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Michael Disabato (00:00):

What's up everyone? And welcome to the weekly edition of ESG now, where we cover how the environment,
our society and corporate governance effects and are affected by our economy. I'm your host Mike Disabato,
and this week we tried to answer the age old question for you in 10 minutes. Is governance a useful factor to
focus on when investing? So thanks as always for joining us. Stay tuned.

(00:27):

A company's governance structure is ostensibly a look into how it makes its long-term decisions, and it's an
important aspect for all of us in this capitalist system to pay attention to because these companies have an
impact on our daily lives. And if you're an investor, it is definitely important to understand because those
structures can help demonstrate where the company may be headed. Boeing is an easy example here to
demonstrate the importance of governance. Boeing's leadership seem to prioritize production over safety and
it's reflected in the pay package awarded to Boeing's CEO in 2022, where only 0.7% of the 22 million US dollars
the board awarded him was tied to product safety. One could make the argument that Boeing's board failed in
its job of helping the company make long-term profitable decisions by using its pay package in an incorrect
way, and thus could not compete as favorably with a competitor like Airbus over the long run.

(01:26):

But you can see the governance issues with Boeing miles away these days. The CEO is set to step down at the
end of the year. The head of commercial aviation already stepped down due to the various issues with the 7 37
max. The question is, can you use governance factors to avoid the next governance Rian in your portfolio if
you're an investor and you care about that kind of thing? Of course, in order to figure that out, you'd have to
run some sort of study to see if governance ratings, basically the score we give a company based on the
structure of its governance correlate with profits, risk reduction, and returns. While my colleague and guest
today, Harlan Tougher did just that, he completed the surprisingly difficult but simple task of assessing how the
potential benefits of good governance translated into market performance. He and our colleague, hin Wang,
who will actually also be in this episode, published a blog on their findings recently as well. If you're so inclined,
don't worry. I'll leave a link in the podcast description. And in the beginning of the study, what Harlan did is he
wanted to better define our view of what someone might call good governance in order to show how it might
perform the company itself over the long run.

Harlan Tufford (02:40):

The governance is about how organizations make decisions, and that's true whether we're talking about some
giant company or a small mop and pop shop or my local curling club where | sat through a four hour AGM a few
weeks ago. Whatever the organization, the key questions are always the same, right? It's who makes decisions
and how. So when we at M-S-C-I-E-S-G research talk about good governance, we're talking about what's good
for investors and particularly minority investors who hold some equity or debt, but not a controlling stake in
the company. And for those investors, the big problems follow along the principal agent risk spectrum, and |
won't get into the nerdy jargon, but the core ideas that managers and owners might not always want to act in
the best interests of other investors. They might want to act in their own best interests, but if you have things
like a well-structured board, an independent auditor, effective pay practices, meaningful shareholder rights, all
of these things collectively can help those insiders to put investor interests first. And that's why we think
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governance is universally relevant because this problem will happen to a greater lesser degree at every
organization that has to make decisions.

Michael Disabato (03:52):

Also, because every organization can theoretically have bad governance, that's when a company is buying
company cars from the owner's car company at an elevated price, or it's giving its government clients a product
at a favorable rate. So its leadership can one day get a cabinet appointment in the next administration. What |
mean is bad governance is when the interest of the leadership structure ignores the interest of the
shareholder, and that is a problem. Okay? So then the solution is easy. Underweight the bad governance
companies and overweight the good governance companies when you invest bang bang, | asked Harlan if that
actually works.

Harlan Tufford (04:29):

Hell yes, brother. When you look at the financial performance of constituents of the MSCl aqui and index over
the nine years from 2015 to 2023, you or rather, we found that companies with better overall governance
practices had higher profitability and particularly in developed markets, lower risk. And we found that these
were statistically significant differences. So yeah, a short answer, yes, our findings support the conclusion that
well-governed companies do a better job of rewarding investors. If you have stronger governance practices
that generally meant you were more profitable, you had lower risk, and you were giving your investors better
risk adjusted returns over the long term. And that's in line with what we would expect our model to do, right?
Because it's a situation where the whole decision-making apparatus is geared toward making decisions that are
better aligned with the interest of investors.

