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In this issue we go back to the future.  
We have long argued that truly sustainable companies 
are those that are well positioned for the seismic 
environmental and social change that our world is 
facing. This quarter we look at some of the ways in 
which this change is manifesting in areas such as 
artificial intelligence, the effect of populism and  
ESG in emerging markets. 

Artificial intelligence is one of the most talked about 
topics of the future. We know that disruption is coming, 
but it is likely to be complex in how it plays out – hitting 
societies, industries and companies all in very different 
ways. Definitive answers are hard to come by but an 
important first step for investors is understanding the 
nature and scale of the challenge and identifying which 
sectors will be transformed, all of which is covered in 
this quarter’s research on the subject. 

There are obvious parallels with the digital revolution, 
which has led to the rise of new industries and poses 
significant challenges for others, perhaps none more 
so than retail. We look at the carbon footprint of 
online retail, as ultimately no industry is exempt  
from dealing with the challenges of climate change, 
no matter how new. 

Populism is another change which is well recognised 
but many investors struggle to understand how it will 
impact companies. We have long highlighted the risk 
to global companies with complex supply chains.  
Our most recent work on trade wars quantifies those 
that are most likely to be impacted by rising populism.  

Keeping our focus forward, we know that emerging 
markets (EM) will play an expanding role in 
capital markets as time goes by. Many feel that 
Environmental, Social and Governance (ESG) issues 
don’t matter in these countries or have little impact 
on the companies. Yet our investors have long felt 
that ESG can have a real influence on share price 
performance and the academic evidence supports 
this. Meanwhile stock exchanges and regulators are 
doing all that they can to encourage these markets  
to become fast followers on sustainability. 

We also examine the ethics of short selling. On the  
face of it, an investment strategy specifically designed 
to gain in value when companies fall in value might  
not seem particularly responsible. While it undeniably 
has its more unsavoury side, short selling can also  
help manage risk more effectively and contribute to 
market efficiency. 

Finally we do look to the past and pull out some of the 
themes from the UK AGM season. While engagement 
always makes up the bulk of our stewardship work, 
increasingly we are using our vote to signal where we 
feel concerns on diversity, over-boarding or accounting 
quality are not being addressed. There has been a 
significant focus on remuneration, and where our 
concerns have not been heeded, we have voted against 
the heads of remuneration committees.  In particular 
we have been pushing for alignment with shareholders, 
and with the wider workforce, on areas like pensions. 

Many of these pieces are summaries of longer pieces 
of work. Please do go to our sustainability website if 
you would like to find out more. In addition, look out 
for our 2018 annual review, in which we will be sharing 
our Global Investor Survey, discussing the risks of 
index-based ESG strategies, as well as looking back  
at our engagement activities.

Jessica Ground
Global Head of Stewardship, Schroders

1
Sustainable Investment Report

Q4 2018



 INsight

Trade-war risks:  
What can global supply chains tell us?

Time will tell whether 2018 is remembered as a turning point in the decades-long 
consensus on the benefits of globalisation, or proves a temporary squabble within the 
status quo. Either way, trade wars have been a major theme during 2018, sparking lively 
debate in boardrooms, investor committees and across media channels, and are likely to 
remain so. Amid the political posturing, punditry and alarmist headlines, the economic 
implications are very real and have important implications for investors.

Over the last few months, we have faced media 
warnings like “EU tariffs force Harley-Davidson to 
move some production out of US” or “How tariffs 
factor into GM job, plant cuts”, as well as good news 
stories like “Trump steel tariffs boost profits for 
ArcelorMittal”. Rather than chase headlines and to 
bring more clarity to a confusing picture, we have 
developed a quantitative model to assess the risks 
facing individual companies through rising barriers to 
the flow of goods through their supply chains. 

This analysis helps identify those regional industries 
exposed to the highest risks. For example, our model 
identifies household products and internet retail in the 
US as the industries having the highest supply chain 
exposure to trade war risks. 

Trade tensions escalating
Trade tariffs between the US and China have become one 
of this year’s hot topics. While at the beginning of the 
year a narrow range of goods1 were concerned, the list 
has quickly grown to include various hard commodities 
such as steel, aluminium, coal, oil, as well as foods (pork, 
fruit, etc.). US imports from China affected by higher 
tariffs went from some $30 billion in March to around 
$250 billion in September (Figure 1), equal to 50%2 of all 
Chinese imports into the US in 2017. In response to these 
growing trade challenges, the International Monetary 
Fund (IMF3) recently cut its global growth forecasts by 
0.2% for 2019 (Figure 2). As can be seen in Figure 3, these 
headwinds and the uncertainty created are having an 
impact on corporate planning. 

