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A clear trajectory has built up since the end of the last century establishing good 
governance and oversight as an important part of the fiduciary duty of both 
companies and investors. This trend shows no sign of slowing: stewardship codes 
for asset managers and owners are being rolled out around the world. As they 
become established, expectations are rising. 

The growing demand is for those in the investment chain to be transparent about their activities, 
objectives and outcomes in the governance arena. Best practice is no longer signing up to a code, 
voting and never discussing the issue again. The direction of travel is clear – a better dialogue 
between owners, investors and companies on the thorny long term issues that companies face: 
strategy, board succession, and stakeholder management. The most sophisticated asset owners are 
already questioning their managers, not just on their buy and sell processes, but on their approach 
to ownership. They expect detailed reports and a quantification of impact. This move away from tick 
box governance will lead to more changes over time, and we welcome this. Investment reporting 
will focus not only on performance statistics but also on engagement activity. Asset owners should 
understand their manager’s governance style as closely as they do their investment style. We expect to 
see an evolution of the fiduciary’s agenda, with governance appearing more frequently in discussions. 
This should all mean companies should expect to face closer oversight of their activities, and more 
demanding questions coming from investors as a result. This will not take the form of a “shareholder 
spring”, as many have advocated in the past, but an ongoing evolution and an onward push towards 
higher standards.

Some commentators are calling for more explicit guidance and clarification aimed at embedding 
environmental, social and governance (ESG) considerations into investment processes as part of 
fiduciary duty. An important first step is already well established with the existing focus on governance. 
If there is an effective board, with active debate, robust internal controls and good risk management, 
the board should have good oversight of, and strong policies to manage, the E&S risks across the 
same business. Recent comments from policy makers and regulators around the world have shown 
that they see fiduciary duty and consideration of ESG issues as compatible, giving further impetus to 
an investment approach that seeks to integrate these considerations.

As fundamental investors we know that assessing how companies deal with all of their stakeholders 
– customers, clients, employees and civil society – affects corporate performance and plays a role in 
investment decisions. Understanding the sustainability of returns and the potential risks on the horizon 
– from cyber security to tax clampdowns – is as important as understanding the valuation. ESG risks 
are real risks.

In our experience, a rigorous understanding of all the risks that a company faces – financial, 
environmental, social and governance – leads to better investment decision making. Ensuring that 
companies are being run in a long term sustainable manner through engagement by their owners 
further improve returns. Those with fiduciary responsibility should be encouraging those managing 
their money to take such a long term holistic approach to investment. They should also be looking for 
evidence that ESG integration is more than greenwashing but adds value to investment processes. 
Current policy changes underline the importance of the process that many asset owners have already 
embarked on.
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Understanding the sustainability 
of returns and potential risks 
on the horizon, from cyber 
security to tax clampdowns, is 
as important as understanding 
the valuation.



A recent KPMG study found 
more than 80% of markets 
investigated had adopted 
the G20/OECD Principles 
of Corporate Governance, 
albeit with a skew in favour of 
developed markets.

Turning sustainable intentions into fiduciary practice

Traditionally, the duties of those entrusted with managing other people’s money did not extend 
much beyond ensuring that the capital grew without being exposed to too many risks. But there 
has been in recent years a realisation that acting in beneficiaries’ best interests can incorporate an 
increasingly broad duty of care. There is a growing international consensus by policymakers that 
ESG considerations should form part of the fiduciary responsibilities of professional investors as they 
consider the long term implications of their activities.

Governance leads the way

The earliest and most obvious manifestation of this trend has been the rise of corporate governance. 
Scandals at companies, such as the collapse of UK travel agent Polly Peck in the 1990s and Enron in 
2001, led to frameworks being developed through the likes of the Cadbury Code (UK) and Sarbanes 
Oxley Act (USA) addressing the oversight of public companies.

The benchmark for good governance is seen as the G20/OECD Principles of Corporate 
Governance1, originally published by the two developed country groupings in 1999. The Principles 
are cemented by the contribution of several major international organisations to their making: the 
2015 review included the Basel Committee, which oversees international banking regulation, the 
Financial Stability Board, which co-ordinates global regulatory and financial policies, and the World 
Bank, the international body charged with providing financial support to developing countries.

