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The RBC ESG Exchange - a series of discussions bringing together thought leaders and industry experts,
passionate about Environmental, Social & Governance (ESG) related topics, to share their views and
opinions. The opinions expressed herein are those of the individual and do not necessarily represent
those of RBC Global Asset Management (UK) Limited.

Exchange of ideas around ESG
ESG investing has gained increasing prominence in
recent years, from being a tangential topic for investors,
to an increasingly important consideration in the
investment decision-making process. RBC Global Asset
Management (RBC GAM) believes ESG relevance will
continue to grow. To track developments and take a
leading role in industry education and understanding
of ESG, RBC GAM has hosted a series of discussions
bringing together thought leaders and industry experts
who are passionate about ESG-related topics, enabling
them to share their views and opinions in an intimate
and engaging setting.

ESG Exchange in context
The Exchange took place on 16th October at the Stationers’ Hall,
London, and began with Xi Li giving an update to her recent
paper on active ownership. Professor Li was then joined by
Isabella Stanbrook and Guido Giammattei for a discussion
on the topic, moderated by Ben Yeoh. Andy Last delivered the
keynote speech on ‘The Power of Business to Lead Positive
Change’ which was followed by a moderated Q&A session.
Justin Sloggett then discussed the most recent Principles of
Responsible Investment (PRI) report and Judy Cotte presented
the findings of our ESG Survey. Judy and Justin were then joined
by Honor Fell for a moderated discussion on ‘ESG Today’, again
moderated by Ben Yeoh.
Part One: Active Ownership and Modern Slavery
On the stage were Professor Li, Isabella Stanbrook, Guido
Giammattei and Ben Yeoh.
Professor Li introduced the research from two academic studies.
The first, ‘Active Ownership’, was based on analysis of the
records of a large UK asset manager for engagements between
1999 and 2009 using a sample group of over 600 public
firms in the U.S. The study analysed over 2000 engagement
sequences and recorded the outcomes, with a successful
sequence following the pattern of: raising awareness, making
a request for change and then recording a ‘milestone’ when the
engagement outcome was successful.
The main conclusions from this research - bearing in mind the
that the study was from an earlier period and only used one
manager and one target country - showed that successful
engagements on average generated a 7% abnormal stock market

return yearly, with the biggest market reactions for engagement
on corporate governance and climate change. ESG engagement
increases the shareholder value and performance of target
firms but bad engagement does not destroy shareholder value.
Professor Li then went on to discuss ‘co-ordinated engagements’
where there is collaboration among activists. This global study
used data compiled by PRI between 2007 and 2017 from
31 co-ordinated projects on the topics of the environment,
labour, human rights, anti-corruption, governance and UNGC
compliance. The study found that there are benefits and
costs to collaboration, with the main advantages being the
pooling of resources and more voting power for mid-sized
investment firms. Firms can also benefit from sharing risk,
information and costs. The main disadvantage to collaborative
engagement is ‘free riding’ where those companies who are
leading engagement efforts foot the bill, but everyone else
shares the benefits. Using third-party co-ordination facilitated
by an organisation like PRI can be useful as PRI can exploit the
advantages of collaboration while at the same time overcoming
many of the challenges. The study concluded that successful
engagements led to higher accounting and stock performance
at the target firm, but also that unsuccessful engagement did
not harm shareholder value.
A Q&A session followed Professor Li’s presentation. When
asked if engagement in emerging markets was difficult, Guido
Giammattei answered that RBC’s Emerging Markets team
viewed engagement as a tool to make improvements happen
but that it was a long term process. In his experience, one of
the areas where there had been most success was that of ESG
disclosure and reporting.
The panel believed that free riding would not stop asset
managers participating in engagement because the benefits
outweigh the costs, especially if you can drive the direction of
the engagement and lead the dialogue. Smaller investors can
get support through collaboration and can have a bigger impact
by joining with other investors. There is also a reputational
incentive to join as smaller investors attempt to enhance their
reputations by presenting themselves as active owners. For
them, collaboration is a less expensive way to participate in
engagement.
Pros to engagement

