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How the Henley Investment Centre approaches 
Environmental, Social and Governance (ESG) engagement
By Cathrine De Coninck-Lopez, Amy Kelly and John Pellegry

 Yet the 

In brief
ESG plays a crucial role in all the investment 
processes of our Henley Investment Centre. 
We describe our core beliefs – most notably 
our preference for engagement over 
exclusion – and show how we implement 
them in equity portfolio management, as 
well as illustrating our ESG engagement  
with three case studies. 

Active ownership is defined as the use of the rights 
and position of ownership to influence the activities 
or behaviour of investee companies.1 At Invesco’s 
Henley Investment Centre, we believe that active 
ownership goes hand in hand with active investing. 
As such, engagement on behalf of the clients 
whose capital we invest is a central tenet of our 
investment process. 

Responsible investment has grown from niche 
exclusion-led approaches in the mid-90s to a 
mainstream part of the professional asset management 
world today. Globally more than USD 22 trillion, or a 
quarter of professionally managed assets, are held 
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landscape of responsible investment is diverse. 
Responsible investment approaches form a 
heterogenous mix, ranging from focusing on the 
core investment process to ring-fenced approaches 
for funds and mandates. While there is substantial 
overlap, the former include the pursuit of ESG 
integration and active ownership while the latter 
revolve around exclusionary or best-in-class screens, 
thematic or impact investing strategies. All of these 
approaches will have a spectrum of outcomes, some 
more financially focused and others with greater 
environmental and societal outcomes. Within Invesco’s 
Henley Investment Centre, our ethos is engagement 
– using the shareholder power we hold on behalf of 
our clients to influence corporate behaviour at the 
highest levels. 

Our approach to company engagement promotes 
responsible ESG practices as a cornerstone for the 
long-term financial health of the businesses in which 

within responsible investment strategies.
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we invest. As we promote good business practices in 
the investee companies, we in turn offer our clients 
the opportunity to benefit from the potential share 
price increases that improved ESG ratings and 
outcomes can provide. Our investment processes 
thus fully align ESG considerations with active 
ownership.

Investors must have strong 
relationships with investee 
companies.

The power of momentum
Given our views on the importance of engagement 
over exclusion, the concept of ESG momentum, or 
improving ESG performance over time, is particularly 
interesting. We find that companies that are improving 
in terms of their ESG practices may enjoy better 
financial performance over the longer term. We 
see engagement as an opportunity to encourage 
this continuous improvement. Accordingly, we 
deem investing in companies that demonstrate a 
commitment to improving and/or enhancing their 
ESG performance a more beneficial approach than 
simply excluding those with negative ESG ratings. 
Dialogue with investee companies is a core part of 
the investment process across our regional equity 
investment desks. As we engage with companies 
willing to enhance and improve their ESG-related 
practices, we can in turn expose our investors to 
the share price performance improvements we 
anticipate with ESG momentum.

A strong voice
Since engagement with companies offers opportunity 
to encourage continuous improvement, dialogue with 
investee companies is a core part of the investment 
process within our Henley Investment Centre. However, 
as the PRI acknowledges, “the level of corporate 
access… long-term relationships with key corporate 
actors, and the presence of strong ‘buy-in’ from top 
management,” are key factors in the success of ESG 
engagement.4 In other words, engagement alone is 
not enough. Investors must have strong relationships 
with investee companies, excellent access to company 
management and executives who are committed to 
improving the ESG agenda in order to see engagement 
succeed as an ESG strategy. 

Our investment processes 
fully align ESG considerations 
with active ownership.

We have had this philosophy of dialogue for many 
years. Our investment teams take large investment 
stakes and are often among the major shareholders 
in a company, particularly in the UK and Europe. We 
are in many cases among the top minority shareholders 
in Asian companies, where founder-ownership levels 
are traditionally higher than in Western markets. As 
such, we often participate in board-level dialogue 
and are instrumental in giving shareholder views on 
management, corporate strategy, transparency and 
capital allocation, as well as wider ESG aspects. In this 
way we use the collective power of the clients we 
represent to speak for the best long-term interests of 
the company and in turn promote the best interests 
of our clients.

