Stewardship

your new favourite band

Dundas Global Investors is delighted to announce that we are not creating a new ESG team. Neither are we
nominating someone in the company to be our ESG champion, ambassador, or designated officer.
Please be assured that this inaction is not because we don’t care about environmental, social, and governance
issues; we really do.
In fact, we cared deeply about the individual elements represented by the E, the S and the G long before anyone put
them together to form a now fashionable acronym.
You know how it feels when you’ve loved a band since they released their very first single, then three albums later
they’re suddenly de rigeur and now *everyone* is claiming to be their biggest fan?
Well, ESG is a bit like that for us, although we never called it by that name. We spoke instead about sustainability and
stewardship, more of which shortly.
Dundas has always targeted dividend growth companies, so in many ways we were enthusiasts of the genre and its
roots long before ESG began playing to sold-out arenas and had the mainstream media dancing to its now familiar
tune.
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We have explained the rationale for our belief in equities and dividend growth stocks previously, Taking the oath of
optimism and Why Dividend Growth.
Initially, the fact that the companies we invested in also had great ESG credentials looked like a happy coincidence.
Of course, this owes much more to logical cause and effect than it does to vague serendipity. We had carefully
selected those stocks because they represent the best prospects for dividend growth. Sustainable dividend growth is
only possible in the presence of sustainable business models.
We have always endeavoured to future-proof our funds by investing in companies that are future-proofing
themselves. The stone age didn’t end because we ran out of stone; human nature and Schumpeterian creative
destruction will always combine to find better ways of doing things. The same is true of sustainable companies, which
is why we have always sought them out as a home for our money and that of our fellow investors.

An approach defined by the broadest horizon
At Dundas, our investment approach is constantly evolving, informed and tempered by the constantly evolving world
we inhabit.
Some funds operate policies of exclusion or screening, whereby certain types of companies – commonly tobacco,
alcohol and munitions – will never be considered. Others turn that approach on its head by choosing only to buy
shares in firms that have a positive impact on the world, rather than by excluding those they deem to be having a
negative effect.
The traditional assumption has been that in either of those cases you inevitably face a trade-off between good
returns and responsible investments, but that skilful asset managers can balance those competing imperatives on
your behalf.
We’ve never subscribed to that view. Neither have we been keen to align ourselves to a designated technique or style,
to limit our horizons by attempting to fit neatly into boxes of other people’s making.
The Dundas approach is an integrated one, insofar as ESG considerations are an intrinsic part of the process by
which we select investment stocks. We won’t be appointing an ESG manager for the simple reason that judging the
environmental, social, and governance performance of a company should never be a bolt-on or a supplementary
filter. It cannot be thought of as a task delegated to one person who is authorised to chip in with some awkward
questions in every investment meeting. It is the responsibility of everyone here, all day every day.
We do not have a checklist or a special committee. ESG considerations are naturally ingrained in the methodology of
our stock appraisal. Our system is rigorous, but flexible. We consistently apply a set of core beliefs that have proven
to be robust, reliable, and sensible for us and our co-investors over a number of years.
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Stewardship
The concept of stewardship is central to our credo at Dundas and we consider the word to have three different
applications or points of relevance to the way we work.
Firstly, we see ourselves as stewards of the stocks in which we invest your money and ours. We have a duty to use our
ownership to try and influence how they are run in the best interests of a number of stakeholders, including – but by
no means led by – shareholders.
That means engaging with boards where we see opportunities to do things better, or to seek clarification on the
wisdom of a particular policy, practice, or performance metric. It also means taking action if and when those
questions are sidestepped, greenwashed, or the answers provided are unsatisfactory. We did so relatively recently by
exiting our position in ExxonMobil which we felt, given its scale and power, had a responsibility to take a leadership
position on energy transition but was not stepping up to the mark sufficiently well. A more positive example of our
engagement on this front is with Air Liquide.

