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The threat of a climate catastrophe is escalating.
Economic expansion, rising consumption and growing
resource use were always going to create problems
in the context of finite natural resources and a
constrained planet. Those problems are becoming
more acute and the impacts unavoidable. By 29 July,
humanity had used the planet’s resource budget for
the whole of 2019, marking a new earliest date for
“Earth overshoot day” the third year in a row.

Jessica Ground
Global Head of Stewardship, Schroders
The impacts of such overspending are becoming
increasingly evident and include deforestation,
biodiversity loss and record concentrations of
greenhouse gases (GHGs) leading to ever-more
frequent extreme weather events – to name only a
few. Current levels of consumption imply the need
for 1.75 Earths to fulfil global demand.
Rather than a bleak interpretation of that news,
we prefer to focus on how the evidence of damage is
generating pressure that governments are responding
to. Some policies intended to combat the challenge
are starting to take effect. For example, set up in 2005,
the price of one tonne of CO2 emitted as part of the
European Union’s emission trading scheme has, over
the last two years, risen from a meagre ~5€/t to close
to 30€/t, near its all-time high.
To meet the 2°C pathway global leaders committed
to in the Paris Climate Agreement, this price will need
to rise even more. Although there is a long way to go,
there are signs that on this front and others, we are
starting to see policies with ambitions that meet the
scale of the challenge. We are regularly tracking these
indicators, as well as others in our Climate Progress
Dashboard, and this report provides an update on this.
We’ve shown up late to a race that has been going on
for decades and now have to play catch-up. The second
half of 2019 will see two major climate events: the UN
Climate Action Summit in September and the COP25
event in Chile in December. Both events provide an
opportunity to accelerate decarbonisation and we will
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be watching them closely. This quarter we ask the
pertinent question: are governments doing enough
and should investors be stepping into the breach?
As well as a focus on policy, our dashboard tracks
the rate of climate-related technological innovation,
another key component in the drive to make progress.
You can take a deep dive into electric vehicles this
quarter; decarbonising transport has become a major
investment theme for the auto industry and an area
where policy has begun to bite.
We believe there is far more credit due to companies
that enable faster decarbonisation through products
or services than is currently given by most. We take
a closer look at Amazon and its climate impact as an
investment case study.
On a non-climate related note, many sustainable or
ESG products have a quality bias, and increasingly
we are seeing clients approach us for solutions that
explicitly include value as a factor. Our value team
provides a timely overview of the role that ESG plays in
their investment process. Finally, we look back on the
most recent European proxy voting season and reflect
on the increasing pressure on company management
that we are seeing.
We hope you find this report informative and
insightful, and remind you to access our other
content, which covers a range of topics, on our
dedicated sustainability web page.

INsight

Climate Progress Dashboard: new emissions
pledges fail to change outlook
A pick-up in renewable energy capacity moves the dial in the right direction, but this is
cancelled out by increased fossil fuel production and continued growth in reserves.
Entering the third quarter of 2019, Schroders’ Climate
Progress Dashboard points to a long run temperature
rise of around 3.8°C, unchanged from the previous
quarter. To much fanfare (and some scepticism),
several major economies have passed zero emissions
targets into law over the last few months, but meeting
the commitments made in Paris in 2015 will require
every country to follow their lead.
While the global energy system is decarbonising, rising
demand for energy has more than offset the benefits;
carbon emissions continue to rise. Looking forward,
far more disruption across global economies and
industries seems inevitable.
The Climate Progress Dashboard provides an overview
of the speed and scale of climate action across the
spectrum of areas that will drive decarbonisation.
Schroders created the dashboard to provide our
analysts, fund managers and clients with an objective
measure of the pace of climate action, helping them to
navigate a challenge that will have a dramatic impact
on financial markets, but which is too often dominated
by sound bites, emotion and rhetoric.

A greater volume or a more urgent tone to
environmental news both increase that strength
score. That coverage has an increasingly urgent tone,
reflecting the growing recognition of the scale of the
problem and the closing window to limit the long-term
impact of rising temperatures. The climate “challenge”
has now become an “emergency”.
The strength of that coverage peaked in late 2015
(around the time of the Paris Accord) and subsequently
plummeted as attention moved elsewhere. With less
fanfare, climate change has steadily moved back up
the media agenda over the last few years.
Governments have begun to yield to the social
pressures those headlines reflect. In June, the UK
passed a law requiring the country to reach net zero
emissions by 2050. France voted its net zero target into
law on the same day as the UK. Both lag California,
which made its commitment last September. In total,
the Energy and Climate Intelligence Unit estimates
that 16% of global GDP is now covered by net zero
emissions targets.

Strength of “Environmental” news coverage (level of
As has been consistently the case since we launched Strength of “Environmental” news coverage (level of sentiment x volume of news)
sentiment x volume of news)
the Dashboard, the last quarter saw both positive and
Strength of media coverage
negative moves. Those positive and negative effects
120
cancelled each other out, leaving the trajectory of
climate action pointing to a long run temperature rise
100
of around 3.8°C.1

Headlines point one way…
Climate change has featured more heavily in the
news over the last few years, buoyed by the warnings
of intergovernmental organisations, increasingly
assertive civil action and the tentative responses
we are starting to see in governments’ policies.
We have plotted the strength of news coverage of
environmental issues over time in the chart opposite.
We developed the “strength of media coverage”
measure to combine the volume of news stories with
the level of sentiment expressed in those stories.

