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“The fund management industry has done very well - but
mainly for itself.”

A little history

The stock market and bond market have their origins in the financial revolution of the late 17th
century. The stock market developed to provide funds for overseas trading companies, like the
English East India Company, while the bond market funded the state, mostly raising funds for
waging of war.

Professional investment, or a fund management industry, began to develop in 19th century
legal offices. Lawyers managed client money and launched vehicles, such as investment trusts,
to pool savings and provide diversification. Fund management was viewed as conservative,
even ‘boring’, and reflected the values of thrift associated with the Victorian middle class.

The principal aim was to deliver a financial return, usually not specified in absolute terms, but
expected to be higher than the current interest rate. The rise of stock market indices from 1896,
when Charles H. Dow created the Dow Jones Industrial Average, introduced the concept of
‘underperforming a benchmark index” and ‘relative performance” which could be used to
sanction the loss of client capital and altered the notion of risk.

A social dimension developed alongside the growth of the stock market. Until the rise of the
welfare state, most government spending, funded via the bond market, was concerned with
defence of the realm and waging war. However, the stock market had a wider economic
purpose - funding the nation’s economic development by channelling capital from savers to
the corporate sector and so creating employment and wealth.

What is a Social Licence to Operate (SLO)?

Recent years have seen the rise of ‘ethical’ or sustainable investment strategies which regard
investment as having a broader purpose, one which takes account of all stakeholders, not just
shareholders, and considers the influence of investment on the environment and society.

The term “Social Licence to Operate” was originally used in the mining industry to examine
the impact of mining projects on local communities and the environment. As a result, mining
companies were encouraged to recognise the wider costs of their projects and invest in the
local community by funding charities and education projects. By doing so they would gain, or
sustain, an SLO from the local community.

A company will face significant difficulties if it alienates stakeholders and loses its SLO. It
could come under severe criticism, negatively impacting its operations and ultimately
threatening its existence.

1 Phillip Coggan quoted in the Economist, 28 February 2008.



When a company mistreats one particular stakeholder it often mistreats others. We can think
of a retailer with a reputation for treating suppliers unfairly which was later found to be
manipulating earnings, and an electronics company with a reputation for taking advantage of
minority shareholders which had a poor health & safety record.

What is fund management’s SLO?

Does the fund management industry have an SLO? Parts of the industry have clearly lost sight
of their fiduciary role as guardians of clients” capital. Some investment businesses focus purely
on short-term financial returns and earning large fees, a form of ‘casino finance” which takes
little or no account of other stakeholders. Such funds seek to buy and sell entirely based on
price. As a result, they will often invest in poor quality companies on a short-term basis, taking
no stewardship responsibilities over the businesses in which they invest.

A related concern is the rise of passive investing, including Exchange Traded Funds (ETFs) and
Index Funds which shadow a benchmark. These products, which have expanded significantly
in recent years, do not differentiate between companies, and so provide capital to both good
and bad ones, including those that might be damaging the environment or mistreating their
workforces.

Another worrying trend is that intermediaries such as banks, insurance companies and
platforms, are taking more and more fees to sell investment products. This is clearly not in the
long-term interests of savers.

The SLO of the fund management industry is undermined by short-term speculative investors
and the index huggers. However, there is a growing part of the industry which does consider
the wider impact of investment, alongside financial returns.

A broader purpose

We believe that fund management has a broader ‘social’ purpose. Fund management should
play a role in pooling society’s savings by encouraging a savings culture around long-term
investment. Fund managers should argue for the benefits of regular savings for the long-term
benefit of society. It is important that they play an active role in communicating the importance
of a savings culture.

Fund management should play a part in the capital allocation process, making capital available
to well-managed, quality businesses and allowing them to thrive to the benefit of all
stakeholders, not just shareholders. A philosophy of careful stewardship is in the best interests
of clients and should protect capital over the long-term.

Integrating Sustainability

Environmental, Social and Governance (ESG) factors have long been central to our investment
process. Sustainability analysis and financial analysis are the same thing. For example, we are
unable to form a view about a company’s cashflow growth without assessing how it manages
relationships with communities, customers and suppliers. What regulatory scrutiny will the
company be under as a result of the products it sells, or how it sells them, or how it pays taxes?
How efficient are its operations in terms of energy and water use?

In our view, a long-term investment mindset and a focus on quality are helpful preconditions
for integrating sustainability fully into any investment philosophy and process, although our
interpretation of quality is based on management, franchise and financials rather than
narrower definitions (such as return on capital employed, cashflow and gearing).

A greater focus on long-term sustainability positioning and analysis of ESG issues should
enhance the risk-return profile of any investment strategy. All our strategies incorporate ESG
into the investment process, but the Sustainable Funds Group carry analysis a stage further by
only investing in companies which contribute to and benefit from sustainable development.

We are committed to our role as fiduciaries and putting clients first. Fund management should
be a conservative, even dull, pursuit, focused on the growth of client capital over the long-term.

(asodind [emos e aaey juswaeurw puny saoq O

N

SI0}JSIAUJ JIEMI)S



Important Information

This document has been prepared for general information purposes only and is intended to
provide a summary of the subject matter covered. It does not purport to be comprehensive or
to give advice. The views expressed are the views of the writer at the time of issue and may
change over time. This is not an offer document, and does not constitute an offer, invitation,
investment recommendation or inducement to distribute or purchase securities, shares, units
or other interests or to enter into an investment agreement. No person should rely on the
content and/or act on the basis of any matter contained in this document.

This document is confidential and must not be copied, reproduced, circulated or transmitted,
in whole or in part, and in any form or by any means without our prior written consent. The
information contained within this document has been obtained from sources that we believe
to be reliable and accurate at the time of issue but no representation or warranty, express or
implied, is made as to the fairness, accuracy or completeness of the information. We do not
accept any liability for any loss arising whether directly or indirectly from any use of this
document.