As high-conviction investors, we look at each sector 
and company individually and consider materiality 
of ESG issues at a fundamental level. Where we 
consider an issue to be of material importance, 
we pay attention to improvements in performance 
over time, quantifiable metrics and transparency 
of approach. These topics form the basis of our 
analysis and engagement activities. While there 

Research commissioned by the Principles for 
Responsible Investing (PRI) investigated the link 
between investor engagement and value creation. 
The report found that engagement on ESG topics 
creates long-term shareholder value, as communication 
between investors and companies enables the 
exchange of information, promotes learning dynamics 
and allows political benefits to be maximized.3 As 
active investors, we ascribe wholeheartedly to this 
view. 

Engagement over exclusion 
According to the biennial Global Sustainable Investment 
Review, the most popular form of responsible 
investment measured by assets under management 
comprises negative screening and exclusion. Certainly 
the elimination of companies or sectors deemed to 
be ‘sinful’ is one of the best-known and most commonly 
cited forms of responsible investment. Simple in 
theory, though arguably more complex to implement, 
this strategy involves avoiding companies or countries 
that do not satisfy specific ESG criteria. This can mean, 
for example, the complete exclusion of companies in 
the alcohol, tobacco, gambling or armaments sectors 
or the exclusion of countries due to human rights 
breaches or environmental standards. Such exclusions 
can derive from a legal requirement or one stipulated 
in the investment principles of an organization. 
Exclusion-led mandates offer investors choice, and 
this is a choice we have the capability to deliver. But 
we stress that they also have their limitations. 

Excluding investments in a specific sector sounds 
straightforward, but does this entail merely avoiding 
the securities of companies listed within the sector 
or does it extend to those with revenue exposure to 
that particular sector? If the latter, what threshold is 
imposed? What level of monitoring is required to 
ensure screens remain relevant? And what of 
indirect exposure via supply chains or logistics?

The use of exclusion-based models could fail to align 
investment decisions with the best interests of clients 
if, for example, it led to the avoidance of capital 
generating investments. Instead, where companies, 
sectors or countries have poor ESG ratings, we view 
engagement with investee companies as the most 
effective way of securing mutually beneficial 
outcomes for both our clients and investee companies. 
We believe that working on the basis of engagement 
or dialogue, rather than exclusion, is better aligned 
with both achieving investment performance 
objectives and improving ESG performance.
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may be nuances within sectors and companies, 
the high-level issues that we believe are of material 
importance are:

 — Business ethics
 — Capital allocation
 — Carbon emissions
 — Corporate governance
 — Data privacy
 — Health and safety
 — Labour relations
 — Product characteristics
 — Water, waste and biodiversity

All company engagement is proportionate and reflects 
a number of relevant factors, such as the size of 
holdings, length of holding period and significance of 
ESG issues. Given our active asset management 
culture, engagement with those companies in which 
we invest on our clients’ behalf is very important and 
a priority for all equity fund managers. Encouraging 
high standards of corporate governance, positive 
social behaviours and environmental considerations 
within those companies is, we believe, fundamental 
to the investee companies achieving long-term success 
and positive outcomes for our clients. In our view, 

Figure 1
An overview of the Henley ESG process

ESG flags highlight companies 
for further analysis.

ESG research and engagement
dives deeper into the fundame-
ntal issues and encourages 
change where appropriate, 
including exercising voting rights 
at the Annual General meeting 
(AGM).

ESG review meeting: Portfolio
level monitoring completes the
process and serves as a continual
reminder of ESG performance.

Forms part of company 
meetings, idea evaluation and 
fundamental research.

Forms part of fundamental 
research and portfolio holdings 
evaluation over time.

Forms part of post-investment
monitoring.

Portfolio monitoring

ESG research

Engagement

AGM

ESG flags

Source: Invesco. For illustrative purposes only.

this is a core part of our responsibility to clients, as 
stewards of their capital. In 2018 alone, our 
investment teams engaged in dialogue on ESG topics 
with 850 companies. 

Dedicated resources
Our dedicated ESG team produces proprietary 
research which supports targeted ESG-related 
engagement, and the Henley Investment Centre’s 
Head of ESG provides formalized ESG portfolio 
monitoring. This is a rigorous semi-annual process 
and includes a meeting with the regional team fund 
managers and analysts to review representative 
portfolios from an ESG perspective, ensuring a 
circular process for identifying flags and monitoring 
improvements over time. The team’s efforts are 
supported by a number of systems, such as 
Sustainalytics, ISS and more. 

In 2018 alone, our 
investment teams engaged 
in dialogue on ESG topics 
with 850 companies.

Our dedicated ESG team 
produces proprietary 
research.

