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We believe that responsible investment is a 
mindset: as asset managers, we have a privileged 
and trusted position as stewards of capital, which 
gives us both influence and responsibility.
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Introducing our  
integration approach

BMO Global Asset Management believes in the importance of taking a 
responsible approach to investment. This document describes why and 
how we integrate ESG factors into corporate fixed income investing.

The relevance of fixed income instruments from a responsible 
investment perspective has long been identified and hardcoded in 
the UN Principles for Responsible Investment, originally launched in 
2006. Despite this, the spotlight in responsible investment has been on 
equities, and the impact of Environmental, Social and Governance (ESG) 
factors on shareholder value. 

The ESG implications on fixed income investments, as well as the 
role of creditors and bondholders in a sustainable financial market, 
have received comparably little attention. In this report we highlight 
how ESG factors and stewardship activities are integrated into BMO 
Global Asset Management’s corporate fixed income investments and 
engagement approach. We also look at how the growing Sustainable 
Bonds market is enabling fixed income investors to align investments 
with sustainability goals.

The value of investments and any income derived from them can go down as well as up as a result of 
market or currency movements and investors may not get back the original amount invested.

Changes in interest rates can reduce the value of your investment.
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Why ESG issues are relevant to bondholders
Financial, operational and reputational risks linked to ESG factors can materially affect a company’s 
ability to generate stable cash flows to honour its financial obligations.
 

A company’s creditors are key financial stakeholders and 
share a common interest with shareholders, namely robust 
risk management. 

Compared to equity investors, creditors have limited 
upside potential in investment returns, and tend to be 
more focused on the downside risks. In this regard, the 
identification and management of material ESG risks is a 
form of enterprise risk management, protecting long-term 
credit quality. That being said, companies cannot, and 
should not, avoid taking well-calculated risks to generate 
adequate returns for equity investors. Establishing a 
balance of risk and reward that is needed to attract both 
creditors and shareholders to generate a sustainable 
capital mix is in the interests of both types of investor.

The relevance of ESG issues to credit quality is now 
acknowledged by the major credit rating agencies, 
with Moody’s and S&P Global both expanding their ESG 
capabilities to better integrate ESG factors in their credit 
rating methodologies.

Key ESG issues for bondholders

Our credit approach includes ESG issues with a 
fundamental belief that that these are part of a company's 
risk profile. On the right are examples of ESG risks that 
could affect the credit risk of companies: 

Environmental risks 

Issues including:

  Litigation, clean-up, and reputational risks associated with 
environmental pollution

  Risk of stranded assets for oil and gas, utilities, and coal 
mining companies, potentially impacting a company’s 
ability to service or repay its debt

  Monetary costs associated with environmental risk 
management, such as R&D and capital expenditure 
needed to address changing consumer and regulatory 
trends. Examples include expenditures relating to the 
electrification of transport or the global energy transition 

Social risks 

Harmful social practices, such as:

  Poor labour practices

  Involvement in human rights violations

  Data breaches 
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1 ESG Integration: incorporate ESG risk 
assessment into the credit research process

2 Engagement: active dialogue with 
companies on behalf of bondholders

BMO Global Asset Management’s approach:

We factor these ESG issues into the credit investment 
process through a dual approach:

Governance 

Good practices we look for include:

  Effectiveness of board oversight of company 
management, providing appropriate checks and balances 
to prevent abuse

  Robust audit process, including an independent audit, 
appropriate accounting policies, and high standards of 
transparency and disclosure

  Compensation metrics that reflect a company’s financial 
strength and stability, and also include material ESG issues 
where appropriate

  Clarity on financial policy

London
8 analysts

Toronto & Chicago
4 analysts

Miami
7 analysts

Our global credit teams and Responsible Investment team work in close collaboration

Chicago Portfolio 
Management

Toronto Portfolio 
Management

London Portfolio 
Management

Miami Portfolio 
Management

Responsible 
Investment team

17 analysts

Global Collaboration
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Integration of ESG issues in our  
investment processes

ESG integration is the consideration of financially material ESG issues in the course of investment 
analysis and decision-making, with a view to gaining a more comprehensive understanding of risk 
and long-term opportunity. 
 

For credit investments, this translates into assessing the 
impact ESG issues have on the ability and willingness of 
an issuer to service and repay its debt. As such, ESG is an 
integral part of our proprietary credit scoring methodology. 

For non-financial companies for example, ESG factors form 
part of an issuer’s “Business risk assessment”, which next 
to Financial Risk and Sovereign Risk contributes to our 
overall view of credit quality.

The analyst assigns a credit-specific ESG score of between 
-2 and +2 based on the analyst’s view of how the 
company’s ESG profile impacts its overall credit profile (0 
being neutral). The ESG score combines the rigor of our 
credit scoring process with proprietary input from our 
Responsible Investment team’s risk analysis framework. 

