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At Schroders, we believe well-run companies that act responsibly are not only 
good for society, they can be good for shareholders’ pockets too. Research has 
demonstrated that companies with robust environmental, social and governance 
(ESG) performance benefi t from a lower cost of capital and are more likely to deliver 
superior returns over time1. That’s why ESG forms an integral part of our investment 
process across asset classes. 

We see engaging with companies and their management as a fundamental part of 
our duty as an active investor. As well as improving performance, we believe that 
engagement adds value by enhancing communication and understanding between 
companies and investors.

This report brings you details of our ESG engagement this quarter, as well as some 
of the broad issues and themes our nine-strong team has been considering. It 
demonstrates Schroders’ responsible approach to managing clients’ assets, and 
how we are integrating our ESG thinking into our investment processes.

1  Sustainable investing: Establishing Long-Term Value and Performance, Fulton, June 2012 and “Can investors do well 
while also doing good?”, Schroders Investment Horizons, issue 3, 2015.

Jessica Ground
Global Head of Stewardship, Schroders

 “We think Schroders’ credentials as one of the largest ESG managers in the 
world are vividly demonstrated by our engagement activities. Portfolio companies 
increasingly take notice of what we say. As long-term stewards of our clients’ 
capital, we aim to engage constructively with companies on ESG issues, helping 
them manage their risks and, in turn, strive for better outcomes for our clients.”



Special topic
Oil & Gas: 
Weighing the carbon costs 

As part of a project to assess mounting carbon risks in the energy sector, we reviewed 
the direct impact of potential carbon costs on oil and gas upstream activities. 

Global pricing mechanism? 
The most obvious and effi cient climate change regulation should be the introduction of carbon pricing. 
Ecofys estimates that 12% of global emissions are covered by carbon pricing mechanisms – this 
represents a threefold increase over the past decade. We think the trend will continue, and we should 
therefore factor this risk into valuations for companies with long-life-cycle business models.

Our analysis
Our latest analysis focuses on the direct impact of a potential carbon cost on oil and gas upstream 
(exploration and production, or E&P) activities. While the energy used during extraction is minor 
compared to the scale of carbon embedded in fossil products (see our previous work2) E&P remains an 
energy-intensive process. 

We see greenhouse gas (GHG) emission intensity in E&P activities as both a proxy for operational 
effi ciency (as it refl ects the energy cost of operations) and a risk of additional costs to operations (as 
carbon becomes regulated). Analysing emissions per barrel produced gives an indication of the carbon 
effi ciency of extracting fossil fuels. 

Is producing oil more carbon intensive than producing gas? 
We compared our investee companies’ carbon operating effi ciencies (E&P activities only) and attempted 
to differentiate between the types of fossil fuels they extract. We found that beyond the required 
upgrading process, it is not clear that production mix impacts emissions. Some companies are 
particularly carbon effi cient despite being oil-focused and vice versa. Therefore, the carbon effi ciency 
ratio is more likely to refl ect operational effi ciency.

Sensitivity to a carbon tax? 
We analyzed the carbon intensity of production (GHG emissions per barrel of oil produced) of our investee 
companies, looking at the cost of a carbon tax on their upstream businesses (based on 2014 emissions). 
We ran the analysis against a range of carbon tax levels. The higher the carbon intensity (per barrel of oil 
or per operating income) the more vulnerable to carbon taxes a company will be. Before drawing radical 
conclusions about individual companies, we would point out the following:

 – The carbon cost impact is a function of profi tability (the stronger the fi nancial performance, the better 
the resilience to more costs).

 – Effi ciency gains should be factored into longer-term analysis so that the ramping up of a carbon tax is 
offset – to some extent – by a reduction in energy use and carbon emissions in operations over time.

 – Downstream activities may compensate for lower upstream profi ts (although one should bear in mind 
that a carbon tax would impact refi ning activities as well).

 – Oil sands companies are impacted by some level of carbon price already (Alberta carbon tax on 
effi ciency) hence we should see faster energy and carbon effi ciency improvements in this local 
industry over the coming years.

2   Q4 2015 Responsible Investment Report, http://www.schroders.com/en/SysGlobalAssets/staticfi les/schroders/ 
 sites/global/press-releases/q4-2015-ri-report.pdf
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“The most obvious and effi cient 
climate change regulation should 
be the introduction of carbon 
pricing. We should factor this 
risk into valuations for 
companies with long-life-cycle 
business models.”
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Solange Le Jeune
ESG Analyst 



“Supply and demand side 
pressure means that water is 
increasingly becoming a material 
risk for companies that are 
struggling to source scarce, 
clean water.”
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In the wake of rising company awareness and the increasing costs of water risk, we ex-
plored potential fi nancial impacts of water stress on companies in the beverages sector. 

