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Our world is changing faster than ever. For investors, 
this changing picture creates challenges and 
opportunities. That’s why we seek to put responsible 
investing at the heart of all we do. We believe this 
philosophy leads to better outcomes for clients and 
should be part of every investment process.

We call it INtelligent investing, with four supporting 
pillars to this approach:

INsight

To fully understand a company’s potential you 
need to look beyond the annual report.

INterpret

Knowing what to do with insights is the key 
that unlocks value for you.

INfluence

We’ve always seen ourselves as owners, not 
renters of the companies we invest in.

INtegrity

We’re committed to managing your assets 
responsibly.
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Sitting down and planning our objectives for 2018 has 
been both daunting and exhilarating at the same time. 
It is exciting to be able to build on our 2017 Thought 
Leadership, Carbon Value at Risk and Climate Progress 
Dashboard through a program of engagement  
across sectors. 

As an example, one of our first articles, “It’s not Black 
and White for Fossil Fuels” shows that a complex issue 
like climate change is not easily captured. We hope that 
work like this will open up a nuanced discussion with 
resource companies about how they create long-term 
value against a backdrop of huge structural change.

Sometimes our work is more reactive. The tragic 
shooting in Parkland, Florida has focused attention  
on firearms. Expectations have shifted and the  
pressure is on for retailers who sell guns to operate  
to a higher standard than the legislation dictates.  
We are encouraging them to consider embracing the 
Sandy Hook Principles as scrutiny grows in this area. 

Consumer protection, especially in the area of consumer 
finance is another area where expectations of corporate 
behaviour are increasing. Since the financial crisis, banks 
have made significant progress on financial consumer 
protection, largely on the back of tightening regulation. 
Borrowings are higher than ever, and as our work shows, 
much of it has migrated from banks into the likes of car 
manufacturers. Our initial analysis shows that lending 
standards and controls here often lag what we are  
seeing in more traditional lenders. As well as educating 
investors about the risks, we have been engaging to 
improve processes. 

Elsewhere, policymakers have been instrumental in 
encouraging change and pushing for a more sustainable 
investment chain. In Europe the EU Commission has 
unveiled a sustainable finance action plan and in the 
UK the Financial Reporting Council are consulting on 

revisions to the Corporate Governance and Stewardship 
Codes. We applaud both attempts to create a more 
long term investment environment, but caution against 
adopting too prescriptive of an approach in this fast 
moving area of investment. 

The work that we have done on ESG best practice at 
some of the world’s largest asset owners, reviewing 
action on sustainable investment chains around the 
globe, shows just how much progress and improvement 
is taking place. It is important that the policy backdrop 
encourages the ongoing innovation of sustainable 
investment in a way that meets the needs of savers  
in both financial and impact terms. 

Finally, looking at our stewardship activity, we 
highlight the work that we have done examining Asian 
controversies, to see what lessons we can learn. Investor 
protection is lower in many Asian markets and there is 
a higher prevalence of controlling shareholders. Many 
investors have therefore focused on issues like board 
structure and director independence. While these are 
important, our analysis has revealed the role that weak 
audit processes and internal controls have played. We 
will use this evidence-based approach to frame our 
engagement work in the region going forward. 

As you can see, the pipeline of activity is unlikely to 
run dry, across all aspects of ESG. We look forward to 
sharing more of our insights and activities with you 
throughout 2018. 

Jessica Ground
Global Head of Stewardship, Schroders
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 INsight

Auto financing: engaging with emerging threats
Auto lending has largely been shielded from the fines, headlines and scrutiny that have 
peppered the banking sector in recent years. However, attention is now turning to a market 
that represents a significant share of consumer debt in many developed economies. 
The UK’s Financial Conduct Authority announced an investigation into the industry and 
regulators in other countries have expressed concerns. As a group, auto companies seem 
less prepared for that scrutiny than financial service peers; we have examined practices 
across the industry to improve our understanding of companies’ strengths and weaknesses.

Auto financing has grown to a major share of consumer 
debt in many developed economies, and is now critical  
to auto companies’ business models. 90% of new cars in 
the US and UK, and 80% in the EU1, are now financed  
or leased. Since the financial crisis, regulators have 
increased their scrutiny of banks’ lending practices and 
treatment of customers, and we believe the auto industry 
is likely to face similar pressures in the future, particularly 
in the UK where motor finance comprises 30% of total 
consumer credit2. 

Explanation of PCP 
The primary driver of the industry’s growth has been 
the “personal contract plan” (PCP). In a PCP, there 
is no deposit – the driver makes monthly payments 
until the end of a fixed term, whereby the car is 
either returned, upgraded or bought at a reduced 
price. PCP deals are generally less applicable for 
old vehicles, since their values become far less 
predictable over time. As a result, the number of new 
cars purchased each year has boomed: the sum of 
money borrowed annually to buy new cars in the UK 
has trebled over the past eight years to £31.6 billion. 

Rising regulatory scrutiny and 
engagement rationale
There is concern that rising interest rates in the US and 
UK will raise defaults and expose irresponsible lending, 
and declines in the prices of used cars could trigger 
write-downs against expected residual values of these 
cars. Our focus, however, has been on auto companies’ 
responsible lending practices and resilience to increasing 
regulatory risk. The payment protection insurance (PPI) 
mis-selling scandal demonstrates the financial cost of 
misleading consumers: the Financial Conduct Authority 
(FCA) estimates that £29.2 billion3 has been paid in 
refunds and compensation since January 2011. 

