the inevitable industry consolidation
will be predicated on continued efforts to strengthen
environmental and labour protections.

Shenzhou International Annual Report, April 2019.
Shenzhou International Annual Report, April 2019.
9
Nike FY18 Impact Report.
7

8
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Topic 2: Oil Search – How to manage ESG risks in the energy sector
The energy industry is among the sectors that are widely impacted by ESG issues. RBC GAM invests
in both the next generation of clean energy, as well as the traditional energy industry, which
remains significant in the Asian market. By implementing the consideration of ESG factors into our
investment approach, we identify those energy companies that not only generate stable investment
returns but produce and deliver energy responsibly, in a way that respects people, their safety, and
their environment. This approach helps us to recognize potential risks over the long term.
Case study: Oil Search, a leader in socially
responsible oil and gas exploration and production
Oil Search was established in 1929 and grew to become the
largest company in Papua New Guinea (PNG). The company
operates all of the country’s oil fields and holds an extensive
appraisal and exploration portfolio. It recently acquired an
oil asset in the North Slope Borough, Alaska (USA), which
provides diversification and future growth opportunities.
Oil Search has made comprehensive efforts towards
sustainable development in PNG, one of the poorest
countries in the world. With 90 years of experience, the
company established open and strong relationships with
local landowners and the government. It is committed to
addressing important social issues and aspires to set the
standard for private sector contribution to PNG’s economic
development.
How Oil Search manages environmental and human
rights risks
Oil Search has committed to managing natural resources
sustainably, mitigating adverse impacts on local ecosystems
caused by its operations, and respecting Indigenous people.

§§
Physical Climate Change Scenario and Risk Assessment –
Oil Search uses this process to understand and quantify
the range of possible scenarios that may pose direct
and indirect physical climate risks to its assets, supply
chains, and project area communities.
§§
Biodiversity strategy and environmental studies – This
initiative provides a strategic framework for preserving
biodiversity in the company’s operational areas, and will
focus on ensuring biodiversity values are adequately
identified and considered.
§§
Human Rights Impact Assessment – This assessment
includes a review of the human rights risks associated
with Oil Search’s development in PNG. The assessment
highlighted risk factors such as the grievance
management system, the development of human rights
training, responsible supply chain management, and
readiness preparations for disclosures under the new
Australian Modern Slavery Act.

Physical Climate Change Scenario and Risk Assessment (PSRA)

Objectives

Phase 1
§§Identify reputable climate change data to
conduct a robust PSRA
§§Identify and assess material physical climate
risks for each geographic region under a
range of scenarios

§§Geographic
risk-screening

Task

§§Climate model and
data assessment

Phase 2
§§Quantify physical climate change risks to Oil
Search’s existing assets, supply chains and
communities
§§Develop a methodology for assessing and
quantifying these risks for new assets and
exploration areas

§§Risk and
consequences for
existing assets,
supply chains and
communities

§§Methodology
for assessing
new assets and
exploration areas

Phase 3
§§Embed PSRA into
Oil Search’s existing
management and
decision-making
processes

§§Implement findings
and embed physical
risk assessment
outcomes into
existing business
processes

Source: Oil Search, Social Responsibility Report 2018.
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Engage local communities
Oil Search’s stakeholder engagement approach recognizes
the importance of strong, mutually respectful stakeholder
relationships and the role they play in achieving business
success.10
§§
Working with PNG Provincial Health Authorities and
supported government health service delivery
§§
Oil Search contributes to the socio-economic
development of PNG by supporting regional
infrastructure development such as roads, hospital and
school redevelopments
§§
Oil Search delivers programmes in areas around
the operations that improve education and literacy
outcomes
§§
Oil Search works with Oil Search Fund (OSF)
to implement women’s protection and empowerment
initiatives

Empower employees
Oil Search has stated in its social responsibility report
that it aims to “work to create an environment for our
employees that enables them to do their best within highperforming and diverse teams” (as of November 25, 2019).
We have noted that the company provides a workplace
that promotes diversity and creates opportunities for
learning and growth.
The company’s leadership development programs and
recognition guidelines ensure the workforce is highly
capable, committed, and diverse. Through its extensive
career development programs, 44% of individuals on its
succession plan were PNG citizens, and 31% were female.11
Having a diverse and inclusive workforce strengthens Oil
Search’s capabilities and resilience. Organization-wide
employee engagement plans have been implemented to
promote an inclusive and positive work environment.

Stakeholder engagement. Oil Search, 2018.
Oil Search Social Responsibility Report 2018

10
11
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Exhibit 22: Progress against Oil Search’s diversity and inclusion goals
FOCUS AREA

2020 GOAL

2018 RESULTS

STATUS

At least 30% female Executive General
Managers on the Executive Leadership Team
by 2020

11%

Progressing, action plans in place.

30% female representation at senior manager
level by 2020

23%

Progressing, action plans in place.

50% female representation in graduate intakes
2018-2020

46%

Progressing, action plans in place.

Citizen development

Increase percentage of PNG citizens in
leadership roles in the PNG workforce to 73%
by 2020

66%

Progressing, action plans in place.

Inclusive workplace

Consistently improve results on the Inclusion
Index on the 2017 baseline

NA

Gender diversity

Action plans in place; results
available in August 2019.

Source: Oil Search, October 2019.

Conclusion
We find Oil Search to be committed to the integration of its ESG values. We believe that this focus on
ESG integration will help the company meet societal expectations and deliver against both financial and
non-financial aspirations.
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