1 We measure temperature rises relative to preindustrial levels
(typically taken to mean the second half of the 19th century),
since when global temperatures have already risen by around 1°C.
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Source: Sentdex, Schroders calculations as of July 2019.
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More action is needed…
Although these moves are impressive, we will need
to see many more countries follow suit to meet the
commitments made in Paris in 2015. Limiting long
run temperature rises to “well below 2°C” will require
global CO2 emissions to fall to zero around the middle
of this century.2
Climate Action Tracker monitors the climate policies
and ambitions of major global economies, which are
included in the analysis underpinning the Climate
Progress Dashboard.
Using that analysis, we have examined the share of
global GDP, population and CO2 emissions generated
by countries in different bands of climate action.
Countries whose policies imply long run temperature
rises of 2°C or less represent close to 25% of the
world’s population but less than 10% of emissions
and below 5% of economic output.
Put another way, the poorest countries have gone
furthest in aligning their policies with safe climate
limits while the wealthiest countries have done the
least. Moving the global dial will require much more
action in the large and typically mature economies,
which drive the fortunes of the financial markets.
Global investors face much more disruption.
Focusing on the last quarter, a pick up in renewable
energy capacity implies a safer climate outcome but
on the other hand, increased fossil fuel production
and continued growth in reserves pushed the needle
towards higher temperatures.
The annual BP Statistical Review, which we consider
the most comprehensive and consistent analysis of the
global energy complex, was updated in June and was
the main reason for those changes. That report shows
a 15% rise in energy produced from renewable sources
last year, but also a 2.5% rise in energy from fossil
fuels. Despite its faster growth, the increase in energy
from fossil fuels was more than twice as large as the
growth from all other sources of energy combined.

2 Precise estimates vary between 2035 and 2070 according to most
studies depending on the emissions trajectory assumed, temperature
rise target and the degree of certainty required.
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Share of global GDP, CO2 emissions and population of countries aligned
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Under 1.5°C

Changing energy mix, but rising demand
The net result of those two trends – along with small
changes in other areas detailed in the chart below –
leaves the overall long run temperature rise implied by
the Dashboard unchanged at 3.8°C.
The combination of faster than previously expected
growth in both renewable and clean energy use
underlines the complexity of the climate challenge.
Global renewable energy capacity has almost doubled
since 2010; that increase equates to roughly one-third
of new power capacity over the same period. Although
the carbon intensity of global energy demand has
fallen as a result, that gain has been overwhelmed by
slowing improvements in the energy intensity of the
global economy.

Meeting long-term climate goals will require more
structural changes than we have seen to date. The
current pace of change in the energy mix will not put
the global economy on a two degree pathway without
concerted efforts to break the link between global
growth and energy demand. Scrutiny of political action
is rising and governments are under growing pressure
to act. Doing so will mean an unavoidable step change
in the global energy system, and every other industry
as a result.
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Conclusion
Although headlines heralding toughening national
policies and rising clean energy use may paint
a positive picture, our analysis underlines the
importance of an evidence-based view of the
trajectory of climate action.

The Climate Progress Dashboard provides that
objective and comprehensive assessment, as
well as clear evidence of the scale of the potential
disruption that lies ahead. This work is part of the
toolkit we have developed to help our analysts, fund
managers and clients prepare for the challenges and
opportunities ahead.

Summary of changes
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Read more: Climate Progress Dashboard: Marking progress one year on
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INsight

Have investors missed the real revolution in
electric vehicles?
Investors are focused on an anticipated boom in electric cars. The true acceleration in
demand is happening elsewhere.
Electric vehicles (EVs) have reached a clear inflection
point. Product quality has improved and consumer
availability is expanding rapidly. Perhaps most
importantly, the cost of electric car ownership is
finally approaching parity with traditional combustion
engine cars.
The colourful stories within the industry have also
helped generate interest: the spectacular and
turbulent growth story of Elon Musk’s Tesla has
certainly made headlines. However, shifting to a fully
EV future will require more time and investment than
most investors expect.
As investors in climate change trends, we look beyond
the headlines. While the market remains focused on
the use of electric cars, it is electric van and lorry use
that is accelerating ahead of the curve.

The headwinds for electric vehicles
Even if we take very aggressive forecasts for the
transition of new car sales to EVs, the overall
composition of the car fleet will take many decades arguably too long - to shift. There are two key reasons
for this.
The first is that not even a fraction of the battery
factories required to power all of the world’s

automobiles exist. The investment required to build
the needed manufacturing capacity will be huge.
The first “Gigafactory”, built by Tesla, cost an estimated
$5 billion for a 50GWh factory. If we assumed future
factories only cost 60% of this initial factory build,
the cumulative industry spending needed to fully
convert the automobile industry to EVs is over
$400 billion.
Clearly, very large new markets will be created and
destroyed in the transition. Investors may want to
take note of the major markets that are developing
in battery components such as electrodes, power
electronics, and electric motors.
The second factor slowing electric car uptake is
replacement speed: the average life of a car is over
15 years. It is even longer in emerging economies.
Assuming that EVs represent 25% of all new global car
sales in 2030, and 75% in 2040, EVs will only represent
just over 11% of the overall fleet in 2030, still less than
45% in 2040 and only 77% in 2050 (which is when
transport needs to be essentially zero-emission to
meet the Paris goal). Most consumer car journeys
would still be generating substantial greenhouse
gas (GHG) emissions in 2040, and the only way to
overcome that would be a forced early retirement
of combustion engine vehicles.
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2000
1800
1600
1400
1200
1000
800
600
400
200
0
2020

