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AMP Capital 

ESG analysis: The value of  
digging deeper 

In a fast-changing 
and globalising world, 
information material to 
investor decision-making 
is becoming increasingly 
diverse and dynamic.  
Long-term success in 
managing a business in 
today’s complex economic, 
environmental and social 
landscape is increasingly 
dependent on factors 
not directly reflected in 
financial statements, and 
strategic decisions will 
usually need to be based  
on a broader set of factors.

AMP Capital has long argued that 
investors benefit from digging deeper 
and looking beyond financial statements 
when valuing companies. Over the long 
term, the way companies approach the 
ESG risks and opportunities they face  
is likely to have a far greater influence 
on company value than the tangible 
factors traditionally considered by 
investment analysts. For many years, 
AMP Capital has considered the impact 
so-called ‘soft’ or ‘intangible’ factors 
may have on relative value and  
earnings sustainability. 

Insights gained in the process of ESG 
analysis are then used to complement 
fundamental investment analysis in 
making better-informed investment 
decisions. Unsurprisingly, when a 

company’s business model relies on 
it exploiting under-priced pollution, 
underpaid labour or weak regulation, its 
earnings may not be sustainable over 
the long term. 

Which ESG factors are important? 
The intangible factors that drive 
company value can be either external 
factors that affect an industry (such 
as demographic, regulatory and 
technological changes) or internal 
factors that affect an individual 
company’s ability to respond (such as 
innovation, quality of leadership and 
staff engagement). 

How important or relevant ESG issues 
are to individual companies will be 
influenced by a range of existing or 
future regulations, societal concerns, 
and/or potential operational, financial, 
strategic, reputational or systemic 
risks. While factors will vary from 
industry to industry, there is a clear 
correlation between how effectively 
a company manages its specific ESG 
risks and opportunities and its ability to 
generate sustainable financial returns. 

Most recently, AMP Capital’s 
ESG engagement has focused on 
governance, human rights and supply 
chains, the clarity and usefulness of 
sustainability reporting, and climate 
change. Given the long-term nature of 
ESG themes, it’s perhaps unsurprising 
that these themes are largely the same 
as those being considered by AMP 
Capital when its sustainable funds were 
first established 15 to 20 years ago. 

• Looking beyond 
financial statements 
to examine how 
companies approach 
environmental, social 
and governance 
(ESG) risks and 
opportunities provides 
the opportunity for 
investors to make 
better-informed 
and more robust 
investment decisions.

• Before embarking 
on ESG analysis of a 
particular company, 
investors should 
determine which 
factors are likely to 
drive earnings growth 
in that industry.

• Three topical examples 
of ESG issues to 
consider are cyber 
security, human 
rights and gender 
diversity.
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As there are a large number of ESG 
factors that could apply to an individual 
company, it is useful to take a step 
back before embarking on ESG 
analysis, and first determine which 
factors are likely to drive earnings 
growth in that particular industry. For 
example, it is useful to ask:

• Environmental factors: How likely 
is it that the value of a company in 
this sector will be influenced by how 
well it performs as a steward of the 
natural environment? 

Factors of specific interest include 
natural resource use and degradation 
(for example, water scarcity), 
waste, pollution, greenhouse gas 
emissions, climate change, clean 
technology products and services, 
and environmental management 
practices.

• Social criteria: How likely is it that 
the value of a company in this sector 
will be impacted by how the company 
manages relationships with its 
employees, suppliers, customers and 
the communities where it operates? 

Factors of specific interest include 
human capital, workplace health 
and safety, labour relations 
and standards, human rights, 
demographic changes, and supply-
chain and community impacts.

• Governance factors: How likely is it 
that the value of a company in this 
sector will be impacted by the quality 
of its leaders, the fairness of its pay 
structures, the audits and internal 
controls in place, and, finally, the 
rights of shareholders? 

Factors of specific interest 
include board composition 
and independence, executive 
remuneration and incentive plans, 
corporate accountability structures, 
compliance, negligence, bribery 
and corruption, conflicts of interest 
and related-party transactions, 
shareholder rights, accounting and 
audit quality.

