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This fascinating round-table discussion is titled ‘GSE’, reversing the usual
order of ESG – Environmental, Social and Governance factors. This is
because for institutional investors, especially equity holders, corporate
governance is the legal framework for ensuring their shareholder rights
and views are respected and heard. It also tends to be the main channel
(voting and engagement) through which environmental and social issues
are broached.

As so-called ‘extra-financial’ or ‘future financial’ ESG issues that do not always make it into
financial models have become evidently more important to strategic, long-term investors
(and to regulators and governments), so the governance channels through which they are
addressed has become critical. The global roll out of versions of the UK Stewardship Code on
voting and engagement is one example of this. Another is the increasing frequency of large
institutional investors working together to push for sustainability-orientated market changes,
labour and human rights improvements, or stricter environmental reporting standards in
sensitive sectors such as oil and gas or utilities.
Add these issues to the more traditional governance concerns of board balance/competence
and shareholder oversight and you have a milieu undergoing incredibly important
developments. We believe the quality and breadth of this round table discussion reflects the
significance of this evolution. We hope you find this report stimulating and thought
provoking.

Hugh Wheelan, Managing Editor, Responsible Investor

Topics covered in the RI Insight/MSCI ESG Research 
Round Table Report 2015 include:
• The impact of the UK Stewardship Code and other international stewardship codes 
• Governance signals of investment risk
• How external fund managers are assessed on stewardship
• Governance practices across Europe and in the US
• Impact of pension fund size on corporate engagement practices
• The asset manager/corporate governance nexus
• Family office and high-net-worth interest
• The growing role of bondholders
• Engagement and co-operation between investors
• Long-term activists
• Board appointments and oversight: relative and absolute pay
• GSE issues of the future
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Anatoli van der Krans, Senior
Advisor Responsible Investment &
Governance, MN
MN is an asset manager mainly
serving pension funds, which
allows us to take a very long-term
perspective and take corporate
governance into account. At MN,

my main responsibility is active ownership in
general, in particular voting, engagement, and
shareholder litigation. 

Ashley Hamilton Claxton, 
Corporate Governance Manager,
Royal London AM 
At Royal London Asset
Management, I am responsible for
overseeing and executing all the
proxy voting and governance
engagement. I also do the

environmental and social sustainability analysis
for the financial sector, property sector, and
asset-backed securities.

Michael Schneider, Head of ESG,
Deutsche Asset & Wealth
Management
I run ESG at Deutsche Asset &
Wealth Management. We’re trying
to spread the word across the
entire institution and implement
three different pillars: to do the

best research we can, get good governance
internally, and roll out policies for 500+
portfolio managers. We also innovate with new
products to show ESG can score some positive
goals rather than just be a defensive play.

Remy Briand, Managing Director,
Global Head of Research, MSCI
I’m responsible for research at
MSCI, including overseeing ESG
research. MSCI has over 40 years’
experience in ESG, having
incorporated a number of small
but well-established ESG rating

agencies. We’ve focused a lot on ESG
integration, including applications on indices.

Deborah Gilshan, Head of
Sustainable Ownership at RPMI
Railpen
At RPMI investments, the
investment management arm of
the UK railways pension fund, we
have £21bn of assets under
management. I lead our work on
active ownership and sustainability strategies
across the entire portfolio. We come at this from
an asset owner perspective, as the ultimate
provider of long-term patient capital.

Howard Sherman, Head of
Corporate Governance Business
Development for MSCI
I’ve been working in the
governance field for a long time,
first at ISS, then at corporate
governance research firm GMI,
which was acquired by MSCI ESG
Research Inc. in August 2014. A big part of my
job now is understanding what governance
issues are on the minds of our clients and
helping our research department to decide what
issues to cover. 

Jeannette Andrews, Senior
Analyst, USS Investment
Management
My primary responsibilities are
related to the corporate
governance of our public listed
equities. I'm responsible for our
corporate engagement work and
the integration of governance risks into the
equity investment process. 
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Hugh Wheelan: I’m interested in talking first of
all about the UK Stewardship Code, primarily
because it’s become emblematic of some of the
corporate governance work that is happening
among asset owners and asset managers. We
are four to five years into stewardship as a
concept. What has it meant for the asset owners
here today in the day-to-day work of ESG and
governance?

Deborah Gilshan: I really like some of the
definitions that Professor John Kay came up with
on stewardship, when he wrote his report on
long-term decision-making in the UK equity
market. He talks about an extended concept of
stewardship which requires the skills and
knowledge of the asset manager to be
integrated into the supervisor role of those
employed in corporate governance, and where
engagement is mostly positive and supportive
and not merely critical.

I liked his definition of stewardship, which is
about more than corporate governance. It is
about voice over exit. That, to me, sums up the
key way in which we think about stewardship as
an asset owner. We are a long term investor. Our

funds are externally managed, and part of the
role we play is introducing a longer-term
perspective on governance and environmental
and social factors. 

For a long time I worried that
the governance aspect of ESG had
been forgotten. ESG tends to be
about sustainability, environmental
and social factors, which are often
driven by externalities. But
governance has a real role to play
for us, as investors, to understand
internal signals of investment risk.
What we understand by corporate
governance has really moved forward.

Hugh Wheelan: Could you give us a few
examples of those internal signals and
investment risk: the issues you would be keeping
an eye on, as well as your asset managers?

Discussion

“ governance has a
real role to play for
us, as investors, to
understand internal
signals of investment
risk ”
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Deborah Gilshan: There are well-accepted
pillars around corporate governance, board
independence and leadership. We are interested
in succession planning, executive pay, audit
issues, and also just straightforward
transparency and accountability. It is about what
companies do and how they behave. A code of
governance is a compliance-driven exercise but
it’s also about outcomes; the decisions boards
make and how they are accountable for them.