2025

2030

Electric vehicles (millions)

2035

2040

2045

2050

Non-electric vehicles (millions)

Source: Schroders, April 2019
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Commercial delivery vehicles will electrify
much faster
Commercial delivery and logistics vehicles, on the
other hand, work much harder than consumer
vehicles. This means that they generally have a shorter
life (or at least have their powertrain replaced more
frequently). Electric vehicles are also ideally suited to
commercial use on short-haul delivery networks, as
the vehicles return to the local depot once a day to be
recharged.
The logistics industry is rapidly catching on to this as
the headlines, below, highlight. Companies that rely on
large delivery fleets are aggressively converting their
vans and trucks to electric. This is partly a result of city
authorities rapidly tightening emission regulations.
London, this month, introduced the world’s toughest
vehicle emissions standard in the centre of the city
to help reduce toxic air pollution and protect public
health.
But it’s also simply because electric is cheaper.
Deutsche Post DHL have gone as far as committing to
operating 70% of their own “first and last mile” services
with clean delivery solutions by 2025. Given that some
of its operating regions will lag behind, it means
the company will need to be using almost 100% low
emission vehicles in Germany by that date.
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Delivery firms are under pressure from their clients.
For example, Amazon has recently announced plans
to make 50% of all shipments carbon neutral by 2030
(when only around 10% of the existing consumer car
fleet will have shifted to electric).
Amazon needs to give more detail around how it
intends to achieve this, but it is clear that this pace of
conversion away from combustion engine vehicles can
and will happen fastest in the professional delivery
and ecommerce industry. Perhaps Amazon, instead
of offering free next day delivery for Prime members,
could soon start incentivising free EV delivery, and
charging for other delivery methods - stranger things
have happened.
Investors should also consider the wider backdrop
– companies that adapt to global challenges such as
climate change, put themselves on a far better footing.
Amazon is just one potential example.
Consumers and regulators may wake up to the
significant contribution to greenhouse gas emissions
made by consumer car journeys to and from their
favourite shops. Perhaps then, traditional retailers and
out-of-town shopping malls will face further regulatory
costs and headwinds as they are asked to incorporate
the true cost of their associated emissions against
a cleaner, online, alternative. As climate change
investors, we intend to remain one-step ahead.

INsight

What the “prisoner’s dilemma” tells us about
climate change
Game theory can help explain why action on climate change has been slow, but as
protests worldwide gain momentum and interest in climate change grows, we could be
nearing a tipping point.
The prisoner’s dilemma is a well-known framework
in game theory, which is the study of how and why
people cooperate or compete with each other.
According to the prisoner's dilemma, rational
individuals might not cooperate even though it
would be in their combined best interests to do so.
By prioritising their personal interests, individuals
acting rationally can create a worse overall result.
In the context of global climate change, the prisoner’s
dilemma has become more relevant than ever.
It helps us understand why nations across the world
have postponed actions to limit further temperature
rise for such a long time, despite scientists’ warnings
of the risks ahead.
Climate change is a global problem, which requires
individual action by many people, companies and
countries around the world. The costs are global and
result from the world’s collective actions. They will
also affect future generations far more than today’s.
Because the actions required are disruptive,

most people will choose to let others take the strain,
leaving the global problem unaddressed.
Over the recent past, however, the payoffs
associated with each player’s action have started to
change. The costs of taking action have fallen and
the benefits of addressing climate risks have become
clearer. That has prompted an increasing proportion
of the global population to forego self-interest and
choose collaboration.
One prominent manifestation of this is the rise in
public protests drawing attention to climate change
on a global scale. The Fridays-for-Future movement
initiated by Swedish teenager Greta Thunberg resulted
in over 2000 protests in 125 countries in a single day,
demonstrating the increasing demand for solutions
among younger people.
The recent Extinction Rebellion protests in several
European cities are another example of people’s choice
to collaborate instead of putting self-interest first. The
10-day protest was a forceful call for political action
and collaboration on an unprecedented scale.
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The Google Trends data below also confirms the
attention climate change attracts. The trend line in
“climate change” searches has historically been flat,
albeit with seasonal peaks and troughs, and the spike
during the much-publicised Bonn Climate Change
Conference in May 2017. But over the past 12 months
it has been steadily growing.
Time will tell, but we believe a tipping point may be
approaching. In game theory, the solution to the
prisoner’s dilemma framework changes when time
and repetition are considered. As costs and benefits
change, collaboration becomes the optimal solution
for rational actors. The sight of school children and
older generations on the streets, demanding action,
may prove the start of a snap back from the world’s
political apparatus.
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Can Amazon really be a climate
change champion?
The e-commerce giant has a chequered history when it comes to climate change, but
recent steps towards carbon reduction mean we see it as a future force for good.
Amazon is not a company normally associated with
meaningful strides towards a low carbon future.
Although e-commerce is typically better for the
environment than heavily air-conditioned, high street
stores, speedy deliveries carry a high carbon cost. Any
Amazon shopper may feel a pang of guilt – as I have
– at using the one day delivery service. But the feeling
may be unwarranted.
We believe the company’s efforts to tackle its climate
change impact mean Amazon’s environmental
impact is set to fall dramatically. Climate change is a
significant disruptive force for investors, and one that
has recently attracted widespread media attention
following largescale demonstrations by the protest
group “Extinction Rebellion” in London and other major
cities across the world. We remain focussed on finding
companies with the foresight to engage and adapt.
From the use of cloud computing to electrifying the
“last mile” of its deliveries, Amazon is an increasingly
positive force for climate change efforts.