Air Liquide
The purpose of our engagement with companies goes far beyond trying to achieve a comprehensive
understanding of the business fundamentals, financial performance, and outlook. We are acutely interested
in how companies are contributing positively to the development and wellbeing of society, what are their
sustainability objectives, and how they are managing climate-related risks and opportunities.
Dundas has invested in Air Liquide since 2012, during which time the global supplier of industrial gases has
leveraged the energy and environmental transition to positive effect, deriving 40% of its revenues from
solutions that protect life and the environment.
We met with management in 2019 and have had a follow-up conversation since then to discuss advances in
its healthcare division, including the supply of equipment for at-home treatment of chronic conditions and
respiratory diseases. We also discussed the company’s sustainability objectives and how it is continuing to
manage the transition to a low carbon economy.
As one of our portfolio’s most carbon-intensive holdings, we were impressed with Air Liquide’s efforts to
manage not only its own environmental impact but also that of its customers, targeting a reduction in the
carbon intensity of its assets and investing in products to help its customers reduce their carbon dioxide
emissions.
In 2020, Air Liquide was awarded an ‘A’ rating by global environment disclosure system CDP in recognition
of its ambitious climate objectives, including a 30% reduction in carbon by 2025. We believe the company
is now well positioned to benefit from upside risk relating to future demand for hydrogen storage and carbon
capture technologies, making it an exciting long-term prospect not only from a dividend growth perspective,
but from an environmental one.
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Second, we look to the executive and non-executive directors charged with leading those companies to demonstrate
exemplary stewardship in their words and deeds, taking good care of the business such that it can be handed on
to their successors in an even better shape than it was inherited. When looking for investments, Dundas looks for
stewardship above all else, not least because it has significant trickle-down benefits that extend into the furthest
reaches of an organisation.
That includes looking for the tell-tale signs of good governance, which includes paying proper attention to
operational and long-term performance metrics, and the presence of measurable non-financial targets on climate
change – grounded, ideally, in recognised global frameworks such as the UN’s sustainable development goals
or science-based targets initiative - supply chains, and other issues. Novozymes, the global leader in enzyme
production, is a great example of this from our portfolio, with management using its own “materiality matrix” to
identify and compare risks and opportunities while considering their impact on the company and its stakeholders.
Note the word stakeholders here too, rather than shareholders, which is a significant distinction that recognises the
sometimes conflicting interests of a range of parties affected by the actions of a company.
Third, we are the current stewards of our own business. Dundas was created as an independent partnership for
a reason and we take our supervisory responsibilities to the firm seriously, free from the conflicts of interest that
bedevil more complex organisations.

Sustainability and long-termism
Responsible stewards not only create good governance, they adhere to it. And if you have good G, then E and S will
follow.
We’ve outlined at length in Taking the oath of optimism why we view the world through a long-term lens; indeed it is
a thread that runs through our investment approach.
Companies with a truly long-term perspective will naturally take a more responsible approach to ensuring their
models and practices are sustainable over that same tenure. They make themselves more attractive to employees,
customers, and investors at the same time.
Conversely, myopic businesses will carry ESG risks that inevitably detract from the value of their stock. Abusing
the trust of employees, treating suppliers as an extra credit line by implementing punitive payment terms, and
irresponsible executive behaviour will all put a company’s prospects in peril sooner or later. On these points and
more, we are much more interested in what directors do, than what they say.
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If actions speak louder than words, what do we do?
We didn’t set out to be anything other than good investors, but not every asset manager or investor had the same
intentions. At least now there is a movement towards a common language and an emerging consensus about what is
expected and what is no longer acceptable.
Yet there remains some way to go and inconsistencies persist around company standards and the way we measure ESG.

