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ESG Investing
FOREWORD
There has been a slow but steady trend emerging among financial services:
An ESG investing approach where investors seek long-term competitive returns while simultaneously
creating positive societal impact.
Until now, for the LGPS being a “socially responsible” investor meant avoiding investments in companies
whose products or services were “unethical.” This includes companies that produced alcohol or tobacco,
advocated gambling, manufactured weapons or burned fossil fuels and harmed the environment. Continuing
with this trend, investment managers now proactively screen for a wide range of ESG factors for potential
long-term advantages. With almost 80 percent of institutional investors incorporating ESG factors into their
decision-making, “socially responsible” investors increasingly seek opportunities that contribute positively to
society to generate sustainable and financial value. Given this spike in interest and demand, we hope this
report assists LGPS officers about key ESG investing topics today.
ESG investing key benefits:
Investors aim to achieve positive impact through corporate engagement with an emphasis on community,
sustainability and workplace diversity. Therefore, ESG investing means different things to different people.
However, a common thread is investors using a portion of their investments to provide future portfolio
growth and to support issues, causes and practices that may lead to a better society.
The future of ESG investing:
More investors are understanding that the ways we spend and invest can influence the fabric and
consciousness of society. As society embraces ESG investing, it has the potential to become mainstream
and an essential part of investor portfolios.
All in all, ESG investing has a bright future among investors. There are several seasoned approaches to
implementing this into portfolios – as a core part of an overall portfolio or a specifically focused allocation.
LA Forum provide LGPS fund officers, board members and trustees bespoke educational publications and
seminars.
As the duties and responsibilities placed upon public sector officers become more diverse, our strategy is to
continue working closely with the LGPS officers to meet their particular training requirements. Depending
on the feedback from our publications a more bespoke training agenda can be arranged for interested
parties. LA Forum will deliver a tailored service for both attendees and presenters. Venues, catering and
accommodation will support this end to end service.

INFRASTRUCTURE DEBT SPECIALISTS
Westbourne Capital is a specialist investment manager solely focused on investing in infrastructure debt globally on behalf of
institutional clients. Our executives have been pioneers of the infrastructure debt asset class investing on behalf of institutional
clients since 1999 across the full range of debt products including senior and subordinated ﬁnancing.
We oﬀer clients bespoke investment structures designed to meet speciﬁc objectives and pride ourselves on our strong alignment
and track record of delivering attractive outcomes for our partners.

Contact details
For more information, please contact Tim Floyd or Li-Yu Loh.
Tim Floyd
Investment Director
T: +44 203 713 7420
E: tim.floyd@westbournecapital.com.au

Li-Yu Loh
Head of Client Relationships
T: +61 3 9660 6900
E: li-yu.loh@westbournecapital.com.au

This document has been prepared by Westbourne Credit Management Limited ACN 131 843 144 AFSL No. 328515. No representation or warranty express or implied is made as to the accuracy, reliability or completeness
of the information, opinions or conclusions contained in this document. All information provided in this document is current as at the date of this document. The information contained in this document is for general
information purposes only. This document is not ﬁnancial advice, nor is it an oﬀer or invitation for the issue or subscript ion of, or commitment to, ﬁnancial products. This document has been prepared without taking
into account the particular investment objectives, ﬁnancial situation or needs of the investor. Prior to making an investmen t decision the prospective investor should read the relevant disclosure document or
information memorandum in full and consider whether an investment is appropriate to their particular investment objectives, f inancial situation or needs. You should seek professional ﬁnancial and taxation advice if
necessary. Past performance is not a reliable indicator of future performance. Westbourne Credit Management Limited, Westbourne Capital Pty Ltd ACN 131 823 357 and its related bodies corporate, directors, agents,
employees or agents do not guarantee the performance of any investments, any particular rate of income or the return of capital invested. These written materials are not an oﬀer of securities for sale in the United
States or any other place.

The Road to Sustainable Urban Logistics
A 2017 UPS/GreenBiz Research Study

A Problem of Increased E-Commerce,
Urbanization and Congestion

Business in the Urban Environment

95%

OF COMPANIES SURVEYED
RECOGNIZE THEIR BUSINESS
CHALLENGES IN GROWING CITIES.
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Collaboration is Key

65% 64%
Lack of critical
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Lack of
investment in
innovative solutions
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Lack of leadership
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Governance
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THE SOLUTION LIES IN CONVENING A DIVERSE SET
OF STAKEHOLDERS.
“Which stakeholders
should be engaged to
address congestion
and other mobilityrelated issues in
urban environments?”

98%

Public transit
officials

93%

Business owners
operating in
the city

78% 76%
City Chief
Resilience
Officers

Meeting city
requirements for
emission levels
Deliveries affected by
city transportation
regulations
Deliveries to
residential customers

The Way Forward

THE BIGGEST BARRIERS TO
MORE EFFICIENT AND
SUSTAINABLE URBAN LOGISTICS.

Insufficient
collaboration
across sectors

Deliveries to retail
locations

86%

81%

Logistic delivery
Residents
services (UPS, etc.)

73% 16%

Personal mobility Citizen advocates
providers (e.g.,
taxis, Uber/Lyft, etc.)

BUSINESSES’ ROLE WILL
BE KEY TO CREATING A
MORE SUSTAINABLE
URBAN ENVIRONMENT.

72% 63% 7%
Businesses should
work closely with city
officials in identifying
and addressing urban
environmential and
social challenges

Businesses should
take a proactive role
in identifying and
addressing urban
environmental and
social challenges

Businesses should be
responsible for their
own opperations
and impact, but have
no responsibility
beyond that

Other

Online survey conducted by GreenBiz June 2017 | 612 responses from the GreenBiz Intelligence Panel
See the full research findings at ups.com/sustainability
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GROWING A CULTURE OF
SOCIAL IMPACT INVESTING
IN THE UK

EXECUTIVE SUMMARY
In 2016, the UK government set up an independent
advisory group to answer an important question:
How can the providers of savings, pensions and
investments engage with individuals to enable them to
support more easily the things they care about through
their savings and investment choices?

The reason for the question was that the UK had long
been a leader in social impact investing, but individuals
who wanted to make impact part of their personal
savings and investment choice still found it hard to
do so. The advisory group was asked to look into the
reasons for that failure and recommend potential
solutions.
The UK has been a pioneer in social impact investing.
The Treasury first established a taskforce to investigate
how entrepreneurship could be applied to combine
financial and social returns in 2000. The UK again took
the initiative in 2012 and 2013, launching Big Society
Capital, a wholesale social investment institution, to
grow the market and then establishing a Social Impact
Taskforce and National Advisory Board during its
presidency of the G8, helping take the idea global. In
2015 this led, among other things, to the Social Impact
Taskforce being expanded into the Global Impact
Investment Steering Group of 13 member states plus
the EU.
The establishment of Big Society Capital and the
National Advisory Board on Impact Investing were bold
innovations that have been admired and sometimes
replicated in other parts of the world. Yet closer to
home, the UK is now failing to keep pace in enabling

individuals to make social impact investments, despite
the availability of exceptional skills, competence and
the entrepreneurial drive to build on an impressive track
record of innovation.
The risk is not due to a lack of demand. Younger savers
in particular often see positive social outcomes as a
key element in their investment decisions, and rising
interest from that group is beginning to be reflected in
the wider investment community. However, products
that embed social impact investing are scarce, with
the consequence that they are not at the forefront
of financial adviser or pension trustee thinking when
investment allocation decisions are made.
Reasons for a lack of investable products include the
fact that social impact investment opportunities can
be difficult to identify and crystallize; many are early
stage, implying material credit and liquidity risk. In
addition, there is sometimes a challenge in explaining
social impact intentions to investors who think more
in financial terms. Consistent measurement of track
record and non-financial returns are still a work
in progress.
Perhaps not surprisingly given those challenges, there
is also some investor inertia, with enthusiasm for social

impact investing yet to be reflected fully in volumes.
A recent survey of 1,800 individuals in the UK revealed
that 56% had at least a moderate interest
in impact investing, but only 9% had already invested.1
Having looked into the reasons why the UK is not
fulfilling its potential for social impact investing,
the advisory group has concluded that none are
insurmountable. In fact, there is a real opportunity to
build on a history of social impact innovations in the
UK and contribute actively to global sector leadership.

For the purposes of this report it is:

Investment in the shares or loan capital of
companies and enterprises that not only measure
and report their wider impact on society — but
also hold themselves accountable for delivering
and increasing positive impact.
The enterprises themselves may either directly focus on
social impact or take social impact into account as part
of the way they do business.

Achieving these aims will require a sustained
commitment to creating a culture of social impact
investment and savings across UK financial services,
its regulatory and supervisory institutions and in
government.

The report’s definition is designed to be a broad church,
focused on inclusivity rather than an approach that
may exclude organisations that don’t regard social
impact as a primary objective but have an impact in the
way they run their businesses.

In asking for the advisory group to be set up,
government has catalysed renewed interest across
financial sector leadership. This has included many
people previously not directly engaged who now wish
to contribute to enabling individuals to invest and save
knowing that they are doing good.

A broader definition also reflects the need to improve
the contribution of finance to sustainable and inclusive
growth, including the ability to fund society’s longerterm needs in infrastructure and innovation. Further,
it will contribute to better asset pricing (and financial
stability) by improving the analysis and management
of material non-financial risks to value creation, as
highlighted by a recent European Commission report.2

Combining this sector determination with that of
leaders in social impact around a focused set of actions
will provide a unique opportunity to accelerate the
changes required to meet growing demand.

The growth of social impact investing
Social impact investing offers financial exposure
to the many organisations that carry out socially
valuable activities, from providing clean water to
fighting poverty and encouraging healthier lifestyles.
Its emergence echoes the trajectory of a better-known
counterpart, focused on environmental, social and
governance investing (ESG). That market has seen
billions of dollars of inflows in recent years, reflecting
changing attitudes across society. For social impact
investing to be set along the same path, appealing to
a broadening range of investors and savers, the market
must address some tough challenges, including the
need to cement its unique identity and develop a set
of tools to support growth, educate consumers and
raise awareness.
An early task for the advisory group was to find a
commonly accepted definition of social impact
investing, which remains a matter of some debate.