Cloud computing
The business world is now hugely dependent on data
centres, but these hubs of processing power consume
huge amounts of energy and are expensive to run.
The use of cloud computing (where data is stored,
managed and processed through a network of remote
servers on the internet rather than through a local
server) can drastically improve the efficiency of data
centres, leading to cost savings and reducing carbon
production.
A large-scale cloud provider such as Amazon often
achieves server utilisation rates of 65%, compared to
as low as 15% for in-house servers. If companies move
to the cloud, they would require less than a quarter
of the servers they would need to install on their
premises. The cloud servers are also operated more
efficiently, using sophisticated cooling systems and
better-designed facilities.
Furthermore, with many of the large cloud providers
committed to sourcing energy from renewables, the
electricity mix powering the cloud is 28% less carbon
intense than the global average.3

The combination of these factors results in an 88%
reduction in the carbon emissions of business
computing. The demand for computing will continue
to grow and scale is an important competitive
advantage in cloud computing – not just from a
commercial perspective but from a climate change
perspective as well.

E for electric?
There is compelling evidence which suggests that
e-commerce compares favourably with traditional
retailing as a low carbon model on a number of
different metrics.
Firstly, online retailers have a much lower direct energy
and emission footprint, as they operate a few centralised
distribution warehouses, compared to a traditional
retailer which operates distribution facilities as well as
expensively lit, air-conditioned and heated stores.
Secondly and more significantly, it is important to
consider how the goods are transported to customers.
Here too, most journey types result in lower carbon
emissions from the online delivery model. This is
because each delivery vehicle will be responsible for
multiple packages ordered online, whereas in the
traditional retail model people tend to drive to and
from stores and retail parks in their cars.
E-commerce firms such as Amazon are deploying
highly sophisticated technology to optimise delivery
density and route planning, and will be faster to adopt
electric vehicles than consumers (as delivery vehicles
return to depot for charging frequently so are ideally
suited to EV technology).
Companies with large delivery fleets, such as the DHL,
FedEx and the US Postal Service are starting to convert
their vans and trucks to electric, and this will happen
much more quickly than in the consumer vehicle
market. This is partly because of rapidly tightening
emission regulations. In April, London introduced the
world’s toughest emission standard in the centre of
the city to cut toxic air pollution and protect public
health. However, it’s also because electric vehicles are
becoming cheaper to run and this matters more when
a vehicle is in constant use, as for delivery vehicles.

3 Source: AWS average power mix carbon intensity of 393 grams/kWh for June 2015 and 2014 Global Energy Mix data from the International Energy Agency for on-premises
assumptions.
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One good example of this is Germany’s DHL, who
have committed to having 70% of their last mile
delivery services from low emission vehicles in just
six years time. Although Amazon’s own delivery fleet
is comparatively small, the emissions associated
with their deliveries will be reduced by this electric
transition in delivery networks.
Although it remains unclear how Amazon will achieve
its ambitious new plan to make 50% of its shipments
carbon neutral by 2030, the pace of conversion away
from combustion engine vehicles can and will happen
fastest in the professional and e-commerce industry.
What’s more, companies such as Amazon, which
adapt to global challenges such as climate change, put
themselves on a far better footing.
As investors in climate change trends, we aim to
look beyond the headlines to identify the companies
actively engaging with climate change, and to
imagine what the future will look like in a low carbon
world. Amazon’s approach puts it on the front foot
to negotiate the disruption that could destabilise a
number of its peers.
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Turning up the heat: are investors making
up for lack of public leadership?
With governments failing to display sufficient climate leadership during the G20 summit
in Japan, active ownership is on the rise.
Amidst the trade war and tariff talks, the recent G20
summit in Osaka also caused a stir among climate
change investors.
Prior to the event, Japan changed its draft communiqué
– the proposed agreement to be signed by the leaders
of the G20 nations – to exclude the phrases “climate
change” and “decarbonisation”, seemingly giving in to
US pressure during trade negotiations.
Ultimately, the final version of the agreement
accounted for the importance of addressing the
climate crisis, but as with previous years, the US
rejected signing the climate section. All other 19
nations supported the passage.

Japan heading in the wrong direction?
Since the nuclear disaster at Fukushima Daiichi
in 2011, Japan has considerably increased its CO2
emissions from electricity generation.
This is mainly due to the reduction in electricity
generation from nuclear energy, which currently
accounts for ~2% of the total electricity generated
in Japan.
The nuclear gap has mainly been filled by fossil fuels,
particularly coal and gas. They currently account for
~75% of Japan's electricity generation.
Renewable energy production has increased slightly,
but still accounts for just 15% of electricity. On this
front, Japan is near the bottom of the table when
compared to other developed nations.
Schroders is actively engaged with Climate Action
100+, an investor initiative to ensure the world’s
largest corporate greenhouse gas emitters
take necessary action on climate change. The
companies include 100 “systemically important
emitters”, accounting for two-thirds of annual
global industrial emissions, alongside more than
60 others with significant opportunity to drive the
clean energy transition.
On the back of the nuclear catastrophe, shareholder
resolutions in Japan demanding the abandonment of
nuclear energy and increasing the renewable capacity
have been higher than in any other country.