Cons to engagement

•
•
•

•
•
•

Pooling of resources
Sharing of risk
Borrowed voting
rights from smaller
companies

Free riding
Co-ordination can be difficult
Regulatory issues – ‘concert
party’ collaboration can be
illegal in some countries

Isabella Stanbrook then talked about the issue of modern
slavery, with a focus on forced labour i.e. situations where
people are coerced into work or service against their will through
threat of punishment. It is most common in industries which
require many workers and where there is poor regulation, such
as construction, manufacturing and agriculture. It should not
be assumed that forced labour only exists in remote emerging
markets countries as there have been instances identified in
supply chains within the UK and Europe. In response to this
growing problem, there has been a proliferation of legislation
in countries such as the UK, France and Holland, with others
looking to follow suit. The UK’s Modern Slavery Act was passed
in 2015 and applies to corporate bodies which supply goods
or services in the UK and have a turnover equal to or greater
than GBP36 million per annum. These companies are required
to produce a Slavery & Human Trafficking statement which
outlines the steps they are taking to prevent abuses in their
operations, including their supply chains. There are two legal
requirements for this statement: 1) it must be signed by a
company director (or equivalent) and explicitly approved by the
board, and 2) a link to the statement must be in a prominent
place on the company’s homepage.
To date 10,571 of the 18,717 UK organisations that are
required to comply with the Act have published statements on
their efforts to reduce forced labour.

these changes - where possible - through active ownership and
voting.
Part Two: The Power of Business to Lead Positive Change
On the stage were Andy Last, Judy Cotte and Dominic Wallington.
Judy Cotte introduced Andy Last who gave a presentation on
the power of business to build sustainable brands and drive
social benefit. Andy began by talking about the Sustainable
Development Goals (SDGs) which were signed in New York amid
a big fanfare in 2015. The SDGs replaced the 2000 Millennium
Development Goals and are set for the 15 year period up to
2030 to address issues in the environment as well as poverty.
One key difference from the previous goals is that the SDGs
were created not only by governments but by representatives
from NGOs, business and academia. Mullenlowe salt also
participated in the creation of the SDGs and Andy talked about
the hand-washing project that he had been involved in for the
past 13 years (if you don’t know, Global Handwashing Day is
15th October!). He wanted to make sure that hand-washing
with soap was included in the SDGs (at least indirectly) as it
is the most cost-effective health intervention in the world. The
hard work and lobbying paid off and hand-washing indicators
are included in Goal 6 (Clean Water and Sanitation). A large
number of companies are talking about the Environmental and
Social issues they are addressing within the framework of the
SDGs, with businesses recognising that doing something that
drives business benefit can also have a social benefit.

The Q&A session covered a range of forced labour and
stewardship topics.

Two of the examples he gave of companies who are carrying out
work within the framework of the SDGs:

Isabella believes that the Act has been an important tool to get
companies to engage on this issue. This is in part is because it
requires a Director or equivalent to personally sign off on the
document, meaning that it has inevitably moved further up the
corporate agenda. To produce a good statement, a company
has to engage a variety of stakeholders across the business
including departments such as legal, risk, sourcing and HR.
Most companies are now into their third round of statements,
and an area that is still proving challenging for many corporates
is their approach to supply chain risk assessment.

Lixil (SDG 6): Lixil is a Japanese company and is the world’s
largest manufacturer of toilets, but why is it involved in tackling
the world’s sanitation crisis? Currently two billion people have
no access to a toilet so Lixil created the SaTo pan, which is a type
of toilet that can be used even where there is no basic plumbing
or sewage infrastructure and which it sells for $5. If the people
who do not have a toilet buy one then Lixil will benefit from
that market growth while at the same time helping to address
the global sanitation crisis. The company was formed from
several Japanese companies and global acquisitions so has a
large workforce around the world. The new CEO wants to help
this global workforce come together and the new partnership
negotiated with UNICEF is helping Lixil’s employee engagement.