Jeannette Andrews: USS manages the vast
majority of its assets internally so that means
we implement our stewardship responsibilities
in a slightly different way. Our portfolio

managers are based in-house
with an active investment
strategy. USS has a relatively
small UK equity index exposure
which is externally managed. 
We consider we’ve been
undertaking good stewardship
for many years prior to the
introduction of the Stewardship
Code, and devote significant
resources to the oversight and

management of our assets. We have welcomed
the Code as it provides a structure around good
oversight and management. It is really
important that stewardship is seen more
broadly than just non-financial factors and
embraces all asset classes. . 

Hugh Wheelan: Could you give some examples
of how that internal investment process might
look as a result of stewardship? How does that
translate into the work you do or how the
portfolio managers run the money internally?

Jeannette Andrews: Under USS’ Statement of
Investment Principles, portfolio managers and
managers of our other asset classes are required
incorporate material extra-financial factors into
their decision-making process. This has been
part of our investment philosophy for a long
time. We believe the management of such risks
provides USS, as a long term owner, with
investment opportunities that other houses
cannot or have not taken advantage of as well
as protecting and enhancing the value of our
investments. Part of our responsibility is to
provide the skill sets and data to allow our
portfolio managers to integrate environmental,
social, and governance risks in their decision-
making as easily as possible. 

Hugh Wheelan: Do you use external providers
for that information? Or do you generate your
own information internally on which factors
you’d like to look at?

Jeannette Andrews: It’s a mix. The team acts
almost as an internal research desk, focusing on
ESG issues material to all our asset classes. We
also use various external service providers and
other sources. These support both the RI team’s
analysis and the integration of ESG into the
investment process. For example, some external
data sources have been embedded within the
investment process and documentation. 

Hugh Wheelan: Deborah, what does that mean
for your external asset managers? How do you
measure them on stewardship? 

“ We have welcomed
the Code as it
provides a structure
around good
oversight and
management. ”
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Deborah Gilshan: John Kay’s report talked
about intermediaries and a trust-based
relationship. Post-financial crisis, we as asset
owners have really emerged. The message from
a fund like ours is: ‘You have to demonstrate
your stewardship capabilities beforehand but
also as part of the continual assessment of your
performance. That means both immediate and
long-term management of ESG risks and
opportunities’. It is often a collaboration, but it
is the asset owner that is often introducing
these issues, perhaps educating the fund
manager by saying: ‘You might want to look at
this’. Ultimately we want risks managed before
value is destroyed. Corporate governance is
about creating long-term value. 

Before you invest, you need to understand
what your risks are. There is a wonderful quote

in an academic paper I’ve read
referring to the choice of a stock
being a single act, but its
ownership being a continuous
process and that there is as much
reason to exercise care and
judgment in being a shareholder,
as in becoming one1. That’s what

stewardship is about, a continuous process of
ownership.

Hugh Wheelan: Are you happy with what you
get from asset managers on stewardship? Or is
that an evolutionary process as well?

Deborah Gilshan: There are still too many
examples where managers are not engaging,

not using their voice, and not using their
stewardship rights. There is still this perception
that you invest in a stock, and so you shouldn’t
use your voice to steward that
company in the longer term. 
There has been some progress, 
but I don’t think we would feel
comfortable allowing asset
managers to vote our shares. We
should be clear here: they are our
beneficiaries’ voting rights, not
those of intermediaries.

Jeannette Andrews: The Financial
Reporting Council (FRC) has
highlighted that whilst many asset managers
signed up to the UK Stewardship Code when it
was first released, they are signed up in name
and not in practice. It is very difficult as an asset
owner to differentiate between different asset
managers in their commitment or otherwise to
the Stewardship Code. USS, Railpen and other
funds have been working with the NAPF on its
Stewardship Framework disclosures, to try to
encourage asset managers to differentiate
themselves when talking about their ESG work
and approach to long-term ownership.

Deborah Gilshan: We were quite clear when it
came in that there was a real goal for asset
owners in this. There is a subset of the signature
base which are asset owners. We encourage
other international asset owners to sign up as
well. I think it’s absolutely key that some of this
is driven by the asset owner community.

“ Before you invest,
you need to
understand what
your risks are ”

“ There is still this
perception that you
invest in a stock, and
so you shouldn't use
your voice to steward
that company in the
longer term ”

1 Benjamin Graham and David Dodd, Security Analysis, 1st ed. (New York: McGraw Hill, 1934)

MSCI ESG RATINGS
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MORE DATA. MORE CONTEXT. BETTER DECISIONS.
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Howard Sherman: Is there a regional difference
among the asset managers signed up to
stewardship codes? 

Deborah Gilshan: Stewardship is a very UK-
centric term, but what we understand to be
good stewardship would apply to any company
we invest in around the world. We don’t mind
how people describe it. It is difficult to say
whether there are regional differences, because
it is really about the relationship you have with
the individual manager. We try to raise the

hurdle: if you want to partner
with us, stewardship is a core
belief we have as a pension fund.
It’s not a nice-to-have. You can’t
throw in a couple of examples
just before you present to us. You
must demonstrate why you
deserve our capital and why it
would be in our long-term
interest to invest through you.

Ashley Hamilton Claxton: As an asset owner
and an asset manager we manage the assets for
the largest mutual insurance company in the UK.
From our external clients, we see some demand

for stewardship, but not as much as you would
hope. There are just a few core asset owners
pushing this really hard. I think trustees are very
focused on making the financial returns they
need. This item is usually the last on the agenda
and will get bumped off if there are more
pressing issues. We think it is a problem.

Hugh Wheelan: So stewardship is still seen as
an add-on to the process of investment?

Ashley Hamilton Claxton: Unfortunately yes,
for the majority. It is still at a very early stage 
for most smaller pension funds and asset
managers.

Hugh Wheelan: Anatoli, MN is an asset
manager, but it is owned by the asset owners,
so your situation is somewhat in between. 
Does the stewardship concept translate to the
Dutch market? 

Anatoli van der Krans: The development of our
active ownership strategy started eight years
ago. It includes our approach to disclosure, the
level of activity, how we vote, when we engage,
when we litigation etc. Our active ownership

“ From our external
clients, we see some
demand for
stewardship, but not
as much as you
would hope ”
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strategy has not been greatly influenced by
investor codes since we already applied the
principles that were described by the codes. We
are a signatory to some codes, but we apply our
principles globally not just where codes are in
force, because there are new codes coming out
all the time. I think it’s better to have an
internal holistic approach on how active you are
as an investor (given the support you get from

your clients).