Shareholder resolutions are proposals submitted
by shareholders for a vote at a company’s annual
general meeting (AGM). Generally, the proposals
are submitted when the company has failed to
meet shareholder expectations.
However, it’s not just in Japan where this is happening.
As illustrated in the below chart, shareholder resolutions
targeting climate-related and environmental topics
have been on the rise globally. Approval rates of these
types of resolutions have been rising too, indicating
that increasing pressure from active share holders is
changing the way companies operate.
As active owners, we vote and engage with
companies on climate change to help realise
potential opportunities and address potential risks.
In 2018 we voted on approximately 40 climaterelated shareholder resolutions and engaged with
around 80 companies on climate-related issues.
The G20 summit’s failure to display the level of
global leadership required to address the climate
crisis increases the importance of the role played by
investors and active owners.
With the G20’s “19+1” (with the 1 being the US)
climate position on the verge of turning into an “18+2”
constellation as Japan also becomes an outlier, the
onus to act has been further pushed onto investors
and consumers.
Environmental shareholder resolutions
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INfluence

Why ESG matters in value investing
It’s not just the E of ESG that matters – for value investors the S and G
are vitally important.
As value investors, we have long taken environmental,
social and governance (ESG) considerations into
account when investing in stocks. After all, it is our
job to weigh up risk and reward and we can only do
this competently if we consider all of the potential
risks around any investment we might make. ESG has
clearly become a hot topic in finance at the moment
but there are different ways of looking at it.
For example, lots of people tend to focus
predominantly on the E, or environmental side, of ESG.
When thinking about that, people tend to be drawn to
businesses like wind farms or start-ups offering new
battery technology.
The problem with this focus on the environmental
side is that it often leads you towards small, microcap,
new technology businesses. This can introduce
some significant, and unwanted, style biases into
your portfolios. Instead, we believe it's worthwhile
thinking about the whole of ESG in its totality. The E for
environment is important, but so is the social (S) and
the governance (G) side.
In the social aspect, we think of the stakeholders.
These would be the suppliers to the business, the
customers, all the staff, and the regulators it deals
with. It's every relationship that a company will have
with the entire value chain.
These relationships are of crucial importance when
thinking about the sustainability of a company’s profit
margins, for example. If a business is paying too low
a tax rate, or underpaying its staff, or squeezing its
suppliers, then fundamental economics suggests
that the associated risks increase. So to us, the
stakeholders/social part of ESG is an extraordinarily
important and all-encompassing risk to consider when
thinking about companies to invest in.
The governance side is equally important because it
examines how a company is managed. Questions we
ask here would be: are there appropriate staff on the
board? Are there appropriate checks and balances? Is
there an appropriate incentive structure? Ultimately,
we need to consider whether the management team is
capable of running the business in the best interest of
shareholders.
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Of course, as active shareholders, these governance
questions are an extraordinarily important part of an
investment case for us. If we do not believe a company
is acting in the interests of long-term shareholders,
we will do all we can to actively engage company
management to protect and grow our investment.
Thinking about ESG is fundamentally important to all
of our investment decisions and it is a theme that fits
in with the value style of investing. Ethical investing is
often about trying to achieve long-term change. This
chimes with our approach, as investors need to take
a long-term view in order to access the best possible
returns from a value investment style.
Ultimately, value investing is about buying cheap
stocks where we think the potential reward is greater
than the risks. In analysing the risk part of that tradeoff, we will take into account anything that helps us
reach the most considered conclusions and ESG is a
crucial part of that.

INfluence

European Proxy Season 2019
Growing regulation and shareholder activism are putting companies under pressure
to take action.
European companies have come under increasing
pressure to improve governance standards,
particularly ahead of the implementation of the
Shareholder Rights Directive II (SRD II) in June. This
pressure has manifested as an increase in shareholder
activism and a decrease in shareholder support
during the 2019 Annual General Meeting (AGM)
season. Disclosure among European markets remain
inconsistent but we are hopeful that SRD II will assist in
closing these gaps, as all European companies are now
required to consistently report on governance issues
such as executive remuneration.

Shareholders resolutions are becoming part
of the agenda
European investors are increasingly using activism
to effect change at poorly governed companies, a
practice that has traditionally been more prominent
in the US and more recently the UK. This can be partly
attributed to a growing number of US funds looking
to invest outside of their home country, but also to
a rising number of European investors speaking out
following various high-profile activism success stories.
In some of the European cases we have seen investors
requesting additional dividends and alternative
remuneration policies but the majority have centred
on, and led to, the refreshment of board directors.
In fact, 2019 saw the highest percentage of support
for shareholder resolutions to remove a board
director: 69.1% compared to 35.6% in 2018. Similarly,
the number of resolutions filed on this topic rose
from 20 in 2018 to 29 in 2019.4 Although not all of
these shareholder resolutions have legally passed,
companies have often committed to positive change as
a result of these resolutions. They have certainly made
companies more aware of the power of shareholders.
Two examples of successful shareholder resolutions
on board composition are French ophthalmic optics
company EssilorLuxottica and Greek telecoms
operator OTE.