There are signs that those potential risks are becoming 
more tangible. In the UK, the FCA has conducted a 
motor finance review due to concern over possible 
“lack of transparency, potential conflicts of interest and 
irresponsible lending in the motor finance industry” 
and announced an investigation due to wrap up in 
September. Meanwhile, the Australian Competition and 
Consumer Commission has investigated Volkswagen, Kia 
and Fiat Chrysler over complaints and consumer rights. 
Elsewhere, the US Consumer Financial Protection Bureau 
has fined auto manufacturers or third-party providers 
for discriminating against minority borrowers, inflating 

consumers’ incomes and a general lack of responsible 
lending provisions.

As a result, we believe it is important to understand 
the steps auto companies have taken to ensure robust 
lending practices are in place. With limited disclosure 
from most companies, we engaged with sixteen global 
original engine manufacturers (OEMs) during the 
second half of 2017 to gain a better understanding of 
their responsible lending practices, relationships with 
other stakeholders and their adaptability to emerging 
regulatory risk. 

Findings: OEMS have more work to do
The industry as a whole has a long way to go. None 
of the major car makers has faced the same scrutiny 
or regulatory pressures as financial service peers. As 
a result, disclosures are weaker and practices appear 
less robust. With attention growing, however, we 
expect companies’ practices to become an increasingly 
important competitive driver. Weak policies or standards, 
inadequate training or failure to leverage customer 
complaint data to drive improvement all leave OEMs 
exposed to higher regulatory, compliance and training 
costs. Conversely, companies able to maintain robust 
standards while also leveraging the competitive branding 
benefits that financing offers are well placed to gain at 
the expense of competitors.

Relationships with third-party 
financing providers 
While most OEMs operate their own captive finance 
vehicles, less creditworthy companies tend to use 
third-parties which are responsible for all aspects 
of delivering financing to customers. Third-party 
auto lease providers have come under the spotlight 
recently in the US, where the risks through third-
party financing firms are particularly high: subprime 
borrowers make up over 25% of the market (versus 
3% in the UK)4. Despite the partner taking on the 
financial risk of a fall in second hand values, we 
believe that negative consumer experiences with a 
third-party provider will have harmful consequences 
for the OEM brand. Oversight of these relationships 
is thus important for customer retention and brand 
loyalty, and is a risk that is being underestimated by 
the OEMs we engaged with.

1 Exane BNP Paribas research
2 Bank of England Financial Stability Report, Issue number 41, June 2017
3 Financial Conduct Authority Monthly PPI Refunds and Compensation, 

April 2016
4 Financial Times, Dunkley E. and Arnold M., “Warning signs emerge in 

the UK car loan market”, July 9 2017
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 INsight

It’s not black and white for fossil fuel investing
Our experts believe that dialogue with individual companies about their plans will be more 
effective than divesting from the industry completely.

A growing number of investors are responding to climate concerns by selling shares in fossil 
fuel producers. At $5.4 trillion5, the value of portfolios that exclude fossil fuels has doubled in 
two years, and even voices in the EU Parliament are recommending divestment.

However, we believe divestment is too simple an answer. 

It’s clear that oil, gas and coal producers will face challenges 
as demand for their products fade, but the impact on 
profitability and value is less obvious. The fortunes of fossil 
fuel industries will be determined more by their discipline 
(or lack of it) in adjusting to lower demand, than the 
impact of falling sales itself. Individual companies can help 
protect themselves by decarbonising their production and 
focusing on low cost operations. So while the industry faces 
obvious headwinds, the investment consequences are not 
black or white. That’s why we recommend dialogue over 
disinvestment.

Significant challenges ahead
The scale of the threat facing the fossil fuel industry is 
significant. Meeting international climate change targets 
will require more change and more disruption than we 
have seen so far. We have a lot of challenges ahead to 
hit the commitment made by global leaders in Paris in 
2015 to limit the rise in temperatures to 2°C and fossil fuel 
producers are in the cross hairs.

That is because essentially all of the blame for climate 
change lies with man-made greenhouse gas emissions, 
around 80% of which are from fossil fuels. Limiting 
temperature rises to acceptable levels means cutting 
those emissions by two-thirds over the next three 
decades, which is a clear challenge to producers. It implies 
that the world will need to cut fossil fuel production by 1% 
annually up to 2050, a sharp reversal from the 2% annual 
growth of the last thirty years.

The industry’s response to weaker demand will 
be critical
Coal producers will bear the brunt of the impact. Coal 
generates twice as much carbon as gas to produce the 
same amount of energy, with oil lying mid-way between 
them. But assuming a decline in the production of coal 

(3% annually) and petroleum (5%) if nothing more is 
invested to increase it, every likely forecast still suggests 
demand will not fall as quickly. This implies some new 
investment will be needed to meet even the most 
aggressive climate goals.

All this means that shrinking demand need not be fatal for 
producers. In fact, our analysis implies that a disciplined 
response to production cuts could leave the industry twice 
as valuable as it would be in an investment free-for-all.

A retreating tide will reveal stark differences
While the industry’s aggregate response to production 
cuts will dictate overall profitability, we expect retreating 
growth to reveal differences in the business models and 
exposures of individual producers. Some will have much 
more robust earnings buffers against falling demand than 
others.

Gas producers will benefit from the lower carbon content 
of their fuel, relative to coal miners. Companies with 
lower cost operations will be better able to withstand 
falling consumption. Low cost producers biased toward 
gas production sit towards the more attractive end of 
the spectrum and high cost coal producers towards the 
exposed end.