The Principles cover six areas:

– The basis for an effective corporate governance framework.

– Protecting the rights and equitable treatment of shareholders.

– The role of institutional investors.

– The role of other interested parties, from employees to creditors and customers.

– Disclosure and transparency.

– The responsibilities of the board.

A recent study conducted by the Association of Chartered Certified Accountants and the consultancy 
firm KPMG found that a majority of the markets investigated had adopted more than 80% of the 
Principles, albeit with a skew in favour of developed markets. 

1Organisation of Economic Co-operation and Development and Group of 20 Countries, 2015.



The impetus put on investors is slightly less onerous: “Institutional investors 
acting in a fiduciary capacity should disclose their corporate governance and 
voting policies with respect to their investments, including the procedures that 
they have in place for deciding on the use of their voting rights.”

We would agree that exercise of voting rights should be seen as part of the value of the investment 
and should be treated as such. However, as the Great Financial Crisis of 2008 demonstrated, voting 
is not a proxy for effective oversight. The next generation of initiatives put more responsibility on asset 
owners and managers, notably through stewardship codes. First launched in the UK, now evident in 
Japan and under consultation in Taiwan, they call for institutional investors to move towards ongoing 
dialogue and engagement with companies on governance matters. 

We undertook our first corporate governance activity as a firm in 1998. In doing so, we worked 
alongside fund managers to achieve exactly these stewardship code aims as part of our belief that  
a governance dialogue with investee companies can create value for actively managed portfolios.  
It should be no surprise, therefore, that we are naturally supportive of the widespread adoption of  
stewardship codes. 

Whether enforced through legislation or “moral suasion”, governance and investor oversight are 
clearly rising up the agenda of policy makers around the world. The level of importance given to these 
issues means that they are not something that can be taken lightly – a tick box approach to policy 
and voting simply isn’t enough. Both asset managers and owners are being called on to demonstrate 
an engaged approach to the “G” of “ESG.” Governance is fast becoming an essential part of the 
fiduciary duty of professional investors and the investment chain. Fund managers need to be able to 
clearly explain to asset owners how they have discharged their duties in this area. They should be 
able to evidence their engagement activities, topics covered and outcomes achieved. Asset owners 
should be willing to ask probing questions, not just on the latest controversial pay vote, but on these 
wider activities too.

Environmental and social are following fast

More contentious perhaps are the environmental and social aspects of ESG. What is the evidence 
that these are real risks that should impact investment decisions? The World Economic Forum (WEF), 
which brings together leading business, political and academic figures from around the world, puts 
three climate-related threats amongst its top 10 global risks for 20152. These are extreme weather 
events, the failure to adapt to climate change and water crises. Moreover, these types of issues have 
consistently been among its top five risks for the past five years. It notes3 that:

“Even though all of these risks are well known, governments and businesses often remain woefully 
underprepared, as illustrated by respondents’ perceptions that relatively little progress has been 
made on these risks in the last decade… At the heart of the problem is a risk-management approach 
based on responsive measures that assume things go back to normal after a crisis – an approach 
that falls short with complex or slowly evolving environmental risks such as climate change. 
Stakeholders have been slow to address the underlying causes of environmental risks or to address 
their economic, social, political and humanitarian consequences.” 

Clearly a wake up call for any fiduciary worried about the long term and downside risk.

2Global Risks 2015: 10th Edition, World Economic Forum, Geneva. 
3Global Risks, p. 21. 
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‘Even though all of these 
(climate-related) risks are 
well known, governments 
and businesses often remain 
woefully underprepared.’
The World Economic Forum (2015)



Uniting fiduciary duty with sustainability

It is an increasingly arguable point that it would be a dereliction of duty for trustees of assets not to 
take into account ESG risks when determining how to invest and manage assets. Indeed, no less 
a body than the United Nations Environment Programme, which sponsors the UN’s Principles for 
Responsible Investment, believes that implementing ESG policies is central to investors’ fiduciary 
duties. It was among the sponsors of a study of investment practice and fiduciary duty in eight major 
markets4 whose aim was to “end the debate about whether fiduciary duty is a legitimate barrier to 
investors integrating environmental, social and governance issues into their investment processes.” It 
concluded that “[f]ailing to consider long-term investment value drivers, which include environmental, 
social and governance issues, in investment practice is a failure of fiduciary duty.”5