This is incorporated into the wider scoring scheme, 
which results in an aggregate credit score for each 
company. For each credit metric we also assign a future 
score, based on forecasted financial and non-financial 
metrics, in order to identify the likely direction of 
credit quality. 

A commitment by the company to improve the 
environmental, social or governance profile, perhaps as 
a result of engagement, can lead to a higher future ESG 
credit score. 

The credit score is then used in our assessment of 
relative value. Put simply, for companies with lower 
credit scores, we require a higher yield, or spread, to 
compensate for the additional perceived risk.

Excerpt from our credit scoring model showing integration of ESG research

*BMO Credit Score for Corporates is weighted Business Risk Score: Financial Risk Score: Sovereign Risk Score 50:45:5. 
Source: BMO Global Asset Management as at Sep-2019
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ESG integration in practice: Assessing bank credit risks

The chart below shows the impact of our ESG score on 
the overall credit score of selected bank bonds in May 
2019. The chart plots credit spread against credit scores 
and shows how a change in ESG score affects the latter. 
For example, Danske Bank’s 1.375% 2022 bond would, 
without ESG considerations, trade relatively close to the 
preferred top-right corner, where bonds have high credit 
scores and spreads. 

Adding ESG to the mix, however, and the fact that 
Danske had at the time the lowest ESG score (-2) as a 
result of the money laundering scandal involving its 

Estonian operations, the attractiveness of the bond 
diminishes and moves towards the left, away from 
“cheap” towards “expensive”. 

Of course, not all companies are assigned negative 
ESG scores. The Swedish mortgage lender, 
SBAB is an example of a bank with positive ESG 
scoring, contributing to the relative fundamental 
attractiveness of the issuer. It has solid corporate 
governance practices as well as strong environmental 
credentials, which include stress tests of the loan 
book based on climate related risks.

Source: BMO Global Asset Management, for illustration purposes only. Data as at 01-May-2019

Example of the impact of ESG score on overall credit scores and relative value
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Bank 6 – 0.75% 2022 

Bank 4 – 1.75% 2022 

Bank 7 – 1.5% 2022 

Danske Bank – 1.375% 2022

“Cheap”

“Expensive”

Including ESG Excluding ESG

Arrows indicate impact of ESG considerations on overall credit score. This is embedded in our view of relative value. Credit spread is the extra yield, over and 
above a government bond or swap rate, that compensates an investor for credit risk.
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1 A more detailed description of our engagement programme can be found in our Responsible Investment Approach

Having identified the ESG issues we consider material to the 
creation and protection of long-term investor value, we use 
in-depth dialogue to encourage the companies we invest 
in to improve performance and move towards best practice 
in managing those issues. Our engagement encompasses 
a spectrum of ESG issues, across a range of sectors and 
geographies, covering BMO Global Asset Management’s 
assets as well as those of the clients of our engagement 
service, reo®. We monitor the outcomes of our engagement 
and report on our progress.1 

Compared to equity investments, where engagement is 
considered an established responsible investment strategy, 
bondholder engagement is a relatively new concept that has 
only recently gained widespread acceptance. A major hurdle 
for early adoption was the question of whether investor 
stewardship should span beyond equities to also include 
other asset classes that don’t grant the investor formal 
ownership rights. It was also unclear how issuers would 
respond to creditors requesting engagement meetings to 
discuss the management of ESG issues. 

Our experience in engaging fixed income issuers clearly 
contradicts the above argument, and we have generally 
had little difficulty in securing meetings. A key factor is the 
need for continuous refinancing. Whereas companies only 
very rarely come to the market to issue additional equity, 

Engagement – active ownership  
to drive positive change

The second pillar of our credit ESG approach is issuer engagement. 
 

1509  
engagements

765 
companies

46 
countries

2019 saw us engage with 765 companies across a range of  
environmental, social and governance issues

bond issues are much more frequent. The desire for these issues 
to be successful, we have found, is a strong reason for bond 
issuers to accept engagement meetings and to discuss ESG 
issues. Moreover, the impressive growth of the Green, Social 
and Sustainability bond issuances has further improved investor 
access to traditional bond-only issuers and, as a result, they 
have added ESG to their agenda. 

Our global engagement programme is structured 
around seven themes:

Environmental standards

Corporate governance 

Public health

Business conduct

Labour standards 

Human rights

Climate change



Metals and mining company Glencore is an example 
of an issuer to which we assigned a negative ESG 
Credit Score of -1.5 on both a current and a forward-
looking basis. This reflected increased legal risk linked 
to activities in markets in which it operates, such 
as Nigeria, the Democratic Republic of Congo and 
Venezuela, as well as the impact of environmentally 
damaging mining practices.