Hugh Wheelan: Is it just the big
funds that are interested in
doing this because they have the
resources? All asset owners own
shares, but does stewardship
mean anything for smaller
schemes at all?

Anatoli van der Krans: Being an
active owner brings you a lot but

does require an investment in resources. This
investment is easier to justify when it can be
spread over a large AUM, which is why,
generally speaking, our larger funds are a bit
more active than the smaller ones. There are
exceptions: One of our clients - a pension fund
for a textile company - wants the same
principles they apply to their supply chain as
business to apply to their investments. They
launched a niche engagement programme
focused on the company’s activity in the textile
industry. I see room for that niche engagement,
focused on a few very relevant sector, themes or
issues, especially for those smaller clients.

Deborah Gilshan: The debate about demand is
interesting. I feel that professional fund
managers have a role to play in putting these
issues forward. We tell fund managers: ‘Don’t
wait to be asked’. The manager needs to
demonstrate what they’re doing on
stewardship without waiting for it to be put on
the agenda of a trustee meeting. There’s a real
opportunity, if you are an asset manager with a
strong record in this area, to put it on the
agenda. 

Hugh Wheelan: John Kay argued that asset
managers would be the logical way of
promoting stewardship issues effectively. 

Deborah Gilshan: It is about corporate
governance and long-term responsibilities,
including strategy, which any asset manager
should care about. Sometimes the meaning of
stewardship gets lost in translation. It should be
mainstream.

Hugh Wheelan: Michael, what is the status of
corporate governance in Germany? 

Michael Schneider: It is required by regulation.
You need to vote to explain yourself as a
shareholder. The industry body requires certain
things, and it is included in investment law.
That’s not common in other markets. In
Germany, you have to vote German shares in
German fund entities. So I think there’s a pretty
good set of standards. We see that in market
demand. A good example recently was an

“ One of our clients 
. . . wants the same
principles they 
apply to their supply
chain as business to
apply to their
investments ”

MSCI ESG RATINGS
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investment bank request to us for information
on executive pay. They wanted to include it in
their corporate finance analysis.

Hugh Wheelan: So, interest from the corporate
finance side rather than from investment

research? Was that to see
whether the company was
problematic on issues like
executive pay?

Michael Schneider: I think it
was both. They had a deep

interest in what the corporate finance client was
doing. Corporate governance has been on the
map for a long time in Germany. Some investors
are spending just a few minutes on it but others
want to be serious and they are calling for extra
resources so they can do the job very
thoroughly. To go back to regional differences,
yes, we see that in-house, and in our
discussions with independent directors or local
portfolio managers. I agree with Deborah that
we should not wait until we are asked, to raise
governance issues. Terminology is not helping.
Let’s not say “extra-financial”, because it gives
people an excuse not to consider it. Penalty
payments in the financial industry should be
linked to corporate governance. Anything that
has an impact on share price is not ‘extra
financial’.

Hugh Wheelan: What’s the relationship
between asset managers and companies in
Germany on these types of issues? Is it generally
consensual? 

Michael Schneider: You would want to have
more engaged portfolio managers. That’s why
we are also trying to involve ourselves in
engagement. The typical answer is: “We’re
discussing that with senior management.” But it

is not just about asking the
question, it’s about being happy
with the answer that you get. Are
you talking to the investor
relations person, who is there to
smooth relations, rather than the
CFO? 

Hugh Wheelan: So the question
is how any ESG issue is tested
with the companies by the

portfolio managers who are buying and selling
the stock?

Michael Schneider: Yes, I think that would be a
question for the investment industry in general. 

Hugh Wheelan: Remy, what are you seeing? 

Remy Briand: I think the divide is between
countries with big defined benefit (DB) schemes
and the ones with small ones, or none. Large DB
schemes tend to have a higher proportion in
equity. Large asset owners also have the means to
start thinking about these issues, and to push an
agenda towards their fund managers. Where DB
schemes are smaller or constrained by regulation,
for example, then there’s generally less interest in
these issues simply because they matter less due
to the structure of the portfolio. For a long time
mutual funds did not really see themselves as
long-term owners of retail money. They saw
themselves more as a fund with daily liquidity.
Hence, they were not necessarily helping the
client to think about long-term issues. That is

“ You need to vote to
explain yourself as a
shareholder ”

“ it is not just about
asking the question,
it’s about being
happy with the
answer that 
you get ”
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starting to change. In the US, some of the large
indexing firms are starting to say they have a duty
to also look at corporate governance.

In France, ESG integration is relatively well
advanced, although maybe with more of a social
bent than a governance one. In the Netherlands,
there’s more discussion within the retail space
on this issue, but there’s still a huge divide
between the level of sophistication in the DB
world, and countries where there is more retail
ownership.

Hugh Wheelan: That’s an interesting point. Why
do you think that retail funds are taking
‘ownership’ a bit more seriously? Is there now a
broader societal expectation on big mutual fund
managers? 

Remy Briand: It is more that they have to do it
for the institutional side of their business, so they
can do it for the retail side too. Some see it
consistent with their mission of managing long
term savings money. Those mutual funds that are
part of a larger banking group are maybe more
aware of the need to deal with this issue in order
to avoid being perceived as short term traders.

Hugh Wheelan: I’m interested in whether
there’s a sales rationale in the market for fund
managers being a good steward. The sales
imperative can change the way asset managers
sell product. And we often hear talk of a
generational shift in how people think about the
way their money is managed.

Michael Schneider: You would hope so, and I
tend to agree. From anecdotal evidence, it
seems, as Remy says, that
decisions run along legal entity
lines. If the entity runs pension
money and it also runs a mutual
fund then the latter will follow the
governance procedure for the
former. One interesting niche I
would mention is family-owned
assets and wealth management
funds. There is promising evidence
that high-net-worth clients think
that proxy voting and engagement
would be good for their family wealth and are
interested in related services. 

