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There will be long-term value creation as companies
in China improve their sustainability reporting and
practices. At the same time, China’s successful solar
panel and Electric Vehicle supply chains show that it
can develop world-class companies that contribute
significantly to the global effort to combat climate
change.

China’s first ESG disclosure guidelines came into effect on 1
June 2022. The voluntary Guidance, developed by China’s
biggest companies and government-backed think tanks, aim
to provide ESG guidelines that are more aligned with China’s
operating environment. By specifying disclosure principles,
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requirements, responsibilities and supervision for different
industries, the Guidance can help companies evaluate their
progress in ESG practices, as well as investors in their company
assessment.

As in many markets, it is the larger capitalised companies in
China that have devoted more resources to ESG governance
and reporting - 86% of A-shares companies in the CSI 300
Index issued ESG reports in 2020 compared to 27% of all
A-shares companies'. While this is still below most developed
market standards, the trend is encouraging — only 54% of CSI
300 constituents had issued ESG reports in 2013. Fig. 1.

Fig. 1. % of CSI 300 companies with ESG reports
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Source: World Economic Forum.

'SynTao Green Finance. As of 15 June 2020; includes reports labelled as “sustainability”, “CSR" etc.
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WHY GLOBAL ESG FRAMEWORKS MAY NOT WORK

Global ESG frameworks may not be fully applicable within
the China context. This could be due to the different
development stages of China’s industries, shareholding
structures, policy priorities and other local nuances. For
example, while material risks for the gaming sector in the
developed markets centre around data privacy, employee
engagement and energy consumption, key policy priorities for
China’s gaming sector include preventing gaming addiction
among adolescents and using the gaming platform to raise
awareness of Chinese culture etc?. Companies that are

not able to meet these policy priorities could experience
reputational risks and regulatory backlash.

Likewise, global ESG frameworks may penalise China state-
owned enterprises (SOEs) as management tends to be seen
as insufficiently motivated to maximise shareholder benefits,
given their low share ownership. On this front we note that
the China government believes that ownership diversity is key
in helping SOEs become world class enterprises and has been
promoting mixed ownership in SOEs as part of its reform
program. Hence, investors may need to focus more on the
progress, rather than the current state of play.

Local knowledge and understanding of macro policies, sectors
as well as companies are key in assessing material ESG risks

in China. This is especially so in instances when reported ESG
data is limited or incomplete. Investors need to be aware

of how robust and comparable the data is and adjust their
analysis accordingly. We undertake our own ESG analysis as
part of our Assess-Engage-Monitor framework. Fig. 2. Besides
using third party ESG reports, we analyse publicly available
government data, company annual reports as well as engage
with company management and industry experts.

HOW TO ACCELERATE ESG PROGRESS

A number of factors will continue to accelerate ESG
consideration among China companies. Research suggests
that policy and mandatory disclosure requirements are more
impactful than voluntary guidelines when it comes to ESG
reporting. Mandatory disclosures help codify terminology

and bring about greater consistency and market efficiency.
Mandatory regulation also helps to level the playing field with
regard to disclosure practices and reward companies that have
robust ESG reporting and sound sustainable practices?.

In China, regulation has been a key driver in encouraging ESG
information disclosures by public companies.

Fig. 2. Assess-Engage-Monitor framework

ASSESS

Assess material ESG issues as a
key aspect of future value
delivery and utilise the SASB
framework, MSCI and other
third-party data to build a
comprehensive view. Assign a
proprietary score for each
company's ESG delivery.

MONITOR

Set out milestones and targets
for companies to achieve and
monitor improvement in ESG
trends towards those targets.

ENGAGE

Record our financial models,
research analysis, and
management Engagement
Log of ESG issues. Actively
participate in the Proxy Voting
process.

Source: Eastspring Investments. September 2022. For illustration purposes only.

2Cheung Kong Graduate School of Business. Professor Zhu Rui. 3CFA Institute. ESG integration in china: Guidance and case studies.
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% June 2021: The CSRC required companies to dedicate a
section to environmental and social responsibility in their
annual reports.

% Jan 2022: The Shanghai and Shenzhen stock exchanges
included CSR requirements in their listing rules for the first
time.