EssilorLuxottica
Following a governance crisis in the wake of
the Essilor and Luxottica merger in Q4 of 2018,
asset manager Comgest, along with six other
institutional investors, filed two proposals to
appoint two independent members to the
company’s board. The two nominees, Wendy
Lane and Jesper Brandgaard, received 44% and
34% support, respectively, from shareholders.
Schroders publically announced its support of
both candidates.
These resolutions sent a clear message to the
board. Although they were technically not adopted,
the company came to a last minute settlement
agreement with its employee shareholders
(Valoptec) prior to the AGM. The agreement saw a
reduction in the power of the executive chairman
and co-chief executive, and the empowerment
of Francesco Milleri (Deputy Chairman - CEO of
Luxottica Group) and Laurent Vacherot (CEO of
Essilor International) in order to accelerate the
integration process of the new group.
Considering the quorum of around 76% and the
32% shareholding by Delfin (holding company of
Mr Del Vecchio, Executive Chairman), the results
clearly suggest that the nominees would have
been appointed to the board by an overwhelming
portion of the company’s free-float.
OTE
In 2018, we supported the election of independent
candidate, Alberto Horcajo at OTE, and asked its
majority shareholder, Deutsche Telekom to do the
same. Mr Horcajo was unsuccessful, but the 2019
AGM saw a proposal to elect a new independent
candidate, Eelco Blok. Before making our voting
decision, we met with Mr Blok and were impressed
with his experience. We were delighted to see him
elected to the board in June. We hope that these
governance improvements at OTE, a large Greek
company, will set a new precedent for the country.
However, this case shows the time frames and
effort required to create change.

4 Source: Proxy Insight.
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Investors are not afraid to vote against
management
The first eight months of 2019 have seen us voting
over 13,500 resolutions across 1,058 European
company meetings. At Schroders, our votes against
management rose from 9.8% in Q2 2018 to 11.5%
in Q2 2019. This was driven by our approach to
escalation. Where engagement has been unsuccessful
we have been voting against those we view as being
accountable.
One particular area of concern this year has been
around the appointment of non-independent audit
committee chairs. Our UK policy is to vote against any
audit committee members that are not classified as
independent. In Europe we are slightly more lenient
and typically only vote against audit committees with
less than 50% independence. That said, we would
always expect the chair of the audit committee to
be independent. Our support for audit committee
members fell from 81.8% in 2018 to 64.7% in 2019.
Elsewhere, we voted against 31 remuneration
proposals in Sweden alone due to a lack of disclosure
around the performance metrics attached to annual
bonuses. This practice lags the rest of Europe where
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performance metrics and specific performance targets
are usually disclosed. We have engaged with many
holdings on this issue, providing them with examples
of market leaders to follow.
Overboarding still remains a concern with 39
individuals voted against in 2019 (2018: 40). This issue
is more prominent in Switzerland and Sweden, likely
due to the interconnected nature of many companies
in these regions.

SRD II is likely to cause turbulence for
European governance
Looking forward to 2020, we expect votes against
companies to remain elevated. A number of
companies are likely to be unprepared for the
introduction of annual votes on executive pay and
the scrutiny that this brings with it. We have already
begun a programme of engagement with our holdings
on best practice but believe a number still have
considerable progress to make.

Third quarter 2019

Total company engagement
Our Sustainable Investment team undertook 335 engagements this
quarter with the 258 companies listed below, on a broad range of
topics categorised under “environmental”, “social” and
Company

E

S

G

Consumer Discretionary

“governance”. They included one-to-one meetings, joint investor
meetings, conferences, teleconferences, written correspondence and
collaborative engagements.
Company

E

Lamb Weston

BAIC Motor

✔

Booking Holdings

G

✔

Orior

✔

Philip Morris

✔

S

✔

Brembo Spa

✔

RFM

✔

Compagnie Financiere Richemont

✔

São Martinho

✔

Halfords

✔

SSP

✔

Hero Honda

✔

Svenska Cellulosa

✔

Tesco

✔

Home Depot
Infitex

✔

✔

M J Gleeson Group

✔

McDonalds
Nacco Industries

✔

Walgreens Boots Alliance

✔

Walmart

✔

Energy

✔
✔

Adaro Energy

✔

✔

✔

Alliance Resource Partners

✔

✔

Arch Coal

✔

✔

✔

Bogdanka

✔

✔

✔

Bumi Resources

✔

✔

Telford Homes

✔

China Coal Energy

✔

✔

TS Tech

✔

China Shenhua Energy

✔

✔

Whitbread

✔

Coal India

✔

✔

Consol Energy

✔

✔

✔

Delta Dunia Makmur

✔

✔

✔

Dno

✔

Coca Cola

✔

Electro Power Systems

Costco Wholesale

✔

Enerflex

✔

Energy Fuels

✔

✔

Next
Nike

✔

Rainbow Department Store
Sports Direct

✔

Consumer Staples
Church & Dwight
Clorox Company

J Sainsbury

✔

✔

✔

✔

Source: Schroders as at 30 September 2019.
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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Company

E

G

Company

Harum Energy

✔

✔

ICICI Prudential Life Insurance

✔

Indika Inti Energi

✔

✔

Just Retirement

✔

Jastrzebska Spolka Weglowa

✔

✔

LSE

✔

MOL Magyar Olaj

✔

Mapletree Commercial Trust

✔

New Hope

✔

✔

Mapletree Industrial Trust

✔

Peabody Energy Group

✔

✔

NewRiver Retail

✔

Phillips 66

✔

✔

Pekao Group

PTT

✔

✔

Provident Financial

✔

Semirara Mining

✔

✔

Standard Chartered

✔

Shanxi Lu'an Environmental Energy

✔

✔

Standard Chartered (Hong Kong)