1
2

Recommendations
Today the UK stands at a critical point in the
development of social impact investing. There are
strong foundations in place, including deepening
investor demand and a growing social impact
environment, strongly supported by the government.
Financial market participants are also eager to do more,
and the UK’s strong record on environmental initiatives
and corporate governance and reporting augurs well for
the development of standards over the coming years.
This report identifies a comprehensive range of
recommendations for the short, medium and longerterm. There is no ‘silver bullet’, but the areas prioritised
are practical, achievable and will accumulate, helping
to maintain the UK’s role as a leader in social impact
investing and delivering a choice of quality products
to individuals.
The recommendations embrace the full spectrum of
social impact investment approaches, reflecting the
belief that investment professionals will continue
to develop their ability to measure non-financial
outcomes, creating opportunities across the full
spectrum of social impact enterprises.

The Value of Being Human: A Behavioural Framework for Impact Investing and Philanthropy, Barclays, 2015.
Financing A Sustainable European Economy, Interim Report, High-Level Expert Group on Sustainable Finance, 2017.

The recommendations are grouped under five key
action areas:

Recommendations framework

Improve deal flow
and the ability to
invest at scale

£

Maintain
momentum and
build cohesion
across initiatives

Strengthen competence
and confidence within
the financial services
industry

Recommendations
framework
Develop better
reporting of
non-financial
outcomes

£

Make it easier for
people to invest

£

Improve deal flow and
the ability to invest at scale

• Government – Support co-investment:
Government should increase its participation in
co-investment models to encourage the provision
of capital to social impact investments, potentially
taking a first loss position in some circumstances.
• Financial services industry – Support
co-investment: Industry should commit
meaningful ongoing resources to work with
government, the social sector and regulators on
identifying investment approaches that can be
used to deploy capital to tackle entrenched social
and economic problems.
• Companies – Embed positive social impact in
business as usual: Where feasible, companies
should increase their focus on creating
demonstrable positive social impact alongside
financial returns. This would lead to an increase
in the number of traditional companies that are
achieving measurable social impact and expand
the investable universe for impact investors.
More consistent outcome reporting linked to
UN Sustainable Development Goals (SDGs) will
improve investor understanding and help boost
confidence in the strategic relevance of nonfinancial measures over time.

Strengthen competence and
confidence within the financial
services industry
• Regulators – Build capability and integrate
social impact into business as usual: Relevant
regulators and other statutory bodies, including
the Financial Conduct Authority (FCA), Financial
Ombudsman Service (FOS), Prudential Regulation
Authority (PRA), The Pensions Regulator (TPR)
and the Financial Reporting Council (FRC), should
continue to build capability in relation to social
impact considerations so that, as the market
develops, social impact is embedded in regulatory
frameworks and understanding.
• Financial services industry – Build capability
and integrate social impact into business as
usual: Industry should engage widely to improve
professional skills for social impact; to work with
academics and service providers to develop a
robust performance/outcome evidence base; to
develop with industry bodies initiatives to sustain
momentum and ensure quality as the market
develops; and to provide tools and training for
pension scheme trustees and independent
financial advisers (IFAs).
• Professional bodies – Provide Continuous
Professional Development (CPD) and
qualifications: Professional bodies, such as the
CFA Institute, the Chartered Institute for Securities
& Investment (CISI) and the Chartered Insurance
Institute (CII) should accelerate professional
development around ESG and social impact
investment, through CPD and professional
qualifications. They should work with industry
to ensure the use of common terms across
educational materials.

Develop better reporting
of non-financial outcomes
• Financial services industry – Develop consistent
non-financial reporting methods: Industry
should work with the Investment Association (IA)
and CFA Society UK to develop consistent good
practice and set common standards for social
impact investing. This would include determining
processes and reporting, potentially using the
SDGs as a framework.

• Government and Financial Reporting Council
(FRC) – Explore sustainability and SDG reporting:
The Department for Business, Energy and Industrial
Strategy should explore, with the FRC, how best
to encourage UK business to increase transparency
on the contribution business makes towards the
achievement of the UN SDGs. Separately, in regard
to the FRC consultation on companies' strategic
report, the FRC should explore ways in which
material information, useful to wider stakeholders,
can be reported in the context of the UN SDGs.

Make it easier for people
to invest
• Government, financial services industry,
professional bodies, social sector and regulators
– Publish educational material: Each organisation
to publish educational guidance on social impact
investment and its relation to ESG, with reference
to the others’ work to ensure consistency. This
should be easily (and independently) accessible
for all relevant stakeholders including individual
investors, IFAs and pension scheme trustees. In
time, government should work with industry on
a communications campaign to raise awareness
among consumers about the power they have to
apply their own values to investment choices.
• Financial services industry – Develop consistent
standards to indicate product integrity to
individual investors and trustees: A cross-sector
industry working group, led by the Investment
Association, should coordinate the development
of best practice. This should initially be around
transparency for both ESG integrated funds and
for social impact investment products, seeking
guidance from organisations such as the British
Standards Institution. In time this could lead to
an investor-facing social impact investment label
as the market develops (see p32: A three-stage
approach to developing an investor-facing social
impact investment label in time).
• Financial services industry – Develop more
products: The industry should continue to develop
its savings, pensions and investment product
suite with the individual investor in mind, utilising
both ESG and social impact investment options.
Examples of replicable models are shown as case
studies throughout the report.

• Government, financial services industry,
professional bodies and regulators – Work on
including illiquid assets in investment portfolios:
A wide body of research suggests that an allocation
to less liquid, longer term investments is likely
to enhance portfolio returns over time, but the
financial services ecosystem has developed in a
way that biases towards daily pricing and trading.
All participants have a role in the systemic change
needed to support the inclusion of these assets –
many social impact investments currently fall into
this category.
• Pension scheme trustees and employers – Engage
better with pension scheme members: Trustees
should work with employers and pension providers
to develop best practice for better engaging
scheme members with their pension investments
and encouraging them to register on their pension
platforms. This should lead to better alignment
with members’ non-financial values, with social
impact investments as potential fund choices
providing they have an appropriate risk/reward
profile. As product track records mature,
we also envisage growth in social impact investing
as a natural part of default funds.

£

Maintain momentum and
build cohesion across initiatives

• Financial services industry – Account for progress:
Industry, supported by government, to convene a
follow on group to allocate responsibility for taking
forward specific actions, to monitor progress and to
ensure sustained positive momentum continues. A
thought-leadership conference should be held by
summer 2018 as part of this process.
• Financial services industry and professional
bodies – Launch high profile awards: The industry
should both stimulate and celebrate progress in
social impact investment through awards.
UK consumers have demonstrated their appetite for
making a contribution to important causes in the
purchasing decisions they make. They have shown a
meaningful interest in expressing their values through
their investment choices, and the demographic
evidence suggests that this interest is likely to continue
to grow. On that basis, the foundations are in place
for the growth of a thriving and world-leading social
impact investment market. The industry, government
and stakeholders now have an opportunity to step up
and turn that potential into reality.

INFLECTION POINT CAPITAL and LA FRANCAISE PIONEER “STRATEGICALLY AWARE INVESTING“
One of the most dramatic trends in the investment world today is the inexorable
growth of “sustainable “or “responsible “investment. One robust indicator for
this growth is the Principles for Responsible Investment (PRI), an international
collaboration among asset owners and managers dedicated to advancing best
practice in this investment space. When the PRI was launched a decade ago, its
signatories were managing roughly $6 trillion. Today, that figure has mushroomed
to nearly $70 trillion. Fuelled by a combination of new regulatory requirements,
stakeholder pressure, shifting investor preferences, and an evolving new paradigm
of fiduciary responsibility, this growth has been little short of remarkable.

Dr. Matthew Kiernan

Founder and Chief Executive
mjk@inflectionpointcm.com

It is against this backdrop that Inflection Point Capital Management and its partner Group La Francaise have
introduced the concept of Strategically Aware Investing (SAI). It is an approach which we believe should be
of special interest to U.K. local authorities, whose concept of “fiduciary responsibility “is expanding rapidly to
embrace “ESG” (environmental, social, and governance) factors.
But what do we mean by SAI? It means that investors should consciously and systematically recognize the
broader global context of their investments, and the fact that we’re now investing in 2017, not 1980. It’s that
simple ----and that complicated. While it seems a totally obvious thing to do, we would argue that very few
investors actually do it. Most are still using the same investment philosophies, models, and data sources that
they were using a decade or more ago. But that’s no longer good enough. For IPCM and La Francaise, the
investment discipline of SAI requires two things:
•

Consciously assessing the exposure of each individual company being considered for investment to the secular global
megatrends which are constantly reshaping the investment environment. Phenomena such as climate change, resource
depletion, urbanization, and growing public concern over economic inequality create both risks and opportunities for
investors, but their potential impact can vary widely from company to company, and this is seldom recognised.

•

Paying close attention to the 80-85% of companies’ true risk and value creation potential which lies “below the surface “,
and is generally not captured by conventional financial statements. In our case, we have grouped those “non-traditional
“factors under the five headings of our proprietary 5-Factor model: environmental sustainability, human capital,
organizational capital, adaptability and responsiveness, and innovation capacity. We find that these are rarely analysed
systematically over a wide investable universe, yet they are hugely relevant to companies’ competitive advantage and
financial results.

We are currently applying the SAI philosophy to roughly $ 1.7 billion in equities, and beginning to integrate it
with both fixed-income and listed real estate. In addition, 2 ½ years ago, we launched a climate-driven thematic
fund: a CARBON ZERO equities strategy ($170m in AUMs), which has net portfolio carbon emissions of zero
(or even less). More recently, we launched a second thematic fund, a listed real estate fund where company
sustainability is a central investment factor.
To date, we are satisfied that the SAI gives us superior downside risk management, a better insight into upside
opportunities, and positive relative environmental and social impacts. For asset owners, this represents cuttingedge fiduciary responsibility.