Michael Disabato (05:28):

So that seems validating for us, especially proper governance structures lead to profitability for companies that
were in Harlan's study. So the G pillar can take the weight on a company by company basis, and in many circles,
that is what you should be paying attention to when investing in companies its ability to keep those cash flows
coming over the long term at a low risk, which is the intrinsic value of the company in and of itself. But the
complication here is just because a company is profitable doesn't mean obviously it performs well in the
market. And | say obviously in case you're all listening and you're much better investors than | am, and | don't
want to sound like | know more than I'm talking about because the market is its own beast serving emotional
masters that make irrational decisions such as myself. What Harlan needed to do was take those lists of bad
and good governance companies and look at whether he could invest in the good and not invest in the bad and
maybe just maybe make a bit of money. So to do this, Harlan turned to our colleague Chin Hin Wang, who is an
expert on building hypothetical portfolios that could make hypothetical money and analyzing why they
performed how they performed, and she took Harlan's universe of companies and built some portfolios with
them. And here's what she found.

Xinxin Wang (06:42):

So basically to show whether good governance characteristics can translate into performance or not. What
we've done is that we look at the past and we did that by constructing portfolios that has good governance
characteristics in contrast to the ones that have bad governance characteristics. And then we compare the two
portfolios and we see if there's any performance differentiation. That's essentially what we did and the
empirical results that we found is that yes, there is companies with better governance characteristics,
outperform companies that have worse governance characteristics. But of course when we construct a
portfolio, there are other consideration because one of the criticism of ESG or sustainability in general is that
companies with good ESG characteristics may happen to be correlated with sectors size, for example, like big
companies tend to have more money to throw at these type of issues, and as a result, they may have better
characteristics.

(07:58):
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So in order to have more of a pure comparison, if Mike could use that word, we try to control for the other
characteristics that could introduce bias into our analysis essentially. So what we did is that we do regional
justice adjustments, for example, EM versus dm or even within dm, we do North America amea in order to take
out regional biases, we did adjustment for sector. So information technology for example, would not somehow
overweight or introduce bias for other potential sectors out there. We also adjust for size. So we take out the
size element of the companies and we adjust for all of those characteristics, and then we look at the portfolio
after for those characteristics and see if we still see better governance companies outperform. And the result is
yes.

Michael Disabato (09:02):

So if you look at past returns, good governance companies outperform the broader market on a global level,
and that's useful for us to know. Running a company with good governance practices is both profitable and can
be useful as an investment practice. If you look at past returns, past returns are not indicative of future returns,
et cetera, et cetera, et cetera. Now there are some wonky details to that statement. If you build a portfolio
with just using governance, you're going to be overweight some countries in underweight some other
countries. And that is because governance, as Harlan alluded to, is a local creation To demonstrate this Chin hin
built not only a global portfolio, but one that separated out the developed and emerging market companies.
And what was interesting was while the developed market portfolio outperformed the broader market, the
emerging market portfolio did not, and the reason for that was we found due to country exposures, for
example, in the emerging market portfolio, South Africa punched above its weight because a majority of
companies in South Africa have good governance, which is a reflection of the country's local governance
achievements such as the King Fourth Corporate Governance code, which was released in 2016 and further
strengthened what was already content leading governance practices.

(10:17):

But the problem is, is the overall market in South Africa didn't do that well over the period that Chin hin looked
at from 2015 to 2023. Okay, so what does this all mean? What are the takeaways that | should just build a
portfolio with good governance companies and have it be global and then I'm good? Well, yes and no. If you
could somehow in a magical world build a portfolio that could erase all the other factors that control the
market, like how people buy companies that are doing well, making them do even better and sell companies
that are doing poorly, making them do even worse, something we call momentum. If you could get rid of all
that noise, then yes, you could use governance alone to build a portfolio. But since you cannot do that, you
have to operate in the real world. You have to use other factors than just governance. When you're building a
portfolio, governance can be one part of a useful signal. Yes, we tried to prove that with this study, but one
factor cannot guide you. You cannot figure out the market alone. Governance needs to be paired with some
other considerations, and if you could do that well, then you're golden.