To address these issues and gain a better understanding 
of Glencore's ESG profile, our Responsible Investment 
team developed an engagement programme and have 
engaged the company 36 times since 2011. 

While progress has been made with the publication of 
various ESG policies on human rights, climate change 
and water management, our Responsible Investment 
team maintains the view that more needs to be done 
to fully restore investor trust in the company’s ESG 
practices. Steps should include clearer responsibility and 
accountability from top to site-level management, and 
more stringent monitoring and compliance audits by 
Glencore’s headquarters on all its subsidiaries and joint 
ventures on material ESG issues. More investments into 
dealing with environmental remediation, improving 
working conditions and improving the operational 
impact on local communities are necessary as well.

In 2015 auto-manufacturer VW admitted to the existence 
of software designed to defeat emission testing. Over 
the following months, our Responsible Investment team 
engaged multiple times with company representatives 
including the chairman and Head of Group Strategy. 
The focus of our engagement since the diesel scandal 
has been on governance reforms, the strengthening 
of internal controls as well as long term emissions 
strategy. We are also co-leading engagement with VW 
under the Climate Action 100+ initiative. As a result 
of this engagement, we felt that the company was 
actively seeking to improve its ESG credentials and that 
significant steps had been made to improve transparency 
and corporate culture. This subsequently led us to 
increase our forward ESG score from -1.5 to -1, and led to 
us identify opportunities within VW’s suite of bonds. 

“Over the two decades we have run an ESG
engagement programme, we have seen
more and more companies come to the
realisation that if they work together with
investors, both sides can reap the benefits in
terms of long-term performance.”
Juan Salazar, Director, Analyst, Responsible Investment

Issuer Case Study: Glencore Issuer Case Study: Volkswagen

ESG in Fixed Income 9

36
Our Responsible Investment 
team developed an engagement 
programme and have engaged the 
company 36 times since 2011. 



We consider Green, Social and Sustainability Bonds 
(collectively called “Sustainable Bonds” from here onwards), 
whose proceeds are earmarked to finance environmental 
and/or social projects, as an effective tool to channel capital 
towards sustainable solutions, designed to tackle some of 
the most pressing societal and enviromental challenges of 
our time. 

The strong link between the use of proceeds of Sustainable 
Bonds with the Sustainable Development Goals (SDGs) 
makes this “asset class” an interesting tool for investors who 
are seeking both returns and positive impact. 

The popularity of Sustainable Bonds among investors, who 
place these bonds in conventional, ESG and impact funds, 
can be considered both a blessing and a curse. Whilst the 
strong demand for Sustainable Bonds sends a clear signal 
to issuers to participate in this "asset class" and encourages 
them to identify eligible2 green and/or social projects to 
be earmarked to Sustainable Bonds, it also opens the door 
for greenwashing. An issuer might use the popularity of 
sustainable bonds in an attempt to get better credit terms 
on their bond issuances or to create an unsubstantiated or 
misleading perception of its Sustainability profile. 

Green, Social and Sustainability Bonds  
– seeking returns and impact
The Sustainable Bond market has grown rapidly in recent years, and Green Bonds have emerged as 
an effective investment tool to finance the transition to a low-carbon economy. 
 

BMO Global Asset Management10

2 ICMA defines voluntary process guidelines for issuing Green, Social and Sustainability bonds, which provide a list of eligible project categories. 
3 Source: OECD, 2017

Case study: Sustainable Bonds as an 
effective sustainable development 
financing instrument 

The Sustainable Bond market has grown rapidly 
in recent years, The OECD estimates that around 
USD 6.3 trillion of infrastructure investment is 
needed each year to 2030 to meet development 
goals, increasing to USD 6.9 trillion a year to 
make this investment compatible with the goals 
of the Paris Agreement3. 

As bank loans and government funding alone 
will not be sufficient to provide all the necessary 
financing, Sustainable Bonds are developing 
into a critical sustainable development 
financing instrument.
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The strong link between the  
use of proceeds of Sustainable 

Bonds with the Sustainable 
Development Goals (SDGs) makes 

this "asset class" an interesting tool 
for investors who are seeking both 

returns and positive impact.

“Our aim is to maximize positive impact and
avoid greenwashing.”
Catherine McCabe, Responsible Investment

To manage the risk of greenwashing, our green bond 
analysts in the Responsible Investment team screen every 
bond eligible for our responsible investment strategies to 
ensure sound ESG practices and adherence to the Green 
Bond Principles.

Leveraging our position as an established responsible 
investor, we have also been engaging a wide range of 
market participants since 2015 on the issues facing the 
green, social and sustainability bonds market. Discussions 
have focused on the nature of the projects financed, 
project assessment, the quality of reporting and general 
quality standards in the market.