Can understanding ESG factors 
improve investment decisions?
The attributes that set one company 
apart from another and drive their 
relative value can be put down to any 
of a multitude of ESG factors. 

Taking a deep dive into ESG analysis 
provides two main risk and return 
benefits for investors. First, ESG 
analysis complements traditional 
investment analysis by identifying a 
range of risks that may previously have 
fallen outside the scope of traditional 
analysts. Second, an understanding of 
ESG threats and opportunities can lead 
to better-informed and more robust 
investment decisions.

While in some cases the direct 
earnings impact of individual ESG 
issues might be small, understanding 
how a company’s board and 
management deal with ESG risks 
and opportunities can also provide 
investors with helpful insight into the 
quality of management.

It is worth noting that the focus on 
ESG factors is not being driven by 
investors alone but also by asset 
owners concerned about where their 
money is invested. As superannuation 
fund trustees and their investment 
managers are increasingly being asked 
to scrutinise the actions of companies 
when making investment decisions, 
they are more likely to take into account 
how companies set about generating 
shareholder value. This interest is 
confirmed by the questions raised to 
large investors about issues ranging 
from a company’s corporate governance 
and executive remuneration through to 
climate change.

Three case studies: digging deeper
In a typical company, hard assets alone 
won’t generate returns; returns are 
instead driven by how those assets 
are managed, financed, developed 
and protected. There are countless 

examples of different ESG issues that 
impact investment outcomes. Three 
topical examples are cyber security, 
human rights and gender diversity. 

1. Data and cyber security 
The way companies understand and 
manage data and cyber security issues 
today will have a significant impact 
on each company’s value and ability 
to generate sustainable returns for 
shareholders over the long term.

As governance and risk management 
go hand in hand, it is no surprise that 
well-governed companies are more 
likely to have a better understanding 
of the cyber risks and opportunities 
they face. As recently as 2012, it was 
considered a competitive advantage 
for companies to have access to ‘big 
data’. Today, however, the advantage 
is far more likely to be driven by how 
efficiently companies capture, manage, 
understand, leverage and, particularly, 
protect that data. 

Growing investment implications of 
data security 

AMP Capital’s ESG analysts first 
raised data security as an investment 
issue in a 2009 report on the 
telecommunications industry. While 
every sector study since 2009 has 
highlighted data security as an 
important risk, there is no doubt that 
the investment implications of this risk 
are increasing. 

While everyone gathers, shares, uses 
and benefits from data to varying 
degrees, the pace of technological 
change has been exponential. 
Ideas that were simply ‘hype’ a few 
years ago have already moved from 
‘experimentation’ into ‘production’. 

…understanding how a company’s board 
and management deal with ESG risks and 
opportunities can also provide investors with 
helpful insight into the quality of management.
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As technology widens its reach, people 
have become more connected but also 
more vulnerable. Data being collected 
and stored could be used to both our 
benefit and our detriment. It is for 
this reason that companies need to 
be increasingly vigilant in protecting 
the integrity and privacy of data and 
systems. While it may be costly for 
companies to implement processes 
and systems to adequately protect 
their data, not doing so could turn out 
to be even more costly. News of data 
breaches now travels quickly and puts 
a company’s reputation and financial 
stability at immediate risk.

What could possibly go wrong? 

Research shows that 90 per cent 
of breaches can be put down to the 
actions of people — internal threats 
(such as staff carelessness) and 
external threats (theft and malware) — 
and the remainder are due to physical 
threats (such as natural disasters). 

While we accept that the risks are 
greater in some industries than others, 
AMP Capital does seek assurance that 
all boards have sufficient IT skills and 
experience to at least allow them to 
ask the right questions. It follows that 
if companies know where risks could 
potentially come from, they will be in a 
better position to prevent and detect 
those risks.

As with all ESG issues, cyber security is 
a governance issue with real financial 
implications. Understanding the 
potential magnitude of financial losses 
helps companies to prioritise the 
management of these risks, with those 
potentially causing the biggest damage 
to the business requiring the closest 
attention. In addition to a per-record 
cost associated with data and cyber 
crime, there are also other costs such 
as increased insurance and training, 
not to mention the costs associated 
with reputational damage. 