Guido added that from a stewardship point of view one of
the most important things for the team is to understand the
corporate culture of the company. While there might not be a
specific winning formula for the best corporate culture, the team
wants to see a company that is supportive of value creation
and supports everyone – customers, employees, investors
and suppliers alike. It is important to understand that all the
interests of these groups are linked and a company needs to
create sustainable value for all participants. This sometimes
requires sacrificing short term profits for the benefit of the long
term sustainability and strength of the business. The Emerging
Markets team wants to see management that supports this
type of culture. Good stewardship is trying to support and drive

Andrex (SDG 6): Andrex is the UK’s biggest non-food brand
and is also involved with SDG 6. While it is a much-loved brand
of toilet tissue in the UK, Andrex wanted retailers to give its
products more prominence. A deal negotiated with UNICEF put
UNICEF’s branding on packaging and Andrex also negotiated a
deal with Sainsbury’s that gave the UNICEF-branded packages
additional prominence. The result was that Andrex sold an extra
one million rolls of toilet tissue in that initial pilot which has
been rolled out with other supermarkets in 14 countries.

Companies are realising that there is a business benefit to
having a social purpose. The SDGs can help as everything
included within them is a universally accepted social benefit
and a business can show that it is delivering against these
goals.
Society is demanding that companies, both public and private,
serve a social purpose. To prosper over time, every company
must not only deliver financial performance, but also show how
it makes a positive contribution to society.
- Larry Fink, CEO, BlackRock
Another example of social purpose is the Lifebuoy ‘Help a Child
Reach 5’ Project. Lifebuoy is a soap originally developed in
England in the nineteenth century at a time when people were
beginning to understand the link between hygiene and soap
but when soap was only available to the rich. William Lever
developed Lifebuoy soap to take advantage of this business
opportunity.
Fast-forward to 2006 and Andy was asked by Unilever to go to
Africa to teach hand-washing practices to see if this had the
potential to be a good PR story. An issue arose as Unilever’s
PR team did not want to tell a story about how this would
increase its sales of soap. Ultimately, the company agreed
to tell the story in a way that was unapologetic about the fact
that it would increase its sales of soap, while also driving
societal benefits. The story was published in the Financial
Times saying that Unilever was carrying out hand-washing
programmes in partnership with UNICEF. The programmes were
promoting positive health outcomes while also driving growth
for the company which would be its incentive to be involved in
the project for the long term. 13 years later the programmes
are ongoing. The soap model is a good example for other
businesses and the Lifebuoy campaign has been praised as a
particularly influential campaign in this regard.
The difficult discussions that took place back in 2006 would
have been much easier had the SDGs been in place. People
now realise that business has to be part of the solution to help
address society’s problems and this doesn’t have to mean they
can’t earn a profit while doing so.

about being straightforward and it is by being transparent that
companies can earn trust.
Dominic talked about how to measure if a company’s approach
to ESG is helping to add value. He said that it was necessary
to remember that companies are not all equal and if an
organisation is fighting for survival then sustainability is not a
priority. In a big company there are more resources to spend
on ESG and people can be hired to help. The type of company
is also a factor. It can be difficult to meet certain ESG criteria if
you’re a steel producer, for example.
Increased transparency is also driving change. Businesses
are being forced to reconnect with society in a positive way
because governments cannot solve every problem. This may be
a good thing if the company is held to account properly. There is
more transparency demanded of businesses and also of those
who manage money. As such, RBC has always attempted to
hold corporates to account but the type of information that we
require has changed. The metrics are moving.
One challenge for the SDGs is that although they are providing
a good framework for multi-nationals, they were set at a global
level with a certain degree of flexibility in them, and therefore
individual countries have not translated the SDGs into specific
national plans as quickly as they could.
There is growing interest in impact investing, with the SDGs
becoming the preferred reporting framework, and although this
is a positive thing, what constitutes an impact investment is
not clear. For example, could a main FTSE stock like Unilever be
described as part of an impact investment portfolio due to its
social purpose programmes?
When questioned about what challenges existed when
developing the SDGs, Andy said that achieving consensus and
getting governments to set national frameworks to deliver the
SDGs was the major challenge. Multi-national companies with
consumer-facing brands were already on board. Businesses
have been re-evaluating their role in society, but the real
challenge will come from governments who are not embracing
the SDGs as quickly as business.
Part Three: Survey Results