Water stress: increasing pressure on supply and demand
While 71% of the earth’s surface is covered in water,3 only 0.6%4 of this is water available for consumption 
by people and business. The supply of clean, fresh water is also decreasing. At the same time, there is 
increasing demand for water from agriculture, the growing global population and economic development. 
Supply side and demand side pressure means that water is increasingly becoming a material risk for 
companies that are struggling to source scarce, clean water. In our view, understanding and managing water 
risk may be fundamental to a company’s ability to continue as a going concern. 

Licence to operate: rising costs
As awareness of water risk from all stakeholders improves, the regulatory burden on companies and their 
suppliers will increase. This, in turn, will push up the cost of operating licences for various businesses. 
However, complying with the regulations should be the minimum standard. Companies also need to attain 
a social licence to operate. Water management is no longer about just the environmental risks – avoiding 
water pollution and maintaining water quality – it is also about broader social risk. Water availability is 
important in terms of human rights (access to clean drinking water) and agriculture (the reliance on water 
for livelihood), and is a vital resource for companies supporting economic development. Failing to secure a 
social licence to operate in water-stressed regions can result in a material cost to businesses. 

Sector focus: water risk for beverages companies 
The beverages sector is highly dependent on water for both direct operations and along the supply chain 
through sourcing agricultural commodities. Of the 36 global beverage companies responding to the CDP 
water survey in 2015, over 90% evaluated water quality over the next 10 years as a driver to the success 
of their long-term strategy.5 The brewing sub sector is particularly vulnerable to changes in regulations and 
increasing water-related costs. Along with soft drink producers, brewers have the highest absolute volumes of 
water consumption. Our analysis shows this exposure is already driving up costs, with brewers reporting the 
biggest increase in water-related capital spending (as defi ned by CDP).

We conducted analysis of the brewing companies held by Schroders. We found that most brewing 
companies have adequate water management practices to help them identify water risk at the local level. 
However, evidence that fi rms are mitigating the impact of identifi ed local water stress is less conclusive. 
The analysis also revealed that compared to other beverages sub-sectors, brewers are failing to engage 
adequately with local communities; other sectors provide access to water, support local agriculture and 
collaborate with local partners and non-governmental organizations (NGOs) to a much greater extent. 

Overall, these two factors may expose companies to greater pressure on margins in the medium term. 
Greater exposure to water-stressed regions will likely be refl ected in greater operating spend in order 
to maintain operating licences while the need to invest in community-related projects will add to social 
operating costs. 

3   National Oceanic and Atmospheric Administration, http://www.noaa.gov/ocean.html, November 2015.
4   Schroders, ESG research: Water – Cheap and abundant, but not for long, R. Stathers, December 2007.
5   Schroders / CDP Analytics data 2015.
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Elly Irving
ESG Analyst 

Special topic
Water stress in the 
beverages sector



The global fi nancial crisis changed banking in a huge way. Management teams were fi red, capital levels 
raised and a multitude of regulations put in place. However, in the aftermath of the immediate crisis a 
number of issues such as LIBOR and FX rigging indicated that while some of the immediate fi xes had 
got the banks out of the Emergency Room, major surgery was still required before banks got a clean bill 
of health.

We fi rst looked at the issue in our January 2015 report Banks: a new approach to risk? Governance, 
culture and risk in a revamped banking industry. The report outlined a number of actions that banks 
could put in place to create a more sustainable business model. These included independent risk 
committees, senior risk and compliance offi cers, whistleblowing mechanisms and links between 
compliance, risk management and remuneration. We also assessed how well various companies were 
progressing on driving change in these areas. 

In 2014, we were offered the chance to join BankingFutures – a group of senior bankers, ESG experts and 
investors brought together by a non-profi t group to discuss what a healthy banking sector could look like 
(in the UK). Participants included HSBC, Lloyds, Barclays, Virgin Money, Deutsche Bank, and UBS. Over 
an 18-month period, the group met 200 individuals representing regulators, employees, customers and 
civil society to defi ne what a healthy banking sector should look like for the UK. For many of these groups 
this was the fi rst time they had engaged with banks or investors. The importance of a culture based on 
serving clients and rebuilding trust came through overwhelmingly. 