The importance of engagement
Investors will need to be able to sort the best protected 
from the most exposed, but the critical role of companies’ 
responses to the challenge makes engagement critical. 
We have been vocal in calling for more robust planning 
and greater transparency and will continue to do so. We 
believe thoughtful analysis and robust engagement will 
be a more fruitful course for investors than them simply 
washing their hands of the whole industry.
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 INsight

ESG best practice: what are leading asset  
owners doing?
The top 300 asset owners collectively manage $15.7 trillion6 of long-term retirement 
savings, insurance and other assets on behalf of current and future employees, retirees and 
tax payers. This comes with great responsibility to not only generate financial returns, but 
also to ensure the long-term sustainability of investments, with wider considerations for 
society and the environment.

Asset owners with a long history of sustainable investing 
tend to have a multi-faceted, multi-layered approach, 
having evolved the breadth and depth of their activities 
over time. While they may share some common 
sustainable investment goals, differences in their  
beliefs, objectives and circumstances means that the 
approaches adopted and the way in which they are 
implemented will tend to vary. We summarize below  
our key findings on how some of the world’s leading 
asset owners actively approach sustainable investing  
for different asset classes.

Equities
Across equity investments, asset owners employ various 
ESG approaches in order to meet their investment 
and responsible investment objectives. Whether asset 
owners delegate the investment of equities to external 
managers or invest directly, ESG integration is the most 
widely adopted approach. Where asset owners delegate 
the management to an external investment manager, 
ESG factors tend to be considered in the manager 
evaluation, selection and monitoring process. For 
internally managed equity investments, ESG factors feed 
into an assessment of companies’ abilities to create long-
term shareholder value and the potential risks involved. 

Typically, ESG integration is combined with active 
ownership & voting. Asset owners may engage with 
companies where they have material ESG concerns 
which could impact the company’s long-term value and/
or risk profile. Where equity investments are managed 
externally, engagement and voting tends to be carried 
out by the manager.

Asset owners may also apply negative screening based 
on international norms and/or fundamental beliefs. For 
example, they may exclude companies involved with the 
manufacture of anti-personnel landmines and cluster 
bombs or those involved with certain activities such as 
tobacco, alcohol or gambling.

Additionally, a number of asset owners have thematic 
investments such as renewable energy, sustainable 
agriculture and water.

Fixed income
When it comes to fixed income, the relevance of ESG 
analysis tends to be less well understood compared to 
equities. There has been a general misconception that  
ESG analysis does not apply to fixed income investments 
since bond holders don’t have the voting rights or influence 
of equity holders, and engagement is difficult. However, 
ESG analysis, particularly in the context of identifying 
downside risks, is arguably even more important for fixed 
income investors, given the lower liquidity in individual 
instruments. ESG analysis helps to identify potential risks  
to a company’s future earnings and its ability and 
willingness to repay investors. 

As with equities, ESG integration is the most widely used 
approach by the largest asset owners, whether assets 
are managed internally or externally. 

Although the practice is not as common as with equities, 
negative screening can also be applied to fixed income 
investments. 

As asset owners look beyond ESG integration in fixed 
income, they are increasingly turning to thematic 
investing, for example green bonds, to achieve their 
sustainability objectives. 

Real estate
Within real estate investments, environmental factors are 
particularly relevant since buildings account for roughly 
one-third of global final energy consumption and half of 
global electricity consumption.7 Environmental factors 
such as energy efficiency, water consumption and 
waste production can have a real impact on a property’s 
sustainability profile and performance. Unsurprisingly, 
leading asset owners consider these factors when 
evaluating potential investments and as part of the 
ongoing monitoring process for existing investments, 
whether investing directly or indirectly.

The Global Real Estate Sustainability Benchmark (GRESB) 
has become the global benchmark for asset owners. 
GRESB was established in 2009 to provide a consistent 
way of benchmarking sustainability in real estate 
investments.

6 Willis Towers Watson, Pensions & Investments/Willis Towers Watson 300 analysis, September 2017
7  Intergovernmental Panel on Climate Change, “Climate Change 2014: Mitigation of Climate Change”, 

Working Group III Contribution to the Fifth Assessment Report of the Intergovernmental Panel on 
Climate Change, April 2014
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Each year GRESB collects ESG performance and 
sustainability information, such as energy and water 
consumption, greenhouse gas emissions and waste 
production, for property companies and funds. GRESB 
then validates, scores and compares the reported ESG 
data which investors can use to monitor, evaluate and 
improve the sustainability profile and performance of 
their portfolios. 

Infrastructure
Infrastructure investments involve assets such as 
railways, airports, toll roads, utilities, schools and 
hospitals. Given their physical nature, considerations 
such as the environment, labor relations, health and 
safety, community impact, governance and stakeholder 
management are all relevant and can have a material 
impact on the value of infrastructure assets. That’s why 
ESG factors are considered by leading asset owners 
whether they’re assessing external managers or 
potential direct investments.

Incorporating ESG considerations in this asset class has 
not been straightforward for asset owners, owing to 
the lack of standard disclosures and comparable data. 
Recognizing this barrier, GRESB Infrastructure was 
launched in 2015. Through providing a standardized 
framework to objectively evaluate ESG management  
and performance of infrastructure investments, asset 
owners are better able to integrate ESG factors into  
their investment processes.

Private equity
Given the long-term, illiquid nature of private equity 
investments, ESG factors can potentially have a 
significant impact on the risk and value of investments. 
The concept of incorporating ESG considerations in this 
asset class is not new; however, asset owners have  
found ESG more difficult to integrate in private equity,  
in part due to a lack of standardised, comparable data 
and disclosures.  