We have found these meetings to be a valuable 
opportunity to access bond-only issuers, allowing us to 

assess not only their labelled (e.g. “green”) bond strategies, 
but also their broader approach to managing ESG risks 
and opportunities. We have also held discussions with the 
investment banks, who have played an important role in 
developing the market and service providers. 

Strategy Focus

• Sustainable Bonds held as a part of a portfolio alongside regular bonds

• Socially responsible investment strategies holding Sustainable Bonds alongside regular 
bonds of issuers which meet the sustainability-related screening criteria

• A portfolio focused solely on Green, Social and Sustainability Bonds. Every issuer and 
issuance is evaluated and monitored as part of a dedicated process

We provide investors access to Sustainable Bonds through the following fixed income strategies: 

Source: BMO Global Asset Management

Responsible 
bonds 
strategies

Pure-play 
Sustainable 
Bonds strategies

Standard 
bond 
strategies
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Where next for fixed income and ESG?
Data quality and availability, regulation and changing investor preferences are set to shape the 
near-term future of ESG in fixed income.
 

While the integration of ESG factors in fixed income 
strategies has come a long way and the understanding of the 
implications of ESG factors on a company`s creditworthiness 
has improved immensely, we strongly believe that more is 
to come. ESG data is constantly improving and we expect 
investors, ESG research providers and traditional credit rating 
agencies to continue to invest in this area and develop new, 
innovative tools designed to improve the identification and 
management of ESG issues relevant to fixed income investors.

Supportive of this development are improvements in 
company reporting, with an increasing number of issuers 
producing sustainability reports and using international 
reference frameworks such as GRI, SASB, the Task Force on 
Climate-related Financial Disclosures (TCFD) or the Green Bond 
Principles (GBP) to increasingly streamline ESG reporting. 

Finally, as investors, we are constantly looking at new ways 
on how to improve communication to our clients, and have 
developed methodologies to use the SDGs to analyse our 
investment choices and undertake company engagement4. In 
our view, this helps to both support the long-term financial 
performance our clients want and promote positive change.

4 SDG Framework Viewpoint (2019), Impact Summary for Responsible Euro Bond (2019) 

Impact summary 
Responsible Euro  
Corporate Bond Fund

Continued

Key risks
Values may fall as well as rise and investors may not get back the full amount invested. Income from investments may fluctuate. Changes in rates of exchange may have an adverse effect on the 
value, price or income of investments. 

The income and capital due from bonds is dependent upon the issuing company’s ability to pay and any default will adversely affect the value of your investment.

The Responsible Euro Corporate Bond strategy invests in companies making a positive contribution to 
society, taking practical action to improve the environment, and furthering sustainable development. 
Screening criteria are applied to exclude companies involved in unsustainable business practices.

Page 1Responsible Investment     For professional investors only

Measuring Impact

This report provides analysis of the social and 
environmental impact of the companies invested 
in by the Responsible Euro Corporate Bond strategy. 
An important framework for understanding impact 
is the Sustainable Development Goals (SDGs)  
– 17 high-level goals which set out a roadmap for 
a more sustainable world by 2030.

This impact summary includes:

   Analysis of how the products and services provided by 
companies we invest in for this portfolio align with the SDGs 

   Key portfolio impact metrics on carbon, water, gender  
and innovation

    Summary of our engagement with portfolio companies,  
and how this aligns with the SDGs

Page 3Responsible Investment     For professional investors only

Continued

Portfolio sustainability metrics  

Source: MSCI ESG, Bloomberg as at 31 December 2018. Benchmark is Barclays Euro Aggregate. 

Carbon footprint
The portfolio-weighted carbon intensity 
is based on companies’ greenhouse 
gas emissions per US dollar of revenue 
generated. The strategy is significantly 
below the benchmark on this metric, partly 
due to the fact that many high-impact 
companies in sectors such as oil and gas 
and mining are screened out. Electric utility 
companies were the main contributors to 
the strategy’s carbon footprint.
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Portfolio-weighted carbon intensity

Water footprint
We use weighted average total water use 
as the most widely-available metric to 
represent water risk exposure, although 
company-level analysis is needed to 
understand how these risks are managed. 
By far the largest exposure came via 
water utility Suez, whose water processing 
activities mean a high water input, but 
whose aim is to enable its customers to use 
natural resources efficiently.
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Gender diversity
Many markets are seeing progress on 
gender equality in boards, but change is 
much slower at senior executive level. 
We engage with companies to encourage 
diversity at both levels. Our strategy slightly 
exceeds benchmark averages, with strong 
performers including Swedbank, with 
over 40% women on the board and at 
executive level. 
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Percentage of women 
on boards (average) 