Our fi ndings were then published and presented to a wider audience. The report highlights the fact that 
the size and profi le of the UK banking sector, and its importance to the economy, give rise to tensions that 
require ongoing and careful management. To do this well means addressing the mistrust that is endemic 
across the banking system. The banking sector in particular has a tremendous amount to do before it 
regains societal, investor, consumer and regulatory trust. However, the fact that this dialogue has begun 
and received an endorsement from Andrew Bailey – soon to be head of the Prudential Regulation Authority 
– is, in our view, an important step in the right direction. 

Recommendations for further progress include measures for banks to better serve the real economy’s 
current and future needs, to engage with customers, and to have clearer reporting standards. Other 
countries have also expressed interest in this type of model. 

Changing the industry’s culture is a long process, but the banks that have been involved in the process 
have already demonstrated a clear commitment to improve. The presence of shareholders in the room 
sends a clear message to companies as to how important investors feel these issues are. We have 
committed to supporting these ongoing discussions with BankingFutures. 

Case study
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The banking sector in particular 
has a tremendous amount to do 
before it regains societal, investor, 
consumer and regulatory trust.

Companies mentioned above are for illustrative purposes only and not a recommendation to buy or sell.

Banking Futures: 
Addressing mistrust across 
the banking system



Case study Following several food safety issues in recent years, food safety is now high on the agenda. Robust supply 
chain standards and good visibility across the supplier base are required to help mitigate these risks.

However, reporting on supply chain standards is limited and the complexity of supply chains, from farm 
to fork, heightens the risk of further scandals. In addition, consumers are increasingly questioning the 
provenance of their food and the use of antibiotics in meat production. Both the operational risk in the 
supply chain and increased consumer awareness put companies under pressure to address this issue.

Schroders has been monitoring the results of the Business Benchmark on Farm Animal Welfare (BBFAW) 
to assess the performance of our investee companies. This benchmark was developed in 2012 and 
measures the progress of 90 global food producers and retailers. It focuses on four core areas:6 

 – Management commitment and policy, including overarching farm animal welfare policies as well as 
specifi c policies on issues such as close confi nement and long-distance transport;

 – Governance and management, including management oversight, farm animal welfare-related 
objectives and targets, supply chain management and performance reporting;

 – Leadership and innovation, including research and development and customer and client engagement;

 – Performance reporting.

In 2015, along with a group of other investors, Schroders co-signed engagement letters contacting both 
leaders and laggards on the 2014 BBFAW index. The latest benchmark results for 2015 demonstrated 
signifi cant improvement. For example, 69% of companies have now published farm animal welfare policies, 
compared to just 46% in 2012. Of the companies in which Schroders invests, we were encouraged to 
see signifi cant improvements at several companies that had previously ranked in the bottom two tiers of 
the index. These include Compass Group, Greggs, Metro, Mitchell & Butlers and Whitbread. We believe 
that animal welfare can be a proxy for good supply chain standards as robust risk management, visibility 
along the supply chain and a good understanding of risks across the supplier base must be achieved in 
order to achieve a higher score relative to the benchmark. We commend the improvements made by these 
companies and will continue to engage with companies that have so far demonstrated only limited efforts 
to address this risk. 

Companies mentioned above are for illustrative purposes only and not a recommendation to buy or sell.

6   The Business Benchmark on Farm Animal Welfare 2015 report, p6.
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Animal welfare can be a proxy for 
good supply chain standards as 
robust risk management, visibility 
along the supply chain and 
understanding of risks across the 
supplier base must be achieved 
in order to achieve a higher score 
relative to the benchmark.

Animal Welfare: 
Raising standards for 
reduced risk
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As part of our discussions in the run up to Monsanto’s Annual General Meeting, we had a conversation 
with the company’s governance and sustainability team. There were four areas on the meeting agenda 
we wished to discuss before submitting our vote:

 – Board composition: The company combines the roles of CEO and Chairman. We welcomed 
the good proportion of independent directors on its board, in particular, the creation of a ‘lead 
independent director’ role which in our experience serves to improve boardroom dynamics and 
a sounding board for the CEO/Chairman. However, we continue to encourage the company to 
separate the roles in the future. 