“ high-net-worth
clients think that
proxy voting and
engagement would
be good for their
family wealth and
are interested in
related services ”
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Anatoli van der Krans: We hear a lot in both
Europe and the US about how the next
generation of high net worth individuals are
asking a lot more questions and demanding
their portfolios are managed in a different way.

Remy Briand: Yes, we’ve heard that over and
over again from institutions managing wealth
assets. They’re almost obsessed with making
sure they understand the next generation needs
so they are not stuck with an ageing client base,
and in order to do that they need to renew their
thinking and their investment offering. That is
driving a lot of discussion.

Hugh Wheelan: So asset managers are
considering the millennials and what they might
want to do with their money. Anatoli, do you
see that in the Netherlands? 

Anatoli van der Krans: Yes, definitely. The
expectations of society and of beneficiaries are
changing. Both do influence the fiduciary duty.
Fiduciary duty (at least in the Netherlands) is not
only defined by regulations but also by societal
expectations and general opinion. What was
acceptable ten years ago is not now. Ten years
ago, it was OK to invest in cluster bombs. Now

it’s not, not only because it is
forbidden to invest in cluster
bombs, but mainly because the
societal opinion has changed
dramatically. It’s a clear example
of that societal change, and you
see it in a number of other
aspects as well, including
corporate governance and active

ownership. Active ownership, stewardship in
particular has become a must-have, especially in
RFPs. It is definitely a factor in manager selection.

Hugh Wheelan: So there’s a differentiator there
in the selection of managers on corporate
governance in the Netherlands. What about for
our other asset owners?

Jeannette Andrews: Yes, for example, we have
example asset managers that run credit
portfolios, and ESG is a key part of the selection
process for those asset managers. They need to
understand social and governance risks and
demonstrate that either they are already
integrating them into their investment process
or have more resources to commit to integrate
them going forward.

Hugh Wheelan: So you’ll be asking those bond
managers to talk to the company about
governance issues, even though they don’t have
a shareholder voice, particularly.

Jeannette Andrews: Absolutely. Bondholders do
have an important voice, but it’s not necessarily
an annual voice like you find through voting. It
is one of the weaknesses of all the different
stewardship codes being developed globally;
they just focus on listed equity. USS investments
in many different asset classes, which we want
to manage in a sustainable way so that they
create value for the longer term. For us, this is
the meaning of ‘stewardship’. This isn’t
something that is limited to equities. 

Ashley Hamilton Claxton: More than 50% of
our assets are in fixed income. The ESG team is
relatively new to RLAM, but when we first went
to talk to the fixed team they “got it”. This was

“ Active ownership,
stewardship in
particular has become
a must-have,
especially in RFPs. ”
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interesting to us because the fixed income team
naturally sees downside risk. We’ve been doing
some really interesting work with them, looking
at governance in the social housing sector, for
which there is almost no research, and trying to
assess sustainability in asset-backed securities.
There’s a really big opportunity in the fixed
space. It’s different from equity, but the teams
understand it. You’re not the owner of capital,
but you’re providing long-term credit. We’re
doing some engagement with our issuers from
the bond perspective, and it is often the first
time a company has ever been asked these
questions by one of their creditors.

Michael Schneider: My background is not
governance, rather project finance style impact
investing schemes with employment, social and
environmental impacts. People involved in that
segment have to think about their projects’

effects on human and labour
rights, community health,
pollution and other issues, not
just their project making a
financial return. As a debt holder
we won’t sit on a board, but we
would put a covenant in the
documentation to cover our
interests. As a large fixed-income
investor, even if the company is
not listed, we can influence and
engage through bond covenants.
A company would certainly be
sensitive about their actions if all

their debt became due because of non-
compliance with an ESG issue leading to a so
called cross default on all their outstanding debt.
So debt holders, listed or unlisted, could have a
big impact if they wanted to.

Anatoli van der Krans: What about timing? It
seems to me that your influence is optimal just
before a bond is issued. but how about later on,
after the issuance?

Michael Schneider: Absolutely. You could go to
companies and let them know you have an
interest in buying their bonds if they would
consider a covenant. If bondholders start that
conversation before issuance that would be a
fantastic change in the industry.

Deborah Gilshan: On engagement, we would
say to company boards that we don’t just have
equity exposure, but also bond exposure, so the

long-term sustainability of your company
matters for both. Some ratings agencies are
considering ESG materiality issues, which is
encouraging. We need to show it is not just
from an equity perspective that we’re using our
voice. 

Hugh Wheelan: Regarding research, how is
governance developing in the US. Is anything
changing there? 

Howard Sherman: When we talk about
engagement in Europe, we all instinctively
know what it means. But in the United States,
it still is not a concept your average portfolio
manager will understand. Historically, voting or
engagement just wasn’t considered important.
A typical US investor would take the ‘Wall
Street walk’: if they didn’t like the company
they would sell the stock. Proxy voting in the

“ People . . . have to
think about their
projects’ effects on
human and labour
rights, community
health, pollution and
other issues, not just
their project making
a financial return. ”
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US developed in the mid-1980s, when there
were a lot of hostile takeovers. Some pension
funds at the time were basically voting to
protect other CEOs from hostile takeover rather
than examining the merits of the offer. The US
Department of Labor, which oversees corporate
pension funds, issued what’s called the “Avon
Letter” to direct funds and their advisors to
take proxy voting seriously. So for a lot of the
US market, proxy voting began as a
compliance-driven exercise. Happily, I see that
starting to change in the US. On the flip side,
with some notable exceptions of course, I think
the European, Australian and Canadian markets
are generally more advanced in terms of
thinking about engagement and stewardship as

part of being an investor. A lot
of it is driven by the long-term
thinking of the large asset
owners.

The most promising thing I’ve
seen in the last couple years is
real effort to truly integrate ESG
information into the investment
process. Again, this started more
in Europe, Australia and Canada,
but I see it moving to the larger
US investment houses.