Portfolio Benchmark

Gender representation

Innovation
Finding solutions to sustainability 
challenges requires innovation to develop 
new approaches. To assess this, we have 
looked at research & development (R&D) 
expenditure as a ratio to total company 
turnover. Pharmaceutical companies 
Novartis and Roche have the highest ratios 
in the strategy.
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R&D as % of turnover
(weighted average, ‘000 cubic metres)
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Continued

We have assessed how the individual sources of revenue for each company held 
in this strategy correspond to the 169 targets which underlie the 17 Sustainable 
Development Goals. One company, depending on its mix of goods and services, 
may have links to more than one goal.

The two SDGs most represented are SDG8 – Decent Work and Economic Growth 
and SDG9 – Industry, Innovation and Infrastructure. Retail banking and insurance 
services support target 8.10, which aims for universal access to finance. SDG9 links 
to several business lines including green buildings investments in the real estate 
sector, which support target 9.1 on sustainable infrastructure.

Around 30% of business activities undertaken by the companies in the portfolio 
have no specific SDG link. This includes some of the wealth management divisions 
of the banks we invest in, as well as companies such as supermarkets where 
there is no direct SDG link but we are satisfied that there are good sustainability 
management standards. 

Investment SDG Alignment
How the companies in this strategy support the achievement 
of the SDGs through their products and services.
 

No Link

Other 3.3

3.4

3.6
7.1

7.2 7.3

3.8

8.1

8.3

8.10

8.8

8.2

9.1

9.39.4

9.5

9.c

11% 7%

6%

21%

25%

30%

Summarised SDG targets: 3.3 End AIDS, TB, malaria and other water-borne and communicable diseases; 
3.4 Reduce mortality from non-communicable diseases and promote mental health; 3.6 Halve deaths and 
injuries from road traffic accidents; 3.8 Access to medicines and health-care; 7.1 Ensure universal access to 
modern energy services; 7.2 Substantially increase the global share of renewable energy; 7.3 Double the 
global rate of improvement in energy efficiency; 8.1 Sustain GDP growth in developing countries; 8.2 
Achieve greater productivity through innovation; 8.3 Promote development-oriented policies; 8.8 Protect 
and promote safe working environments for all workers; 8.10 Increase access to finance; 9.1 Develop 
resilient and sustainable infrastructure; 9.3 Increase access to finance for SMEs; 9.4 Upgrade and retrofit 
industries to increase sustainability; 9.5 Encourage technological innovation and scientific research; 9.c 
Ensure universal and affordable access to technology. Other includes smaller-weighted SDGs.

Source: BMO Global Asset Management
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Continued

SDG 3  19%
SDG 6  4%
SDG 8  8%
SDG 9  3%
SDG 12  25%
SDG 13  14%
SDG 14  17%
SDG 16  7%
Other  6%
No link 6%

Engagement  
by SDG

In 2018 we engaged with 31 out of the 109 
issuers held in the strategy, with the aim of 
improving their management of environmental, 
social and governance issues. Key topics included 
engagement on public health (linked to SDG 3), 
cybersecurity and data privacy (linked to SDG 9) 
and plastics (linked to SDG 14).

 SDG3 –  Good Health and Well-Being 19%
 SDG6 –  Clean Water and Sanitation  4%
 SDG8 –  Decent Work and Economic  

Growth 8%
 SDG9 –  Industry, Innovation and  

Infrastructure 3%
 SDG12 –  Responsible Consumption  

and Production 25%
 SDG13 – Climate Action 14%
 SDG14 – Life Below Water 17%
 SDG16 –  Peace, Justice and Strong  

Institutions  7%
 No Link   6%
 Other    6%

Engagement overview
We engage with issuers held in the strategy to encourage them to improve 
their management of environmental, social and governance issues. 

14%

19%

4%

8%

3%

25%

17%

7%

6% 6% 2018  
highlights 

companies  
engaged31

countries9

Engagement

improvements  
achieved28

Milestones 

Source: BMO Global Asset Management

Example of our impact summary
BMO Responsible Euro Corporate Bond Fund
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How BMO Global Asset 
Management can help you

BMO Global Asset Management 
incorporates material ESG issues into 
its investment processes across asset 
classes. We also offer our Responsible 
Funds range, which invests in companies 
operating sustainably and excludes those 
not meeting our ethical and ESG criteria, 
and our reo® engagement service, 
through which we provide engagement 
and voting services covering global 
equities and credit.

reo® is a registered trademark of BMO 
Asset Management (Holdings) PLC.

ESG Viewpoint
August 2019

Continued

What are neonics?