% April 2022: The CSRC included ESG-related information
into the Investor Relation Guidelines.

The above measures follow steps taken by China’s regulators
since 2018 to provide a basic framework of ESG disclosure.
China’s own goal to achieve net zero neutrality by 2060 is
also expected to spur more companies to provide detailed
decarbonsiation plans and targets.

Investors, particularly institutional investors, have helped
accelerate ESG integration in China. The inclusion of

China A-shares market in the MSCI Emerging Market

Index improved data coverage and encouraged companies
to develop databases on ESG information. Stakeholder
engagement has helped companies in China avoid ESG
controversies. A recent study shows that companies which
engaged with stakeholders on supply chain management,
labour practices and environmental protection issues have on
average experienced fewer negative ESG issues in the last 2-3
years, compared to their peers?.

Sustainable business practices also make good business sense.
Companies that are able to demonstrate sound sustainable
practices tend to attract more capital and enjoy easier

access to financing. Consumers in China are also calling on
businesses to become more sustainable. Incorporating ESG
considerations into the business may drive innovation and
lead to new products and services. An increasing awareness
of the potential benefits of taking ESG seriously and
conversely the costs of not doing so, is gradually encouraging
greater adoption of sustainable business practices in China.
We will probably also see a snowball effect where companies
will strive to improve their ESG practices and reporting since
their competitors are doing likewise.

SEIZING ESG OPPORTUNITIES IN CHINA

We believe that an active approach is needed to construct a
sustainable portfolio in China. Investor engagement is key to
driving change and more sustainable business practices.

A recent study using natural language processing which was
conducted on 150 companies in China found some degree
of misrepresentation in their data disclosures relating to
environmental practice, labour management, anti-corruption
and product quality and safety®. Fig. 3. As such, a dynamic
approach is needed to navigate greenwashing risks and
companies that are not committed to reducing their material
ESG risks.

Long term investors will be able to benefit from the value
creation generated as more companies in China adopt
sustainable practices and better ESG disclosures over time.

Fig. 3. Greenwashing occurrences by sector (2019 — 2020)
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4J.P. Morgan. China ESG Data Analytics. Part lll: Identifying greenwashing risks. 28 September 2021. *C.P. Morgan. China ESG Data Analytics. Part Ill: Identifying

greenwashing risks. 28 September 2021.
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Fig.4. China has a near monopoly on most solar manufacturing
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Source: REC Silicon ASA.

The voluntary guidelines released in June suggest that we are
one step closer to mandatory disclosures in China.

In addition, there are opportunities to invest directly in
China’s green sectors. With energy and climate being a
priority for policymakers, the China government is expected
to commit significant resources to support these sectors.
Investors tend to be more familiar with China’s solar power
and Electric Vehicle (EV) companies. China is a world leader
in solar manufacturing (See Fig. 4) and dominates the world’s
EV supply chain.

There are also opportunities in other green sectors in China.
For example, China’s power grids are adopting digital
technologies and automation in order to optimise power
dispatch on the back of a rapid increase in renewable

capacity. Domestic companies that provide grid automation

equipment or software for power grids’ customer service
platforms are potential beneficiaries of rising digital grid
spending and the reforms taking place in China’s power
market. China’s gas utility companies are also developing
carbon management technology. Some of these utilities
offer low-carbon/zero-carbon integrated energy solutions
using renewable energy sources as well as integrated energy
storage systems. Meanwhile, hydrogen is likely to play a

key role in China’s de-carbonisation efforts. Companies

that construct hydrogen equipment for fuelling stations

and storage tanks also present interesting opportunities.
China’s successful EV and renewable energy companies
suggest it is able to develop world-class companies that
contribute significantly to the global effort to combat climate
change. We continue to assess and capture these emerging
opportunities for our clients.
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Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which is
incorporated in Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated
by the Monetary Authority of Singapore under Singapore laws which differ from Australian laws.

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of
Hong Kong.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia
Financial Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (531241-U).

This document is produced by Eastspring Investments (Singapore) Limited and issued in Thailand by TMB Asset Management Co., Ltd.
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.

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which is
incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments
(Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registre de Commerce
et des Sociétés (Luxembourg), Register No B 173737.

United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch, 10 Lower Thames Street,
London EC3R 6AF.

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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