The Virtue of CalPERS’ Emerging Markets
Principles

& = I — |
_" >

o W] ; sl Y § ;
ol s pAP y ; 'f i P’ 3 i e
e Nk at e o .{.f ( — 4 X
v 7 N "\’.’\ AR AL A '/-t\'-"-‘-
" T ity
L o 2 WIS
WY ag =R T

M

i CTE L l
ey T — g 0%
=EmTTE e =

— )

¥ R A\ - VA { p

G. Huppe and T. Hebb



Conference Themes

A Long-term share ownership: Strategies
used to address ESG issues in EMs

A Redressing systemic market failures:
Cia. i P ER.S Ml i n | =iy, @t 7y iels

A Mainstreaming ESG approaches in EM
iInvestment: Drivers and barriers; What Is
CalPERS doing? How is it developing?
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1.1 Cal PERS" E!

Universal ownership incented beta-
enhancement strategies:

BT [ PFE RS 2 [ 0.6 60 (RS
returns to the economy and society at
large (Barber, 2005)

A CalPERS isnot a universal ownerin EMs...




1.2 CalPERSIn Emerging Markets

A 1997 Asian Crisis

A 2002 Permissible Markets Policy
A 2007 Emerging Markets Principles
A 2007 Financial Crisis




1.21 Country Screening (200207)




1.22 Cal PERS" E
(2007 -)

A Adopted in 2007

A Emphasizesscreening and engagementat
the corporate level instead of country level

A Requires the evaluation of investments
accordi ng t ocomganoepvidhn i
I ILO Core Labour Standards
I Global Sullivan Principles of CSR




2. Three Hypotheses

The Principles bring
I(1) cl oser 1 n hormaleoligyl t
of engagement
I (2) returns closer to benchmark

(3) The Principles pose the potential for
universal ownership motivated type of
returns to the economy and society in EMs




3. Methods and Methodolgy

A Identify all CCEPR holdings added to
Cal PERS" portfolio

A Crossreference SEDOLS to time series KLD
ESG rating data

A Classify companies according to (1)
Improving, (2) declining and (3) consistently
poor ESG performance

A Compare financial performance of companies
with standard industry benchmarks




3. Methods and Methodolgy

A Conduct interviews with CalPERS senior
management, trustees, fund managers and
ESG research providers

I Determine how Principles are incorporated In
asset selection and managemenfrocesses

| ldentify responsest o compani es
underperformance

I Uncover current and future state of ESG
Integration




4. Data

SEDOL | Name | FactSet Sector Country | 2009 | 2008 | 2007 | 2006 | 2005 |
BOOLYM3 | Sherbank Rossi Finance Russia WL | WL | WL | WL | RF
B797 455 Sinopec S/PetrochemppProcess Industries China Wil | WL | RF RF RF
21965963 China Life Ins Co Ltd | Finance China Faszs | Wilimmhld | MAA | MAA
B7 18976 China Life Insurance | Finance China Pass | WL | MNAA | MNAA | MNAA
BF25280 Ziiin Mining Group © | Man-Energy Minerals | China MAA | MAA S MAA
205422 Beijing Capital In Transportation China Fazs  BAA | RAA | NAA
BZPFYHY | China Railway Cons  Industrial Services China FPass | MA | MNA | NAA
B162614 El Ezz Steel Behar Mon-Energy Minerals | Egypt WWL | Pass | MAA | DAA | NFA
B419332 Mational Bk of Pak Finance Fakistan WL | Pass | MAA | DAA | NAA
B559335 China Telecam Caorp | Communications China WWLO[ WWL | WL | WWL | WWL
BOBEA18 | China Cosco Hidgs | Transportation China WWL[ WYL | WL | WYL | NAA
B142780 Huadian Power Intl Litilities China WYL | OWWL | AR | WYL WL
BOOGOS5 | Chooc Lid Energy Minerals China RF RF RF RF RF
5140939 Gaznrom Energy Minerals Fussia RF RF RF RF RF
JBEZE7 207 | Gazprom O A O Energy Minerals Fussia RF RF RF RF RF
27EE24 3 JSC MMC Mick JSC | Mon-Energy Minerals | Hussia RF FF REF FF RF
3189876 Lukoil il Cormpany | Energy Minerals Fussia RF RF RF RF RF
B114REE | MM Morilsk Mickel | Mon-Energy Minerals | Hussia RF RF RF RF RF
2537 432 il Co Lukni Energy Minerals Fussia RF RF RF RF RF
BOFPHAME | Dongfeng Motor GGro | Consumer Durables | China RF RFE | NA | MAA | DA
BOMFE09 | Evraz Group S A Mon-Energy Minerals | Russia FFE O REA | MAA | RS RIAA
BaEES3Y Yue ¥uen |ndl Hldg | Cons. Man-Durables | China e L O O L 1
BOTB1LY | China Mengniy Dairy | Cons. Mon-Ourables | China EF | BEA | NAA | MEA | REA

Industry
Benchmark Var.

3.3

10.3 %



5. Interviews

A Two approachesto the application of the
Principles and KLD ratings:
I Hard -fast screening

I Making value-tradeoffs (bottom -up
Integration)




6. Discussion and Implications

A Hard -fast screening present two sources of
opportunity costs

I The inabllity to profit from sustainable ,Red
Flag r ated compani es

I The inability to screen out companies that
would later violate the Principles and destroy
shareholder wealth

A Value-tradeoffs, on the other hand, allow
£enhancedalpha-gener ati on”




6. Discussion and Implications

A Enhanced-alpha generation: From a long-
term sustainabllity perspective, first
screening companies and thenengaging
these on ESG issues

A It stands at the mid -point between
Cal PERS® uni v ebeta-al 0
enhancement strategies and Its previous
EM screening alpha-generation policy




/. Trends and Future Direction

A Changes in assetallocation:

I To aGDP, instead of a capitalisation, based global
benchmark structure (EMs becoming more

Important)
I To 1 nvest idstapteful'n EBM ¢ om
t--0ul-* i d gl a | "S-e-al a tcarrbth

stick type of approach to

A The latter proposes toincent ESGlaggardsto
Improve ESG standards by committing to
shift portfolio weights in their favour as ESG
compliance Is achieved




8. Conclusion/ Takeaways

ACal PERS" EM Pr i potentig |
for enhancedalpha-generation

A The application of the Principles needs to
move beyond hard-fast screening, towards
making value-tradeoffs

A A critical mass of active like-minded ESG
Investors can acceleratesustainable
development in EMs




Thank you!
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