The UN report acknowledged that corporate governance is an area where there is now greater 
acceptance that failures can have an impact on investment performance. The report saw much 
less certainty over any link between social and environmental issues and performance. However, its 
research suggested that, at least in the eight markets investigated, fiduciary duty was not seen as an 
obstacle to action. Most of the asset owners interviewed “described fiduciary duty as a requirement 
that informs investment and management practice in a similar manner to aspects such as costs and 
investment returns. Some went further, suggesting that a failure to take account of ESG issues could 
be seen as a breach of their fiduciary duties.”6

The UN report noted that asset owners have significant freedom in integrating ESG policies into their 
investment practices. It recommended that they should use this freedom to:

– Pay close attention to decisions that lead to skews in portfolios and explicitly assess the 
 implications of these skews for the overall risk profile of the fund.

– Base investment decisions on credible assumptions (e.g. about future regulation) and a robust  
 decision-making process. 

– Be prepared to review the investment outcomes achieved. 

–  Be willing to change if the data changes or if it is clear that a decision is causing significant   
damage to the beneficiaries’ interests.

The report had a number of suggestions as to how laws and regulations could be reformed to 
improve the integration of ESG considerations and fiduciary duties. Many were quite detailed 
recommendations for changing the way fiduciary duties are perceived in each of the eight  
countries covered.

4Fiduciary Duty in the 21st Century, United Nations Global Compact, UNEP Finance Initiative, Principles for  
 Responsible Investment and UNEP Inquiry: Design of a Sustainable Financial System, September 2015.
5Fiduciary Duty, page 9.  
6Fiduciary Duty, page 15.

‘Failing to consider long-term 
investment value drivers, 
which include environmental, 
social and governance 
issues, in investment practice 
is a failure of fiduciary duty.’
Principles for Responsible Investment  
and UNEP Inquiry (2015)



In this context, it is interesting to note the direction of travel in the UK and US. 

In the former, the government has declined to impose a mandatory requirement on pension trustees 
to take account of ESG and stewardship considerations in making investment decisions. However, in 
announcing its decision8, the government clearly implied that any such long-term factors which are 
germane to the long-term sustainability of investments are properly part of trustees’ duties.

Meanwhile, in the US, the Department of Labor has recently clarified previous guidance on so-called 
“economically targeted investments” which seek to look beyond the financial gains that accrue 
to the beneficiary to the wider benefits to society. The interpretive bulletin9 states that ESG issues 
“are proper components of the fiduciary’s primary analysis of the economic merits of competing 
investment choices.” It states that fiduciaries can make such investments “based, in part, on their 
collateral benefits so long as the investment is economically equivalent, with respect to return and 
risk to beneficiaries in the appropriate time horizon, to investments without such collateral benefits.10”

Elsewhere, in Canada the beginning of January 2016 saw the launch of a new regulation from the 
Financial Services Commission of Ontario. New pension plans have to file a Statement of Investment 
Policies and Principles that must include information about whether ESG factors are incorporated in 
the plan’s investment strategy and, if so, how ESG factors are addressed.

7Fiduciary Duty, page 17.
8Better Workplace Pensions: Reducing regulatory burdens, minor regulation changes, and response to  
consultation on the investment regulations, Department for Work & Pensions, November 2015. 
9“Interpretive Bulletin Relating to the Fiduciary Standard under ERISA in Considering Economically Targeted  
Investments”, US Department of Labor, Employee Benefits Security Administration, 29 CFR Part 2509, RIN  
1210-AB73, 26 October 2015.
10Bulletin, pp. 5 and 6.
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Case study: 
Analysing and assessing ESG risks: the case of climate change

According to the United Nations7, fiduciaries need to be able to show that they have identified and 
assessed the risks to companies and to their portfolios. In the case of climate change, for example, 
this would require them to:

–  Show that they have recognised relevant risks (even if they are sceptics on the issue of  
climate change). 

– Analyse how climate change might affect investment returns over the short, medium and long-term. 