(11:27):

And that's it for the week. | want to thank Harlan and HIN for talking to me about the news with a sustainability
twist. | want to thank you so much for listening. If you like what you heard, don't forget to rate and review us
and subscribe wherever you get your podcasts. It really helps. Thanks again and talk to you soon.

Speaker 4 (11:52):

The M-S-C-I-E-S-G Research podcast is provided by MSCI, Inc. Subsidiary M-S-C-I-E-S-G research, LLCA
registered investment advisor on the Investment Advisors Act of 1940. And this recording and data mentioned
herein has not been submitted to nor received approval from the United States Securities and Exchange
Commission or any other regulatory body. The analysis discussed should not be taken as an indication or
guarantee of any future performance analysis, forecast, or prediction. Information contained in this recording
is not for reproduction in whole or in part without prior written permission from M-S-E-I-E-S-G research. None
of the discussion or analysis put forth in this recording constitutes an offer to buy or sell or promotional
recommendation of any security financial instrument or product or trading strategy. Further, none of the
information is intended to constitute investment advice or recommendation to make or refrain from making
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any kind of investment decision and may not be relied on As such, the information provided here is as is, and
the use of the information assumes the entire risk of any use it may make or permits to be made of the
information. Thank you.

About MSCI

MSCI is a leading provider of critical decision support tools and services for the global investment community.
With over 50 years of expertise in research, data and technology, we power better investment decisions by
enabling clients to understand and analyze key drivers of risk and return and confidently build more effective
portfolios. We create industry-leading research-enhanced solutions that clients use to gain insight into and
improve transparency across the investment process. To learn more, please visit www.msci.com.

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries
(collectively, “MSCI”"), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”)
and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission
from MSCI. All rights in the Information are reserved by MSCI and/or its Information Providers.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create
indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other
investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR
IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT
PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES
OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE
INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information
for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or
limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results
from the negligence or willful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past
performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment
and other business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable
instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security,
investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, “Index Linked
Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment
adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. The calculation of
indexes and index returns may deviate from the stated methodology. Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the securities
underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index
performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested
performance results and actual results subsequently achieved by any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly,
constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell,
or hold such security, nor is it considered to be investment advice.
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Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes. More information can
be found in the relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be
found in MSCI Inc.'s company filings on the Investor Relations section of msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Neither MSCI nor any of its products or services
recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI's products or services
are not a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such, provided that applicable products or services from MSCI ESG
Research may constitute investment advice. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received
approval from, the United States Securities and Exchange Commission or any other regulatory body. MSCI ESG and climate ratings, research and data are produced by MSCI ESG Research
LLC, a subsidiary of MSCI Inc. MSCI ESG Indexes, Analytics and Real Estate are products of MSCI Inc. that utilize information from MSCI ESG Research LLC. MSCI Indexes are administered
by MSCI Limited (UK).

Please note that the issuers mentioned in MSCI ESG Research materials sometimes have commercial relationships with MSCI ESG Research and/or MSCI Inc. (collectively, “MSCI”) and that
these relationships create potential conflicts of interest. In some cases, the issuers or their affiliates purchase research or other products or services from one or more MSCI affiliates. In
other cases, MSCI ESG Research rates financial products such as mutual funds or ETFs that are managed by MSCI's clients or their affiliates, or are based on MSCI Inc. Indexes. In addition,
constituents in MSCI Inc. equity indexes include companies that subscribe to MSCI products or services. In some cases, MSCI clients pay fees based in whole or part on the assets they
manage. MSCI ESG Research has taken a number of steps to mitigate potential conflicts of interest and safeguard the integrity and independence of its research and ratings. More information
about these conflict mitigation measures is available in our Form ADV, available at https://adviserinfo.sec.gov/firm/summary/169222.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD and other MSCI brands and product names are the trademarks,
service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other jurisdictions. The Global Industry Classification Standard (GICS) was developed by and is
the exclusive property of MSCI and S&P Global Market Intelligence. “Global Industry Classification Standard (GICS)” is a service mark of MSCI and S&P Global Market Intelligence.

MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal on its own account, provide
execution services for others or manage client accounts. No MSCI ESG Research product or service supports, promotes or is intended to support or promote any such activity. MSCI ESG
Research is an independent provider of ESG data.

Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.com/privacy-pledge.
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