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Royal London Asset Management (RLAM) is committed to being a responsible investor. This means being a good 
steward of assets and promoting responsible investment with other stakeholders. The aim is to generate sustainable, 
risk-adjusted returns that reflect a wider understanding of what will drive economic performance in the future. As part of 
that commitment RLAM seeks to understand environmental, social and governance risks and opportunities within the 
investment process. To achieve this we engage with companies and industry regulators to understand the issues and to 
promote best practice.

Sustainable investing is about working 
at the intersection of financial and ESG 
(environmental, social and governance) 
analysis. In doing this we invest capital to 
promote positive social change, whilst at the 
same time delivering favourable investment 
returns. We operate a fully integrated team 
of finance and ESG experts, which allows 
us to analyse companies in a differentiated 
way, often highlighting opportunities and 
risks other investors miss.

This approach has been very successful 
over a long time horizon. We believe 
investors in general do not give adequate 
consideration and weight to ESG issues 
when making investment decisions. Despite 
strong evidence to the contrary, this reflects 
continued cynicism about how important 
ESG issues are in an investment context. It 
also reflects the broad expertise required to 
implement this approach not being readily 
available to investors. We believe this is 
likely to remain the case, creating for us a 
durable competitive advantage from which 
to deliver investment returns.

We believe there are more opportunities 
than ever to support positive social change 
through investment. Areas such a cloud 
computing, artificial intelligence, electric 
vehicles, immuno-oncology (using the 
immune system to fight cancer) and 
agriculture offer companies whose products 
and services are improving society as we 
speak. We concentrate our investments on 
these areas and avoid industries, such as oil 
& gas and mining, where we believe the 
long-term prospects for growth are weak.

Interest in sustainable investing is growing 
rapidly. Younger generations, such as 

millennials, are making more socially aware 
choices across whole range of purchases. 
It is natural that investment products 
should be part of this. Increasingly ESG 
integration in investment products is 
seen as a requirement rather than an 
optional extra. We operate a range of funds 
across a range of asset allocations that 
provide investors who want to invest in 
a sustainable way a product to meet their 
requirements.

It is our belief sustainable investing has 
the potential to become a much larger 
investment category. If, as is our experience, 
socially aware and responsible investors get 
a better a return than those who do not 
consider ESG issues, the proposition should 
appeal to all investors, not just a niche part 
of the market.

At RLAM we continue to build our track 
record, expertise and resource in sustainable 
investing. We have a dedicated team of 
specialists who keep us at the forefront of 
this area. We believe this team, backed by 
a robust investment process, can continue 
to work successfully and profitably at the 
intersection of finance and ESG.

Mike Fox 
Head of Sustainable 
Investments

FUND
MANAGER
VIEW



2 3

Responsible Investment Quarterly Review • Q3 2017 Responsible Investment Quarterly Review • Q3 2017

Fundamentally, we are hugely supportive 
of any capital flowing towards low-carbon 
and climate-resilient solutions. It follows 
that we are also hugely supportive of any 
market mechanism that facilitates and 
increases this capital, either by raising 
awareness or by connecting borrowers 
with lenders.  

Debt markets continue to be the primary 
mechanism whereby projects focused 
on transitioning us to a lower-carbon 
future can access capital; be it through 
renewable energy, increasing efficiency or 
building sustainable water infrastructure. 
Almost $300 billion of debt has been 
issued under the “green bond” label since 
2007.  Whether this lending would have 
occurred without the label of “green bond” 
is difficult to say, but there is a strong 
possibility that it would not have - as 
the buyers of green bonds almost always 
have an environmentally focused agenda. 
“Green bonds” as a market mechanism are 
very efficient at allowing debt issuers to 
actively seek out these specialist buyers. 

As with most project finance, there exists 
a great deal of variation in the type of 
projects that are financed, or refinanced. 
An eligible “green bond” project must 
provide “clear environmental benefits” 
which must be assessed and quantified by 
a third party, at a cost to the issuer. There 
can be varying levels of green – indeed, 
some opinion providers refer to dark and 
light green bonds.  

RLAM takes a unique approach to 
investing in green bonds. As lenders in the 
capital markets, we build our own holistic 
understanding of the asset, our security 
as lenders, the cashflows, the underlying 
asset and its environmental impact. This 
holds true for all bonds that we appraise as 
prospective investments, but is especially 
important for green bonds.