1 Washing machines and solar panels mainly

2 US Census, Trade goods with China

3 Other organisations, such as the OECD, have also downgraded their 
growth forecasts

Figure 1: China vs. US:  
tariffs (cumulative $billions)

Figure 2: IMF global growth  
rates revisions for 2019:  
Oct vs. July forecasts

Figure 3: Number of US  
companies mentioning  
“trade wars” in their filings

Source: US International Trade Commission, FT, 
based on latest data available as of November 2018.

 
Source: IMF,based on latest data available as of 
November 2018.

Source: AlphaSense, based on latest data available 
as of November 2018. 
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Trade-war risk exposures via supply chains
The rise of globalisation over the past 50 years has 
meant that companies’ value chains have become 
more disaggregated, more geographically diverse and 
more fragile. Business models across many industries 
have been designed around free-flowing global trade, 
the sustainability of which may now be at risk.

We have developed a framework to analyse the risks 
higher trade barriers pose to companies’ supply 
chains. Specifically, we focus on two aspects of risk:

 – The degree of trade tension between each 
company’s headquarter country and the countries 
in which its suppliers are based4

4  We capture this by the number of trades disputes logged by each 
country at the World Trade Organisation 

 – The importance of each company’s supply chain to 
its business model, focusing on supplier costs as a 
share of the total5

Combing those inputs, we assess company-level risk, 
ranging from 0% to 100%. This systematic analysis 
provides our analysts and fund managers a basis upon 
which to assess the risks facing individual companies, 
sectors or portfolios. 

As an example of our analysis, the below identifies 
those industries across the US market that face 
the highest risks due to their supply chain profiles. 
Investors can then crosscheck this information with 
their various portfolio exposures, and further drill-
down into company-level analysis as needed.

5  We define this as: (Cost of Goods Sold Adjusted for Personnel 
Costs) / Sales, and call it Supplier Cost Ratio

Conclusion
Any effort to gauge the risks stemming from as 
politicised and complex a topic as trade negotiations 
is fraught with challenges.  However, recognising 
the uncertainties, a systematic framework to gauge 
exposures is important to help understand the 
potential impacts of the reversal of decades of 
globalisation. Our quantitative model captures those 
dynamics, helping measure, monitor and manage 
those risks, as well as focusing company-level analysis.

Figure 4: US:  top 10 most exposed industries
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Artificial intelligence: How companies can 
prepare for the profound impact of AI

Artificial intelligence (AI) promises social and economic changes on a par with the industrial 
revolution. However, this profound change will be squeezed into a generation rather than  
the several generations over which society was able to adapt to the impacts of the first 
industrial revolution. 

We have barely begun to see the effects of AI and 
while it is impossible to be precise about future 
impacts, we highlight four broad areas of impact which 
we believe will prove particularly important:

 – The potential for huge economic benefits

 – Labour force disruption and social adjustment

 – Concentration of power and regulatory challenges

 – Public institutions and fiscal health

Over time, we expect governments to respond to the 
challenges of AI. This adjustment process is likely to be 
bumpy, as the opportunities brought by AI might ripen 
faster than governments’ ability to address  
their downsides.

The potential for huge economic benefits
The range of consultants and industry experts who 
have explored the topic reach a near-consensus  
that AI will deliver significant economic benefits. 
According to some estimates, we could see an 
additional $16 trillion worth of output from AI alone  
by 2030, helped by significant rises (between 11%  
and 40%) in labour productivity. 

If these numbers play out, the implications will reach 
far beyond niche technology sectors. The McKinsey 
Global Institute predicts 70% of companies will adopt 
at least one form of AI by 2030 and our anecdotal 
discussions suggest the topic has been discussed in 
most boardrooms already. 

Labour force disruption and social adjustment
Technology that is able to form decisions 
autonomously could revolutionise jobs that have relied 
on judgement, knowledge and insight. The result could 
be significant upheaval in the workforce. However the 
issue is less one of permanent job losses and more of 
the need for the labour force to retool with technology 
skills and to adapt to the different roles people will 
play in a newly-networked economy. This will be vital 
to the ability of companies to remain competitive and 
enjoy future success. 

The adoption of AI into the labour force is likely to start 
with incumbents augmenting human experts with AI 
techniques. The balance of decision-making should 
move to the latter over time as their effectiveness is 
proven. Providing the training and support to societies 
to allow them to make that transition smoothly,  
and the safety net to those who cannot do so, will 
be vital to mitigating social unrest. With societies 
becoming increasingly disenfranchised, providing  
that safety net could be the key to protecting the  
role of public institutions.

Concentration of power:  
how companies should respond 
Artificial intelligence is likely to create self-reinforcing 
positions of dominance for incumbent leaders.  
The largest companies accumulate more data, 
providing a competitive advantage. If exploited  
wisely, it will allow them to develop more powerful 
insights and actions, bolstering their scale and 
strengthening their competitive positions. 