CEOs are beginning to drive change within their companies
because, as Isabella mentioned, they are having to sign up to
the Modern Slavery Act, but also because they may be getting
to a point in their careers where they are thinking about legacy.
They may not all be ‘doing’ but they are ‘talking’. There is also
pressure from the investment community which is driving
change within these companies.

On the stage were Justin Sloggett, Judy Cotte and Honor Fell.

There were questions around the prevailing anti-business
sentiment that Andy believes is driven in part by business
obfuscation. He believes that companies need to be transparent
about their business objectives, but now they can be held to
account for their business practices. The message should be

There were 1,100 responses to the survey and these were
from financial professionals around the world (predominantly
CFA members) on the subject of ESG integration. One of the
first questions was on the impact of each of the ESG factors
on today’s share price and the expected impact in 2022.
Governance was deemed to be the most important issue

Justin Sloggett from PRI presented the findings of the 2017 PRI
Global ESG Integration Study carried out in conjunction with
the CFA Institute. The ultimate goal of the work was to promote
ESG, dispel the myths surrounding it and show the investment
benefits of ESG.

currently and in 2022, but those who responded thought that
environmental issues would have a growing impact on share
prices in 2022. In three countries – South Africa, Russia and
Japan – those who responded thought that social issues, rather
than environmental, would have more of an impact in 2022.

Principles of Responsible Investment
(PRI)
PRI is the largest global reporting project on responsible
investment. Sponsored by the United Nations, it was
developed with investors, for investors. RBC GAM is a
signatory to the PRI.
PRI signatories are required to report on their responsible
investment activities annually. This ensures:
•

Accountability of the PRI and its signatories;

•

A standardised transparency tool for signatories’
reporting;

•

That signatories receive feedback from which to
learn and develop.

In the equities world, barriers to ESG integration, limited
understanding of what ESG means, and also a lack of historical
and comparable ESG data were seen as the biggest challenges.
Lack of company culture was also considered to be a problem.
Fiduciary duty was judged to be a driver rather than a barrier.
For fixed income securities there needs to be more research
and ESG integration in that asset class is still evolving. Risk
management was seen as the biggest driver of ESG-related
practices, followed by client demand; in certain countries
regulation was also a big driver, for example in South Africa.
Justin outlined how PRI can support companies in their
responsible investing efforts, highlighting the seven specialist
teams which are dedicated to specific areas of ESG investment.
Judy Cotte then presented the results of RBC’s Responsible
Investing Survey. The full report is available at global.rbcgam.
com/esg/
First of all, nearly 72% of all investors who took part in the
survey are integrating ESG into their investment processes,
with the UK and Europe leading the way. The percentage in Asia
has also increased which is encouraging.
In the UK, 78% of investors said that ESG is a risk mitigator
and believe that ESG is a way to lower risk; this is higher than
any other group. The overall findings showed that 54% of
global investors regarded the integration of ESG as part of their
fiduciary duty, however 27% don’t because it is not consistent
with their fiduciary duty. This is an interesting result and shows
the need for better education regarding ESG and fiduciary duty.
57% in the UK believe that ESG also generates alpha. The
numbers were up quite substantially across all jurisdictions