In our experience, green bond issuances 
are frequently oversubscribed and 
relatively expensive. The volume of market 
participants with an environmentally 
focused agenda generates outsized 
demand for third party designated green 
assets, allowing them to fill a specified 
allocation within portfolios to “green” 
investments. This results in aggressive 
pricing of the asset class, and often does 
not represent good value for bondholders. 
In these instances, we will typically choose 
not to buy a green bond for our clients’ 
portfolios, despite our temptation to 
support green initiatives. In cases where 
green bonds provide equal (or better) 
returns to an equivalent non-green asset, 
we will of course allocate our money to 
the green option.

Although we think that certain bonds 
labelled as “green bonds” do not represent 
appropriate risk-adjusted return for our 
clients’ portfolios, we do choose to 

finance many bond issuers which have 
environmentally favourable or low-carbon 
strategies, but are not formally classified 
as a “green bond.” For example, we have 
invested in Innogy, a European utility 
at the forefront of the energy transition. 
They have recently taken over operation 
of EV charging infrastructure in over 100 
locations across Germany to add to their 
large existing network. 

Financing these sustainable projects and 
operations that are not formally classified 
as “green” often represents better risk-
adjusted returns for our clients, while still 
contributing to the lower-carbon economy 
or other environmental initiatives. It is our 
view that this is a sensible way to help our 
clients finance the transition to a lower-
carbon future without sacrificing returns.

Gail Counihan - Sustainable Investment Analyst & Martin Foden - Head of Credit Research

Victoria McArdle - Sustainable Investment Analyst

The huge increase in the demand for 
animal protein in recent years presents 
some significant environmental 
challenges. The livestock sector currently 
accounts for 14.5% of global greenhouse 
gas emissions (more than the transport 
sector). Currently 33% of all cropland 
globally is used to feed animals, not 
humans. The UN Food and Agriculture 
Organisation estimates that the harm 
caused by farming costs the world $3 
trillion each year, from soil erosion and 
depletion of water resources to oceanic 
“dead zones” associated with synthetic 
fertiliser run off. 

In addition, intensive farming of animals 
is creating a growing risk of disease 
outbreaks and pandemics. For example, 
66% of emerging diseases in humans have 
animal origins. Hormones and antibiotics 
used in industrial meat production and 
excess meat consumption also affect 
human health. 

These environmental and human health 
issues are set against a back drop of 
consistent global population growth 
and ever-growing demand for food. As 
investors focused on sustainability, what 
do we do? 

We believe sustainable agriculture 
is both critical in importance and 
underappreciated by the broader 
investment community. As such, it creates 
a number of opportunities. We accept that 
some level of intensive farming is probably 
necessary to be able to feed people. 
However 30-40% of food is wasted by 
some accounts, so the solution is not to 
keep producing more. We need to produce 
better. Here are some investment ideas we 
like:

Memphis Meats – This company 
produces laboratory grown meat, which 
we admit is not everyone’s cup of tea (yet). 
But we note with great interest that Bill 
Gates, Richard Branson and Cargill are 
investors. We think people are looking for 
plant-based and science-based alternative 
to meat products that will create new 
markets for companies like Memphis 
Meats. We have not invested, but we are 
watching this one with interest.

Danone – We already hold this 
company in the Sustainable funds. It 
is the world’s largest manufacturer of 
yoghurt. It recently bought WhiteWave, 
a producer of plant based milks, signaling 
that traditional food companies are 
now starting to take notice of changing 
consumer health trends regarding animal 
vs plant-based foods. 

Novozymes – Another pick for our 
Sustainable Funds. The company’s 
enzymes mixed in animal feed can 
help increase intake of nutrients and 
digestibility thereby reducing the total 
waste and increasing input efficiency. 
Its probiotic products could ultimately 
eliminate or reduce farmers’ reliance 
on antibiotics. We think this could 
help address issues related to antibiotic 
resistance. 

Croda – Using as little pesticides as 
possible is both environmentally beneficial 
and helps to reduce costs for farmers. 
Croda has a product that helps minimize 
pesticide spray drift. Pesticide sprays that 
drift into the environment around them 
can damage neighbouring crops, pollute 
surface and ground water, and affect 
grazing livestock.