For the foreseeable future, technology leaders look 
likely to maintain their dominance, with corporate 
power concentrated in the hands of a few. This risks 
leading to unhealthy monopolistic behaviour in which 
social welfare and consumer or worker interests are 
subordinated to profitability with too few checks or 
balances on their actions. 

This concentration creates headaches for regulators, 
particularly when charged with overseeing intangible 
technology sectors where assets are internationally 
mobile. We expect a growing political focus on 
limiting the potential power of AI leaders. Over time, 
a regulatory response is likely, limiting the scope 
of AI use or requiring information sharing to aid 
competition. A key focus is likely to be on providing 
transparency, so that companies are required to 
explain how algorithmic decisions are reached. 

In our view, it will be increasingly important that 
companies emphasise the benefits their use of data 
and AI can deliver, rather than focusing on their 
control of both as a source of competitive advantage. 
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Protecting public institutions –  
and tax revenues 
Governments are already struggling to grow tax 
revenues sufficiently to cope with the growing 
demands of ageing populations. Income is likely 
to become concentrated in the hands of fewer 
individuals or companies, creating greater challenges 
for governments trying to tax them. The shift toward 
growth in intellectual property-intensive industries 
has also begun to create fiscal difficulties for cash-
strapped governments. Many of these have responded 
through coordinated efforts (in particular through 
the G20) to ensure technology companies (who have 
historically proven adept at minimising tax payments) 
pay taxes in line with their scale. The EU is considering 
introducing a 3% tax on revenues in the sector. 

Looking forward, more revolutionary tax reform 
and greater international cooperation is likely to be 
necessary to address the threat of shortfalls which 
might otherwise undermine governments’ abilities to 
provide the services societies expect. It will be more 
important than ever that companies focus on business 
models that deliver social benefits and profitability, 
without relying on aggressive tax strategies to  
support earnings. 

The formula for AI success
Drawing concrete conclusions on the impact of 
artificial intelligence, which remains in the infancy  
of its potential impacts, can only be conjecture.  
As scrutiny grows, we believe the companies that  
are most likely to succeed are those that:

 – Plan for structural retooling of their workforces

 – Build competitive advantage through their use  
of data and AI to deliver social benefits which 
sustain their license to operate, rather than 
commercial applications which cannot  
demonstrate their public value

 – Avoid aggressive and unsustainable tax strategies 
or regulatory boundary-pushing that could unravel 
as fiscal intervention toughens

Social challenges are unavoidable and we expect 
governments and regulators to become increasingly 
focused on action to address the resulting difficulties. 
That political response will help sift companies that 
have prepared for those challenges from those which 
have not. 
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Are short sellers ethical?
It’s a few of the practitioners, rather than the practice, of short selling that can  
be unethical.

On the face of it, an investment strategy specifically 
designed to gain in value when companies fall in value 
might not seem particularly responsible. So-called 
“short selling” is often associated with lurid headlines 
predicting corporate failure, market abuse and 
policymakers’ concerns that the practice undermines 
financial markets. However, a look past the headlines 
reveals a more complex reality.

While it undeniably has its more unsavoury side, short 
selling can also help manage risk more effectively 
and contribute to market efficiency. Its reputation is 
unfairly tarnished by the actions of a few cowboys.

What is short selling?
So, cutting through the jargon, what do we actually 
mean by short selling? In practical terms, it involves 
borrowing a stock from an investor then immediately 
selling it, in the hope that its price will fall and it can be 
bought back later at a cheaper price. A profit is realised 
based on the price decline. At that stage it is returned 
to the original shareholder, who receives a fee for their 
troubles.

The borrowing involved in this strategy introduces 
some additional risks (and costs) compared with 
traditional stock market investing. One implication 
is that positions tend to only be put in place for 
relatively short time horizons. Another way to profit 
from declines is through derivatives known as futures, 
although these are more commonly used at the overall 
stock market level than for individual stocks. A so-
called “short futures” position will deliver a return if a 
stock market falls and a loss if it rises.

There are no blanket answers to questions of the 
ethics of short selling. In our view, the pertinent 
question is less whether short selling is ethical and 
more how investors behave, whether in expectation of 
price rises or falls.

Short selling does not directly undermine the health of 
a company any more than buying its shares improves 
its fundamentals. Companies are not deprived of 
funds when investors sell shares nor do they become 
financially stronger when investors buy shares in 
public markets.