and 38% globally think ESG is a tool to generate alpha, up from
24% in 2017. In 2018, only 20% answered that they did not
think that ESG considerations generated alpha.
Across all jurisdictions, equities is where most integration of
ESG factors takes place. This is closely followed by fixed income.
Judy expressed surprise about the low numbers of investors
who are integrating ESG in infrastructure and real estate, both
in Europe and the U.S. There was a broad consensus among
respondents that engagement is a better tool than divestment
in the fossil fuel context, with the UK again leading the way.
Impact investing is getting a lot of attention from the media
and investors alike. In Europe, 48% of investors believe that
impact investing will increase, followed by 33% in the UK and
the U.S. In the U.S. this seems to be led by the family office and
endowment space which represent significant pools of capital.
In general, there is dissatisfaction with the quantity and quality
of ESG disclosure but this provides a good opportunity for
investors to engage with companies to ensure that the right
information is made available.
Judy, Justin and Honor were asked what ESG-related
development had surprised them the most in 2018. For
Justin, it was an increase in collaboration to deal with the
standardisation of data as organisations try to understand
how they can standardise reporting. Judy added that a lot of
investors now want a narrative discussion of the company’s
approach to ESG issues, not just ESG-related data. The level of
granularity of oversight and reporting demanded by clients has
also increased as clients want more monitoring of engagement

The PRI’s Practical guide to ESG
Integration for Equity Investing
The primary objectives of this recently published guide
are:
•

To provide clarity on what ESG integration is and
to demonstrate how it is accomplished by leading
practitioners;

•

To help asset owners identify investment managers
who have strong integration practices;

•

To encourage
research; and

•

To assist investors when structuring an ESGintegrated investment process.

more

ESG-integrated

sell-side

Elaborating on the first objective, what became apparent
throughout the development of the publication was that
the different players along the investment value chain
– asset owners, investment managers and sell-side
brokers - often mean different things when they refer to
ESG integration.
At each layer of the value chain, there are also different
interpretations of ESG integration.

and voting. Honor noted that ESG and climate risks and
opportunities are being picked up by the UK government and
regulators in a way that they haven’t been previously. One
example of this is a consultation on new investment regulation
by the Department for Work & Pensions. New regulations were
announced which put the emphasis on ESG risks as financially
material risks, making them something that trustees should be
looking at. ESG has been brought into the mainstream but there
is still a lot of work to do.
What are clients asking about specifically this year? Clients
are asking about regulation, financial materiality, stakeholder
management and granularity of reporting. In the U.S. there is
also a lot of interest in climate, as the government appears
to be stepping out of the picture, whereas in Canada there is
a focus on diversity. New asset owners are getting involved
in ESG considerations for reputational reasons but from the
fiduciary duty point of view, there also appears to be a lack of
understanding about what ESG integration is; in some cases
people still think it is about Socially Responsible Investment
(SRI) and exclusion.
Many investors are focused on the diversity of the companies
in which they are invested, especially gender diversity. Many
studies show the benefits of having a diverse board and
workforce and this is becoming a growing focus in Japan.
Having a diverse board is also important in order to have
diversity of thought, experience and background, and this has
encouraged companies to utilise a more formal, professional
board-recruitment process. Proxy voting is a powerful lever to
encourage board diversity.
The last question asked all three panellists to highlight one
piece of advice they would give to an asset owner or manager
developing an ESG policy or approach.

Honor: Take time to think about your responsible investment
beliefs. Get a statement that you believe in and that the whole
group supports.
Judy: Really think about how to resource and embed the policy.
It needs to be resourced and there has to be a lot of investment
in educating internal and external managers about what it
means and how you expect it to be implemented.
Justin: Define what ESG means for you and your firm as it has to
be right for your firm and your clients.
And what about regulators?
Justin: There is concern around ‘greenwashing’ and about
what ESG funds do. There needs to be guidance on this to help
people to understand what the product is. We need carefullyphrased guidelines.
Judy: Take the lead from investors but don’t make them do
everything. For example, in Canada investors will advocate for
a change, the market will embrace it and figure out a way to
make it work to avoid unintended regulatory consequences, but
after leading companies adopt it, it may stall. Worldwide, when
there is an innovation in the market, regulators should act more
quickly to make it mandatory for all companies.
Honor: The market is evolving very quickly, best practice is
changing rapidly and the amount and reliability of data is
improving. The regulator needs to be on top of the innovation.
As investment managers, we have a fiduciary duty to explore
all factors that could potentially impact the performance of
companies in which we invest.
- Dan Chornous, CIO, RBC GAM
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