 – Metrics used to determine executives’ long-term performance: Monsanto’s current short-term 
and long-term cash incentive plan relies heavily on ‘earnings per share’ (EPS) and ‘free cash fl ow’ 
(FCF) to measure performance. We suggested to Monsanto that the use of an additional metric in 
equal proportion, such as total shareholder return (TSR) for its long-term incentive plan (LTIP), would 
be better aligned with shareholder interests and be more easily comparable across companies of 
varying size and industry. 

 We believe a remuneration policy that incentivizes directors in the short-term and long-term for hitting 
the same fi nancial targets, i.e. EPS and FCF, can create the wrong incentives. Including an element 
of TSR as a long-term performance metric would further align shareholder and management interests 
– particularly as TSR is a good measure of long-term corporate performance. As a result, we voted 
against the company’s remuneration proposal.

 – Glyphosate: A shareholder proposal requested that Monsanto disclose more risk-based reporting 
of glyphosate use. Glyphosate, a weed killer accounting for around one third of Monsanto’s earnings, 
has recently been classifi ed by the International Agency for Research on Cancer (IARC) as ‘probably 
carcinogenic’. Monsanto strongly refutes this classifi cation, and has provided detailed disclosure on 
its website tackling the issue. In our view, the company has been transparent about its own position, 
in particular with the provision of direct links to the academic research. We therefore did not support 
this resolution. 

 However, we believe that the glyphosate issue is ongoing and could have material impacts. We 
encouraged the company to include commentary on this within its SEC fi lings – ideally refl ecting 
the wide arguments from both sides, particularly given that public perception alone of a product’s 
safety can sometimes lead to usage restrictions being imposed. We still have some concerns over 
the various research methods used to determine glyphosate’s safety, and the potential infl uence of 
Monsanto’s position in the research space, and will continue to monitor this issue.

 – Lobbying: another shareholder proposal requested that the company expand its disclosure and 
report on its lobbying payments below $50,000. The company felt this level of reporting was 
unnecessary and would detract from the larger payments. We learned that the company already 
collects this information, and we believe there would be little additional burden to disclose it. Given 
Monsanto’s position of infl uence on federal lobbying and its potential infl uence on the sustainability of 
global agriculture, we believe it should be as transparent as possible about its lobbying activities, and 
so we supported this resolution. 

Case study
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The company mentioned above is for illustrative purposes only and not a recommendation to buy or sell.

Total shareholder return (TSR) as 
a long-term performance metric 
would further align shareholder and 
management interests – particularly 
as a good measure of long-term 
corporate performance.

Monsanto: 
Engaging for meaningful votes



Important information: The views and opinions contained herein are those of the Responsible Investment team, and do not necessarily represent Schroder Investment 
Management North America Inc.’s (SIMNA Inc.) house view. These views and opinions are subject to change. Companies/issuers/sectors mentioned are for illustrative purposes 
only and should not be viewed as a recommendation to buy/sell. This report 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 fi nancial 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 has been obtained from sources we believe to be reliable but SIMNA Inc. does not warrant its 
completeness or accuracy. No responsibility can be accepted for errors of facts obtained from third parties. Reliance should not be placed on the views and information in the document 
when taking individual investment and / or strategic decisions. The opinions stated in this document include some forecasted views. We believe that we are basing our expectations 
and beliefs on reasonable assumptions within the bounds of what we currently know. However, there is no guarantee that any forecasts or opinions will be realized. No responsibility 
can be accepted for errors of fact obtained from third parties. While every effort has been made to produce a fair representation of performance, no representations or warranties are 
made as to the accuracy of the information or ratings presented, and no responsibility or liability can be accepted for damage caused by use of or reliance on the information contained 
within this report. Past performance is no guarantee of future results. SIMNA Inc. is an investment advisor registered with the U.S. SEC. It provides asset management products and 
services to clients in the U.S. and Canada including Schroder Capital Funds (Delaware), Schroder Series Trust and Schroder Global Series Trust, investment companies registered 
with the SEC (the “Schroder Funds”.) Shares of the Schroder Funds are distributed by Schroder Fund Advisors LLC, a member of the FINRA. SIMNA Inc. and Schroder Fund Advisors 
LLC. Are indirect, wholly-owned subsidiaries of Schroders plc, a UK public company with shares listed on the London Stock Exchange. 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. Further information about Schroders can be found at www.schroders.com/us.© Schroder Investment Management North America Inc. 875 Third Ave – 22nd Floor, New 
York, NY 10022 (212) 641-3800. 
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To fi nd out more please visit

www.schroders.com/us
to access the full Quarterly Report.

http://www.schroders.com/en/us/professional-investor/insights/responsible-investing/