Ethical questions arise when investors take additional 
steps to influence companies’ financial health and 
value after they have bought or sold shares. To assess 
the ethics of short selling, we therefore need to 
consider the actions of different short sellers rather 
than short selling as a principle. In general, those 
actions reflect their motivations, which can be broadly 
split into four categories:

Stock picking on steroids
Traditional so-called long-only investors in the stock 
market try to identify undervalued stocks, in the 
expectation that their value will converge on some 
estimate of fair value. If they don’t like a company they 
can hold less of it than the benchmark allocation (an 
underweight position) or not hold any at all.

The stock picker on steroids is no different but they 
search for overvalued stocks or stocks which are 
facing structural headwinds that are not yet fully 
reflected in the price. “Shorting” these companies 
is a more direct way to position for their anticipated 
fall in value towards more reasonable levels than 
would be possible in a long-only portfolio. This can 
either be done on a stand-alone basis or by taking a 
long position in (buying) those companies that are 
expected to do well and a short position in those that 
are expected to struggle. It’s like the value style of 
investing but with extra bells on top.

Stock pickers on steroids also help to bring market 
prices into balance, so contribute to overall market 
efficiency. This beneficial impact is one reason why the 
index provider MSCI requires short selling be possible 
before it will consider a market for inclusion in its 
developed market benchmarks.

An area of emerging interest is funds with a 
sustainability focus which short stocks. Some investors 
prefer to exclude certain sectors from their portfolios 
such as tobacco stocks, oil and gas companies, 
and weapons manufacturers. However, a more 
extreme approach would be to take an outright short 
position in these sectors, or in companies with poor 
(or deteriorating) sustainability credentials more 
generally.

To manage risk, shares in companies or sectors with 
more favourable (or improving) characteristics could 
be bought. That would send a very strong signal to 
the management of the companies being shorted and 
would earn a profit if their share prices fell relative to 
those with better (or improving) credentials.
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The activist shorter
The activist shorter takes a more extreme approach 
than the stock picker on steroids. Rather than 
assuming that the market will eventually price 
companies fairly, they seek to force the issue.

They often try to maximise publicity on their reasons 
for believing a company is overvalued. By generating 
negative coverage they can force a company’s 
share price down, which can affect the terms that a 
business can get from its creditors, which can push 
the company into further difficulty. On one level, this 
can be applauded. The forensic analysis conducted 
by some short sellers can unearth previously 
underappreciated issues (accounting irregularities are 
a common target) and in making these public, they 
can force management to deal with them.

However, the more extreme activist shorters are the 
ones that give the practice a bad name. Some have 
been guilty of spreading unfounded and malicious 
rumours in the press, a consequence of which is 
that they can earn a profit on their trade but push 
otherwise healthy companies into financial difficulties. 
Even if these companies manage to prove the 
accusations false, the short seller may be long gone by 
that stage, having booked a profit on their trade and 
left a trail of devastation in their wake.

The concerns are comparable to investors buying 
long positions in shares before attempting to boost 
the value of their holdings by spreading dubious 
suggestions of coming positive news.

Before investing in strategies which take a more 
activist approach to shorting, investors should ensure 
they understand the process and tactics that are likely 
to be employed and, to the extent it is possible, the 
integrity and ethics of the fund manager.

The risk manager
These people use shorting to control risk in their 
portfolios and express their views on particular stocks 
in as pure a way as possible. Let’s say an investor 
wants to express a positive view on a particular stock 
relative to the market. One way to do this would be to 
buy the stock. However, then, if the market falls, that 
stock could fall too. If it falls by less than the market 
the original thesis would be proven correct but that 
would have been somewhat irrelevant as it would have 
been swamped by the decline in the broader market.

One way to avoid this is to buy the stock while also 
taking out a short futures position on the market. Then 
the return would be the difference in return for the 
individual stock and the market. In our example above, 
the trade could yield a profit, even in a declining equity 
market. Shorting allows a cleaner expression of a view 
on a particular stock or sector while also reducing 
volatility and risk of loss. The approach does not affect 
the health of individual companies, is typically low 
profile and doesn’t raise ethical concerns in our view.

The emotionally-detached trend follower
The trend follower seeks to profit from trends 
in markets; buying when markets are rising and 
shorting when they are falling. CTAs (Commodity 
Trading Advisors, although the name is a misnomer 
as although they were once focused on commodities, 
they now cover a much wider range of asset classes 
and currencies) or managed futures are other names 
for these types of investment strategy.

These strategies are normally highly quantitative and 
systematic in nature, powered by powerful computer 
algorithms. Their emotionally detached nature means 
they cannot be accused of attempting to drive down 
prices. It is all about maths.

An unfair reputation?
In summary, it could be argued short selling has  
an unfairly bad reputation. Rather than avoiding the 
practice, investors, especially those who are more 
ethically minded, may wish to ensure they understand 
its potential uses in a strategy and how its practitioners 
intend to behave. It can bring about significant benefits, 
both to investment performance and standards of 
corporate governance. Although some short sellers  
are unethical, short selling itself is not. 