   Neonics are plant protection products often used to control harmful insects in the 
agriculture sector. Their pesticide effects on insect pollinators, such as honey and 
wild bees, have been intensively debated for years. The European Food Safety 
Authority (EFSA) concluded in early 2018 that neonics are a threat to most bee 
species in most intended uses.  

   The subsequent EU ban in April 2018 was not entirely new, as neonics had 
been severely restricted since 2013. The US and Canada are also restrictive in 
different ways. 

   However, under the EU 2018 decision, EU Member States were also granted the 
rights for emergency authorisations. For example, Denmark granted permission to 
use neonics for sugar beet seed in December 2018.    

Our engagement 

Over the last 12 months, we requested dialogue with ten companies involved in the 
production of neonics, namely FMC Corp, Nufarm Ltd, K+S AG, Israel Chemicals 
Ltd, Monsanto Co, Yara International ASA, Mosaic Co, CF Industries Holdings Inc, 
Syngenta AG and BASF SE. 

Of the ten companies we reached out to, all but four were responsive, though they 
offered varying degrees of openness when discussing the topic – and not all were 
willing to discuss their biodiversity risk management in depth. 

We will continue to engage with those who failed to provide us with information on 
this issue to ensure that their biodiversity-related risks, including reputational risks, are 
managed with a transparent approach. 

Chemicals and biodiversity  
– a year since EU’s ban on bee-harming pesticides

In April 2018, the EU Member States endorsed the EU Commission’s 
proposals to ban all outdoor uses of three neonicotinoids 
(“neonics”). One year on, we review our engagement on chemical 
safety and biodiversity risk with ten agrochemical companies to see 
how they are responding to the new rules. 

Derek Ip 
Senior Associate, Analyst
Responsible Investment team

Contact us
Institutional business:

 +44 (0)20 7011 4444

  institutional.enquiries 
@bmogam.com

UK intermediary sales:

 0800 085 0383

 sales.support@bmogam.com 
 

 bmogam.com/adviser

 
Telephone calls may be recorded.

Responsible Investment Solutions 
  

   For Professional Clients and/or Qualified Investors only

ESG Viewpoint
July 2019

Continued

We travelled to Mumbai and Bangalore to engage with close to 20 large and medium-
sized Indian companies mainly in the financial, healthcare and consumer staples 
industries. Our discussions covered a wide range of ESG issues, particularly corporate 
governance, climate change, plastics, and access to affordable products and services. 
In light of the breadth of industries and topics we covered during the trip, we plan to 
share our impressions throughout a small number of separate Viewpoints over the 
course of the next few months. 

This introductory piece will cover the country’s significant exposure to the impacts of 
climate change, as well as highlights from our conversations with companies on their 
approach to managing climate-related risks as well as opportunities. 

Vulnerability to climate change

Climate change is expected to have significant impacts on South Asia – in fact, it is 
already one of the most affected regions of the world. India has seen, in the past year 
alone, record flooding in the state of Kerala that affected more than 5 million people; 
extreme drought conditions in Tamil Nadu that have led to a severe water crisis in its 
capital Chennai, a city with close to 10 million inhabitants; heatwaves and freak dust 
storms across several northern states; and at least four powerful tropical cyclones 
making landfall on both Indian coasts and forcing the evacuation of millions. 

Warm India, Wet India – Incredible India? 
India is among the countries most vulnerable to climate change. Our 
recent trip there provided valuable insights into how climate change 
management has risen up most companies’ strategic agendas. 
However, the potential magnitude of the impacts of climate 
change on people’s livelihoods, economic growth and, ultimately, 
companies’ bottom line is so significant that climate considerations 
need to be more deeply embedded into medium and long-term 
corporate strategies. 

Juan Salazar 
Director, Analyst,  
Responsible Investment
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Climate change is highly likely to make extreme weather events 
in India more frequent and severe.

ESG Viewpoint
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Continued

Background

In recent years, disclosure frameworks established by governments, international 
listing agencies and non-profit organisations have paved the way towards reporting 
on ESG issues being the norm rather than the exception.

Of all the frameworks developed, the most widely used is the Global Reporting 
Initiative’s (GRI) framework. The GRI’s Standards, the first global standards for 
sustainability, are currently used by 82% of the world’s largest 250 corporations1. The 
Carbon Disclosure Project (CDP) has also achieved global recognition for its standards 
on environmental disclosure, and reporting companies now represent approximately 
56% of global market capitalisation2. 

Government-led disclosure guidelines have developed alongside those of non-profit 
organisations, and analysis conducted by the Principles for Responsible Investment 
(PRI) revealed that 38 of the 50 largest economies in the world had, or were 
developing, disclosure requirements for corporations covering ESG issues3. 