A typical set-up a couple years ago for a
large global asset manager would have been
one or two people accessing governance
information from ESG service providers, and
then sharing information with different analysts
and portfolio managers. It was up to them to
decide what to do. Now within larger
investment houses every desk wants customized
tools to access headline information, access a
full report if they feel the need and integrate
ESG data into their models. It’s a matter of
getting the right information to the analyst and
the portfolio managers quickly, so that they can
act on it. 

The language remains a real issue, however.
We call it ‘extra financial’ information, but we all
know that if it’s material it really should not be
treated differently. I’m happy to see a lot of the
larger houses making an effort to move it into
their daily workflow. 

Hugh Wheelan: From the business perspective,
is the money there to invest in governance IT? If
it is a pure investment tool, usually there’s
money. If it’s considered ‘extra financial’, it’s in a
different bucket. Is budget available if managers
want the information?

Howard Sherman: In the larger houses and
global asset managers, the money is there. This
is being directed from the very top, from the
head of research, from the chief investment
officers. They’re saying that if they are going to
spend on specialised research, they want to
make it available to everybody. Again, language
is important. I always say, if we told you there
was a sudden change in the performance
incentives embedded in the CEO’s long-term
bonus plan, that isn’t just a governance issue –
it’s ‘tradeable’ investment information you
would want to know, isn’t it? That’s where I see
progress happening.

Hugh Wheelan: Let’s talk about engagement
and cooperation between investors. Is that now
a serious proposition? 

Deborah Gilshan: It is really important that
companies know that shareholders speak to
each other, whether it’s formal cooperation or
informal discussions. Shareholders already share
views and ideas. Companies need to wake up to
this because the whole divide-and-conquer
practice that we know goes on is over. The
game is up. Shareholders speak to each other.
There are many ways we cooperate both with
other asset owners as well as asset managers
within the stable of managers we use. It’s about
sharing knowledge and ideas and strengthening
your voice.

“ The most promising
thing I've seen in the
last couple years is
real effort to truly
integrate ESG
information into the
investment process ”
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Hugh Wheelan: Jeannette, are you involved in
the Investor Forum in the UK? To what extent do
you think it will be a potent force, given that it
has government backing? 

Jeannette Andrews: Yes, we believe in the
power of collaboration. It’s really important that
investors can speak with one voice on the

material issues that impact the
value of a company over the
longer term. The development of
a formal group in the UK is a
positive step forward, particularly
as it has secretariat support. The
chairman of USS Investment
Management is on the board of
the Investor Forum. We’re also
members of Eumedion, the Dutch

investor governance forum. We’re really pleased
to see that asset owners are actively involved in
driving the long-term issues at the Investor
Forum, providing the voice of patient capital. As
a beneficial owner serving only one client, we do
not face the potential for conflict of interest that
commercial fund managers may need to address.
We are the ultimate owner; therefore it’s
important we are around the table.

Hugh Wheelan: What would success for the
Investor Forum look like?

Deborah Gilshan: We are supportive of the
Investor Forum. I would echo Jeannette’s
comments as a fellow asset owner. Railpen’s
CEO serves on the board. Success for the
Investor Forum will be about having
conversations with companies before the issues
are played out in public. 

Jeannette Andrews: Even now, the most
successful collective engagements are the ones
that never become public, this is usually because
the company has agreed with shareholder
concerns and proposed actions. 

Ashley Hamilton Claxton: We’re also very
supportive of the Investor Forum, but we need
to be aware of the drawbacks of collective
engagement. The best are those led by a small
group on a very focused issue, and where there
is personal trust amongst participants. You have
to be careful about creating big groups, with
big processes and big administration. There’s a
lot of time spent herding cats, and it tends to
get to the lowest common denominator. 

“ It's really important
that investors can
speak with one voice
on the material issues
that impact the value
of a company ”
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Anatoli van der Krans: Success for us at
Eumedion and MN means increasing our
influence, power, effectiveness and reach. It is
absolutely a positive thing. In the Netherlands,

people are quite active regarding
engagement. The Eumedion
model is quite beneficial to that:
Every large listed company is
divided amongst the Eumedion
members. The responsible
investor is called the ‘lead
investor’ and other investors can
join as ‘opt in members’. The

lead investor is not necessary the largest investor
but takes the lead in setting the agenda and
initiating a continuous dialogue throughout the
year and at the AGM. 

Hugh Wheelan: So you’ve taken the structure
Ashley was talking about and made it more
focused so those who want to can lead on a
specific topic.

Anatoli van der Krans: Yes. We also have the
support of the Dutch financial supervisor, who
gave us usefull acting-in-concert guidance. This
gives us freedom to operate, as long as we don’t
make long-term voting agreements or things like
that. Moreover, we won’t seek active media
exposure via the Eumedion engagement
Although many stakeholders believe the
Eumedion model is succesfull, I believe the two
biggest challenges are (i) for the lead investor to
get an understanding with the opt-in members
re the topics to address, the goals of the
dialogue, the instruments to use and the tone of
voice to engage. This may lead to a situation
where an opt-in member does not agree with
the lead investor and will go to the same
company to make their own point. The other
challenge is to get full coverage, meaning that
every Dutch listed company has its own
Eumedion lead investor and possibly opt in
members. Especially for the smaller companies,
in which most Eumedion members have no or
just limited investments, it is not always easy to
get that coverage. 

Hugh Wheelan: Are the most difficult
governance problems with the companies that
are hard to contact and engage with?

Jeannette Andrews: Sometimes. Take Fanuc, a
Japanese tech company. Their HQ is a secluded
campus at the base of Mount Fuji. Investors

have historically only been able to speak to the
company once a year at the results
announcement. We have tried to speak to them
in the past without success. They are a very
closed company, and yet they are one of the
largest companies in Japan. Recently Fanuc
announced that they would set up a new
investor relations department and committed to
“change direction in favour of shareholders”.
The market has reacted very positively, with the
share price jumping 13% on the day of the
announcement. This demonstrates that when a
company decides not to speak to shareholders,
it does have an impact on valuation. 

Hugh Wheelan: Are there markets where it is
difficult to do any kind of engagement? 