The value of investments and the income from them 
may go down as well as up and investors may not get 
back the amounts originally invested.
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Proxy voting: 2018 in review

We take a look back at the 2018 proxy season, highlighting some of the key industry 
trends and how we have effected change to bring about better outcomes for investors. 

Pay: aligning pay structures with performance
Expectations of big changes to executive remuneration 
were high coming into the 2018 proxy season. We’d 
spent the year engaging with companies to ensure 
pay outcomes aligned with company performance. We 
embraced discussions on restricted share structures 
where management are awarded a set amount of 
shares for a reduction in overall quantum. However, 
by the end of the season, nearly all UK companies 
continued with a traditional bonus and long-term 
incentive structure. 

There were exceptions to this rule however. Weir 
Group managed to get a 92% approval for their 
change to a restricted share plan. It reduced the 
amount payable to executives by 50% for the 
guaranteed nature of the award. Top management 
are also now required to hold 400% of their salary in 
shares to align their decisions with shareholders. From 
our perspective, this is a highly favourable outcome; 
we have been engaging with the company over the 
past two years to help shape this proposal. 

Another example of the positive effects of our 
engagement was the work we did with NEX Group 
Plc. The company contacted us in May 2018 to discuss 
plans to pay its group CFO a one-off exceptional award 
of £2 million as a reward for her work on the recent 
acquisition by CME Group Inc. We felt the current 
contract was already extremely competitive and in our 
attempts to reduce executive pay, we generally vote 
against payments outside of contractual rewards.  
We were pleased to see the company react positively 
to this engagement and it dropped the proposal 
before its AGM.

Shareholders demand more accountability
Elsewhere, we are seeing signs that shareholders are 
holding boards more accountable regarding excessive 
remuneration. For example, Safestore received a 
48% vote against its remuneration report. We felt the 
potential quantum was too high, with a significant 
reward opportunity of £14 million of shares for its 
CEO and CFO. At its 2017 AGM the company was 
forced to pull its pay resolution as shareholders were 
not supportive of a similar pay structure; it narrowly 
passed at a follow-up extraordinary general meeting 
(EGM). We had voted against at both meetings.

We are seeing a similar trend across the UK investment 
industry. The Investment Association, a trade body 
which represents UK investment managers and of 
which we are a member, has created a shareholder 
register which lists all FTSE All-Share companies which 
received 20% or more votes against management 
at a recent general meeting. Recent data shows 
that 40 companies were added to the register on 
remuneration issues in 2018, up 14% from 2017. 
Currently there are 54 companies on the register for 
pay issues and 28 have appeared for two years in a 
row for the same resolution.

In terms of our own voting practices, we specifically 
vote against remuneration committee chairs where 
they have not responded accordingly to large votes 
against them or when engagements have raised 
concerns. Safestore and Playtech’s remuneration 
committee chairs both received votes against them 
well in excess of 40%. This was after consecutive  
large votes against pay and minimal changes to  
future plans.

We will also vote against remuneration practices 
that we do not believe are in the best interests of the 
shareholders. For example, WPP Plc’s now former CEO, 
Martin Sorrell, left the company in April 2018 following 
an investigation into alleged personal misconduct. Due 
to a legacy contract issue, he was regarded as a good 
leaver and walked away with his full contractual award. 
We voted against the remuneration report and head of 
remuneration, Sir John Hood, to show our displeasure 
with these practices. 

Sustainable Investment Report
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Boards: time commitment 
Another area scrutinised this year has been the time 
commitment of board members. If an individual 
is chairman of a FTSE 100 company, do they really 
have time to hold multiple non-executive seats? We 
regularly analyse these roles and will vote against 
individuals who are too stretched. Two chairmen 
who fall into this category are Nigel Rudd and Scott 
Forbes, the chairmen of Meggitt Plc and Rightmove Plc 
respectively. Both chair more than three boards and 
both received over 30% votes against them this year 
on this issue. 

Board composition: the importance of diversity
Shareholders also voted against Sports Direct 
chairman Keith Hellawell, who has twice needed the 
company’s chief executive and majority shareholder 
Mike Ashley’s voting power to survive shareholder 
votes over his 10-year tenure. Investors have been 
concerned about poor labour practices which needed 
increased transparency, a board which did not comply 
with minimum governance practices and a lack of 
female directors. These are issues on which we have 
been engaging with the company and were pleased to 
see that on the eve of the 2018 AGM, it was announced 
Mr Hellawell will step down with effect from the 
conclusion of the AGM. Nicola Frampton will join as a 
non-executive director.

The issue of a lack of female representation is 
something we have been actively engaging with 
investee companies on for a long period of time. This 
year, we sent a letter to all boards which failed to 
have female representation. The letter detailed our 
expectations and that if changes are not forthcoming 
we will be voting against nomination committees.