Leading assets owners consider ESG factors a part of the 
due diligence process for managers or direct investments 
to identify potential financial and reputational risks, how 
they might be mitigated and relevant key performance 
indicators for ongoing monitoring. 

Hedge funds
Responsible investment has not traditionally been 
associated with hedge funds; however, more hedge 
funds are adopting ESG principles as asset owners 
seek to integrate ESG considerations across their entire 
investment portfolio. 

Asset owners at the forefront of ESG integration not 
only consider whether a manager has a responsible 
investment philosophy, they also evaluate the 
robustness of the investment process, governance  
(for example board structure, independence, incentives, 
voting rights), as well as monitoring and reporting.

Other investments
In order to fulfill their sustainability objectives, a 
number of asset owners have also ventured into other 
investments such as forestry, agriculture, venture  
capital, insurance and climate-related investments.

Where to next?
Applying ESG considerations has traditionally been more 
straightforward for some asset classes compared to 
others; however, the quality and quantity of resources 
available to help asset owners invest sustainably and 
responsibly has come a long way in recent years. Global 
benchmarks have been established where previously 
there were none; asset owners are now able to find 
guidance on high-level approaches through to detailed 
asset class specific due diligence questions and key 
performance metrics. As more investors commit to 
sustainable investing and the industry continues to 
innovate and evolve, so will the range of approaches  
and solutions. 
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 INfluence

Investor action on gun control
Following the tragic shooting at a high school in Parkland, Florida last month, many of 
our clients sought further information about any exposure to production and/or sale of 
firearms within their investment portfolios. Given the scale and breadth of interest, we have 
summarized our perspective and the actions we have taken so far.

No direct exposure
At the time of writing,8 Schroders does not have any 
exposure to manufacturers of civilian firearms. However, 
our screening and research highlighted indirect 
exposure through retailers selling firearms to the public. 

The role of our sustainable investment team is look a 
how our investee companies are adapting to a range 
of stakeholder trends from emerging regulation, 
environmental impact on business models, collaborating 
with suppliers to relationships customers, engaging 
employees and supporting communities. In response 
to the Parkland shooting, expectations of, and scrutiny 
on, retailers has intensified, more so than we have seen 
historically. 

As stewards of our clients’ capital, we contacted these 
companies to get greater clarity on: 

a. the types of firearms available for sale through 
companies’ stores and websites and, 

b. the scope and any changes that have been made to 
the companies’ responsible selling policies and how 
these are implemented and compliance monitored.

Responsible selling practices: evolving 
standards
Our engagements focused on the most lethal category 
of civilian firearm: semi-automatic weapons. According to 
Statista, more semi-automatic weapons have been used 
in US mass shootings than rifles, shotguns and revolvers 
combined.9 As a result, some retailers have committed to 
ending the sale of any semi-automatic weapon and only 
offer sporting guns or those with a maximum round of 
two bullets. 

The balance between regulation and corporate policies 
is complex for any company, but the US landscape is 
particularly challenging:

 – There are a range of different gun laws across the  
50 US states as demonstrated by Figure 1 

 – Gun ownership is supported by the Second 
Amendment, providing the right to bear arms. 
Americans own nearly half (48%) of the estimated  
650 million civilian-owned guns worldwide,10 

 – There is a powerful pro-gun voice in the US in 
the form of the National Rifle Association (NRA). 
Its membership totals an estimated 14 million 
individuals11 and it spends about $250 million12  
a year promoting a pro-gun message.

8 7th March 2018
9 “Weapon types used in mass shootings in the US between 1982 and 2017”, Statista website, 2018
10 Kara Fox, “How US gun culture compares with the world in five charts”, CNN website, 9 March 2018
11 HuffingtonPost, How many members does the NRA really have? November 2017
12 BBC, US gun control: What is the NRA and why is it so powerful? January 2018
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Figure 1: Gun laws by state
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Source: Gun laws in the US, state by state – interactive, The Guardian, January 2013

Industry standards
In response to the recent events in Florida, several 
leading retailers have gone beyond state laws and 
increased the age limit on the sale of firearms to 21 
across all US states. In 2008, the country’s largest 
firearms seller, Wal-Mart, committed to a responsible 
firearms policy: the Responsible Firearms Retailer 
Partnership (RFRP). At the time, this created a new 
industry standard for recording gun sales, background 
checks, employee training and inventory audits. 
However, following a mass shooting in 2012, the Sandy 
Hook Principles were developed to further build on 
the RFRP, promote more thorough background checks 
and restrict sales of military style assault weapons. 
But monitoring compliance with these standards can 
be challenging and policies across the industry vary 
significantly. 

Further engagement work
We are engaging with a number of retail, e-commerce 
and social media companies, including the firms listed 
in Figure 2. 

Figure 2: Companies we are engaging with

Wal-Mart

Dick’s Sporting Goods

Trade Me Group NZ
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Amazon
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Alibaba

XXL ASA

MercadoLibre

Facebook

Source: Schroders

Our goal is to understand which standards and 
principles they support and what steps they’re taking to 
further strengthen their selling practices as media and 
civil society scrutiny on selling practices intensifies. 
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 INfluence

Asia: can traditional measures of governance 
quality be used?
Looking for quality governance is an important part of our investment process. However, the 
reality is that conventional metrics of governance quality that are used in developed markets, 
such as an assessment of board independence, are much less meaningful in Asia given the 
local market structure and evolution. 

The role of the audit
Studying the various accounting frauds that have taken 
place in Asia highlighted that obvious precautions, 
such as audits, are not necessarily safeguards when it 
comes to the faithfulness of financial statements. All 
of these companies had one of the Big Four auditing 
their accounts and despite their reputation and market 
dominance, major accounting misstatements went 
undetected. 