What do shareholders want to know? 

Despite suggestions that all companies 
have some IT systems, processes 
or data at risk, it appears that some 
boards have been slow to turn their 
attention to identifying and managing 
the specific data and cyber security 
risks their companies could face. 

Shareholders want reassurance that 
boards have the issue of cyber security 
firmly on their radar. In particular, AMP 
Capital seeks to understand that boards 
have identified the aspect of their 
business at greatest risk, have put the 
appropriate protections in place and are 
confident that breaches will be detected 
promptly. As mentioned, the way in 
which a company answers questions 
about cyber security provides investors 
with valuable insights into the general 
quality of the company’s governance 
and risk management.

2. Human rights and supply chain
Human rights outlined in a number 
of international laws and treaties 
recognise the freedom to make 
choices about one’s life and develop 
one’s potential as a human being. 
Basic freedoms that should apply to 
all humanity include freedom from 
discrimination, want, fear, injustice and 
violations of the rule of law as well as 
the freedom to undertake decent work 
without exploitation. 

At a basic level, the respect for human 
rights is fundamental to the long-
term functioning of society and the 
economies in which companies operate 
and investors invest. It is in an investor’s 
interest that companies they invest in 
uphold and facilitate basic human rights 
within their sphere of influence. To this 
end, investors have recently focused 
their attention on the human rights 
of factory workers in Bangladesh and 
asylum seekers in offshore detention 
centres and on indigenous people’s 
cultural and land rights. 

It is clear that companies focusing on 
ethical sourcing can reap business 
rewards through improved quality, 
productivity and reputation. Given the 
complexity of the issue, AMP Capital is 
of the opinion that the way companies 
treat workers in their supply chain 
can also provide another signal of 
management quality and their ability to 
deal with complex social issues. 

How supply-chain human rights will 
manifest as an investment issue will 
vary depending on the industries, 
sectors and countries that companies 
operate in. Reputational and legal 
risks are at the forefront of investors’ 
concerns when a company is involved 

or complicit in human rights abuses. 
However, as demonstrated in our 
recent research on supply-chain 
issues in Bangladesh, the investment 
risks can be much more tangible. 
These tangible risks are also seen in 
extractive industries in developing 
countries and in those companies 
relying on the action of private or public 
security forces.

What should shareholders expect?

Companies’ responsibility to respect 
human rights highlights the increased 
complexity companies must manage 
as a result of globalisation and 
shifting societal expectations. Just 
as companies move to capture the 
business opportunities of becoming 
more global, some in society are 
also demanding that companies 
be far more accountable for their 
actions. Increasingly, investors expect 
companies to understand and manage 
the human rights risks they are 
exposed to, whether these risks reside 
in their business relationships and 
supply chain or in their own operations. 

It is in investors’ interests that the 
companies they invest in are guided 
by the United Nations Principles on 
Business and Human Rights. The 
Human Rights Commission suggests 
that business enterprises demonstrate 
their respect for human rights by 
having policies and procedures in 
place, including:

1. a policy commitment to meet their 
responsibility to respect human rights

2. a human rights due diligence 
process to identify, prevent and 
mitigate their impacts on human 
rights and to account for how they 
address these impacts

3. processes to enable the 
remediation of any adverse human 
rights impacts they cause or to 
which they contribute.

Given that respect for human rights 
is fundamental to the long-term 
functioning of society and economies, 
it should not come as a surprise that 
some investors will be sensitive to 
human rights issues and will choose 
not to invest in companies that cannot 
demonstrate an adequate understanding 
and management of these risks.
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…teams best able to generate strong 
returns for shareholders will be 
those that are happy, engaged, 
collectively intelligent but also 
cognitively diverse. 

3. Diversity
Research on cognitive diversity shows 
that organisations are best equipped to 
deal with complex issues and problems 
when they can tap into different ideas, 
different ways of thinking and different 
ways of processing information. 