A new governance code
Looking ahead to 2019, further changes will be at 
the forefront of engagement. A new UK Corporate 
Governance Code was released by the Financial 
Reporting Council in July and it places a greater 
emphasis on board quality and the relationship with 
wider stakeholders. Companies that receive over 
20% votes against management will now need to 
publish explanations when announcing results. Boards 
need to engage with the workforce via an appointed 
individual and remuneration committees need to take 
the workforce’s pay into consideration when devising 
executive pay. The 9-year rule (which implies a board 
member loses their independence after a long period 
of service) has been relaxed, but annual reports need 
to describe the company’s work on board evaluations, 
its policy on diversity, succession and gender balance 
in senior management.

With a continued willingness for investors to vote 
against remuneration and directors, this added 
disclosure and emphasis on the greater workforce will 
force companies to listen even more.
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ESG and emerging markets investing

Despite increasing attention on the 
importance of ESG considerations, 
ESG investing continues to be less 
prevalent in emerging markets (EM) 
and the bulk of ESG assets, as well as 
the majority of growth in ESG assets, 
remains in developed markets. We take 
a look at some of the common questions 
surrounding ESG investing in EM.

A study by the Global Sustainable Investment Alliance 
estimates that global ESG assets increased by 25% 
between 2014 and 2016. A continuation of this trend 
is supported by Schroders’ Global Investor Study 
2017 which found that 78% of participants felt that 
sustainable investing is more important to them now 
than it was five years ago.

With increasing attention on the importance of ESG 
considerations and growing public interest in this 
area, we take a look at some of the common questions 
surrounding ESG investing in EM.

1. Does ESG matter in Emerging Markets?

Studies point to ESG investing having a particularly 
positive impact on returns in EM.
Much empirical work has concluded that ESG investing 
is likely to have a positive impact on returns. The 
following chart, taken from a meta-analysis which 
combined results from more than 2,200 unique 
primary studies released since the 1970s, shows 
that across all regions, the majority found a positive 
ESG impact on corporate financial performance. 
Furthermore, the chart illustrates an even stronger 
positive impact on corporate financial performance 
from ESG investing in EM versus developed markets.

As well as potentially boosting performance, 
incorporating ESG investing can also play a role in 
reducing portfolio risk. EM have tended to exhibit 
greater volatility than developed markets. Less 
stringent regulation, rapidly changing demographics 
and evolving policy environments can add to the 
uncertainty for EM investors. These issues are less 
likely to impact better managed, more sustainably  
run companies. 

Figure 5: ESG-CFP* relation in various regions (vote-count studies samples), n=402 net studies 
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Source: Gunnar Friede, Timo Busch and Alexander Bassen (2015) ESG and financial performance: aggregated evidence from more than 2000 
empirical studies, Journal of Sustainable Finance and Investment, 5:4, 210-233, DOI: 10.1080/20430795.2015.1118917. Only ex-portfolios data is 
shown above. *Corporate Financial Performance (CFP) measures were defined as accounting-based performance, market-based performance, 
operational performance, perceptual performance, growth metrics and risk measures.
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2. Do EM policymakers and companies even care 
about sustainability? If not, then should we?
Policies and practices within EM are improving. At the 
country level, reforms have been moving in the right 
direction in recent years. Urbanisation, pollution, water 
stress and climate change are just some of the factors 
which are increasing the pressure on policymakers to 
commit to addressing environmental concerns. China 
and India are leading the way, with China aiming to 
position itself as a leader in the global push to target 
climate change. President Xi used his party’s 2017 
National Congress to emphasise efforts including 
the reduction of energy consumption, development 
of alternative energy sources and the strengthening 
of environmental laws and regulations. This comes 
in sharp contrast to the US’ announcement of its 
withdrawal from the Paris Agreement. 

Some stock exchanges are also promoting more 
sustainable behaviour by introducing environmental, 
social and governance reporting standards, notably  
in South Africa and Brazil.

Additionally, local standards for EM investors are 
also getting tougher, as evidenced by the recent 
introduction of stewardship codes in several countries, 
as listed below.

Globalisation and modern technology further bolster  
a convergence in global ESG standards.

3. Is ESG data available for EM?
There remains a lack of universally accepted reporting 
standards. Historically, disclosure has been much 
weaker in EM and a lack of transparency has made it 
difficult for investors in some EM to accurately assess 
ESG concerns. 

In recent years, policy changes and listing requirements 
have promoted improvements in transparency in EM. 
Furthermore, stock exchanges are playing their part 
in encouraging clearer reporting and disclosures and 
providing corporate governance recommendations. 
Many EM stock exchanges have increased their listing 
requirements and, in recent years, several EM stock 
exchanges have joined the United Nations’ Sustainable 
Stock Exchange (SSE) initiative, which provides 
guidance on governance reporting as well  
as environmental and social disclosures.