Old Change House, 128 Queen Victoria Road, London EC4V 4BJ
0800 160 1608 | alpha@wcgplc.co.uk | www.alphar2.com

ESG Integration
A Kodak moment for asset allocators
Gary Waite, ALPHA : r2 Portfolio Manager

The true market for ethically investing is hard to quantify given definitional nuances and new
products opening or repurposing regularly. Much of the historical criticism levied at ethical
investing stems from the premise that ethical requirements lead to inferior investment results, or in
other words, if you restrict the investment universe active managers of ethical mandates tend to
underperform their unconstrained counterparts. The evidence suggests this is not the case.
Size matters
Data from the Global Sustainable Investment Association
showed ethical assets grew 25% over two years to reach
US$23 trillion in 2016. Over the next 20 years inflows
equivalent to the size of the S&P 500 are expected into
ethical-related equity investments.
In fixed income, Governments issue green bonds that
generate revenue to fund ‘green’ projects relating to
conservation, development of renewable energy sources or
clean air/water projects, for example. Issuance in 2016 was
around $93billion, double that of 2015.

Shades of green

continue the mainstreaming of ethical investment styles. ESG
regulation has doubled since 2015 and the number of laws
relating specifically to climate change has doubled every five
years since 1997.
The Law Commission’s 2016 report ‘Fiduciary Duties and
Investment Intermediaries’ states that trustees now have
a fiduciary duty to consider ESG factors, including climate
change.

Poorly gov

Few companies can sustain high levels of profitability and
low levels of governance. Corporate and regulatory structures
where companies support sustainable growth and foster
innovation will be the leaders of tomorrow.

Ethical investing is not a standard one-size-fits-all proposition,
and the approach has evolved over time as well as various
nuances prevailing across different geographies. The
dominant ethical strategy in the UK is ‘Engagement and
Voting’, in France it’s ‘Best-in Class and Sustainability
themed’ while in the Netherlands ‘Negative and Norms-based
screening’ prevail. In the US, ESG integration is the most
widely adopted methodology.

Demographics
93% of 18-29 year olds consider ethical considerations an
important part of investing, with 85% saying their investment
decisions are a way to express their personal values. Over the
next 50 years some estimated $30 trillion will to pass to those
younger generations who, through the advent of social media
and increased flow of information due to the internet, are
closer to companies and their brands.

Winds of change

Long established companies will increasingly have to change
their products and services to adapt to a changing world.
While this creates challenges, it also creates opportunity.
As an example, the transition to electric-powered cars and
autonomous driving has far-reaching implications for many
industries from car producers and oil firms to technology and
insurance companies. BHP’s Chief Commercial Officer stated
demand for copper is predicted to rocket with 140 million
electric vehicles on the road by 2035, which each car requiring
four times the amount of copper compared to a traditional
counterpart.

In 2006 the UN-supported Principles for Responsible
Investment was launched with 100 signatories, representing
$6.5 trillion in AuM, committing to incorporate ESG factors
into their investment analysis. Today there are over 1400
signatories with AuM of $60 trillion. There are many drivers of
change, with Regulation, Demographics and Climate change
most prominent.
Regulation
Regulation and changes in accounting practices will drive
sustainable investing from specialist to generalist and

Perfo

Source: Hermes Global Equitie

Climate change
August 2016 was the warmest month since records began in
1880. 15 out of the 16 warmest years have been since 2000.

A Morgan Stanley study found ethical investments usually
met and often exceeded the performance of comparable
standard investments and further to this, a HSBC study noted
improvements in ESG analysis drives share price performance,
particularly in emerging markets.

US climate change focused funds have grown fivefold to
reach approx. $1.5 trillion. As a result, climate change is
the most significant environmental factor in the US when
A Harvard Business School and LBS report found “highmeasured by AuM, rather than the particular views of
sustainability companies significantly outperform their
President Trump.
Structural outperformance
counterparts in the stock market over the long-term”.
According to IEA estimates, to have an 80% chance of
limiting the rise in global temperatures to no more than 2
Structural outperformance
Performance
degrees above pre-industrial levels will require clean
energy from ESG factors
investment reaching $500 billion per annum by 2020 and
investment of more than $1 trillion per annum by 2030. Last
year it was $288 billion.

Performance from ESG factors
Monthly decile spread (%)
0.4%

It’s (financially) good to be green

0.30%

Ethical investments historically were seen more as a hobby
than offering a competitive financial return. You invested
because you wanted to do good, rather than achieve alpha.
Today there is a growing argument that you can’t have
sustainable outperformance without a sound appreciation of
ethical factors.

0.2%

0.16%

0.14%

0.0%

According to a US SIF study (2016) fund managers who
incorporated ESG factors into their investment process, 80%
cited better returns as one of the top motives.

Environmental

Social

Governance

Source: Hermes Global Equities, 30th June 2016
Note: Monthly decile spread is the average difference in monthly return between
companies ranked in the top 10% and companies ranked in the worst 10%.
Source: Hermes Global Equities, 30 June 2016
Note: Monthly decile spread is the average difference in monthly return
between companies
ranked using
in the top constituents
10% and companies of
ranked
in the
worst World index assuming monthly
Figures
calculated
the
MSCI
10%. Figures calculated using constituents of the MSCI World
index assuming monthly rebalancing.
rebalancing.
th

Avoiding the landmines
Using US data, a BAML report found that an investor who only
held stocks with above-average ESG scores would have avoided
investing in 90% bankruptcies seen since 2008.
It goes on to state “ESG is the best signal we have found for
future risk” as ESG analysis isolates non-fundamental attributes
that have real earnings impact. Companies that rank as attractive
on ESG attributes have exhibited lower risk based on price
volatility, earnings volatility
and bankruptcy.

At a fund level, the Morgan Stanley Institute for Sustainable
Investing found ethical funds had equal or higher returns and
equal or lower volatility than traditional funds. Sustainability and
ethical factors are being used to drive business innovation and
competitive differentiation. Due to the ever-increasing connected
world which we inhabit, the factors that drove share price
performance historically may not hold for investors today.

verned companies underperform

ormance
by governed
decile ofcompanies
governance
ranking
Poorly
underperform
Performance by decile governance ranking

Average monthly relative return (%)
0.2%

0.0%
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-0.2%

-0.4%

Good
(or Global
improving)
Source: Hermes
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ManagerMatch
Introduction
Over the last 50 years Institutional Investor (II) has built up a widespread, global network of over 2,100
institutional investors and 1,300 fund managers. Over the last five years a growing number of these
investors has approached II asking to use this network to find new fund manager talent for the
institutions’ mandates.

Background
Finding these talented fund managers is a perennial problem for the large investors who are the key
audience for II - never more so than in the current environment as fund managers proliferate and
investment advisers continue to rationalise their ‘buy lists’ and overall research coverage. Not even the
big international investment consultants can hope to cover and provide detailed analysis on all the fund
managers out there, as it would be far too expensive to hire research teams big enough to do this.
Increasingly, many talented fund managers shun the bureaucracy that comes with being part of a large
international fund management organisation, and so branch out on their own to build their own
investment boutiques and do what they enjoy doing – managing money and talking to clients. Many of
these quickly fall off the advisers’ radar screens as they do not have enough assets under management,
their track records are too short and, simply, they are considered too risky.
Finally, there is a continuing drive to identify better performing fund managers and/or investment
strategies (whether large or small) to compensate for the lower returns achieved on traditional asset
classes and the growing use of passive funds. This is coupled with the increasing cost pressure facing
many asset owners - a growing number of whom feel that traditional consultants are expensive and tend
to put forward only established, safe fund manager names.

What is ManagerMatch?
To address these issues II launched RFI, its initial search service back in September 2012. The service
very quickly established a strong track record for placing institutional capital with managers. In less than
five years, II carried out over 310 searches, with an aggregate value of almost $31 billion, across a wide
variety of asset classes (14 in all), including hedge funds, private markets and real assets.
In January 2017, II launched ManagerMatch, a bespoke fund manager search service. It is a significantly
enhanced online replacement for RFI, designed to become an integral part of investors’ fund manager
due diligence and selection processes. This required significant IT development to automate the
research process and improve the output for investors, as well as securing the necessary regulatory
authorisations. Members of the Institutional Investor Network are able to commission a search at no cost
to the investor. Participation in a search is also free to fund managers, however, managers winning
assets will pay a success fee – allowing II to recoup some of its ongoing research and development costs
(to quote an old adage “there’s no such thing as a free lunch!”).

What are the key benefits?
II’s objective is to identify managers who meet each investor’s specific requirements – simplifying the
search process by gathering all the data and making it easy to compare and contrast managers. That
way the investor can focus on diligence of a much smaller short-list pre-qualified by II in light of the
Investor’s requirements.
In building a curated list of managers II draws not only on third-party databases but also on experience
from past searches. A critical input to shortlists is also the insights of other institutions who are members
of II’s global network of pension funds, sovereigns, insurers and wealth managers. Many of the ‘hidden

talent’ managers II puts forward are peer-referred by the over 4,500 decision makers who are individual
members of the Institutional Investor Network. ManagerMatch allows investors to survey (anonymously)
fund managers across the full spectrum of asset classes, and saves invaluable time and cost for
investors by providing:
•

consistent data on managers’ track records, assets, risk, people and processes;

•

a full due diligence trail (of all participating managers);

•

a shortlist of relevant managers;

•

the ability to make immediate manager comparisons online; and

•

access to comprehensive reports customised to the investor’s specific requirements.