ESG disclosure at mid-cap companies

Summary

  The importance of ESG disclosure has grown as a result of 
regulatory changes, the development of internationally recognised 
disclosure frameworks, and rising demand from investors, who  
are increasingly incorporating ESG factors into investment  
decision-making.

  We contacted 43 companies – each with a market cap of less than 
US$10 billion – to highlight the most material environmental and 
social issues for their respective industries which we think should 
underpin their ESG reporting frameworks.

  Of these 43 companies, 20 were willing to engage in dialogue.  
With few other investors engaging them on ESG disclosure, we 
found that they were receptive to our advice.

Catherine Hoyle
Analyst,  
Responsible Investment
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1 https://www.globalreporting.org/information/news-and-press-center/press-resources/Pages/default.aspx
2 https://www.cdp.net/en/scores-2017
3 https://www.unpri.org/how-effective-are-corporate-disclosure-regulations/211.article
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Continued

Engaging in Thailand and Malaysia

We travelled to Bangkok to give the investor perspective on sustainable banking 
standards at a well-attended Bank of Thailand (BoT) conference on sustainable 
finance. We also met one-to-one with several banks and engaged a small set of 
corporations in both Bangkok and Kuala Lumpur (Malaysia). 

The level of awareness around sustainable banking, and around expectations from 
investors and civil society organisations, was high. Comparably high were worries 
that implementation of stronger environmental and social standards could negatively 
impact competitiveness. At the same time there was a reluctant acknowledgement 
that the banks’ practices still lag Singaporean banks, the clear leaders of the ASEAN 
pack when it comes to sustainable banking. 

Companies we met included: Kasikornbank, SCB, Muangthai Capital, and PTT 
Exploration and Production in Thailand. In Malaysia we met Maybank, CIMB, 
AmBank and Public Bank, as well as the palm oil producer Sime Darby Plantation.

Thailand – regulatory pressure starts to drive change

The conference was convened by BoT and facilitated by the Worldwide Fund for 
Nature’s (WWF) South East Asia Sustainable Finance team. The partners developed a 
wide-ranging agenda covering issues such as international regulatory developments 
and investor expectations regarding sustainable banking. It also offered practical 
sessions on how to implement effective environmental and social risk (ESR) 
frameworks, including engagement and due diligence on sustainability issues with 
potential borrowers. 

Sustainable banking practices – visit to Thailand 
and Malaysia  

One of BMO’s engagement priorities for 2019 is to broaden our 
environmental and social engagement to encompass banks’ 
lending practices. We are focusing this year on banks in the 
ASEAN region, which are exposed to a range of risks associated 
with industries including coal power and palm oil.

Nina Roth 
Director, Analyst,  
Responsible Investment
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Continued

But heightened attention to climate change and biodiversity, political pressure in 
the EU and the US, and concerns about the effectiveness of existing initiatives are 
further increasing the pressure. One recent indication of this was the move by 2020 
presidential candidates Elizabeth Warren and Bernie Sanders with six of their senator 
colleagues to send a letter to fund managers1 requesting them to address companies 
that are responsible for palm oil related deforestation in their portfolios and financial 
supply chains. 

The Roundtable on Sustainable Palm Oil (RSPO) has been a key initiative to improve the 
sustainability of the industry, but has not been without its critics. Here we recap some 
of the challenges it faces, and recent developments in the RSPO’s remit that seek to 
address these.

Palm oil impacts

Around 66 million tonnes of palm oil are produced annually, with more than 50% 
coming from Indonesia and more than 30% from Malaysia2. Its production has a range 
of serious social and environmental impacts:

Local air pollution: this was particularly severe when the haze of the Indonesian 
forest fires reached the financial centre of Singapore, closing schools and discouraging 
outdoor activities for weeks in 2015.

Deforestation: due to clearings for palm oil plantations losing tropical rainforests, 
biodiversity, habitat and flood protection.

Peat: effectively storing carbon, the draining and converting of peat lands into 
plantations has severely fostered climate change. 

Endangered species: loss of habitat due to deforestation further endangered various 
species, among them rare orangutans and tigers. 

Human and labour rights: neglect of rights for migrant labourers, infringement of the 
rights of indigenous peoples, as well as displacement of local communities.

Palm oil – can it ever be sustainable?
Concerns about the sustainability of palm oil production are 
nothing new. For many years now, investors have contributed 
their voice to political and public pressure to bring stronger 
environmental and social standards to the production of this 
commonly used food ingredient. 