Examining the level of audit fees on a global basis raised 
some interesting observations. Audit fees as a proportion 
of market capitalization in Asia are significantly less than 
in developed countries, suggesting they “get what they 
pay for”, and will be an area of future engagement for us.

Figure 3: Audit fees by country

Number of 
companies

Market cap 
($ trillion)

Audit fees 
as % of 

market cap

China 50 0.9 0.035%

Hong Kong 130 2.9 0.015%

India 200 1.8 0.006%

Indonesia 50 0.4 0.000%

Japan 999 6.2 0.017%

Malaysia 90 0.4 0.009%

Singapore 101 0.6 0.009%

South 
Korea 100 1.3 0.006%

Taiwan 70 0.8 0.005%

Thailand 50 0.4 0.000%

United 
Kingdom 536 3.4 0.055%

United 
States 1000 28.7 0.072%

Audit related services include assurance engagements or helping prepare 
the financial statements (consultancy)
Non-audit service fees include tax work and other consultancy services
Source: Schroders, Asset 4 data

While we systematically analyze accounts for red  
flags, we are also looking for board accountability  
and controls. Companies with an independent audit 
committee provide investors with a clearly defined 
contact, accountable for monitoring internal controls  
and safeguarding the audit process. Our analysis  
shows that improvements remain to be made in this  
area of governance in some countries.

Weak internal controls
As well as misstated reports, poor internal controls are 
another cause of corporate failure. Often these were 
revealed in online chat rooms, so were well known by 
employees. In order for data of this scale to be consistently 
falsified, a culture must be embedded within different 
layers of management that creates an environment where 
it is acceptable. A deeper understanding of corporate 
culture is essential in order to address this and minimise 
the risks. Japanese companies have recently expressed  
a desire to tackle the issue of weak internal controls in 
order to restore the country’s reputation and association 
with quality, following some well publicised failures of 
internal control.

Asia is well known for the large presence of family and 
state-controlled enterprises, which often don’t tick 
conventional corporate governance boxes. However 
our analysis did not show that these companies were 
necessarily the worst when it came to minority rights. 
For example, despite having a board that was two thirds 
independent, SingPost failed to disclose a material 
interest in the acquisition of FS Mackenzie. 

No consequences
Finally, we were surprised to find the professional 
repercussions for directors following the exposure of the 
various scandals have not been too severe; a majority 
still hold board seats at other companies, or subsidiaries 
of major corporates. Directors from companies subjected 
to prolonged media coverage and board members 
actively complicit in concealing fraudulent activity were 
the most affected.

Further engagement required
This research has demonstrated that a tick box approach 
cannot be taken when assessing governance quality and 
investors should look beyond traditional metrics when 
considering a company’s governance structure. There is 
scope for further engagement on the issues highlighted 
above, both at a company and country level.

8
Sustainable Investment Report

Q1 2018



 INfluence

Policies on policies 
We are at an exciting inflection point where interest in sustainable investment is turning into 
demand. If we are going to maintain the current momentum and grow it into a larger part of 
finance, we need the right ecosystem and policy backdrop in place. This will help to ensure 
that high standards are established while innovation is maintained. 

Engaging with policymakers and regulators is a key part of our role as responsible fund 
managers. Below we outline our thoughts on two recent consultations, the UK Corporate 
Governance and Stewardship Code overseen by the Financial Reporting Council (FRC)  
and the High-Level Expert Group on Sustainable Finance which was mandated by the  
EU Commission.

UK Corporate Governance and 
Stewardship Code
As both a major investor and listed company, we are fully 
supportive of strong standards of corporate governance 
and stewardship. We welcome the underlying objectives 
of the proposed reform, particularly the re-focusing of 
the Code using more principles and fewer provisions. 

We support the maintenance of the “comply or explain” 
model and we believe that good corporate governance 
is best served through having strong principles, good 
disclosure and constructive engagement between 
companies and shareholders. Our priority is the 
appropriateness of governance structures for companies’ 
strategies, ownership and circumstances, rather than 
compliance with rigid criteria as a goal in itself. It is 
important that companies have latitude to implement 
governance arrangements in a way that enables them 
to meet their primary responsibility of promoting the 
success of the company. We are wary of the growing 
tendency of many investors and analysts to approach 
governance as a tick box exercise. 

We agree that companies, in running the business, 
should consider the broader interests of their 
stakeholders and the company’s wider purpose in 
society. In order to take into account stakeholder 
interests, companies need to engage with those 
stakeholders. However, we argue that the Code 
should be clear that the focus should be on material 
stakeholders and not all stakeholders. Boards are 
increasingly being asked to take more direct oversight 
in a number of areas, and in order to discharge these 
duties successfully they must be allowed to take a view of 
materiality and engagement in a way that complements 
the purpose of the business. 

The UK and the FRC has been instrumental in pioneering 
the Stewardship Codes around the world, and it is 
important that they continue to innovate, and take 
some of the best aspects from other Stewardship Codes 
– for example Japan asks that asset managers have 
appropriate resources for engagement. Stewardship is 
an essential component of the value proposition that 
we provide to clients, and we take our responsibilities as 

signatories seriously. However, we are concerned that 
there is not a mechanism to hold signatories to account 
for their actions, or lack thereof, in this area. Guidance 
on the different roles that participants play in the 
investment chain might help. 