Has it been successful?
The initial reception of ManagerMatch has been overwhelmingly positive. Early marketing has already
yielded 18 searches from key institutions in more than six countries. There has been no evidence that
‘success fees’ have been a barrier to manager participation in these searches. In fact, many fund
managers are very receptive to having another distribution channel to reach the institutional investment
market. In the last three months four of the 18 have committed to investing with managers identified by
ManagerMatch’s New York-based Research Team. What are the blockers? In the short term, there may
be some resistance from investors who are reluctant to allocate in the face of market uncertainty or who
cannot be persuaded to try a new approach to manager research and selection. Some fund managers
may prefer to use their existing distribution network or pay for distribution – particularly those who are
close to capacity or who have large distribution teams. But over time and as ManagerMatch introduces
an ongoing flow of mandates (often from hard-to-reach regions), II believes that managers will
increasingly participate in its searches.
ManagerMatch has already been launched in a low key way in the US, UK, Europe, Australia and in
selected Gulf States. Plans are in place to launch it to investors in key Asian markets in 2018.

Contact details:
Alistair Morrison
Managing Director, II Networks
T: +44 (0)207 779 8207
E: alistair.morrison@iimanagermatch.com

Angus Scrace
Client Relations Director
T: +44 (0)207 779 8576
E: angus.scrace@iilondon.com

IMPORTANT NOTICE

This document is provided for informational purposes only and does not constitute an offer of securities of any kind to any person. This
document is only directed at Professional Clients and Eligible Counterparties and the services or investments referred to in this summary
report are only available to Professional Clients and Eligible Counterparties. Retail Clients should not rely on the information herein. It is a
summary of our standard investor report for ManagerMatch, a service that is subject to regulation in the US, UK and other
jurisdictions. In the US, ManagerMatch is promoted by Institutional Investor Networks, Inc, with all securities transactions supervised
by Tangent Capital Partners, LLC, a US registered broker-dealer and member of FINRA and SIPC. In the UK, Europe and several other
markets ManagerMatch is promoted by Institutional Investor Networks UK Limited an Appointed Representative of Laven Advisors LLP
which is authorised and regulated by the Financial Conduct Authority of the United Kingdom. Nothing contained herein is intended to
limit any liability that Laven or Institutional Investor Networks UK Limited is not permitted to exclude under the UK regulatory regime.

Climate Change
Climate change is one of the most pressing challenges
the world faces today. Its basic mechanics are well
understood – the earth is warming, mainly due to
greenhouse gas emissions generated by humans, with
potentially damaging consequences. The challenge is
to take effective action to address the issue.
Every human activity has a carbon footprint.
We all need to cut emissions to avoid the worst
consequences of climate change. No company
can hope to prosper in a world where we continue
to plunder resources and pump CO2 into the
atmosphere at the rate we are today. And there are
practical considerations for our business: energy costs,
the availability of raw materials, new markets and new
legislation.

Commitments and targets
We support the introduction of a strong, legally
binding global agreement that will provide the longterm certainty we need in order to make major
investment decisions about how best to reconfigure
our business model to a low carbon one.

Climate change has always been a Plan A priority. In
2007, when we launched Plan A we had 29 targets to
tackle climate change. Since then we’ve led the way
in becoming more efficient, reducing our absolute
operational carbon footprint by 70% and making our
global operations carbon neutral to accelerate climate
action. In 2017, we made a bold new (approved)
science-based target to further the efficiency of our
own operations as well as cutting 13.3m tonnes of
CO2e from our wider value chain. We are committed
to invest in carbon offsets for our own global
operations in order to remain carbon neutral - we
believe we’re still the only major retailer in the world
to do this.

Approach
We’re taking action on climate change across our
entire value chain. Our carbon footprinting analysis
has highlighted the need to focus not only on our
stores and logistics, but also on reducing emissions
from our supply chain and from several of the basic
activities our customers use our products for,

including cooking and disposal of food, and washing
and drying clothes.
We need to reduce our carbon footprint by avoiding
emissions in the first place, reducing those that
are unavoidable, and switching to lower carbon
technologies. Lastly, we also need to compensate for
unavoidable or residual emissions.
It’s clear that our climate is already changing, and
our business needs to be able to cope with extreme
weather events. We believe forward planning is
key to minimising the threats and maximising the
opportunities created by evolving climate impacts.
The gross (Location-based) emissions from M&S global
operations in 2016/17 were 526,000 tonnes of carbon
dioxide equivalent (CO2e). Down 28% against the
732,000 tonnes from when we first started to measure
it in 2006/07.

The 2016/17 Market-based calculation of emissions
which allows deductions for the of renewable energy
was 221,000 tonnes, down by 70% against 2006/07.
Under our approved Science Based Target, designed
to keep global warming below 2 degrees, we’re aiming
for further reductions of 80% by 2030 and 90% by
2035.
In addition, at M&S we go even further by offsetting
those remaining emissions to give zero net emissions,
known as carbon neutrality. We believe we are the
only major retailer in the world to do this.
But we know that our carbon impact goes beyond our
operations. Once our supply chains, business partners
and customers activities are added to the calculation
our total footprint is around 6.5 million tonnes of
CO2e. Under our science based target, we’ll also be
working with partners to reduce value-chain emissions
by a total of 13.3 million tonnes by 2030.

ESG: adding value or a mere
marketing tool?
These days “Sustainability” is a familiar concept for investors. It encompasses, among other
things, “corporate social responsibility” (CSR) and “environmental, social and [corporate]
governance” (ESG) criteria. There is no doubt that it has become increasingly important in the
investment world. But what does it all mean? Does ESG add value or is it a mere marketing tool?
Hans-Jörg Naumer, Global Head of Capital Markets & Thematic Research, Allianz Global Investors

Sustainable investment can be defined as the integration of corporate sustainability criteria into the investment decision process. Recent
developments show that sustainability is increasingly incorporated as an assessment criterion for minimising investment risks and
enhancing overall returns. It is no longer viewed as a “non-performing” investment approach.
Indeed it has gained significant momentum in recent years. Helping to facilitate this growth are the index supplier MSCI and the fund
rating agency Morningstar, who are providing benchmarks and funds with ESG ratings. By starting to use ESG criteria in early 2016 as a
basis for assessing all funds and benchmarks, regardless of whether they are managed on a defined ESG basis, these groups took a big
step forward for the general acceptance of ESG investment criteria. And in a world of increasingly higher transparency, it makes sense
that the demand for using sustainability criteria is also likely to increase.
While the concept and terminology around ESG were first introduced in 2004 by the United Nations’ Global Compact initiative “Six
Principles for Responsible Investment”1,there is no all-encompassing and definitive understanding or definition of ESG criteria. The
Sustainability Accounting Standards Board (SASB)2 , an independent non-profit organisation, has committed itself to defining
accounting standards for unified ESG-based valuations. The following overview of ESG criteria was derived from these standards, based
on three main “E, S and G” criteria and expanded in line with the “Principles of Responsible Investment” 3,4, -See figure 1 and 2 below,
Figure 1: ESG: Environmental – Social – Governance Classification
according to the Sustainability Standards Accounting Board (SASB)

Figure 2: The PRI (Principles for Responsible Investment)
is a voluntary set of 6 investment principles
1.

•

GHG emissions

•

Human rights

•

Systematic risk management

•

Air quality

•

Community relations

•

•

Energy management

•

Customer welfare

Accident & safety
management

•

Fuel management

•

Business ethics

Water and wastewater
management

Data security & customer
privacy

•

•

•

Incentive structures

•

Fair disclosure & labelling

•

Reporting & audit practices

•

Biodiversity impact

•

Labour relations

•

Competitive behaviour

•

Lifecycle impacts of products &
services

•

Fair labour practices

•

Regulatory capture

•

Environmental, social impacts
on assets & operations

•

Labour standards in the supply •
chain
•
Employee health, safety &
•
wellbeing

•

Product packaging

•
•

Diversity & inclusion

•

Compensation & benefits

•

Recruitment, development &
retention

Political influence
Materials sourcing
Supply chain management

Source: www.sasb.org
1. Cf. ”PRI Reporting Framework 2016 Main definitions”, UNEP Finance Initiative, November 2015
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2. www.sasb.org
3. http://materiality.sasb.org/
4. PRI Reporting Framework, Main Definitions, 2013
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Strong increase in importance in recent years
CSR / ESG investments have long outgrown their status as a mere
investment niche, as reflected not only in the growth of money that is
managed in accordance with CSR / ESG principles – but also in the
growing body of research into this form of investment. Friede et al.
estimate that the cumulative number of academic studies, which
compare companies’ ESG and financial performances, reached a
record high of 2,000 studies in autumn 2015.5 Additionally, money
managed on the basis of the United Nations’ Principles of Responsible
Investment amounts to approximately USD 60 trillion – half of globally
managed institutional assets.6

Figure 3: The PRI initiative has grown consistently since
its launch in 2006
Over 1,600 signatories representing $62 trillion in assets

At present, Institutional investors dominate the market, accounting for
74 % of sustainable investments (2016). Broken down by asset class,
the lion’s share of sustainable investment goes to equities (50 %) and
bonds (40 %). Real estate, private equity and other forms of investment
are much less represented, due no doubt to their lower overall market
capitalisation in comparison with the two aforementioned asset
classes.7
A shift in analyst views
Analysts also appear to have changed their views on CSR. Ioannou and Serafeim found that analyst recommendations in the early 1990s
were rather negative on companies with high CSR ratings, but the situation has radically changed. Nowadays, a positive CSR rating
increasingly has a positive impact on the overall valuation.8 The perspective has evolved: CSR – and, accordingly, the observance of ESG
criteria – used to be regarded as additional cost but is now seen as a way to enhance company management and investment returns.
This raises the question whether, ultimately, it pays off to invest sustainably. Ideally, a sustainable investment approach should not be a
drawback for an investment’s risk-return profile.
Can CSR and ESG deliver added value?
CSR and increasing stakeholders’ wealth are not necessarily mutually exclusive. Granted, introducing CSR into a company’s process can
raise costs, thus cutting into stakeholders’ wealth; but it can also lower the company’s costs by lowering its (cost-incurring) risks, and
perhaps helping it raise both equity and debt capital.
Employee health protection programs lead to lower illness-related costs. Greater worker satisfaction reduces staff turnover and can
therefore lower the costs of hiring and training employees.9
Spending on environmental protection prevents lawsuits concerning environmental offences and reputational risk resulting from
environmental issues. Investments in energy efficiency reduce the energy demand and the cost of acquiring CO2 trading rights.
Enhancing product quality and product security increase customer loyalty and pricing power while lowering the costs of addressing
complaints. Renouncing bribes and kickbacks may reduce the number of orders, but it also prevents reputational damage when such
practices become widely known. And, not to be overlooked, is the risk that assets, known as “stranded assets”, may become worthless if
they are not sustainable and have to be written off.10