Deborah Gilshan: We have to be clear what we
mean by engagement, because a lot is
information gathering. If an investor relations
person is explaining what is in the annual report
or what is in the company’s proxy
documentation, then that, to me, is not
engagement. Engagement from a shareholder
perspective is setting out why you want
something to change and understanding the
route the board will take to address that, or not. 

We have a lot of exposure to the US, and it is
a challenging market to engage in. There are a
lot of conversations where there is an exchange
of information but we wouldn’t see that as
proper engagement to get companies to move
to a better place. In reality, we have very few
shareholder rights in the US compared to other
developed markets. The whole idea of board
accountability or that a chairman (who is often
also the chief executive) or an independent
director having a conversation with an asset
owner or a fund manager is not yet accepted
practice.

Howard Sherman: The big issue
right now in the US is around
proxy access. If you are a
shareholder and you want to
nominate a candidate to the board
of a US-listed company it’s usually
very difficult. You have to print
your own solicitation material. You
have to contact all the
shareholders. You have to obtain the shareholder
register in the first place, all of which is
expensive. The result is nobody bothers to do it
unless they are trying to take over a company. 

“ In the Netherlands,
people are quite
active regarding
engagement. ”

“ If you are a
shareholder and you
want to nominate a
candidate to the
board of a US-listed
company it’s usually
very difficult. ”
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Large asset owners and asset managers who
want to see the board refreshed like to
nominate their own candidates. They’ve come
up with a ‘three-and-three’ rule, that
shareholders who represent 3% of the company,
and who have been in the stock for three years,
should have a right to nominate a candidate. It
seems eminently reasonable to me. The owners
of the company should be able to nominate
somebody to the board. They still have to be
voted on so it is no guarantee they are going to
succeed. But much of “corporate America” is
fighting this tooth-and-nail.

Hugh Wheelan: Is this an area where investor
forums should be doing more work? Should
investor groups be going to talk to governments
about making their country more shareholder
friendly?

Michael Schneider: I would say yes. As Anatoli
said earlier, it’s always helpful to have some
guidance from the regulator. Proper definitions
around regulations on proxy voting and
shareholder engagement allow for greater
capital markets transparency which should help
the attractiveness of these markets.

Remy Briand: There is another angle to
engagement. It is very expensive and gets even
more so when you have perhaps 1,000 stocks in
a large global fund. You cannot engage and
have discussions with all of them, so often it is
either high touch engagement or nothing.
There’s little middle ground. 

Is there an incentive that could be applied at
scale? Perhaps benchmarks and indices should
play a role. At present there is no reflection in
index construction of corporate governance.
Could there be an option where the benchmark
still reflects the investment universe, but where
there would be built-in incentives or discounts for
corporates that would or would not qualify on
certain minimum standards? For example if a
company has different voting classes of shares,
the weight of the non-voting one would be only
partially reflected in the index. That would give an
incentive for a corporate to change because they
would see a real penalty for constraining voting
rights, which today they’re not really seeing. That
would be a way to do engagement with scale.

Jeannette Andrews: Japan launched the Nikkei
400 index in 2013. Index inclusion is based on the
company’s use of capital: arguably a very good
proxy for governance within a company. It is seen
as good practice to be a member, and companies
are telling us that they want to join the index as it
demonstrates regard for long-term shareholder
concerns. This is just one example of alternative
products and structures which could be explored
to prompt companies to see the benefit of good
governance, without going down the loyalty
share route. I would strongly question whether
that promotes good governance, or actually
protects poor governance.

Hugh Wheelan: The European Commission is
proposing elements of differential share rights
as part of the revised Shareholder Rights
Directive. What do people think about that?
Some form of long-term shareholder right that
recognizes when investors have been in
companies for a certain period of time exists in
some countries already. 
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Ashley Hamilton Claxton: We have a problem
with anything that challenges the one-share,
one-vote concept. If it was some sort of financial
benefit like a warrant, we might consider it
more carefully, but we are sceptical.

Anatoli van der Krans: ‘Loyalty shares’ is also a
misleading term. Loyalty sounds nice, but it is

more of an anti-takeover share
and anti-takeover construction. It
usually creates different types of
share and decreases liquidity and
mostly serves the interests of the
existing largest shareholder. We
are very much opposed to it.

Hugh Wheelan: Does anyone
back the concept of anything
different from one-share, one-

vote? If not, then why does this rear its head?

Howard Sherman: I’m sympathetic with the
effort. There is a legitimate short-term market
issue and companies are trying to tackle it, but a
solution based on double votying rights is
wrong. It compounds investment risk. If you
have a governance problem at the company you
then have another potential problem with the
shareholders who control the capital - you have
two entities to worry about in other words. 

Deborah Gilshan: Can I return to the subject of
activism? We believe it takes two parties to
steward a company, engaged long-term
shareholders, and an engaged board. We tell
companies it is probably a good idea to know
who your long-term shareholders are from the
start. If you didn’t acknowledge them for four or
five years as shareholders, they are probably not
going to be that sympathetic when you need to
defend your company against an attack from a
hedge fund. 

That said, it is unfortunate how hedge funds
are often seen as bad because they can
sometimes unlock long-term shareholder value in
a way long-term shareholders can’t. It is a really
important concept. US companies we struggle to
have a conversation with suddenly become very
open to discussion when an activist appears! The
whole way that boards engage with their
shareholders is interesting. Hedge funds can’t
seem to operate in the UK as they do in the US. I
don’t know whether it has any connection, but I
think it’s an interesting comparison.

Hugh Wheelan: Are ‘long-term activists’ a
counterbalance to the smash and grab corporate
raider? Some hedge funds can bring genuine
problems to light or point up value issues. Can
long-term shareholders do the same? Both are
interested in putting these issues on the table.

“ ‘Loyalty shares’ is also
a misleading term . . .
it is more of an anti-
takeover share and
anti-takeover
construction. ”
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Jeannette Andrews: We tend to have relatively
concentrated portfolios, and with an in-house
investment team, we know our investee
companies well. We understand their strategy
and their financial performance, we understand
the weaknesses and the strengths of their
governance systems, and we know what their
competitors are doing. Why would companies
not want to talk to somebody who knows that?
Although we may not always be a top 20
shareholders, companies have acknowledged
that engaging with knowledgeable and long-
term shareholders such as USS can add value to
board discussions. 