Our Chief Investment Officer has ultimate oversight 
of the investment centre’s ESG approach. Our ESG 
investor group is chaired by our Head of ESG and is 
made up of champions from each investment team. 
The ESG champion is a representative of the individual 
investment teams that feed into the overall ESG 
approach and areas of interest for further analysis. 
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The role of this group is to help facilitate dialogue 
and share insights from across asset classes and 
regions within the investment centre.

Training is an essential part of our commitment to 
ESG integration and our ability to keep abreast of the 
rapidly evolving responsible investment landscape. 
Our continuing personal development (CPD) training 
programme also includes ESG modules. 

Integrating ESG into our investment processes
To support the initial screening of a company’s ESG 
ratings and to assist with ongoing monitoring, we 
use both internal proprietary resources and external 
providers. These systems and personnel work together 
to flag potential and existing ESG issues, which we as 
investors can investigate, engage on with companies 
and work towards resolving (figure 1). Where these 
flags are raised, we target ESG research and dialogue 
towards the relevant companies. This is carried out 
directly and in partnership with our dedicated ESG 
team in Henley.

ESG in practice: three case studies
Demonstrating a committed and effective ESG policy 
is fast becoming a requirement for global asset 
managers. To best demonstrate the power of an 
active, engagement-led strategy, we explore three 
real investment examples from across our regional 
investment desks: 

Case study 1:  
Environment – fuelling the energy transition 
As the energy sector tends to score poorly in ESG 
screens, we show how active engagement can help 
support meaningful change in the industry. 

The integrated oil & gas sector is enemy number 
one on many ESG exclusion lists. Environmental 
concerns surrounding the sector are notable and 
well-founded and, as such, companies often screen 
poorly against numerous ESG criteria. Our Henley-
based European Equities team has significant exposure 
to the sector, including a Norwegian oil & gas firm 
which is positioned to make a positive contribution 
in an environment of transition to a lower-carbon 
world. 

The company’s attitude towards the energy transition, 
as expressed through its focus on natural gas and 
reducing its own carbon emissions, was a core element 
when considering the investment case. Natural gas 
is significantly less carbon-intensive than alternative 
fossil fuels like coal: the substitution of gas for coal in 
thermal electricity generation can make a substantial 
contribution to the reduction of carbon emissions 
globally. The high proportion of the company’s 
production represented by natural gas is a theme 
featured repeatedly in the team’s interactions with 
the company. In addition, the company has 
continued to show commitment to moving towards 
more sustainable forms of energy production by 
incrementally directing capital expenditure toward 
lower-carbon technologies such as floating wind, 
a stance supported by our investment team.

As part of its policy of considered, consistent 
engagement, the team met with senior management 
to discuss the Norwegian company’s business mix as 
a competitive advantage. Our Head of ESG attended 
the inaugural SRI meeting with key management 

figures, including the company’s CEO, where the risks 
and opportunities posed by new technologies were 
discussed. 

Case study 2: 
Social – health & safety in focus
Our Henley-based Asian Equities team invested in an 
Indian private multi-port operator through a private 
placement. The team’s analysis suggested that the 
company was trading at a significant discount to fair 
value estimates, due in part to ESG concerns. 
Throughout the ownership period, the investment 
team demonstrated commitment to challenging 
management on key issues, notably around the 
firm’s health and safety record. 

The team first encountered the company in early 
2013 and, having researched the sector and 
company, took the view that this was a well-run 
business with unique assets. The investment 
appeared attractive and was trading at a significant 
discount to the team’s estimate of fair value. 
According to their analysis, the shares had the 
potential to deliver a double-digit return per annum 
over a 3-5 year investment horizon. The team 
recognized, however, that the company suffered 
from challenges, in particular surrounding its social 
and governance behaviours. 

Though a common feature of the industry and 
region, the potential re-rating identified was 
compromised by the firm’s poor, and declining, 
record on a number of key issues. Notably, the 
company was the ‘jewel’ in a family-owned 
conglomerate and there were fears that cash flow 
could be diverted to less profitable areas of the 
group. The company had a poor health and safety 
record and the very nature of its operations, i.e. 
ports and infrastructure, threatened environment 
degradation and provoked local community 
discontent. 