References to “we” or “us” are references to Stewart Investors. Stewart Investors is a trading
name of First Sentier Investors (UK) Funds Limited and First Sentier Investors International IM
Limited. First Sentier Investors entities referred to in this document are part of First Sentier
Investors, a member of MUFG, a global financial group. First Sentier Investors includes a
number of entities in different jurisdictions. MUFG and its subsidiaries do not guarantee the
performance of any investment or entity referred to in this document or the repayment of
capital. Any investments referred to are not deposits or other liabilities of MUFG or its
subsidiaries, and are subject to investment risk including loss of income and capital invested.

Past performance is not a reliable indicator of future results.

Reference to specific securities (if any) is included for the purpose of illustration only and
should not be construed as a recommendation to buy or sell. Reference to the names of any
company is merely to explain the investment strategy and should not be construed as
investment advice or a recommendation to invest in any of those companies.

Hong Kong and Singapore

In Hong Kong, this document is issued by First Sentier Investors (Hong Kong) Limited and has
not been reviewed by the Securities & Futures Commission in Hong Kong. In Singapore, this
document is issued by First Sentier Investors (Singapore) whose company registration number
is 196900420D. This advertisement or publication has not been reviewed by the Monetary
Authority of Singapore. Stewart Investors is a business name of First Sentier Investors (Hong
Kong) Limited. Stewart Investors (registration number 53310114W) is a business division of
First Sentier Investors (Singapore).

Australia

In Australia, this document is issued by First Sentier Investors (Australia) IM Limited AFSL
289017 ABN 89 114 194 311 (FSI AIM). Stewart Investors is a trading name of FSI AIM.

United Kingdom and European Economic Area (“EEA”)

This document is not a financial promotion. In the United Kingdom, this document is issued
by First Sentier Investors (UK) Funds Limited which is authorised and regulated in the UK by
the Financial Conduct Authority (registration number 143359). Registered office: Finsbury
Circus House, 15 Finsbury Circus, London, EC2M 7EB, number 2294743.

Outside the UK within the EEA, this document is issued by First Sentier Investors
International IM Limited which is authorised and regulated in the UK by the Financial
Conduct Authority (registration number 122512). Registered office 23 St. Andrew Square,
Edinburgh, EH2 1BB number SC079063. Stewart Investors is a trading name of First Sentier
Investors (UK) Funds Limited and First Sentier Investors International IM Limited.
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Middle East

In certain jurisdictions the distribution of this material may be restricted. The recipient is
required to inform themselves about any such restrictions and observe them. By having
requested this document and by not deleting this email and attachment, you warrant and
represent that you qualify under any applicable financial promotion rules that may be
applicable to you to receive and consider this document, failing which you should return and
delete this e-mail and all attachments pertaining thereto.

In the Middle East, this material is communicated by First Sentier Investors (Singapore).
Kuwait

If in doubt, you are recommended to consult a party licensed by the Capital Markets Authority
(“CMA) pursuant to Law No. 7/2010 and the Executive Regulations to give you the
appropriate advice. Neither this document nor any of the information contained herein is
intended to and shall not lead to the conclusion of any contract whatsoever within Kuwait.

UAE - Dubai International Financial Centre (DIFC)

Within the DIFC this material is directed solely at Professional Clients as defined by the DFSA’s
COB Rulebook.

UAE (ex-DIFC)

By having requested this document and / or by not deleting this email and attachment, you
warrant and represent that you qualify under the exemptions contained in Article 2 of the
Emirates Securities and Commodities Authority Board Resolution No 37 of 2012, as amended
by decision No 13 of 2012 (the “Mutual Fund Regulations”). By receiving this material you
acknowledge and confirm that you fall within one or more of the exemptions contained in
Article 2 of the Mutual Fund Regulations.

Other jurisdictions

In other jurisdictions where this document may lawfully be issued, this document is issued by
First Sentier Investors International IM Limited which is authorised and regulated in the UK
by the Financial Conduct Authority (registration number 122512). Registered office 23 St.
Andrew Square, Edinburgh, EH2 1BB number SC079063.

United States of America

In the United States, this document is issued by First Sentier Investors International IM
Limited, as SEC registered investment adviser. Stewart Investors is the trading name of First
Sentier Investors International IM Limited. This material is solely for the attention of
institutional, professional, qualified or sophisticated investors and distributors who qualify as
qualified purchasers under the Investment Company Act of 1940 (hereafter the “1940 Act”), as
accredited investors under Rule 501 of SEC Regulation D under the US Securities Act of 1933
(“1933 Act), and as qualified eligible persons as defined under CFTC Regulation 4.7. It is not to
be distributed to the general public, private customers or retail investors.

Copyright © (2020) Stewart Investors
All rights reserved.
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Contact details

Edinburgh

Stewart Investors

23 St Andrew Square
Edinburgh EH2 1BB

United Kingdom

e. info@stewartinvestors.com
t. +44 (0) 131 473 2900
stewartinvestors.com

London

Stewart Investors

Finsbury Circus House

15 Finsbury Circus

London EC2M 7EB

United Kingdom

e. info@stewartinvestors.com
t. +44 (0) 207 332 6500
stewartinvestors.com

SICoreFMSocialPurpose0920

Singapore

Stewart Investors

58 Duxton Road

2nd & 3rd Floor

Singapore 089522

e. info@stewartinvestors.com
t. +65 680 59670
stewartinvestors.com

Sydney

Stewart Investors

Suite 10, Level 3

13 Hickson Road

Dawes Point

Sydney NSW 2000

e. info@stewartinvestors.com
t. +61 2 8274 8000
stewartinvestors.com