Hugh Wheelan: It seems to make sense, but it
doesn’t mean it happens. There has been
resistance in the past to investors getting too

involved in what’s going on at
board level, because then, of
course, you start talking about
pay and other things.

Michael Schneider: There isn’t a
flood of companies that would
love shareholders to take a
stand, but we have seen some do
so. Of course, I like it that they
do and often there is something

else going on, for example an upcoming
strategy shift, that makes them turn towards
existing shareholders and welcome their views in
anticipation. 

Hugh Wheelan: What about the issue of the
limited director pool? It’s been suggested that
investors should put together a director
database of professionals to select from rather
than the usual people who have 15 directorships
at different companies in the same market. This
exists with the Diverse Director Database (3D) in
the US. 

Michael Schneider: That would be good. More
transparency on directors and their professional
backgrounds would always be welcome. We
have asked to provide more detailed CVs for
example.

Ashley Hamilton Claxton: I’ve asked fund
managers what they want to know about board
directors and been told ‘everything’: detailed
CVs, if they’ve been convicted of a crime or been
involved in a bankruptcy, if they’ve been to the
same university or if they socialize in the same
circles as other directors. Ideally we need that
data before we make a decision, but the data is
just not out there in the UK market.

“ There isn’t a flood 
of companies that
would love
shareholders to 
take a stand, but 
we have seen some
do so. ”
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Jeannette Andrews:Information about board
nominations is very poor, almost globally. We
would echo these concerns. We want more
transparency about who we elect onto the
boards. Without that, shareholders are forced

to make arbitrary assessments of
independent and use other
proxies for skill sets. We would
like to see directors write a
personal statement to investors
to say why they want to be
appointed and how they’re
going to be representing

shareholder views on the board. We want to
understand the board’s nominations process,
the skill sets they’re looking for, how they
ensure diversity on the board. You do see it very
occasionally, but this is definitely an area that
needs more information. We have seen some
mandates where board members say ‘I promise
to do this when I’m elected, and I’ll be looking
at this, and I’ve got skill sets in this, and I think
that I can add value here and here.’ This is very
valuable information when you’re making a
decision about whether to support somebody
on the board or not, as it means we can make
informed decisions. 

Hugh Wheelan: Does that information
genuinely have a financial impact?

Michael Schneider: Companies have been sued
over the behavior of board members. Clearly
there is a huge impact in terms of liability issues
and potential class action lawsuits. 

Deborah Gilshan: In the UK market, the average
vote level to support a board appointment is
92%. That does not reflect well. Governance is
generally very good, but I don’t think every
single board in the UK deserves a 92% average
support as a mandate to continue doing what
they’re doing. There are too many boards
getting re-elected when there are governance
red flags all over them.

Hugh Wheelan: There must be a reason for
that?

Deborah Gilshan: It is that there is not enough
information to make a proper vote. You’ve got a
voting right to elect a board of directors. But
who are these individuals we are re-electing?
Often, investors vote in support because they
don’t really have any other information.

Remy Briand: We’re being encouraged by our
clients to provide more background information
on board members, including in emerging
markets, where, sometimes, board connections
to families are not necessarily clear. A proposed
director may be a lawyer for the family, for
example.

Deborah Gilshan: In India, when the Companies
Act brought in the whole concept of diversity,
there was a requirement to have a female
director on the board. Soon female relations of
the directors were being appointed: it met the
regulatory requirement, but it wasn’t quite the
intended outcome.

Howard Sherman: We looked at the impact of
women quotas on boards, which is prevalent in
Europe. In France, you could see a clear increase
in the number of women on boards in general,
but the number of women chairing boards
didn’t budge. I think that says a lot - there’s still
a lot of progress to make.

Deborah Gilshan: We’d like to know also, for
example, how many other board appointments
a director has? 

“ We want more
transparency about
who we elect onto
the boards. ”
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Howard Sherman: Yes. It used to be all about
directors being independent of the management.
Now the conversation has moved to whether the

board is qualified to govern the
company today, and for where
the company needs to be in five
years. It is putting pressure on
information providers to not just
look at companies, but individual
directors. It’s good for
management.

Ashley Hamilton Claxton:
Because my fund managers are

asking for it, I’m sure everyone else’s are too.
Maybe that is an outcome for us as a group.

Hugh Wheelan: Let’s bring in the issue of pay
where it is both a quantum question and a
relative performance question. We have had
endless debate on this. Is the issue solved now?

Ashley Hamilton Claxton: Actually, it’s been a
bugbear of ours this year. We’re getting a lot of
consultation requests. It always goes: ‘Our CEO
is underpaid. He’s had a pay freeze. We’ve
benchmarked the company against our
competitors, and it should be X. We need to
pay him X.’

Howard Sherman: Companies are really writing
to you and saying they are getting hassled from
shareholders for not paying enough?

Ashley Hamilton Claxton: Yes, every week, and
it’s the same argument. I’m getting really
frustrated. I think companies are relying too
much on benchmarks, and perhaps investors are
too. We need companies and their remuneration
committees to make an internal assessment as
to why a pay package is fair and defensible to
employees and shareholders, and not come up
with a mathematical equation. They say they’ve
worked it out, but they start with an answer and
work back to the question. I tell them they have
missed the point.

Jeannette Andrews:The other concern we have
is that boards may be less willing to push back
on remuneration because they know
shareholders will push back very hard. It is much
easier for shareholders to have these difficult
conversations than it is for the board, because
the board has to work with the executives.