5. Cf. G. Friede, T. Busch, A. Bassen: ESG and financial performance. Aggregated evidence from more than 2,000 empirical studies, in: Journal of Sustainable Finance & Investment, 5. Jg.
(2015), H. 4, p. 210–233
6. www.unpri.org; „Signatory Base AUM Hits $59 Trillion“.
7. Global Sustainable Investment Alliance (GSIA): Global Sustainable Investment Review 2016.
8. Cf. I. Ioannou, G. Serafeim: The impact of corporate social responsibility on investment recommendations. Analysts‘ perceptions and shifting institutional logics, in: Strategic
Management Journal, 36. Jg. (2015), H. 7, p. 1053–1081
9. A correlation that has been confirmed among others by cf. A. Edmans: Does the stock market fully value intangibles? Employee satisfaction and equity prices, in: Journal of Financial
Economics, 101. Jg. (2011), H. 3, p. 621–640
10. Cf. on this subject: http://www.smithschool.ox.ac.uk/research-programmes/stranded-assets/

The plausibility check also shows that raising capital is likely to be facilitated by CSR, given that:
•

Lower risks and higher transparency reduce the risks for investors, justifying a lower risk premium.

•

Disclosing and complying with ESG criteria aligns management with shareholders’ interest, which becomes particularly evident
when it comes to remuneration. This helps reduce the so-called “principle-agent problem”, which can arise between the principle
(i.e. the owner) and the agent (the manager) -which enhances the principle’s control function.

•

Pressure groups are well aware that companies can use good ESG ratings to support their quest for limited funds in a highly
competitive environment. In fact, a few well-known pressure groups have organised themselves to exert power through investor
money. These include Ceres, the Carbon Disclosure Project, the Global Reporting Initiative, the Global Sustainable Investment
Alliance, the United Nations’ PRI Initiative and the Sustainability Accounting Standards Board. They do so not by investing money
directly, but rather by using standards and signed voluntary agreements to steer money in a particular direction. The PRI Initiative
alone has close to 1,400 signatories, with more than USD 45 trillion under management. 11 In fact, a study of 41 countries from as
far back as 2004 showed that the number of institutional owners is positively correlated to adherence to CSR practices,12 meaning
that the greater the institutional representation, the more they were able to impose CSR practices on a company.

What impact does ESG have on investments?
But how does ESG affect capital investments? While it lowers fundraising costs by reducing investment risk through greater
transparency, could ESG be detrimental to investors from the point of view of sheer financial returns? Returns here should be looked at
on a risk-adjusted basis. If ESG criteria are integrated into existing investment approaches, they can deliver additional information on
investment risks that might be overlooked during the standard security selection process.
What does capital market research have to say?
The abundance of studies devoted to CSR / ESG can be roughly divided into those that research the impact from the company’s point of
view, and those that look into the potential performance impact for investors. Studies focusing on corporate success analyse the issue of
financial performance while portfolio-based analysis uses the performance of ESG-based investments, hence, the direct outcome for
the investor.
From the company’s perspective: CSR and CSP (Corporate Social Performance)
In a review of 251 empirical studies from 1972 to 2007, Margolis et al. at
first came to a rather defensive conclusion. The results of companies
Figure 4: What ESG white papers are telling us: ESG
that prescribed CSR “did not undermine shareholder value”. Rather they
factors can have a material impact on investment
were influenced positively by it, albeit marginally so, but still to a
performance
statistically significant degree.13 The authors found that a positive
ESG-CFP relation, synthetic overview
impact was identified overwhelmingly by more recent studies.
The apparently widest – and easily the most current – study on the
correlation between ESG and companies’ financial results was carried
out by Friede et al.14 This meta-analysis reviewed 2,200 studies from the
1970s to recently, including the primary and secondary data of these
studies and found in the overwhelming number of cases (about 90 % of
the studies) a non-negative correlation.
Around 60 % of the studies found a clearly positive relationship between
CSR and CSP, i.e. a positive influence on corporate results. Fewer than 10
% of all studies found a negative correlation.15 Friede et al. made a
distinction between so-called “vote-count studies”, in which the metastudies they referred to counted only the results of primary studies
(“positive”, “negative” and “neutral”) and meta-analyses that referred to
the primary studies’ underlying econometric estimates, and aggregated
these into an overall analysis.

Source: Gunnar Friede, Timo Busch & Alexander Bassen (2015) ESG
and financial performance: aggregated evidence from more than 2000
empirical studies, Journal of Sustainable Finance & Investment, 5:4, 210 –
233. Data as of December 2015.

11. As at March 2015
12. Cf. I. J. A. Dyck et al.: Do Institutional Investors Drive Corporate Social Responsibility? International Evidence; 2015
13. “Corporate Social Performance doesn’t destroy shareholder value.” cf. J. D. Margolis, H. A. Elfenbein, J.P. Walsh: Does it Pay to Be
Good… And Does it Matter? A Meta-Analysis of the Relationship between Corporate Social and Financial Performance, in: SSRN Electronic Journal (2009)
14. Cf. G. Friede, T. Busch, A. Bassen: ESG and financial performance. Aggregated evidence from more than 2000 empirical studies, in: Journal of Sustainable Finance & Investment, 5. Jg.
(2015), H. 4, p. 210 – 233
15. On ESG’s importance for investments, see also:S. Hörter, ESG in Investment Grade Corporate Bonds,Allianz Global Investors, 2016; and S. Hörter, ESG in Equities, Allianz Global
Investors, 2015
16. Cf. also: G. Friede, T. Busch, A. Bassen: Impact of ESG factors on the performance of firm investments, in: AbsolutImpact, 01 / 2016
17. The analysis encompasses 334 studies, including 291 equity, 36 bond, and 7 real-estate studies.
18. cf. R. Laporta, F Lopez-de-Silanes, A. Schleifer & R. Vishny, Legal Determinants of External Finance, in: The Journal of Finance, Vol. LII, No.3, July 1997
19. cf. K. Gugler, D. C. Mueller, B. B. Yurtoglu: Corporate Governance and Globalization, in: Oxford Review of Economic Policy, 20. Jg. (2004), H. 1, p. 129–156; cf.: The Impact of Corporate
Governance on Investment Returns in Developed and Developing Countries*, in: The Economic Journal, 113.Jg. (2003), H. 491, F511-F539

However, both analysis approaches came to the same conclusion, with deviations between individual asset classes.16 The vote-count
studies found a significantly higher positive correlation between ESG factors and financial performance in bonds and real estate than in
equities, but the analysis was dominated by equities.17
The weaker the legal framework, the higher the importance of ESG
Broken down by country, emerging economies showed by far the most positive correlation between ESG and CSP. This is to be expected,
as the protection of investor rights is weaker in emerging economies than industrialised economies, and hence voluntary ESG measures
make the biggest contribution to lowering investor risks. This matches the finding by Friede et al. that governance is the most prominent
component in ESG. Also noteworthy in this context is the fact that most scientific studies found a positive contribution in emerging
economies.18 19
Figure 5: Investing in emerging market equities with high ESG leads to better performance
ESG-CFP relation in various regions (frequency of correlation in vote-count studies)
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Source: Gunnar Friede, Timo Busch & Alexander Bassen (2015) ESG and financial performance: aggregated evidence from more than 2000 empirical studies, Journal of
Sustainable Finance & Investment, 5:4, 210 – 233. Data as of December 2015.

From the investor’s point of view
From the investor’s point of view, the research review by Friede et al. comes to a somewhat less impressive but still positive conclusion.
Addressing the issue of whether ESG factors also enhance investment returns for investors, they report that only about 10 % of studies
found a negative correlation between CSR and investment performance. However, the number of studies finding a neutral or mixed
outcome is higher than in the studies undertaken from the companies’ point of view. The number of studies that conclude unequivocally
that there is a positive relationship is lower, at about 16 % of portfolio-based studies. It should be noted, however, that the findings are
skewed by the fact that the portfolios are allocated on the basis of widely different investment approaches. All in all, Friede et al.
conclude from their comprehensive assessment of ESG-related studies that long-term responsible investing is important for all “rational
investors” in meeting their fiduciary duties.
Internal

16. Cf. also: G. Friede, T. Busch, A. Bassen: Impact of ESG factors on the performance of firm investments, in: AbsolutImpact, 01 / 2016
17. The analysis encompasses 334 studies, including 291 equity, 36 bond, and 7 real-estate studies.
18. cf. R. Laporta, F Lopez-de-Silanes, A. Schleifer & R. Vishny, Legal Determinants of External Finance, in: The Journal of Finance, Vol. LII, No.3, July 1997
19. cf. K. Gugler, D. C. Mueller, B. B. Yurtoglu: Corporate Governance and Globalization, in: Oxford Review of Economic Policy, 20. Jg. (2004), H. 1, p. 129–156; cf.: The Impact of Corporate
Governance on Investment Returns in Developed and Developing Countries*, in: The Economic Journal, 113.Jg. (2003), H. 491, F511-F539

Figure 6: Do ESG portfolios demonstrate significant out- or underperformance?
ESG-CFP in dependence of portfolio and non-portfolio sample (frequency of correlation in vote-count studies)
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Source: Gunnar Friede, Timo Busch & Alexander Bassen (2015) ESG and financial performance: aggregated evidence from more than 2000 empirical studies, Journal of
Sustainable Finance & Investment, 5:4, 210 – 233. Data as of December 2015.

Summary
In summary, CSR and ESG deliver added value for investors and observations show that this added value consists not only in a “plus” for
sustainability, but also for performance.20 So the increased prominence of sustainable investments should not be seen as a marketing
tool, but is supported by the fact that such investments make a materially positive contribution to capital investments.