ESG coverage in EM by research houses and ratings 
providers is also growing. This can make ESG investing 
in EM more accessible, although we believe that a more 
nuanced analysis is required to paint the full picture.

4. When it comes to ESG in EM, is it only worth 
looking at governance?
While governance concerns can sometimes be 
easier to identify and more commonly understood, 
environmental and social considerations often require 
deeper analysis. This creates an opportunity for active 
managers with the resources to undertake thorough 
research and analysis, including engagement with 
company management, to select those companies 
with the most sustainable business models.

Furthermore, conventional metrics of governance 
quality may be insufficient when looking at EM 
companies. Local market structure and cultural issues 
need to be taken into account. 

5. Can engagement make a difference in EM?
The typically reduced disclosure by EM companies 
makes engagement all the more crucial. 

Engagement also provides investors an opportunity 
to support and encourage sustainable growth, where 
laws and regulations may not yet be in place to do so.

In summary
EM represents a heterogeneous set of markets. 
This makes it a complex and large opportunity set. 
The increasing availability of quantitative screens 
and indices is making ESG investing progressively 
accessible and raising awareness of the importance 
of incorporating such considerations into investment 
decisions. We believe that understanding how ESG 
issues may impact these markets and the relevant 
companies is vital and that detailed, fundamental 
analysis is required to develop a true insight and be 
able to apply it appropriately.

Engagement with companies and governments, 
thorough due diligence, a consideration of 
investments on a case by case basis and participation 
in industry groups are just some of the ways that 
investors in EM are able to positively influence the 
direction of growth for some of the fastest developing 
markets in the world.
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Company E S G

Consumer Discretionary

Burberry Group ✔

Dometic Group AB ✔

Husqvarna AB ✔ ✔

Nien Made Enterprise ✔ ✔

Nike ✔ ✔

PERSIMMON ✔

SUBARU CORP ✔

Consumer Staples

Danone ✔ ✔ ✔

INDOFOOD CBP SUKSES MAKMUR ✔

Nestle SA ✔

Unilever PLC ✔

Walgreens Boots Alliance Inc ✔

Energy

Lundin Petroleum ✔

Financials

Bank of China (HK) ✔

BBVA ✔

Grainger PLC ✔

HDFC Bank ✔

Kerry Properties Limited ✔

Legal & General Group plc ✔

LINK REIT NPV ✔ ✔

Swiss Re AG ✔

TIER REIT Inc ✔

Unite Group ✔

Company E S G

Health Care

Apollo Hospitals Enterprise Ltd ✔ ✔ ✔

AstraZeneca PLC ✔

ESSILOR INTL ✔

GlaxoSmithKline ✔

Lonza Group AG ✔

Novartis AG ✔

Industrials

AIA Engineering Ltd ✔

AICA KOGYO CO LTD ✔

AP Moller-Maersk ✔

Aumann AG ✔

BAe Systems ✔

Bodycote ✔

GEA GROUP AG ✔

HOPEWELL HLDGS ✔

Kingspan Group ✔ ✔ ✔

Legrand ✔ ✔

Northgate plc ✔

Smiths Group ✔

VAT Group AG ✔

WARTSILA OYJ ABP ✔

Information Technology

Alphabet Inc ✔ ✔

Blancco Technology Group PLC ✔

BluGlass Ltd ✔

Computershare Ltd ✔

Fourth quarter 2018
Total company engagement
Our ESG team had 171 engagements this quarter with the 59 
companies listed below, on a broad range of topics categorised 
under “environmental”, “social” and “governance”. They included 
one-to-one meetings, joint investor meetings, conferences, 
teleconferences and written correspondence.  

Source: Schroders as at 31 December 2018.
The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
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Company E S G

MasterCard ✔ ✔

Reply SpA ✔

Universal Display Corporation ✔ ✔

Materials

BHP Billiton plc ✔ ✔

Cemex Holdings Philippines Inc ✔ ✔

Vale SA ✔ ✔

Zotefoams ✔

Telecoms

BT Group plc ✔

Utilities

Centrica plc ✔

EDF ✔

Eni SpA ✔

Ormat Technologies, Inc. ✔

Key
E – Environment  
S – Social 
G – Governance

Source: Schroders as at 31 December 2018.
The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.

Fourth quarter 2018
Total company engagement
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Engagement type Engagement by sector 

Regional engagement 

29
16

80

31

6

9

One to one call One to one meeting

Group meeting

Email

Group call

4%

9%

3%
8%

76%

MaterialsEnergy
Telecommunication Services

Health Care Utilities

Information TechnologyConsumer Staples
Consumer Discretionary

Financials

Industrials

21%

13%

9%

4%

17%

10%

2%
3%

10%

11%

Source: Schroders as at 31 December 2018.