EU Commission on Sustainable Investment 
Policymakers in Europe have turned their attention 
to sustainable investing over the last few years. The 
intersection of heavily regulated financial services 
industries and politically high profile sustainability 
challenges makes the field an inevitable focus of  
policy action. 

Figure 4: Number of sustainable investment 
policy documents introduced in Europe
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*2018 represents an annualized projection through mid-March Source: 
EUR-Lex. Number of documents recorded using terms related to 
sustainable finance, by year introduced. 

The chart above shows the escalating number of 
sustainable investment policy documents introduced  
into the EU’s official documents annually over the last 
decade. Policy appears inevitable, and could prove 
beneficial in adding rigour to a field which has historically 
substituted heavy marketing for robust analysis or clear 
investment strategies. 
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We firmly believe the finance industry has a critical role 
to play in addressing the challenges facing European and 
global economies, and that policy and regulation will be 
important in harnessing its impact. However, regulation 
can undermine that potential if not considered within 
the context of both wider industrial policy and financial 
market functions. Approaching sustainable finance as 
a compliance exercise misunderstands its potential and 
would limit its benefit. 

The final report of the High-Level Expert Group (HLEG) 
was published at the end of January and has provided 
a focus for policy action13. The HLEG was established 
in 2016 to provide advice to the European Commission 
on the EU’s sustainable finance strategy and its 
recommendations inform discussions to translate 
principles into action14. 

There are broader principles we think should underpin 
regulation in this area, and which form the basis of the 
ongoing discussions we have with policymakers.

Finance cannot be viewed in isolation 
Financial markets are very effective at reallocating capital 
from one area of an economy to another, when there 
is an incentive to do so. Those incentives are dictated 
by our clients’ priorities, of which financial returns is 
paramount to most. As a result, regulation of the finance 
industry will not be effective unless policymakers ensure 
the targeted economic changes provide an investment 
return. If they believe those investment returns are 
attractive, policy should focus on unblocking the barriers 
to action rather than mandating investment.

Transparency is key: prescription likely 
counterproductive
The sustainable investment field is immature. Over 
the last decade, the number of signatories to the UN 
Principles for Responsible Investment (PRI) has risen 
from under 100 to close to 2,00015. Over the same 
time frame, the number of large European companies 
producing sustainability reports has ballooned from 
230 to over 1,50016. Those trends reflect a rapidly rising 
awareness of ESG issues and an expanding data set on 
which to base analysis and decisions. Those statistics 
also underline the fact that the field has not yet reached 
the maturity needed to define the characteristics of 

sustainable investment practices or products. Attempting 
to do so risks shutting off the innovation and deeper 
understanding that many investors – ourselves included – 
strive to develop. 

Similarly, requiring asset managers to attest their 
integration of ESG factors into investment decisions 
is likely to lead to box-ticking compliance, potentially 
at the expense of some institutions’ commitment to 
strengthening their analysis and stewardship activities. 

More transparency into investment strategies is vital; 
however, there is a line between requiring investors 
to be clearer about their strategies and products, 
and requiring them to follow prescriptive standards. 
Delivering real change and ensuring investor choice is 
likely to be better served through more transparency 
to allow investors to make informed decisions, rather 
than requiring all investment products to meet narrow 
definitions. 

Making investment sustainable is a 
bigger prize 
Delineating the investment landscape into “sustainable” 
and “other areas” of investment will severely undermine 
its potential influence. The challenges facing European 
and global economies require that all investors think 
differently, rather than strengthening a corner of the 
industry. The investment industry has made a lot of 
progress in integrating ESG factors into decision-making, 
which would be undermined by building boundaries 
around sustainable investments. 

Advancing sustainable investment in the right 
direction
As long-term, fundamental investors with a long-
standing commitment to considering relevant ESG 
factors in our investment decisions and ownership,  
we are passionate about strengthening the investment 
industry’s role in building a more resilient economy and 
financial system. However, we also recognise the danger 
misjudged policy and regulation can pose to delivering 
those goals. There is a huge opportunity to move the 
sustainable investment agenda forward; it is vital that  
we advance in the right direction. 

13  High-Level Group Expert Group on Sustainable Finance, “Financing a 
Sustainable European Economy”, Final Report 2018

14 European Commission website, “Sustainable Finance”
15 UN PRI website
16 Sustainability Disclosure Database website
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Company E S G

Consumer Discretionary

ABC Mart 

Aisin Seiki 

Alibaba Group  

Amazon.com  

AT-Group 

Bridgestone 

CyberAgent 

DaikyoNishikawa 

Dicks Sporting Goods 

DP Eurasia 

FUJIBO HOLDINGS 

Fuji Media 

H2O RETAILING 

HASEKO 

HI-LEX 

Hyundai Mobis 

IIDA GROUP 

Isuzu Motors 

IZUMI 

KOITO MANUFACTURING 

McCarthy & Stone  

Meredith 

MUSASHI SEIMITSU INDUSTRY 

Namco Bandai Holdings 

Netflix Inc 

NHK SPRING 

NIFCO 

Company E S G

NIPPON SEIKI 

Nitori Holdings 

Nokian Tyres 

PAL 

PALTAC 

Pandora 

Ryohin Keikaku 

Saint Marc Holdings 

SEKISUI CHEMICAL 

Shimano 

SIIX 

STANLEY ELECTRIC 

Starbucks 

Starts Corporation 

Sumitomo Forestry 

SUZUKI MOTOR 

Tesla Motors 

TOYOTA BOSHOKU 

TOYOTA INDUSTRIES 

TPR 

Trade Me Group 

Trinity Mirror 

TSUTSUMI JEWELRY 

Unipres 

Whitbread  

William Hill 

XXL 

YAMADA DENKI 

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

First quarter 2018
Total company engagement
Our ESG team had 283 engagements this quarter with the 276 companies listed below, on a broad range of topics categorized under 
“environmental”, “social” and “governance”. They included one-to-one meetings, joint investor meetings, conferences, teleconferences,  
written correspondence and collaborative engagements. 
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Company E S G