If one accepts that a company’s value 
is largely driven by the actions of its 
people, it follows that teams best 
able to generate strong returns for 
shareholders will be those that are 
happy, engaged, collectively intelligent 
but also cognitively diverse. 

While diversity isn’t, and shouldn’t be, 
simply about gender, it’s actually not 
a bad place to start the discussion, 
because: 

• most Australian boards and 
management teams are 
predominantly male

• women — who make up half the 
population and half the university 
graduates — are not a minority group

• research shows that when women 
are included in decision-making 
groups, there is likely to be increased 
focus on ethics, reputation and 
cooperation as well as on the context 
of a problem and the broader impact 
of decisions

• women have to jump significantly 
higher hurdles before being 
considered for senior roles 

• most importantly for some, statistics 
show that companies perform  
better when they have more women 
in leadership. 

Much of this information is not new. 
We know it is fair to treat both genders 
equally. We know diversity provides 
new ideas, new ways of problem 
solving, new and better solutions. 
Yet women are still significantly 
underrepresented at senior levels  
of business in Australia.

AMP Capital is keen to see that the 
companies it invests in on behalf 
of clients have the best leadership 
teams. Consequently, we have spent 
considerable time analysing the issue 
of gender diversity and raising the topic 
when engaging with company boards. 

The disappointing responses given 
by many company chairmen have 
highlighted the level of bias that still 
exists in some quarters against women 
and how uneven the playing field can 
be for women seeking to progress to 
senior levels of some organisations. 

It is clear that there are still conscious 
and unconscious biases at play in 
some parts of corporate Australia 
around women’s desire or ability to 
carry out senior management roles and 
that it will take some time for these 
biases to be unlearned. For example, 
we’ve all heard it said that women have 
family commitments or they aren’t 
competitive enough or they aren’t good 
at maths or they’re too risk-averse or 
they talk too much. While it simplifies 
the discussion to classify women as 
such, the risk is that our unconscious 
brains will jump to unhelpful 
conclusions such as that women will 
want to quit after having kids and 
therefore it would be more prudent to 

appoint a man. Unfortunately, once 
these thought patterns are learned 
they are hard to unlearn. In fact, it’s 
been shown that we are more likely to 
seek confirmation of our biases than to 
try to change them. 

Men’s and women’s brains are wired 
to think differently and make different 
ethical choices, but these differences 
should ideally be the reason for 
including more women in leadership, not 
for excluding them. The companies that 
recognise this (as a number already do, 
representing the progress being made 
in this area) will reap the benefits.

While it is inevitable that boards will 
one day be more gender, race and 
age diverse, investors can have a role 
in helping to hurry up history. AMP 
Capital has begun to work with the 
companies it invests in to ensure that 
the management and boards are true 
meritocracies where the best people 
can rise to the top and everyone is 
given equal opportunity to contribute 
to their best potential. 

In summary
AMP Capital recognises its 
responsibility to influence the boards 
and management teams of investee 
companies and assets where 
improvements in ESG factors may 
contribute to business and investment 
performance outcomes. 

Investors benefit if the companies 
they invest in are well managed and 
take into account the ESG risks and 
opportunities they face. However, it is 
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a major task to identify the relevant 
industry-level drivers and how each 
company manages them. 

Our argument is that to truly 
understand the sustainability of 
a company’s business and value 
creation, analysts must look beyond 
the information routinely reported 
by companies. Through gaining an 
understanding of how companies 
respond to issues such as cyber 
security, human rights and diversity, 
shareholders are able to develop 
a more complete picture of the 
companies they may choose to  
invest in.   

Karin Halliday can be contacted by 
email at karin.halliday@ampcapital.com.

Webinars
Low-cost professional development 
on the go
Tune into our short webinars and webcasts at a place 
that suits you — whether it’s at home, at the office or 
as you commute.  

Webinars are a fantastic way to access practical 
content and meet your professional development 
needs at your convenience. 

Live webinars will be available on a regular basis. If you 
miss the live webinar, you can purchase the recording 
and listen to it in your own time.

Access our webinars at 
governanceinstitute.com.au/Webinars 
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