20. See also: H-J Naumer, „ESG: A reply to the Club of Rome”
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Infrastructure Debt and ESG: the
importance of strategic prioritisation
Owing to the highly structured characteristics of Infrastructure debt, strategic segmentation of
ESG risk sectors is possible. At the same time these structures provide the mechanisms required
for positive engagement when investing in infrastructure with high ESG risk but also high
positive-impact segments.
Adrian Jones, Director, Infrastructure Debt, Allianz Global Investors

Inevitably, as “sustainability” becomes a core requirement for investors there is a danger that a ‘box-checking’ culture could develop.
What is needed is a clear strategy to focus finite ESG (environmental, social and corporate governance) engagement capacity in those
areas where ESG risk is greatest, but also where the potential positive impact of marginal sustainable investment is highest.
Without an efficient strategic risk assessment framework, at best there is the production of large volumes of low-value data and
inconsequential commentary about essentially low-ESG-risk investments. This adds unnecessary costs to investment management,
costs which are ultimately borne by those investing in low yielding assets.
At worst, a failure to focus ESG efforts in those areas where ESG returns are greatest distracts managers and investors from positive
engagement with issuers where such engagement is needed. In extremis it may lead to the argument sometimes heard advanced at
northern European investment conferences in favour of extreme ‘investment localism’ – the theory being that emerging markets or
challenging sectors such as energy generation with the attendant greater levels of ESG risk requiring more ESG effort can be avoided
entirely – a sort of ‘ESG-protectionism’. Not only does such an approach increase investment risk for investors because of reduced
diversification and lack of access to areas of rapid economic growth (and hence higher potential investment returns) it also fails to
recognise that whatever the risks of investment in more ESG challenging sectors, the “do-nothing” option is often the worst option from
an ESG perspective - particularly in the context of environmental risk factors there is no effective isolationist option.
The AllianzGI whitepaper “ESG in Investment Grade Corporate Bonds” already evidences how ESG strengths are reflected in higher
credit ratings and lower cost of debt. These parameters inform infrastructure project debt issuance because infrastructure projects will
benefit in terms of their own rating and pricing from having well-rated counterparties: a critical project counterparty’s own direct debt
issuance cost will often represent a floor on the pricing of that project’s debt.
Infrastructure debt benefits from several additional key features not seen in general fixed income in the context of ESG:
1. The terms of infrastructure debt normally prescribe precisely the purpose for which the funding is to be used e.g. a project financing
to build a new road or a wind-farm.
2. Infrastructure issuers are typically subject to additional tiers of governance not seen in most general fixed income issuer businesses
e.g. a regulatory regime specific to the industry which is in addition to the general laws and regulations in the country of the issuer or
in the case of many projects a contractual relationship with the infrastructure “off-taker” (often a Government entity) which similarly
prescribes behaviours and how activities are to be performed.
3. The covenants of infrastructure debt typically go far beyond purely financial matters (e.g. leverage restrictions or preservation of
security) into how the issuer performs its business.

Understand. Act.

ESG risk framework
Accordingly, at AllianzGI we have adopted a holistic assessment approach which first assesses the ESG-risk-profile of a potential issuer
based on fundamental context and rates them low, medium or high.
For low-risk project debt issuance, compliance with local law, issuer-specific regulations and other counterparty contract terms normally
represents an indirect comprehensive suite of ESG assurance. This can be very cost-effectively policed by investors through the
inclusion of market standard finance contract covenants and typical sanctions for any breach of such covenants – equity distribution
block for minor breaches until remedied, enforcement and acceleration for major breach. A specific ESG review is not typically required
if these market standards are followed.
Low risk
An example of a low ESG risk project financing would be the construction of a university accommodation project in partnership with a
University in a mature democracy such as the UK.
The UK provides a mature legal and regulatory system including strict environmental laws, employment rights for workers, antidiscrimination laws, strict anti-money laundering regulations, robust Health & Safety rules – particularly relevant to the construction
phase but applicable throughout the life of the project.
Beyond ESG risk defensive features university growth represents a positive impact investment – increasing life chances of students and
enabling research and economic development. In many cities outside of London, Universities are the hubs of economic and artistic &
cultural activities.
Medium risk
A higher risk project debt issuance may be a new road in a middle-income country such as in Eastern Europe. A road clearly has the
potential to impact the immediate local environment by attracting polluting vehicles but it also may relieve worse pollution and
congestion elsewhere e.g. a by-pass of a city centre may improve quality of life within the city. We would typically expect there to be an
environmental impact assessment by the Government agency procuring the project as well as an assessment by independent technical
advisors owing a duty of care to creditors typically including a benchmarking to the Equator Principles established by the World Bank for
assessing new projects. Co funding by IFIs (international financial institutions) which is common in middle-income countries also brings
with it the due diligence (and answerability to NGOs non-governmental organisations) associated with IFI funding.
Some of the countries of Eastern Europe do not enjoy high rankings under governance benchmarks such as Transparency International
rankings so creditors will want to know there was an open procurement competition in accordance with EU regulations as evidenced by
a process advertised in the Official Journal of the European Union
(OJEU). English law for the financing documents will typically be selected given the unproven nature of many jurisdictions vs. the
established precedents under English law finance documents.
For a medium risk project, a short-form summary of ESG risks and mitigants will be considered as part of the general risks and mitigants
review prior to investment.
Higher risk
An example of a higher risk project could include thermal electricity generation in an emerging market country. Generally, at AllianzGI
our profile to deal with emerging market risk is to partner with entities with a track-record
of managing such risks. For example, AllianzGI established one of the first IFC (International Finance Corporation) partnership funds
through which AllianzGI investors invested in IFC originated and managed loan assets.
Questions of environmental impact need to be looked at in context and not in absolute terms. Moreover, the “do-nothing” option is
often the most damaging both in terms of the natural environment and the well-being of the local population. While air pollution in
densely populated western cities where there is a high penetration of petrol and diesel burning vehicles is of concern, the areas of the
world where life expectancy is most adversely impacted by air pollution remain emerging markets where burning of fossil fuels or
animal waste within homes to generate heat is a far greater risk to health. In such circumstances migration to any modern energy
source would be likely to have a positive impact whether it is renewable energy or traditional energy generation.
When co-investing with IFIs our initial IFI due diligence establishes the adequacy of their ESG policies and procedures rather than
repeating the exercise for every single investment. For unforeseen situations we retain certain participation-veto rights.

Context and public policy
New infrastructure will generally have a positive economic and environmental impact even if it is limited to improving the efficiency of
the older infrastructure it replaces. Often it will be far greater.
All large-scale infrastructure investment decisions will be subject to a significant degree of Government control or sponsorship – it may
be very direct such as the procurement of a PPP project and being the direct source of project revenue or it may be less direct via
planning / zoning permissions, granting of licences and specifying licence terms.
To the extent such projects are, in mature democracies, usually subject to international and regional agreements on environmental
goals then it is questionable that a debt financier “knows best” on questions of public policy or even how best to achieve a given
environmental or socio-economic goal. Our expertise is primarily in the area of assessing the specific credit risk to the entities financed.
For example, the UK Government is committed to a low carbon economy and has made a number of interventions in its domestic
electricity market to encourage renewable energy while needing to ensure security of supply. It is currently arranging a “capacity
auction” the tacit goal of which is to improve the economics of new combined cycle gas turbine (CCGT) power station investment.
Such CCGT capacity can be seen as a “bridging” technology as older more polluting coal-fired power stations are decommissioned but
while the anticipated future of largely decentralised renewable production and storage facilities are still in their relative infancy. Or it can
be seen as a permanent requirement of a robust generation system which may never be entirely free of hydrocarbon combustion even
if renewable energy does become more important. Or it can be seen as a retrograde step as some in the renewable energy industry
have stated, discouraging greater efforts in renewable energy investment and storage investment.
However, such questions of public policy in a mature democracy with international obligations should, in our view, be left to the elected
governments of mature countries and investors should focus on the creditworthiness of the asset being financed within the regulatory
or contractual framework, established by the government in furtherance of the policy.

For more information on the strategy and our team please visit www.infrastructuredebt.co.uk
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Phone: +44 (0) 20 3246 7385
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Email: jason.allan@allianzgi.com

Allianz Global Investors
199 Bishopsgate, London EC2M 3TY
Telephone Main: +44 (0) 20 3246 7000
www.allianzgi.co.uk

Infrastructure debt investments are highly illiquid and designed for long term investors only. Investing involves risk. The value of an investment
and the income from it may fall as well as rise and investors might not get back the full amount invested. Investing in fixed income instruments
may expose investors to various risks, including but not limited to creditworthiness, interest rate, liquidity and restricted flexibility risks.
Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect to the value of the
investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with respect to
fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values of these
instruments are generally expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
Past performance is not a reliable indicator of future results. If the currency in which the past performance is displayed differs from the
currency of the country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the
performance shown may be higher or lower if converted into the investor’s local currency.
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The views and opinions expressed herein, which are subject to change without notice, are those of the issuer companies at the time of
publication. The data used is derived from various sources, and assumed to be correct and reliable, but it has not been independently verified;
its accuracy or completeness is not guaranteed and no liability is assumed for any direct or consequential losses arising from its use, unless
caused by gross negligence or wilful misconduct. The conditions of any underlying offer or contract that may have been, or will be, made or
concluded, shall prevail.
This is a marketing communication issued by Allianz Global Investors GmbH, www.allianzgi.com, an investment company with limited liability,
incorporated in Germany, with its registered office at Bockenheimer Landstrasse 42-44, 60323 Frankfurt/M, registered with the local court
Frankfurt/M under HRB 9340, authorised by Bundesanstalt für Finanzdienstleistungsaufsicht (www.bafin.de). Allianz Global Investors GmbH
has established a branch in the United Kingdom, Allianz Global Investors GmbH, UK branch, 199 Bishopsgate, London, EC2M 3TY, www.
allianzglobalinvestors.co.uk, which is subject to limited regulation by the Financial Conduct Authority (www.fca.org.uk). Details about the
extent of our regulation by the Financial Conduct Authority are available from us on request. The duplication, publication, or transmission of
the contents, irrespective of the form, is not permitted.