Yondoshi Holdings 

Yum China Holdings 

Consumer Staples

Advan                                                                                                   

Alicorp 

Anheuser Busch Inbev 

Archer Daniels Midland  

Danone 

Kimberly Clark  

Kimberly-Clark de Mexico 

Kraft Heinz Foods  

MatsumotoKiyoshi Holdings 

Mitsui Sugar 

Philip Morris 

Prima Meat Packers 

Raia Drogasil 

SAN-A 

Sanderson Farms 

SAPPORO HOLDINGS 

Shiseido 

Sogo Medical 

SCA 

Tesco 

TSURUHA HOLDINGS 

Wal-Mart de Mexico  

Walmart 

Energy

INPEX Holdings 

JXTG Holdings 

Kinder Morgan 

Company E S G

PRECISION DRILLING 

Royal Dutch Shell  

SK Innovation 

Financials

Abu Dhabi Commercial Bank 

American Express 

Anima Holding 

Aozora Bank 

BANCA FARMAFACTORING 

Banco Frances 

Bank Central Asia 

Bankinter 

BB&T 

BBVA 

BPER Banca 

Charter Financial 

Commercial International Bank 

DAIBIRU 

Daikyo 

Daiwa House Industry 

Emirates 

Fukuoka Financial Group 

Hachijuni Bank 

Hitachi Capital 

Hospitality Properties Trust 

Iyo Bank 

Jupiter Fund Management 

KATITAS 

Mediobanca 

Musashino Bank 

First quarter 2018
Total company engagement

Source: Schroders as of March 31, 2018.
The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
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First quarter 2018
Total company engagement

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

Company E S G

Nishi-Nippon Financial Holdings 

NISSHIN FUDOSAN 

Nomura Holdings 

Nomura Real Estate 

OPEN HOUSE 

Orix 

OTP 

Safestore Holdings 

Schwab, Charles 

Senior Housing 

SEVEN BANK 

Seventy Seven Bank 

Shinsei Bank 

St Jamess Place Capital 

Sumitomo Mitsui Financial Group 

SUMITOMO RLTY&DEV 

SURUGA BANK 

TBC BANK GROUP 

T&D Holdings 

Tokai Tokyo Financial Holdings 

Tokio Marine Holdings 

Tokyo Century 

Wells Fargo 

ZENITH BANK 

Health Care

Amerisource Bergen  

Astellas Pharmaceutical 

Cigna 

Dechra Pharma 

Hill-Rom Holdings 

Company E S G

Indivior 

JCR Pharmaceuticals 

Kissei Pharmaceutical 

Mitsubishi Tanabe Pharma 

N Field 

Nippon Shinyaku 

OTSUKA HOLDINGS 

Santen Pharmaceutical 

Ship Healthcare Holdings 

Tsukui 

United Health 

Vertex Pharmaceuticals 

WATERS 

Industrials

Acuity Brands 

AICA KOGYO 

Central Japan Railway 

Cie de Saint-Gobain 

Corporacion Moctezuma 

DAIHATSU DIESEL MFG 

Enka Insaat 

FUJI Corporation 

FUKUSHIMA INDUSTRIES 

GLORY Ltd 

HAMAKYOREX 

HANWA 

HITACHI TRANSPORT SYSTEM 

HOPEWELL 

Inabata & Co 

Intage Holdings 
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First quarter 2018
Total company engagement

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

Company E S G

Japan Airlines 

JGC 

Kintetsu World Express 

KUBOTA 

Kyokuto Kaihatsu Kogyo 

KYOWA EXEO 

KYUDENKO 

Mabuchi Motor 

MIRAI INDUSTRY 

Mitsubishi Electric 

Mitsui & Co 

Morita Holdings 

NABTESCO 

Nippon Densetsu Kogyo 

NIPPON THOMPSON 

NITTA 

Obara Group 

Prestige International 

Recruit Holdings 

Rentokil Initial 

Rieter Holding 

Sankyu 

SHINMAYWA INDUSTRIES 

Sintokogio 

SMC 

Taikisha 

TAKUMA 

TECHNO ASSOCIE 

Token Corp 

TRUSCO NAKAYAMA 

Company E S G

Tsubakimoto Chain 

YUSHIN PRECISION EQUIPMENT 

Zhejiang Expressway 

Information Technology

Advantest Corp 

Ai Holdings Corporation 

Auto Trader Group 

BROTHER INDS 

DENA 

Digital Garage 

Disco 

EBAY 

Facebook 

Fujitsu 

GungHo Online Entertainment 

Hakuto 

INNOTECH 

Intel 

Keyence 

Marvelous 

MercadoLibre 

MIMASU SEMICONDUCTOR 
INDUSTRY 

NEC NETWORKS AND SYSTEM 
INTEGRATION 

Nexon 

Nintendo 

Salesforce.com 

Samsung Electronics 

Shimadzu 

SRA HOLDINGS 
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First quarter 2018
Total company engagement

