Sustainability and investment

Stewardship: Exerting influence

By Silke Humbert, Sustainability Economist

What are the motives behind sustainable investment?
As a rule, there are three, namely, mitigating financial
risk, expressing subjective values in an investment
and the positive impact on society and environment.
While the first two are easy to ensure, achieving a
positive impact via financial assets is no easy task.
One option is so-called investment stewardship.

What is investment stewardship?

All definitions of investment stewardship have in
common that investors engage with the companies
in which they are investing to create longterm value

for customers and other stakeholders. This value can
include economic, environmental and social aspects.
Investment stewardship comes in two forms: first, via
active dialogue or engagement with companies
and, second, through the exercise of shareholder
voting rights at the general meeting or by making
own proposals.

Investment stewardship - individual and via

a discretionary mandate

If one manages one’s equities oneself, the effect on
the world takes place in two steps'. As an investor,
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Investment stewardship — exercise it yourself or via a discretionary mandate

Investors can themselves enter into a dialogue with the companies in which they are invested (engagement).
They can also exercise their voting rights at the Annual General Meeting (voting).
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one influences companies through engagement or
the exercise of voting rights. Ideally, the company
then adjusts its processes or strategy, increasing the
longterm enterprise value (upper arrow in the chart).
But what does it look like if one delegates this via a
discretionary mandate? A standardised discretionary
mandate that uses funds encompasses the manage-
ment of assets as well as, usually, proxy voting. The
potential effect of investment stewardship takes place
in several steps (lower half of the chart). ZUrcher
Kantonalbank selects the appropriate asset manager
for your portfolio. The asset manager’s funds must
satisfy various criteria regarding, for example, the
expected returns or assumed risk. Furthermore,
Zurcher Kantonalbank increasingly assesses the stew-
ardship activities of the asset or fund managers?.
They contact the companies in which they are invest-
ing in line with their engagement strategy and
vote at the general meetings in accordance with their
voting strategy.

Joining forces
Admittedly, the steps involved in investment stew-
ardship described above are difficult to grasp when
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Fund management companies and/or their
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the companies in which they are invested on
sustainability objectives (engagement).

They also vote at the Annual General Meeting
(voting).

fund management
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dealing with a discretionary mandate that invests
in funds, but this also offers some advantages.

For example, the asset managers are well-acquainted
with the companies being invested in and can thus
make an informed assessment of which measures may
increase the longterm enterprise value. On the other
hand, big institutional investors are attracting more at-
tention and are listened to when they enter into a
dialogue with companies. Furthermore, institutional
investors are increasingly banding together and
speaking with one voice. Via major initiatives such as
Climate Action 100+, investors have joined forces,
and with a volume of CHF 68 trillion, they demand
more environmental protection from certain com-
panies. To evaluate the investment stewardship activ-
ities of asset managers, Zurcher Kantonalbank’'s man-
ager selection team has created a comprehensive score-
card, which we will discuss in an article appearing

in the next edition of this publication. Regardless of
whether one manages equities oneself or delegates
asset management, one thing is the same: only the
enterprises in which one is investing have an actual
impact in the world. What investors can — and should — do
is consistently exert their influence on these companies.

'See Florian Heeb and Julian Kélbel, "The investor's guide to impact”, Center for Sustainable Finance and Private Wealth, Zirich University.

2For reasons of simplicity, in future we will refer only to asset managers.
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Legal Notices

Marketing information - This document is for information and advertising purposes. It does not constitute an offer or a recommendation to
purchase, hold or sell financial instruments or to obtain banking services, nor does it form the basis for a contract or obligations of any kind.

Due to legal, regulatory or tax provisions, the availability of products and services to certain persons may be subject to restrictions, which may arise in
particular due to their place of residence or domicile, nationality or customer segmentation. Restrictions apply in particular to US persons in accordance
with the relevant regulations.

This document contains general information and does not take into account personal investment objectives, the financial situation or the special needs
of any specific individual. The information should be carefully checked for compatibility with personal circumstances before making an investment deci-
sion. For the assessment of legal, regulatory, tax and other implications, it is advised to seek advice from specialists.

The document was prepared by Zircher Kantonalbank with customary due diligence and may contain information from carefully selected third-party
sources. However, Zircher Kantonalbank provides no warranty as to the correctness and completeness of the information contained therein and ac-
cepts no liability for damages resulting from the use of the document or information contained therein.

Every investment involves risks, especially risks related to fluctuations in value, returns and, if applicable, currencies. Past performance and returns or
estimates regarding future performance, returns and risks are not reliable indicators of future results. The return may increase or decrease as a result of
currency fluctuations.

Zurcher Kantonalbank reserves the right to change services, products and prices at any time without prior notice.

The information contained in this document has not been prepared in accordance with any legislation promoting the independence of investment re-
search, nor is it subject to any prohibition on trading following the dissemination of investment research.

This document or any information contained herein may not be reproduced or transmitted without the written consent of Zircher Kantonalbank.

ESG information ©2023 MSCI ESG Research LLC. Reproduced with permission. Further legal information on the MSCI ESG rating can be found in the
investment information at zkb.ch/trading.

© 2023 Zircher Kantonalbank. All rights reserved.
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