Celebrating 5 years of Infrastructure Debt
What do you remember about 2012? For us, it was the birth of Infrastructure
Debt. Over the last five years, with the support of sponsors and investors, we
are proud to have built a £9bn+ AuM global platform.
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Assets Under Management (AuM) Data as at October 2017. For professional investors only. Investing involves risk. The value of an investment and the income received from
it may fall as well as rise and investors might not get back the full amount invested. Infrastructure debt investments are highly illiquid and designed for long term investors
only. This is a marketing communication issued by Allianz Global Investors GmbH, www.allianzgi.com, an investment company with limited liability, incorporated in
Germany, with its registered office at Bockenheimer Landstrasse 42-44, 60323 Frankfurt/M, registered with the local court Frankfurt/M under HRB 9340, authorised by
Bundesanstalt für Finanzdienstleistungsaufsicht (www.bafin.de). Allianz Global Investors GmbH has established a branch in the United Kingdom, Allianz Global Investors
GmbH, UK branch, 199 Bishopsgate, London, EC2M 3TY, www.allianzglobalinvestors.co.uk, which is subject to limited regulation by the Financial Conduct Authority (www.
fca.org.uk). Details about the extent of our regulation by the Financial Conduct Authority are available from us on request. 17-2062

Determining a Smart Carbon portfolio

Ian Simm
Founder & Chief Executive
Impax Asset Management

To address the challenge of climate change, there is an increasing likelihood
that governments of major economies will act within the next decade to reduce
greenhouse gas emissions, probably by intervening in fossil fuel markets. Having
for years deemed the topic too difficult to quantify or manage, smart investors now
recognise that climate change is a risk issue, but most recognise that neither “full
divestment” of all fossil fuels stocks (and potentially other companies) nor a “do
nothing” approach are rational. Is there a way of using well established investment
management tools to underpin a logical approach that not only reflects today’s risks,
but is also flexible enough to evolve as climate change investment risk evolves?

Investors approaching this issue to date have generally used “carbon foot-printing”. In
addition to the by now well accepted problems of measurement, foot-printing fails to take account of a company’s ability
to pass on cost increases to its customers, and is therefore a poor and potentially misleading proxy for financial risk.
Impax’s analysis looks instead at the potential for company cash-flow to be impacted by climate change policy, and,
by estimating how much of today’s asset values are “at risk”, informs a method by which asset owners can adjust their
portfolios to manage the issue without introducing new risks.

Regulatory risk not the risk of extreme weather….
We believe that today investors should pay more attention to the risk of government intervention, which is likely to
happen over the next decade rather than to the risk of a changing climate, which can currently be mitigated through
insurance and portfolio diversification.
Government intervention to reduce pollution is typically based on taxation, “cap and trade” schemes or standards. In the
context of policy to mitigate climate change, we recommend a focus on taxation, or “Carbon Pricing,” as a proxy for these
policy instruments.
Investors should concentrate on listed companies engaged in the exploration and production of fossil fuel assets. As
suppliers of globally traded commodities, these companies are unlikely to be able to pass on the full effect of Carbon
Pricing to their customers or to adjust their revenue or asset base quickly enough to avoid this exposure. In contrast,
companies further down the energy value chain, for example gasoline refiners or airlines, typically face much more
complex market structures – many can pass a portion or even all of their cost increases onto their customers in the form
of higher prices and are therefore at less risk.
A simple model of each fossil fuel sector shows that the introduction of Carbon Pricing will raise retail prices, depress
wholesale prices and reduce supply/consumption, leaving some assets stranded and impacting cash-flows for those who
remain in the market.
There are strong indications that today’s prices of energy stocks do not account for the risk of government intervention.
Recent stock market history provides several examples in which investors failed to price risk correctly; for example, the
dramatic erosion in the prices of coal stocks between 2011 and 2015 appears to illustrate poor investor understanding of
the rapid build-up of the supply of shale gas, which undermined coal prices significantly.

Partial divestment and reallocation
Using a scenario approach to Carbon Pricing, we calculate the cash-flow and (present) value at risk for the companies
in the MSCI World Energy Index and model the optimal reduction in holdings. By investing dis-invested amounts into a
basket of energy efficiency stocks, the investor can preserve exposure to energy prices. There should also be a further
portfolio improvement as energy efficiency stock prices are typically correlated with the retail price of energy (which is
expected to rise with Carbon Prices) than with the wholesale price of energy (which is expected to fall).
The FTSE Environmental Opportunities Energy Efficiency Index represents an attractive basket of stocks for reallocation.
With around US$1 trillion of aggregate market capitalisation, there is plenty of scope for small and medium sized investors
to adjust their portfolios.
Reallocating to renewable energy companies may appear to be an alternative approach. However, the sector is
dominated by a small number of large cap names and investing in this limited group could introduce additional risks,
particularly stock-specific risk and the risk of regulatory change.
The Impax approach to modelling Carbon Risk in investment portfolios
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A Dynamic Plan for the Future
To implement this strategy effectively, investors should also seek additional information from fossil fuel asset owners in
order to improve their risk analysis. They should also engage with regulators to mandate further disclosure of this type of
information, and continuously refine their assumptions and modelling of this issue in order to adjust their positioning as to
the quantum, timing and likelihood of Carbon Pricing.
Crucially, such a “Smart Carbon” portfolio represents only a partial sell-down of many fossil fuel stocks, so those investors
wanting to engage with companies and seek to persuade them to change strategy will still have a seat at the table.
In time, it is likely that the market values of all stocks will incorporate climate change risk. However, investors who
position themselves ahead of this change and invest in the transition to a low carbon economy should out-perform the
broader global equities market.

Contact
Scott Thompson
s.thompson@impaxam.com | Direct +44 20 7432 2662 | Mobile: +44 7469 403 373
Copyright Impax Asset Management Ltd.

ALL ELECTRICITY FROM RENEWABLE SOURCES AS PROGRESS CONTINUES ON SUSTAINABILTY PATH
• Jaguar Land Rover buys 100% of its electricity from renewable sources in new purchase
agreement with EDF Energy, to continue into the 2020s
• Renewables purchasing programme revealed in Sustainability Report
• Business continues research and development in electric, hybrid and conventional
powertrains.
Coventry, UK: Jaguar Land Rover Automotive plc, the UK’s largest car manufacturer, has sealed an
agreement with EDF Energy to buy all its electricity from renewable sources up to March 2020.
Jaguar Land Rover’s electricity supply is backed by Renewable Energy Guarantees of Origin (REGO),
meaning a proportion of EDF Energy’s renewable energy is ring-fenced specifically for the company.
The REGO scheme certifies the proportion of supply that comes from renewable generation – 100
per cent in Jaguar Land Rover’s case.
Ian Harnett, Executive Director of Human Resources and Global Purchasing at Jaguar Land Rover,
said:
“Our future is low-carbon, clean and efficient. Our programme to reduce our burden on the National
Grid doesn’t end here: we seek continual improvements, both in how we can reduce energy
consumption further and how to minimise our carbon emissions.
“Our aim is to give our customers an assurance that the company’s electricity will come from
renewable sources: those being in addition to the solar array at our Engine Manufacturing Centre in
Wolverhampton, one of the largest rooftop installations in Europe.”
Béatrice Bigois, Managing Director of Customers, EDF Energy, said:
“EDF Energy is pleased to announce that we will continue to supply Jaguar Land Rover with 100 per
cent renewable electricity for the next three years.
“Jaguar Land Rover is a valued partner of EDF Energy – we share a strong focus on sustainability and
are very proud to support Britain’s biggest car maker in achieving their low-carbon ambitions.”

Jaguar Land Rover’s renewables purchasing programme operates within a wider context of
sustainability. The business’s latest annual Sustainability report, published today, shows the business
achieved:
•
•
•
•

•

32% reduction in European fleet average tailpipe CO2 emissions (2015 compared to 2007).
More than 38% reduction in energy per vehicle produced, compared to 2007 (UK
manufacturing).
Building on our research and development in electric, hybrid and conventional powertrains,
we invested over £3billion in technology, design, engineering and manufacturing.
In one year alone (to April 2016) we reclaimed more than 50,000 tonnes of press shop
aluminium waste - enough to make around 200,000 Jaguar XE bodyshells. Giving all that
aluminium, another life has also prevented more than half a million tonnes of CO2 from
being released into the atmosphere.
New buildings designed to achieve the highest standards such as the Building Research
Establishment's BREEAM 'Excellent' standard. BREEAM encourages designers and others to
think about low carbon and act accordingly, minimising the energy demands created by a
building – even before considering energy efficiency and low-carbon technologies.

Notes to editors:
Jaguar Land Rover:
• Over the past six years, Jaguar Land Rover has doubled sales and employment, more than
tripled turnover, and invested more than £12 billion in new product creation and capital
expenditure.
• Jaguar Land Rover will invest more than £3bn in its products and facilities in Fiscal 2017.
• With a balanced regional distribution of sales, in 2016 Jaguar Land Rover sold more than
583,000 vehicles, up 20% on the previous year. Of the total, Jaguar sold 148,730 vehicles and
Land Rover sold 434,583 vehicles.
• Jaguar Land Rover is one of the UK's largest exporters and generates around 80% of its
revenue from exports.
For more information, please visit www.newsroom.jaguarlandrover.com or contact:
Andrew Marsh, Corporate Affairs Manager M: +44 (0) 7880 043184 E: amarsh1@jaguarlandrover.com

EDF Energy:
• EDF Energy is one of the UK’s largest energy companies and the country’s largest producer of
low-carbon electricity, producing around one-fifth of the nation's electricity.
• EDF Energy is the preferred supplier for British business, based on market share.
For any EDF Energy-related enquiries, please contact Craig Owen, External Communications Officer, EDF Energy
on 0208 935 2900 / 07875 119460 or craig.owen@edfenergy.com

Toyota Environmental Challenge 2050

Processes to Identify and Implement the Key Challenges (Materiality)
Environmental challenges may involve both business risks and opportunities. It is therefore essential to identify key challenges (materiality) from
both risk and opportunity perspectives when formulating a long-term vision. In order to grasp the potential risks and business opportunities,
Toyota has collected information, analyzing and identifying environmental challenges from the standpoints of their importance for both
stakeholders and our business.
For the implementation phase, we have created the Sixth Toyota Environmental Action Plan to carry out the company-wide specific initiatives to
accomplish the Six Challenges under the Toyota Environmental Challenge 2050.