Companies with some of the biggest discrepancies in ESG ratings
Median rating from five ratings agencies
Banco Santander
BT Group
Samsung Electronics
Catepillar
ITV
L’Oréal
Tyson Foods
Google
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Vigeo
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Median rating

Source : MIT Sloan School of Management

We do at least have a global sustainability framework already in place and being utilised to good effect, in the shape
of the UN principles for responsible investment (PRIs). They get harder to meet with each passing year, which is
entirely as it should be.
As a responsible investor, we believe that our best chance of having a positive influence over corporate behaviour
– in fact, our only chance – is by attending to our own Smithsonian self-interest by speaking up, asking for clarity,
seeking more disclosure, and participating in the discourse about good practice among the stocks we own.
If and when a company diminishes its own sustainability, or immersed in near term fixes at the cost of long-term
vision, we will take action to exit the investment if we cannot persuade directors to change course.
We don’t always get it right and we feel a responsibility to admit to our mistakes, own them, and learn the lessons
therein. We believe in transparency and the fact that we are investors in our funds alongside you means that we
literally owe it to ourselves to live by that faith.
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We conduct all our own research. For a business like ours, it is simply too important a commodity to buy in, or to
outsource to a supply chain. Frankly, we see independent research as a central plank of our own firm’s governance,
so in that respect ESG begins at home.
There is a financial and time cost to this commitment. Investing in our own research is considered a wilful indulgence
or a luxury by some, but it is a fundamental part of our make-up and a principle of which we are proud.
By choosing to own no more than 100 stocks, typically around 70, it is imperative that we are exceptionally good
at rooting out the high performers when it comes to ESG. Unlike the universalists, we can’t just pick a little bit of
everything and rely on the law of averages to limit the damage wreaked by our own folly.
We need to be highly selective, measured, meticulous. And patient. Our predisposal towards long-termism makes us
natural ESG investors.

Dedicated leaders of fashion
Responsible business leaders with other people’s interests at heart. That’s what ESG boils down to, once you strip
away all the jargon and the ratings and virtue signalling that surrounds the acronym.
We welcome the newfound enthusiasm for what is a well-established modus operandi at Dundas. As ESG investors
seek out the kind of stocks we’ve been investing in consistently for years, the value of our holdings rises with that
tide.
Standards of stewardship will rise too, which should be music to everyone’s ears, regardless of how long you’ve been
listening to and revelling in that particular sound.
Geraldine Stutz, the American retailer and designer brand enthusiast, once opined that “fashion says ‘me too’ while
style says ‘me only’”.
We will endeavour to stay true to our unique house style, whether the prevailing trends bring mainstream thinking
closer to our own idea of sustainable long-term growth, or further away.
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Disclaimer Text
Dundas Partners LLP is authorised and regulated by the UK Financial Conduct Authority and registered as an
Investment Adviser with the US Securities and Exchange Commission. It operates as Dundas Global Investors.
This article has been produced for professional investors only. The opinions and insights expressed are our objective
view and intended for information purposes only; this article does not constitute a recommendation to buy or sell
any fund, security or investment. This article may not be reproduced, distributed or published in whole or in part
without the prior approval of Dundas Partners LLP. The contents are based on sources of information believed to be
reliable; however, no guarantee, warranty or representation is given as to its accuracy or completeness. If it prompts
an interest in Dundas Global Investors, please contact us for information on our funds. This article is not a substitute
for a fund’s prospectus or disclosure document. The commentary expressed addresses general investment matters
only, not Dundas’ specific strategies. Potential investors should consider the need for independent financial advice.
Past investment performance is not a reliable indicator of future investment performance. You should be aware of
the risks associated with investments in any fund, security or investment strategy.

Contact

LGBR Capital
10 Throgmorton Avenue
London
EC2N 2DL
Tel : 020 7071 3948
dundasglobalevents.co.uk
investor-relations@dundasglobal.co.uk

Dundas Global Investors
41 Northumberland Street
Edinburgh
EH3 6JA
UK
Tel : 00 44 131 556 2627
info@dundasglobal.com
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