UK  29

North America  16

Asia Pacific  80

Europe (ex-UK)  31

Middle East and Africa 6

Latin America 9

Source: Schroders as at 31 December 2018.

Fourth quarter 2018
Engagement in numbers

Source: Schroders as at 31 December 2018.
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Direction of votes this quarter Reasons for votes against this quarter 

Company meetings voted 

18.7%

12.3%

43.2%

12.1%

9.9%

3.9%

For Against

85%

15%
25%

Director Related
Routine Business Reorganisation & Mergers

Other
Anti-takeover

Remuneration
Shareholder Proposals

Allocation of Capital

10%

7%

13%

31%

12%

0%2%

UK 19%

Europe (ex-UK) 12%

North America 12%

Asia Pacific 43%

Middle East and Africa 10%

Latin America 4%

Source: Schroders as at 31 December 2018.

Source: Schroders as at 31 December 2018.

Source: Schroders as at 31 December 2018.

We believe we have a responsibility to exercise our voting rights. 
We therefore evaluate voting issues on our investments and vote 
on them in line with our fiduciary responsibilities to clients. We 
vote on all resolutions unless we are restricted from doing so 
(e.g. as a result of shareblocking, a practice whereby restrictions 
are placed on the trading of shares which are to be voted upon 
prior to an annual general meeting). 

This quarter we voted on 719 meetings and approximately 
99.67% of all our holdings. We voted on 12 ESG-related 
shareholder resolutions, voting with management on 7.  

The charts below provide a breakdown of our voting activity  
from this quarter.

Fourth quarter 2018
Shareholder voting
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Fourth quarter 2018

Engagement progress 

This section reviews any progress on suggestions for change we made a year ago, in this case the 
fourth quarter of 2017.  There are four possible results: “Achieved”, “Almost”, “Some Change” and  
“No Change”. Of a total number of 65 “change facilitation” requests made, we recorded 13 as 
Achieved, 7 as Almost, 17 as Some Change and 28 as No Change. 

The chart below shows the effectiveness of our engagement over a five-year period. We recognise 
that any changes we have requested will take time to be implemented into a company’s business 
process. We therefore usually review requests for change 12 months after they have been made, 
and also review progress at a later date. This explains why there is a higher number of engagement 
successes from previous years. 

Engagement 
progress 44%

Achieved Almost Some Change No Change 

19%

11%

27%

Effectiveness of requests for change - 5 year period 

0

20

40

60

80

100
%

2014 2015 2016 2017 2018

Some Change No Further Change RequiredNo ChangeAlmostAchieved

Source: Schroders as at 31 December 2018
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Important Information: The views and opinions contained herein are those of 
the Sustainable Investment team, and may not necessarily represent views 
expressed or reflected in other Schroders communications, strategies or funds. 
This material is intended to be for information purposes only. The material is not 
intended as an offer or solicitation for the purchase or sale of any financial instrument. 
The material is not intended to provide and should not be relied on for accounting, 
legal or tax advice, or investment recommendations. Reliance should not be placed on 
the views and information in this document when taking individual investment and/
or strategic decisions. Past performance is not a guide to future performance and 
may not be repeated. The value of investments and the income from them may go 
down as well as up and investors may not get back the amounts originally invested. All 
investments involve risks including the risk of possible loss of principal. Information 
herein is believed to be reliable but Schroders does not warrant its completeness 
or accuracy. Some information quoted was obtained from external sources we 
consider to be reliable. No responsibility can be accepted for errors of fact obtained 

from third parties, and this data may change with market conditions. This does not 
exclude any duty or liability that Schroders has to its customers under any regulatory 
system. Regions/sectors shown for illustrative purposes only and should not be 
viewed as a recommendation to buy/sell. The opinions in this document include some 
forecasted views. We believe we are basing our expectations and beliefs on reasonable 
assumptions within the bounds of what we currently know. However, there is no 
guarantee than any forecasts or opinions will be realised. These views and opinions 
may change. To the extent that you are in North America, this content is issued by 
Schroder Investment Management North America Inc., an indirect wholly owned 
subsidiary of Schroders plc and SEC registered adviser providing asset management 
products and services to clients in the US and Canada. For all other users, this content 
is issued by Schroder Investment Management Limited, 1 London Wall Place, London, 
EC2Y 5AU. Registered No. 1893220 England. Authorised and regulated by the Financial 
Conduct Authority. For your security, communications may be taped or monitored. 
CS00943.

Schroder Investment Management Limited
1 London Wall Place, London EC2Y 5AU, United Kingdom
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