Company E S G

TDK 

TIS 

TOKYO SEIMITSU 

TOSHIBA 

ULVAC 

Vishay Intertechnology 

Materials

BHP Billiton   

BUENAVENTURA 

CEMEX-Cementos Mexico 

Daicel Corp 

DAIDO METAL 

Dainichiseika Color & Chemicals 
Manufacturing 

DIC 

Dowa Holdings 

Eregli Demir 

Formosa Chemical & Fibre 

FUJIMORI KOGYO 

JCU 

JSP 

KONISHI 

KUMIAI CHEMICAL INDUSTRY 

KUREHA 

Lanxess 

MEC 

Mitsuboshi Belting 

NIHON PARKERIZING 

Company E S G

NIPPON AQUA 

Nippon Shokubai 

Nippon Soda 

Norsk Hydro 

SAKATA INX 

SHIKOKU CHEMICALS 

Sk Kaken 

T & K TOKA 

Toagosei 

TOSOH 

UBE INDUSTRIES 

Victrex 

YAMATO KOGYO 

Telecommunication Services

KDDI 

Koninklijke 

Mobile Telecommunications 

NTT DoCoMo 

OKINAWA CELLULAR TELEPHONE 

Talktalk 

Telstra 

Utilities

Centrica 

E.ON 

Key
E – Environment  
S – Social 
G – Governance

Source: Schroders as of March 31, 2018.

Source: Schroders as of March 31, 2018.
The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
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Engagement type Engagement by sector 

Regional engagement 

20
36

191

18

10

8

25%

4%

One to one call

Collaborative engagement 
(e.g. joint investor letter)

One to one meeting

Group meeting

Other (e.g. letter)

Email

Group call

2%
3%

1%
2%

63%

Utilities
Telecommunication Services

Materials
Real Estate

Consumer Staples
Energy

Health Care

Consumer Discretionary

Industrials

Information Technology

Financials

21%

15%
17%

3%

9%

2%

1%

6%

3%

12%

11%

Source: Schroders as of March 31, 2018.

UK  20

North America  36

Asia Pacific  191

Europe (ex-UK)  18

Middle East and Africa 10

Latin America 8

Source: Schroders as of March 31, 2018.

First quarter 2018
Engagement in numbers

Source: Schroders as of March 31, 2018.
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We believe we have a responsibility to exercise our voting rights. 
We therefore evaluate voting issues on our investments and vote 
on them in line with our fiduciary responsibilities to clients. We 
vote on all resolutions unless we are restricted from doing so  
(e.g. as a result of shareblocking). 

This quarter we voted on 735 meetings and approximately 93% 
of all our holdings. We voted on 10 ESG-related shareholder 
resolutions, voting with management on 1. 

The charts below provide a breakdown of our voting activity from 
this quarter. Our UK voting decisions are all available on our 
website at http://www.schroders.com/en/about-us/corporate-
responsibility/sustainability/influence/. 

Direction of votes this quarter Reasons for votes against this quarter 

Company meetings voted 

15%

12%

27%

36%

5%

5%

For Against Abstain

85%

14%

1%

2%

37%

Director Related
Routine Business Reorganisation & Mergers

OtherRemuneration
Shareholder Proposals Anti-takeover

Allocation of Capital

4%
10%

16%

1%1%

29%

UK 15%

North America  12%

Asia Pacific  27%

Europe (ex-UK)  36%

Middle East and Africa 5%

Latin America  5%

Source: Schroders as of March 31, 2018.

First quarter 2018
Shareholder voting

Source: Schroders as of March 31, 2018.

Source: Schroders as of March 31, 2018.
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First quarter 2018

Engagement progress 

This section reviews any progress on suggestions for change we made a year ago, in this case the first quarter  
of 2017. There are four possible results: “Achieved”, “Almost”, “Some Change” and “No Change”. Of a total number 
of 67 “change facilitation” requests made, we recorded 21 as Achieved, 4 as Almost, 12 as Some Change and 30  
as No Change. 

Engagement 
progress 45%

Achieved Almost Some Change No Change 

31%

6%

18%

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

Effectiveness of requests for change – 5 year period

Success level of company engagement

No further change requiredNo changeSome changeAlmostAchieved

%

0

20

40

60

80

100

20182017201620152014

Source: Schroders as of March 31, 2018.
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Important information: The views and opinions contained herein are those of the Schroders Sustainable 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 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 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 making 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 registered as an investment adviser with the US Securities and Exchange Commission and as a Portfolio Manager with the securities regulatory authorities in  
Alberta, British Columbia, Manitoba, Nova Scotia, Ontario, Quebec and Saskatchewan. It provides asset management products and services to clients in the United States and 
Canada. Schroder Fund Advisors LLC (SFA) markets certain investment vehicles for which SIMNA Inc. is an investment adviser. SFA is a wholly-owned subsidiary of SIMNA Inc.  
and is registered as a limited purpose broker-dealer with the Financial Industry Regulatory Authority and as an Exempt Market Dealer with the securities regulatory authorities 
in Alberta, British Columbia, Manitoba, New Brunswick, Nova Scotia, Ontario, Quebec and Saskatchewan. This document does not purport to provide investment advice and the 
information contained in this material is for informational purposes and not to engage in a trading activities. It does not purport to describe the business or affairs of any issuer  
and is not being provided for delivery to or review by any prospective purchaser so as to assist the prospective purchaser to make an investment decision in respect of securities 
being sold in a distribution. SIMNA Inc. and SFA are indirect, wholly-owned subsidiaries of Schroders plc, a UK public company with shares listed on the London Stock Exchange. 
Further information about Schroders can be found at www.schroders.com/us or www.schroders.com/ca. Schroder Investment Management North America Inc. 7 Bryant Park,  
New York, NY, 10018- 3706, (212) 641-3800. 
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