Deere – With their iconic green farming 
equipment, Deere is at the forefront of 
mechanization that helps farmers be 
more efficient and less wasteful. Precision 
agriculture can help farmers apply exact 
amounts of fertiliser, seed and crop 
protection, and reduce product overlap 
and gaps between crops.

Genus - In order to meet growing 
demand for meat and dairy, higher 
productivity is key. Genus is a global 
leader in genomic selection and 
gene editing which allows farmers 
to produce higher yields of milk and 
meat. The company seeks to reduce 
the environmental impact of protein 
production whilst continually improving 
animal welfare.

SUSTAINAblE AGRIcUlTURE  
WhAT ARE INVESToRS To Do?

GREEN boNDS

THE VIEW 
FRoM RlAM 

THE VIEW 
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Ashley Hamilton Claxton - Corporate Governance Manager

Performance

Source: RLAM and FE as at 30 September 2017.¹Fund Performance shown is based on the C Acc share class. *Pence per unit. Past performance is not a guide to 
future performance. The value of investments and the income from them is not guaranteed and may go down as well as up and investors may not get back the amount 
originally invested.

RlAM’S  
ExTERNAl  
ADVISoRy  
coMMITTEE 
JUNE 2017

What we discussed:

• Governance and fixed income 

• Suitability of Residential Mortgage Backed Securities

• China Technology best in class analysis

THE VIEW 
FRoM RlAM

CORPORATE 
GoVERNANcE

Taken at face value, a Saudi Aramco 
IPO looks like a great deal. Potential 
investors are being offered the keys to the 
Kingdom’s most valuable resource, a 5% 
stake in the machine which has delivered 
decades of strong revenues, with a recently 
slashed tax rate and enormous oil reserves.

But wearing a cynical cap, the deal is 
rather raw indeed. Investors are getting 
a minority stake in an oil business with 
reserves that haven’t been independently 
verified; at a valuation which some fear is 
vastly inflated.

The investment case for Aramco will be 
hotly debated. But this summer, the focus 
is on whether or not it could or should be 
listed on the London Stock Exchange.

For non-governance wonks, here’s the 
lowdown. Typically, to secure a premium 
London listing and join the FTSE 
index, a company must offer 25% of 
its shares to the public, and aspire to 
meet high governance standards. The 
listing consultation released by the FCA 
earlier this month, which proposes a 
new ‘Premium’ segment for ‘sovereign 
controlled companies’, will do neither of 
these. And while the FCA’s proposals do 
not mention Aramco by name, it is the 
elephant in the room. Indeed the fine 
print explicitly states that concessions 
may be granted to this new segment of 
sovereign companies if they offer more 

than £100 million of shares. The FCA 
seems willing to twist itself in knots to 
attract the Aramco listing, but at what 
price?

By removing controlling shareholder rules, 
independent shareholders will get no 
say on any transactions or asset transfers 
between Aramco and the Saudi Arabian 
government, and very little power to elect 
independent directors. The silver lining 
is that without offering up significantly 
more of the firm on the open market, 
Aramco will sit outside of normal FTSE 
indices. This means that the many pension 
savers with funds which track the market 
will not become unwilling investors, as 
some had originally feared.

But in our view, this new segment 
corrupts the principles of good 
governance, transparency and investor 
protections which the UK’s listing rules 
should safeguard. For the first time, it 
would formally construct a safe space for 
firms which want Premium listing status, 
but are unwilling to play by the rules. 

For an example of what can go wrong, 
investors should recall the consequences 
when standards were relaxed for previous 
foreign-controlled listings, such as ENRC.

In a post-Brexit future, London seeks 
to remain at the heart of global finance. 
Its well-functioning capital markets and 
rule of law are what attract investors and 
companies. Deploying an emergency 
flotation device to get the Aramco IPO 
underway will not guarantee smooth 
sailing in the future, and could weaken 
London’s appeal in the long term.