✔

Shanxi Xishan Coal
and Electricity Power

✔

Technological & Commercial Bank

✔

✔

✔

Tambang Batubara Bukit Asam

✔

✔

Wiz Solucoes e Corretagem
de Seguros

Whitehaven Coal

✔

✔

Workspace

✔

Yanzhou Coal Mining

✔

✔

Health Care

S

Financials

E

S

✔

G

✔

Al Noor Hospitals

✔

Ascendas

✔

Alembic Pharmaceuticals

✔

Assura

✔

Consort Medical

✔

Aviva

✔

CorVel

✔

Axis Bank

✔

CSL

✔

Bajaj Finance

✔

Galapagos

Bajaj Finserv

✔

Getine

Banca Sistema

✔

GlaxoSmithKline

✔

Bank Hapoalim

✔

Johnson & Johnson

✔

Bank Leumi

✔

Lonza Group

BolsaMexicana de Valores

✔

Novartis

British Land

✔

Shandong Weigao

CMC Markets

✔

Industrials

DLF

✔

ABB

✔

HSBC (Hong Kong)

✔

Adani Enterprises

✔

Source: Schroders as at 30 September 2019.
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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✔
✔

✔

✔

✔
✔

✔
✔

✔

Company

E

G

Company

AKR Corporindo

✔

✔

Wizz Air

Ashok Leyland

✔

Xinyi Solar

BAE Systems

✔

Information Technology

Beijing Capital International Airport

✔

Advanced Micro Devices

✔

Burckhardt Compression

✔

Alps Electric

✔

✔

Amphenol

✔

AMS

✔

✔

Applied Materials

✔

Escorts

✔

ASM International

✔

FirstGroup

✔

ASM Lithography

✔

GlobalTrans

✔

ASM Pacific Technology

✔

James Latham

✔

Johnson Electric

✔

AT&S Austria Technologie &
Systemtechnik

✔

Avaya

✔

✔

BE Semiconductor

✔

Canon

✔

Chroma ATE

✔

CITIC Pacific

S

✔

DCC
DMCI

✔

Knorr Bremse

✔

Koc

✔

Koninklijke Philips
Legrand

✔

✔
✔

E

S

✔
✔

✔

✔

Cisco Systems

✔

Mitsubishi Heavy Industry

✔

Citrix Systems

✔

Munters

✔

CML Microsystems

Parker Hannifin

✔

Cognizant Technology Solutions

✔

✔

Compal Electronics

✔

✔

CRSC

✔

✔

Ryanair
Schneider Electric

✔

Cyan

✔

✔

Skil Ports And Logistics

✔

Dassault Systemes

✔

Smiths

✔

Dialog Semiconductor

✔

Teleperformance

Dormakaba

✔

✔

✔

Facebook

✔

V-Guard Industries

✔

First Solar

✔

Wincanton

✔

GCL Poly Energy

✔

United Tractors

✔

✔

✔

Metro Performance Glass

Posco Daewoo

G

Source: Schroders as at 30 September 2019.
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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Company

E

S

G

Company

E

S

Halma

✔

Siltronic

✔

HCL Technologies

✔

Sino-American Silicon

✔

Hexagon

✔

Softcat

✔

Hua Hong Semiconductor

✔

Sophos

✔

Intel

✔

Spirent

✔

Itochu Techno-solutions

✔

SumCo

✔

Symantec

✔

Lenovo

✔

G

LG Innotek

✔

TE Connectivity

✔

Micro Focus

✔

Tech Mahindra

✔

Microsoft

✔

Telefonaktiebolaget LM Ericsson

✔

Motorola Solutions

✔

Tianma Microelectronics

✔

Nanya Technology

✔

Tokyo Electron

✔

Nippon Electric Glass

✔

TSMC

✔

Nokia

✔

Universal Display

✔

Novatek Microelectronics

✔

VMware

✔

Nvidia

✔

ZTE

✔

OKI Electric

✔

Materials

Palo Alto Networks

✔

Alliance Resources

Pegatron

✔

Altri SGPS

✔

Powertech Technology

✔

Anglo Pacific

✔

Qualcomm

✔

AngloGold Ashnti

✔

Quanta Computer

✔

Bekaert

✔

Renishaw

✔

BHP Billiton

✔

Samsung Electro-Mechanics

✔

BillerudKorsnas

✔

✔

Samsung Electronics

✔

DS Smith

✔

✔

Samsung SDI

✔

Engro

✔

✔

Science Applications

✔

Glencore

✔

✔

Shinko Electric

✔

Grupo Argos

✔

✔

✔

Source: Schroders as at 30 September 2019.
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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✔

✔

✔

Company

E

G

Company

E

Gujarat Nre Minerals

✔

✔

✔

✔

China Power International
Development

✔

✔

Hindalco

✔

China Resources Power

✔

✔

✔

E.ON

✔

✔

Electricity Generating Company

✔

✔

✔

Enea

✔

✔

✔

✔

S

Hindustan Zinc
Jindal Steel & Power

✔

Korea Zinc

S

G

Mechel PJSC

✔

Metsa Board

✔

✔

Huadian Power

Mondi

✔

✔

India Grid Trust

✔

PT Semen Indonesia

✔

✔

Inversiones Aguas Metropolitanas

✔

Shougang Fushan Resources

✔

✔

NTPC

✔

✔

✔

PGE

✔

✔

SIG Combibloc
Smurfit Kappa

✔

✔

Public Power

✔

✔

Stora Enso Oyj

✔

✔

Samchully

✔

✔

Timah Pesero

✔

Tauron Polska Energia

✔

✔

UPM - Kymmene

✔

✔

Voestalpine
Zijin Mining

TTW

✔

✔

United Utilities

✔

✔

Vistra Energy

✔

Xcel Energy

✔

✔

✔

Telecommunication Services
Alphabet

✔

✔

Key

STV

✔

Sunrise Communication

✔

Talktalk

✔

Vodafone

✔

E – Environment
S – Social
G – Governance

Utilities
Allete

✔

Ausnet Services

✔
✔

Beijing Datang Power

✔

✔

Black Hills

✔

✔

Source: Schroders as at 30 September 2019.
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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Third quarter 2019

Engagement in numbers

Regional engagement

43

51

60
106
3

UK		

43

North America
Asia Pacific
Europe (ex-UK)

51
106

5

60

Middle East and Africa

3

Latin America

5

Source: Schroders as at 30 September 2019.