– Explicitly manage the risks, and not assume that the risks are automatically managed by other risk  
 management strategies. 

–  Interrogate and challenge the individuals or organisations (e.g. investment managers and companies)  
to ensure that these risks are being effectively managed. 

– Establish processes that enable them to demonstrate the actions they have taken.

In the US, the Department  
of Labor (2015) states that ESG 
issues ‘are proper components 
of the fiduciary’s primary analysis 
of the economic merits of 
competing investment choices.’



Finally, at the end of 2015 the European Union Commission published a report it had commissioned 
from the consultants EY to provide clarification and policy advice on the integration of environmental 
and resource efficiency issues into the fiduciary duties of institutional investors. The report confirmed 
that, as long as these factors are relevant to risk management and financial returns, integration is 
compatible with fiduciary duty. The report also encouraged national governments to provide official 
guidance and interpretation of fiduciary duties to put beyond doubt the question of ESG issues and 
fiduciary duties. Institutional investors should disclose their sustainable and responsible investment 
policy and this should be monitored and verified. It pushed for the creation of more stewardship 
codes and the quantification of ESG related risks and impacts. It encouraged more engagement 
between institutional investors and beneficiaries on where their best interests lay. It also called for 
trustees and administrators of funds to be made more aware of the environmental and social issues 
related to investments and how these related to the best interests of beneficiaries. It also hinted at 
the development of policies pushing for more engagement and impact investing. 

In the light of these clear trends, we can imagine that there are a number of trustees and others 
charged with fiduciary responsibilities wondering how to put these fine intentions into practice.  
To satisfy this demand, we’ve listed a few precepts to follow and questions to put to professional 
asset managers. 
 
Questions for your Fund Manager

What is your policy on integrating ESG into the investment process?

Is it publicly disclosed?

Are you a PRI signatory? 

What is your assessment score? 

Who has overall responsibility for your ESG strategy? 

How do you exercise voting rights on behalf of clients? 

Do you disclose a corporate governance policy? 

Do you comply with the local stewardship code? 

Do you conduct your own analysis of AGM resolutions? 

What can clients expect to receive by way of ESG reporting?

Which Investor groups are you a member of? 

Which ESG issues have you engaged on with companies? 

Do you record and measure the effectiveness of your engagement with companies?

Which ESG data sources do you draw upon?

Do you integrate ESG across asset classes and for how long? 

Can you provide an example of integrating an ESG issue into an investment decision?



Important information: The views and opinions contained herein are those of the Environmental, Social and Governance (ESG) team, and may not necessarily represent 
views expressed or reflected in other Schroders communications, strategies or funds. This document is intended to be for information purposes only and it is not intended as 
promotional material in any respect. The material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not intended to 
provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable but Schroders does not 
warrant its completeness or accuracy. Reliance should not be placed on the views and information in the document when taking individual investment and/or strategic decisions. 
Past performance is not a reliable indicator of future results, prices of shares and the income from them may fall as well as rise and investors may not get back the amount originally 
invested. The opinions included in this document include some forecasted views. We believe that we are basing our expectations and believes on reasonable assumptions within 
the bounds of what we currently know. However, there is no guarantee that any forecasts or opinions will be realised. UK: No responsibility can be accepted for errors of fact 
or opinion obtained from third parties. This does not exclude any duty or liability that Schroders has to its customers under the UK Financial Services and Markets Act 2000 (as 
amended from time to time) or any other regulatory system. Schroder Investment Management Limited, 31 Gresham Street, London, EC2V 7QA, is authorised and regulated by 
the Financial Conduct Authority. For your security, communications may be taped or monitored. Further information about Schroders can be found at www.schroders.com. USA: 
Schroder Investment Management North America Inc. is an indirect wholly owned subsidiary of Schroders plc and is a SEC registered investment adviser and registered in Canada 
in the capacity of Portfolio Manager with the Securities Commission in Alberta, British Columbia, Manitoba, Nova Scotia, Ontario, Quebec, and Saskatchewan providing asset 
management products and services to clients in Canada. 875 Third Avenue, New York, NY, 10022, (212) 641-3800. www.schroders.com/us. RI00042. w48675
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