Anatoli van der Krans: In the Netherlands, we
have an even stricter rule for the financial sector,
which is a 20% bonus cap. It is extremely
restrictive for the Dutch financial sector. That in

“ Now the conversation
has moved to whether
the board is qualified
to govern the company
today, and for where
the company needs to
be in five years. ”
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turn leads to the issue of fixed versus variable
remuneration. If you limit variable to 20%, it is
likely that the fixed elements will go up. We, like
most investors, have an opinion about the
structure of the remuneration, but are very
reluctant to say about the total remuneration.
The next step would be to come up with a
methodology to assess the reasonableness of
the total remuneration. Such model should of
course be very robust and take many different
factors into account.

Deborah Gilshan: I think there’s been a shift in
the pay rhetoric. Public and shareholder debate
is now about absolute amounts as well as
relative performance and relative amounts. It

has become a trust issue. One of
the most difficult conversations
we have is with the board of
companies with very highly
performing CEOs. How much is
too much money? We need to
have a conversation very early on
about this. There’s a human
capital element to this. You see
companies and boards endorsing
CEO pay increases when the rest
of the workforce is getting
nothing. Do they believe the CEO

and his team are assets to be invested in,
whereas the rest of the workforce is a cost to be
driven out of the business? Is that the way that
we’re supposed to interpret it? Income
inequality is a huge global risk to the global
economy. As shareholders, we have a duty to tell
companies that this doesn’t stack up. The
rationale to pay CEOs so highly is weak. Is he/she

going to walk away? Are they not incentivized
by the culture within the organization, and the
huge opportunity to lead a global company? We
are beginning to have these wider debates
rather than just discussing if long-term
performance targets are correct. 

Howard Sherman: So what is the acid test?
How much is too much?

Deborah Gilshan: We think a bonus of five or
six or seven times salary on an annual basis is
probably too much money. With some LTIPs
(long term incentive programmes) there is no
limit to what someone could achieve. How can
we, as a shareholder, take a risk/reward decision
on whether that aligns us with long-term value
creation? The quantum discussion is a very
difficult conversation, and its been avoided it for
a long time, but I think it’s an appropriate
discussion to have.

Hugh Wheelan: So it’s about relativity, not
absolutism. The whole debate around LTIPs was
supposed to iron out the short-termism
problem, but many of these things are
interrelated. For example, share buybacks are a
way for many companies of boosting share price
and payouts to senior executives rather than
paying dividends to shareholders. 

Howard Sherman: It’s an incredibly difficult
problem. In the United States some of the more
egregious practices have been eliminated, but
the overall trend is in one direction. I don’t think
governance has solved this at all. It is not just
about the amount of cash that might be

“One of the most
difficult conversations
we have is with the
board of companies
with  very highly
performing CEOs. How
much is too much
money? ”
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deployed elsewhere. It can be a window into the
power balance between the Board and the CEO.
That’s where I think investors can and should
pay more attention, because if you see unlimited
pay for poor performance, then the board is
clearly not protecting the shareholders.

Hugh Wheelan: OK, to conclude, I’d like
everyone to identify the governance issues that
they think will be important in the near future.

Ashley Hamilton Claxton: We’re doing a lot of
work on culture in the financial sector, which is
incredibly difficult. It’s a critical governance issue
when in a large complex organization you
cannot have influence over the culture. We’re
also looking at bribery and corruption. How
much does the board have sight of sales staff in
the far-flung areas of the world? That means
balancing the ethical with the commercial needs
of the business. We are still working far too
much on executive pay, and a related issue is
succession planning because poor planning is
tied to the pay issue. If boards get caught out
and then have to scramble to find someone,
they tend to pay too much.

Anatoli van der Krans: We think investors will
increasingly use all of the three instruments of

active ownership, not only voting
and engagement, but also
litigation. Litigation hasn’t been
used that much, especially in
Europe. Shareholder litigation is
increasingly been used as a tool
to recover losses, to implement
corporate governance changes,
and to send a very strong signal
to the market that you do not
tolerate certain behaviour.

Michael Schneider: I would agree with those
three measures and I would add one social
aspect. In the age of smart phones, non-
compliance is over. You cannot hide excessive
pay or tax schemes. In Africa, people will take
pictures if they see child labour. In Europe,
people will get on your case for ‘legal’ tax
evasion. It’s a good thing. Information
transparency is so big that norms violations in
general are a major issue and accessible by
markets in real time. I would also like to start
looking at companies that do very well instead
of just looking at those that violate norms. 

Remy Briand: For us, the issue is how we break
some of the silos we see within our client base
and, hence, within our product offering, where
there is still a divide between E, S on one side
and G on the other side. Long-term investors
would want to see not just ESG risk assessment,
but also an all- encompassing evaluation of
corporate strategies that bring together financial
analysts, portfolio managers, and governance
professionals. Corporate strategy, management
incentives and performance would be areas to
link back to corporate governance. We’re
getting there, but we still lack structured
thinking and research in this area.

Deborah Gilshan: The point about cultural and
financial institutions is really interesting. Ask
non-executive directors about the
culture in their organization.
Sometimes they know, sometimes
they don’t. I’d also like to spend
some time with companies where
we don’t see any obvious ESG risks,
and find time to meet other board
committees, like the audit
committee and the nominations
committee. We’ve been looking at how long
auditors are appointed and whether they’re truly
independent.

Howard Sherman: We’re focused on the
qualifications of members of the board and
asking for more details. Accounting risk and
financial transparency is also an up-and-coming
issue, especially in emerging markets. More
money is moving there and being able to trust
the numbers is a big governance issue.

Jeannette Andrews: I agree with all the points
before. We are particularly focused on succession
planning for non-execs and execs, corporate
culture, audit and accounting, and capital
allocation. If you can’t trust the accounting
numbers, how can you make confident
investment decisions? Historically, investors
would talk to the finance director, but
increasingly those discussions happening with the
chair of the audit committee. Finally, the subject
of capital allocation decisions is extremely
important for us, we are spending an increasing
amount of time looking at how boards are
making th decisions on issues such as M&A,
distributions and cash on the balance sheet. 

Hugh Wheelan: Thank you all very much. 

“We think investors will
increasingly use all of
the three instruments
of active ownership,
not only voting and
engagement, but also
litigation ”

“ If you can't trust the
accounting numbers,
how can you make
accurate investment
decisions? ”