Engagement type
5%
3%

Engagement by sector
2%

8%

7%

5%

2%

6%

1%

10%
11%
10%

84%

5%

28%

13%
Call (group)

Email

Call (one to one)

Meeting (group)

Collaborative Engagement

Meeting (one to one)

Source: Schroders as at 30 September 2019

21

Sustainable Investment Report
Q3 2019

Consumer Discretionary
Consumer Staples
Energy
Financials
Health Care

Industrials
Information Technology
Materials
Telecommunication Services
Utilities

Source: Schroders as at 30 September 2019

Third quarter 2019

Shareholder voting
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 725 meetings and approximately
99.27% of all resolutions. We voted on 90 ESG-related
shareholder resolutions, voting with management on 58.
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/corporateresponsibility/sustainability/influence/

Company meetings voted

36%

7%

14%
33%
5%

UK

36%

North America

7%

Asia Pacific

33%

Europe (ex-UK)

14%

Middle East and Africa

5%

Latin America

5%

5%

Source: Schroders as at 30 September 2019

Direction of votes this quarter
1%

Reasons for votes against this quarter
1%
2%

3%

12%

14%
2%
87%

44%

8%

26%

For

Against

Abstain

Source: Schroders as at 30 September 2019

Director Related
Routine Business
Remuneration
Shareholder Proposals

Allocation of Capital
Reorganisation & Mergers
Anti-takeover
Other

Source: Schroders as at 30 September 2019
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Third quarter 2019
Engagement progress
This section reviews any progress on suggestions for change we
made a year ago, in this case the third quarter of 2018. There
are five possible results: ‘Achieved’, ‘Almost’, ‘Some Change’, ‘No
Change’ and ‘No Further Change Required’. Of a total number
of 373 ‘change facilitation’ requests made, we recorded 134 as
‘Achieved’, 11 as ‘Almost’, 29 as ‘Some Change’, 94 as ‘No Change’
and 105 as ‘No Further Change Required’.
The chart below shows the effectiveness of our engagement over
a three-year period. In our experience it takes an average of two
years for companies to effect the change requested, which is why
2017 and 2018 data are omitted from the chart.
We recognise that any changes we have requested will
take time to be implemented into a company’s business
process. We therefore typically review requests for change 12
months after they have been made, and continue to review
progress at a later date.

28%

Engagement
progress

3%

25%

8%
Achieved
No change

Almost

Source: Schroders as at 30 September 2019.

%
100

80

60

40

20

0
Achieved

Almost

Source: Schroders as at 30 September 2019.
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2015
Some Change

2016
No Change

Some change

No further change required

Effectiveness of requests for change - 3 year period

2014

36%

No Further Change Required

Schroder Investment Management Limited

1 London Wall Place, London EC2Y 5AU, United Kingdom
T +44 (0) 20 7658 6000

schroders.com
@schroders
Important Information: The views and opinions contained
herein are those of the Sustainable Investment team, and may
not necessarily represent views expressed or reflected in other
Schroders communications, strategies or funds. This material
is intended to be for information purposes only. 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. Reliance should not be placed on
the views and information in this document when taking individual
investment and/or strategic decisions. Past performance is not
a guide to future performance and may not be repeated. The
value of investments and the income from them may go down as
well as up and investors may not get back the amounts originally
invested. All investments involve risks including the risk of possible
loss of principal. Information herein is believed to be reliable but
Schroders does not warrant its completeness or accuracy. Some
information quoted was obtained from external sources we
consider to be reliable. No responsibility can be accepted for errors
of fact obtained from third parties, and this data may change
with market conditions. This does not exclude any duty or liability
that Schroders has to its customers under any regulatory system.
Regions/sectors shown for illustrative purposes only and should

not be viewed as a recommendation to buy/sell. The opinions in
this document include some forecasted views. We believe we are
basing our expectations and beliefs on reasonable assumptions
within the bounds of what we currently know. However, there is no
guarantee than any forecasts or opinions will be realised. These
views and opinions may change. Any data has been sourced by
us and is provided without any warranties of any kind. It should
be independently verified before further publication or use. Third
party data is owned or licenced by the data provider and may not
be reproduced, extracted or used for any other purpose without
the data provider’s consent. Neither we, nor the data provider, will
have any liability in connection with the third party data. To the
extent that you are in North America, this content is issued by
Schroder Investment Management North America Inc., an indirect
wholly owned subsidiary of Schroders plc and SEC registered adviser
providing asset management products and services to clients in the
US and Canada. For distributing in the UK, this content is issued by
Schroder Investment Management Limited, 1 London Wall Place,
London, EC2Y 5AU. Registered No. 1893220 England. Authorised
and regulated by the Financial Conduct Authority. For your security,
communications may be taped or monitored. CS1794.