A key part of the team’s investment strategy was to 
assess the materiality of the ESG risks, evaluate the 
soundness of the company’s policies to minimize 
these risks and determine the extent to which the 
company was willing to engage in order to improve 
their practices. Over the investment period, the team 
continued to regularly engage with the company on 
ESG issues, believing that the long-term interests of 
investors would be best aligned with the company if 
it continued to pursue real improvements to its ESG 
agenda.

The company agreed to provide regular sustainability 
reports and updates on corporate social responsibility 
activities. Related-party transactions were also better 
understood following conversations with management 
and subsequent actions from the company were seen 
to be friendlier to minority shareholders. A change in 
management to the next generation of the family 
saw steps taken to significantly improve transparency 
and disclosures.

In 2017, a substantial incident occurred at one of 
the company’s ports, which impacted revenue and 
caused social unrest. A proprietary ESG rating and 
report from our internal Head of ESG indicated that 
the company had room to improve its practices. 
Together with the Henley Investment Centre’s Head 
of ESG, a meeting was arranged with management 
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to ascertain how the company was addressing the 
health and safety issues that had led to the incident. 

Subsequent interaction showed an increased focus 
on health and safety. Management shared plans for 
significant training and education and the rolling out 
of ISO 14001, aimed at improving practices. In 
addition, the company put in place a much wider 
shareholder dialogue around these issues and 
substantially improved their corporate responsibility 
report, with year-on-year changes in not only health 
and safety but also environmental indicators. Over 
the investment period, the company demonstrated 
an improvement in key ESG indicators and the stock 
delivered an annualized return over the holding 
period, well in excess of the single-digit return of the 
wider Indian market. 

Case study 3: 
Governance – boardroom dispute resolution
A long-term investment of our Henley-based UK 
Equities team suffered a high-profile board level 
dispute in 2018, which caused notable share price 
pressure and instability at the company’s highest 
level. As the majority shareholder, the team took 
steps to engage with the company to reduce the 
impact of the fallout and ensure appropriate 
governance remained in place.

In summer 2018, a high-profile board level dispute 
threatened the future of the UK logistics group. As 
the main and long-term shareholder, we became 
concerned with boardroom fallout which led to 
a proxy contest. A former executive director and 
minority shareholder of the company was disgruntled 
with the board chairman. This led to the former 
executive director declaring that he would vote 
against the chairman’s re-election. 

As a committed and concerned investor, we, on 
behalf of our clients, wrote to the company to state 
our intention to support the chairman’s re-election. 
This decision was taken on the basis that the 
chairman was independent on appointment and had 
substantial board level experience. Removing the 
chairman would, the team felt, dilute the robustness 
and diversity of opinion on the board, which contained 
strong, varied expertise drawn from experience 
working with leading public and private companies. 
This view was echoed across the board and with 
senior management, which indicated they would 
resign if the chairman was removed. Recognizing 
that further instability would likely impact the 
group’s planned growth strategy and its ability to 
optimize shareholder returns, the team decided to 
support the chairman. 

Given the nature of the legal ramifications that 
unfolded, the impact of such evident discord on the 
company’s share price was notable. Shares fell from 
both the uncertainty related to potential future 
management and board changes and negative 
sentiment fuelled by the high-profile nature of the 
fallout. In attempts to resolve the dispute and to 
minimize the impact on all shareholders, several 
investment team members engaged extensively with 
the chairman and the board to address the situation 
and prevent further share price deterioration. With 
the support of a majority of shareholders, the vote 
to re-elect the chairman was won and the long-term 
interests of all shareholders protected. Furthermore, 

the team encouraged subsequent steps to strengthen 
the board and improve its diversity, which led to two 
new directors being appointed. The team also 
recommended that the chairman seek a successor 
by the end of 2019 to ensure no lasting impact on 
shareholders.

We believe that our role 
as active investors is 
fundamentally tied to 
active ownership.

Conclusion
Responsible investing can take many forms, and 
professional investors pursue a variety of approaches 
aimed at promoting positive ESG outcomes. As the 
ESG debate continues to evolve, so too no doubt, will 
investor approaches. As active investors, our view 
remains that the most effective way to achieve 
mutually beneficial outcomes for companies and 
investors is through active, investor-led engagement. 
We will continue to build out our tools, systems and 
approaches, guided by this overarching commitment 
to stewardship. In practice, engagement with 
investee companies has demonstrated positive 
outcomes for companies, our clients and other 
shareholders. We believe that our role as active 
investors is fundamentally tied to active ownership. 
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About risk
The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested.
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