Collect and Analyze Information

Step

1

We examined a wide range of global trends in collecting and analyzing information. These include scientific
predictions for the environment in 2050, global frameworks and policy trends, development in emerging countries,
major index from external rating agencies, and world leaders’ remarks on environmental issues at G7 Summits.
This broad examination provided us with an understanding of macroeconomic trends and important needs of
societies, leading us to grasp potential risks and opportunities.

Identify Environmental Challenges (Materiality)

Step

2

We identified environmental challenges (materiality) through analysis of both the external and internal environments.
Our analysis of the external environment is derived from ESG investor and research organization surveys and major
indices, along with communication with stakeholders including international organizations, NGOs, and consumers,
while the internal analysis is based on the Guiding Principles at Toyota, the Toyota Earth Charter, and discussions
among internal related divisions.

Identify Key Challenges (Materiality)

Step

3

We identified the key environmental challenges (materiality) by considering two aspects, which are the influence
on stakeholders, and impacts on our potential business risks and opportunities. This helped us prioritize the
importance of key challenges.

Toyota Environmental Challenge 2050 Approval, Regular Review, and Information Disclosure

Step

4

High priority challenges for both stakeholders and Toyota were formulated in the Toyota Environmental Challenge
2050 (Six Challenges) and approved by the Corporate Planning Meeting, which decides our medium- to long-term
strategies. Steady implementation of our challenges requires management’s recognition of environmental activities
as potential business opportunities and effective investments, in addition to involving Group companies to strengthen
collaboration with our business partners. We will review and evaluate our action plans on a regular basis.

The Sixth Toyota Environmental Action Plan: Action Plan to Implement the Six Challenges
The Toyota Environmental Action Plan defines the Toyota Earth Charter in specific corporate activities to ensure steady progress of our goals.
We created the First Toyota Environmental Action Plan in 1993, followed by a review every five years afterwards to implement our plans.
The Sixth Toyota Environmental Action Plan clearly defines the initiatives to be implemented between FY2016 and 2020 in order to meet the Six
Challenges of the Toyota Environmental Challenge 2050.
Toyota will contribute to the sustainable development of society and the Earth in harmony with the global environment through monozukuri
(manufacturing), car manufacturing, providing products and services.

Environmental Report 2017 Toyota Environmental Challenge 2050
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Residential Land Partnership
In association with Palmer Capital
Unique opportunity to promote
land for residential development
Simple but compelling investment strategy
Ȃ There is strong demand but a fundamental undersupply of
housing across the UK. There is a favourable planning environment
for housing development.
Ȃ Sites are acquired, repositioned for residential development and then
sold to house builders.
Ȃ Returns will be driven by the change in respective land values.
Targeting outperformance via stock selection, value
creation and well timed disposals

Contact Information
Fund Manager
Graeme Rutter
Tel: +44 (0) 20 7658 6768
Email: graeme.rutter@schroders.com

Ȃ Target ungeared IRR of 12-15%1 over a five year life.

Institutional Client Relations

Ȃ Palmer Capital’s network of seven regional partners gives local knowledge
and expertise when securing planning and relevant statutory consents.

Claire Glennon

Unique real estate fund offering diversification
Ȃ Residential Land Partnership provides investors with exposure to an
asset class which is distinct from commercial real estate, and offers
further diversification from traditional asset classes.
Strong management and deal sourcing coupled with team alignment
Ȃ Strong partnership between Schroders’ fund management expertise
and the specialist investment experience of Palmer Capital and their
operating partners.
Ȃ The two partners have worked together since 2005 and Palmer Capital
has an intial £50 million deal pipeline.

Tel: +44 (0) 20 7658 4366
Email: claire.glennon@schroders.com
Real Estate Client Relations
Olivia Pember
Tel: +44 (0) 20 7658 3552
Email: olivia.pember@schroders.com

Focus on Environmental, Social and Governance factors
Ȃ Schroders has established Environmental Social Governance (ESG)
policies and practices. Schroders is a signatory to United Nations-supported
Principles for Responsible Investment (UNPRI).
Ȃ Helping to deliver thousands of new homes in the UK.

Target only and not guaranteed

1

Important information: For professional investors or advisers only. The material
is not intended as an offer or solicitation for the purchase or sale of any financial
instrument. Schroders has expressed its own views and opinions in this document
and these may change. The material is not intended to provide, and should not be
relied on for, accounting, legal or tax advice, or investment recommendations. The
Fund is a collective investment scheme within the meaning of Section 235 of the
Financial Services and Markets Act 2000 (“FSMA”). The Fund is not an authorised
unit trust scheme, OEIC or recognised scheme within the meaning of the FSMA and
therefore constitutes an unregulated collective investment scheme. As an unregulated
collective investment scheme, the distribution and promotion of units are restricted,
for the purposes of Sections 21 and 238 of the FSMA, to persons who are themselves
authorised under the FSMA or who otherwise fall within the categories or exceptions
made under Sections 21 and 238. Accordingly, this material is directed at market
counterparties and authorised persons; intermediate customers; existing investors in
a substantially similar real estate fund; and clients and newly accepted clients of the

Schroder Group where reasonable steps have been taken to ensure that investment in
the Trust is suitable. 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. Real estatebased pooled vehicles, such as the Fund, invest in real property, the value of which is
generally a matter of a valuer’s opinion. It may be difficult to deal in the units of the
Fund or to sell them at a reasonable price because the underlying property may not be
readily saleable, thus creating liquidity risk. There is no recognised market for units in
the Fund and, as a result, reliable information about the value of units in the Fund or
the extent of the risks to which they are exposed may not be readily available. Funds
that focus on specific sectors can carry more risk than funds spread across a number
of different industry sectors. Issued by Schroder Real Estate Investment Management
Limited, 31 Gresham Street, London EC2V 7QA. Registered No: 1188240 England.
Authorised and regulated by the Financial Conduct Authority. For your security,
communications may be recorded or monitored.RC61951

EVALUATING ESG FACTORS IN EMERGING MARKETS
Gonzalo Pángaro
Portfolio Manager
Emerging Markets
Equities Strategy

At T. Rowe Price, we strive to help our clients reach their
long‑term financial goals through a thoughtful, disciplined
approach to managing investments. Consistent with that mission,
we endeavour to understand the long‑term sustainability of a
company’s business model and the factors that could cause
it to change. Our investment process considers tangible
investment factors such as financial information, valuation
and macro‑economics in tandem with oftentimes intangible
investment issues such as environmental, social and corporate
governance (ESG) factors.
We define a potential investment’s ESG‑related risk and reward
based on its industry, geography and company dynamics. Our
research analysts are able to work closely with our in‑house
sustainability and governance specialists to determine which
factors will be most material to the underlying fundamentals of
a particular investment. The purpose is not to eliminate such
risks from the portfolios, however, but to be disciplined about
considering a wide range of issues in order to make more fully
informed investment decisions.
Ideally, we invest in companies with good fundamentals that
exhibit strong ESG practices run by management teams that
think about the sustainability of their business. Getting to know
management before and during investment is, therefore, critical
to our process. We want to avoid surprises and look for ESG risks
that the market is not expecting and that pose a fundamental risk
to the company’s prospects.

ESG CONSIDERATIONS FOR EMERGING MARKETS
In the emerging world, corporate transparency tends to be
more limited and lower regulatory standards can lead to higher
environmental and social risks. Consideration of ESG factors is
therefore an important part of our bottom‑up research process
that can help to highlight both potential risks and opportunities.
It is not unusual for an emerging market company to score below
their developed market peers in ESG vendor ratings due to a
lack of ESG‑related disclosure. Our focus on materiality to the
underlying investment case and interaction with management

helps our analysts understand whether a company is managing
environmental or social risks that could be meaningful to their
future performance. Overall, we are seeing an improving trend
of ESG disclosure in emerging markets, something that we
actively encourage.
Another common ESG issue in emerging markets is the
presence of complex governance structures. Controlling
shareholder risk can be a key concern, whether it is a
state‑owned enterprise in China or a promotor‑controlled
company in India, and hence knowing the history and track
record of these key stakeholders becomes crucial when thinking
about whether to invest.
As ESG vendor research ratings are often backwards
looking, “ESG turnarounds” can be difficult to capture without
fundamental research and interactions with management. Our
investment process helps us capitalize on companies at an ESG
inflection point. For instance, when a new management team
is put in place or a regulatory change addresses a particular
environmental or social pressure on an industry. We find that
even companies with a history of relatively serious ESG problems
can emerge as viable investments if management can effectively
rectify underlying issues.

ESG FACTORS CAN OFFER LONG TERM BENEFITS
Evidence shows that companies with good ESG practices
perform better than those that don’t, with fewer ‘blow‑ups’ and
hence less volatility.
If we look at the MSCI Emerging Markets ESG Leaders Index,
which is a capitalisation‑weighted index that provides exposure
to companies with high ESG performance relative to their sector
peers, it has consistently outperformed the MSCI Emerging
Markets index since its inception. Using this as a data point,
it tends to confirm that the positive effects can stretch beyond
just developed markets and adds to the growing evidence that
suggests that ESG factors, when integrated into disciplined
investment analysis and decision making, can offer investors
potential long‑term performance advantages.

For more information on our global investment
capabilities, please visit our website:
Institutions: troweprice.com/institutional
Consultants: troweprice.com/consultants
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