Fund Size 1 year 3 years 5 years 10 years
Royal London Sustainable Leaders Trust  
UK All Companies £563.4m 2nd 2nd 2nd 1st

Royal London Sustainable Diversified Trust  
Mixed Investment 20-65% Shares £443.1m 3rd 3rd 4th -

Royal London Sustainable World Trust  
UK All Companies £361.9m 1st 1st 1st -

Royal London Sustainable Managed Growth  
Mixed Investment 0-35% Shares £93.4m 4th 4th - -

Royal London Sustainable Managed Income1 
Fund income vs target in PPU* £27.3m 4.7 v 3.8 14.8 v 

12.3 - -

coRpoRATE GoVERNANcE 
DoN’T DEploy EMERGENcy FloATATIoN  
DEVIcES FoR SAUDI ARAMco

First published in CityWire Wealth Manager on 27 July 2017
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Grenfell and fire safety
We and many of our colleagues watched the Grenfell tower fire with great sadness and disbelief. The tragedy serves as a 
serious warning to the social housing sector of how important it is to maintain high standards, impeccable safety and good 
governance. Residents’ health and safety is of paramount importance. We have written to all of the companies where we own 
social housing debt to gather information about their response to the tragedy and to express our support for implementing 
best-in-class fire safety standards. We have also met with the regulator, the Homes and Communities Agency (HCA) and 
receive regular updates on ongoing regulatory actions.

Engagement and voting stats Engagement Topics 

We have started a project to better 
understand the impact that the energy 
transition is having on autos, oil and gas 
and utilities. We have brought in a series 
of expert speakers to help inform our 
views. The trends as we see them show 
that miners continue to divest from coal, 
while traditional oil companies continue 
to invest in renewables. Most recently, 
Total bought a 23% stake in Eren, and the 
latest competitive auction for renewables 
technologies in the UK saw the cost of 
offshore wind farms plummet by more 
than 50%, hitting record lows. We’ve also 
learned that, despite the headlines, diesel 
is going to be around for some years to 
come. But also that electric vehicle sales 
are growing faster than most predictions; 
and contrary to widely held opinion, have 
already been integrated into the power 
grid successfully. 

There is political support for both 
renewables and electric vehicles – with 
China making an aggressive play at being 
the world leader in electric vehicles, 
and France and the UK making bold 
statements about phasing out combustion 
engines. Our next step is to start engaging 
with companies to better understand their 
perspectives, and what they are doing 

to prepare for the energy transition. We 
will publish more views and research as 
we compile it, as well as more interesting 
facts as we learn more about this dynamic 
area. 

We have increased our focus on Data 
Security this quarter and raise it in 
nearly every company meeting we have 
– with both management and the board. 
Company responses have been mixed at 
best. Boardroom accountability is often 
unclear and the level of preparedness for 
an attack is not commensurate with the 
financial risk of a breach. High profile 
cases like Equifax make this engagement 
even more important. The issue is 
not going away, and we will continue 
to engage with companies across all 
industries to help assess the risks.

On governance issues, we continue to 
receive a steady flow of remuneration 
consultations. This quarter we were 
contacted by six companies on pay. More 
and more companies are considering 
whether to replace their long-term 
incentive plans (LTIPs) with restricted 
share plans (RSUs) which typically grant 
shares to executives with no performance 
conditions attached. We have discussed 

the issue with Mercer, the remuneration 
consultants, to understand industry 
trends. RLAM is currently considering its 
position on RSUs and will be discussing it 
at our next Advisory Committee meeting. 

We met with Glencore as part of a 
regular update with the Chairman and 
raised concerns over board diversity as 
well as health and safety. The company 
continues to have higher than average 
health and safety risks in part due to 
operating in challenging locations. 
Glencore was upbeat on the trend towards 
electric vehicles as it will create greater 
demand for copper and other minerals. 
We also met with board directors at Saga, 
RPC, Rentokil, Tate & Lyle and Ubisoft 
on governance issues, including pay, 
board diversity, climate change and cyber 
security.

COMPANY 
ENGAGEMENT

COMPANY 
ENGAGEMENT

 

 

Votes  
against pay

 28%

Number of companies contacted 

69
Number of  

company meetings 
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Votes against  
management

8%
Number of 

resolutions voted

2786
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Contact us 
or further information about our responsible investment capabilities, please contact: 

please contact:
Royal London Asset Management 

55 Gracechurch Street 
London EC3V 0RL

Tel: 020 7506 6500 
Fax: 020 7506 6796 

Email: institutional@rlam.co.uk 
www.rlam.co.uk

Ashley Hamilton Claxton, Corporate Governance Manager

Gail Counihan, Sustainable Investment Analyst

Victoria McArdle, Sustainable Investment Analyst
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