Nina Roth 
Director, Analyst,  
Responsible Investment
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1  See https://www.ft.com/content/44f2d30a-1276-3068-b995-a4c8076d40c1 and https://www.schatz.senate.gov/
press-releases/schatz-senators-push-financial-firms-to-help-stop-global-deforestation

2 In the mid-1990s the number was at around 15 million tonnes per year
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  The ICGN is an international leader in promoting corporate governance best 
practice and investor stewardship. Members, representing in excess of $US 
34 trillion in assets, come together to pursue good governance in order to 
promote long-term value creation and uphold shareholder rights.

  Whilst there was a clear Dutch focus, discussions also covered the global 
corporate governance landscape. Most of the panels discussed forward-
thinking concepts around the impact of technology on our decision-making and 
the way stakeholders interact with each other.

  The potential for big data science to bring greater transparency to company 
operations, and the ability for this to feed in to management and board 
decision-making, was also a key theme. 

  Ultimately, there will be challenges to the widespread use of artificial 
intelligence, but some asset management houses are already utilising this at 
the operational level. It may only be a matter of time before the use of these 
tools becomes more prevalent.

Shareholders and stakeholders: promoting dialogue

The conference opened with a panel discussion on how to improve shareholder 
and other stakeholder communication. This included calls for increased regulation 
in the form of a requirement for companies and asset owners to disclose who they 
engage with, through to softer approaches promoting non-combative engagement 
styles, such as hosting roundtables on substantive issues and collaborative 
engagement. Cognisant that groups may have differing drivers, it is important to 
view engagement as a mechanism to relay concerns but also to gain perspective on 
the point of view of the other party. 

Additionally, speakers highlighted the importance of regional and global 
engagement initiatives in amplifying the concerns of minority groups; it is then 
the responsibility of board supervisory bodies to ensure management act swiftly to 
mitigate prevailing risks. The consensus was that poor dialogue often results in more 

International Corporate Governance Network

We attended the International Corporate Governance Network 
“ICGN” conference in Amsterdam, a two-day event attended 
by over 300 delegates from 23 regions all participating in 
intriguing discussions.Tenisha Elliott

Associate, Analyst
Responsible Investment
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Viewpoints

We regularly produce research on responsible investment and engagement 
throughout the year, with past topics ranging from ocean plastics to modern 
slavery. Please visit our website to learn more. 

“Risk analysis is central to fixed income 
investment. It’s clear to us that ESG issues 

can pose threats to credit quality equivalent 
to, and sometimes greater than, traditional 
financial issues. We believe definitive ESG 
investment process inclusion enhances the 

outcomes we deliver to our clients.”
Janelle Woodward, Head of Fixed Income

A selection of our viewpoints
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BMO Global Asset  
Management 

We take this responsibility seriously. We consider the impact of our investments on society and the 
environment, and the extent to which it affects long-term value creation. We work closely with  
the companies we invest in as active owners, to improve the management of environmental, social 
and governance (ESG) issues. We support this work with the thoughtful exercise of our voting rights. 
We strive to be thought leaders on these issues and their relevance to us as investors.

  Thought leadership – promoting and encouraging the development of responsible investment 
across the broader marketplace and industries

  Active ownership – using our position as an asset owner to drive positive change through 
engagement and proxy voting

  Integration – ensuring financially material ESG issues are considered within our active 
investment processes

   Products – offering a range of ESG orientated investment solutions built around a clear 
sustainability philosophy

Risks to consider
The value of your investments and any income from them can go down as well as up and you may not get back the original amount 
invested. Changes in rates of exchange may also reduce the value of your investment.

Screening out sectors or companies may result in less diversification and hence more volatility in investment values.

Views and opinions have been arrived at by BMO Global Asset Management and should not be considered to be a recommendation or 
solicitation to buy or sell any companies that may be mentioned.

The information, opinions, estimates or forecasts contained in this document were obtained from sources reasonably believed to be 
reliable and are subject to change at any time.

We believe that responsible investment is a mindset: as asset managers, we have a privileged and 
trusted position as stewards of capital, which gives us both influence and responsibility.
 

BMO Global Asset Management14



ESG in Fixed Income 15

Leaders in responsible investment 
From the launch of Europe’s first ethically screened fund in 1984 and our position as a founding 
signatory of the UN PRI, to the comprehensive suite of ESG specialist funds and services available today, 
we have a strong heritage in responsible investment. 
 

 17-strong Responsible Investment team 

 A+ Rated for strategy and governance by UN Principles for Responsible Investment 

 30+ years of investing responsibly  

 £3.6bn* under management in ESG specialist funds 

 *As at 30-Nov-2019

 Award winning

A history of innovation
A growing range of ESG orientated client focused solutions

2019
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Responsible 

Sterling Corporate 
Bond Fund 

Launch of BMO 
Sustainable 

Opportunities Global 
Equity Fund
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Responsible UK Income 
Fund, BMO Responsible 

Global Equity Fund
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Engagement Global 
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