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ESG integration  
in active equities

Our core beliefs – why ESG is essential

Considering and integrating environmental, social and governance (ESG) factors can offer informational, analytical  
and/or behavioural advantages. At abrdn, ESG factors are a component of how we think about and assess ‘quality’.  
They also help us to identify and determine sustainable competitive advantages. 

Informational advantage By considering ESG factors,  
we obtain more information about the risk factors 
for different companies. We also gain a deeper 
understanding about the approach companies take 
to manage their business. We generate our own 
ESG assessment for each company, rather than 
relying on third-party data, which we believe gives us 
differentiated information.

Analytical advantage We believe incorporating ESG  
factors into our company assessments gives us an 
analytical advantage. By engaging directly with 

companies and conducting our own ESG research,  
we believe we can capture the potential impact of these 
factors on the future outlook of the company.

Behavioural advantage We believe that ESG factors, and 
our insights on how companies manage these factors, 
can give us a better indication of the underlying quality 
of businesses. Having increased confidence in the quality 
of companies can give us a behavioural advantage. 
Deeper conviction in our investment case can make us 
more resilient to adverse changes in market sentiment 
and volatility.

“Material issues are those that are likely to affect the 
financial condition or operating performance of a company, 
and therefore are most important to an investor” 
Sustainability Accounting Standards Board (SASB)

How we do it – a focus on material ESG factors

Our analysts determine which ESG factors are financially material to 
form a forward-looking view of how a business will manage risks and 
capture opportunities. We focus on what we deem to be the most material 
ESG factors to understand their impact on a company’s future business 
performance, financial position, and/or market perception.

When identifying material ESG factors, we pay close attention to how they 
affect a business both today (operations, earnings, and current valuation) 
and tomorrow (reputation and longer-term valuation). 
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Integrating ESG factors into research 

We want to fully understand the equities in which we invest. This takes extensive, first-hand research of each company in 
our research universe. We rank stocks using systematic and globally applied ratings. This helps us compare companies, 
both regionally and against their peer group. Key questions we ask are:

What is our view on the quality of corporate governance, oversight and management?

What are the most material environmental, social, and operational governance factors the company must manage?  
And how are these being addressed?

How will the most material ESG risks and opportunities affect the company’s operational performance and valuation?

 What is our ESG quality rating and how does it factor into the investment conclusion? Does our view differ from 
external sources?

Keeping score

As part of our research process, we rate a company’s management of material ESG factors and the relevance to the 
investment case. This is a key part of our overall research process. 

Industry Business  
model Management Financial 

 strength

Five key components of quality are assessed by abrdn’s analysts for all companies under coverage

Analyst’s ESG rating

1 2 3 4 5
Best in class Above average Average Below average Laggard

Key considerations 

Exceptional ESG  
risk management.

Business is taking  
advantage of  

ESG opportunities  
and enhancing its 

competitive advantage.

Strong oversight and 
governance with robust 

control mechanisms.

Key considerations 

Strong ESG risk 
management 

and/or using ESG factors 
to improve competitive 

advantage. But execution 
not as progressed as  
best-in-class peers.

Strong oversight and 
governance, with robust 

control mechanisms.

Key considerations 

Business has identified 
material ESG factors.  

There may be instances  
of policy or process-failures 

in recent history but these 
have been addressed.

Opportunities to enhance 
competitive advantage 

identified, but still nascent.

Governance and oversight 
more limited or lacks strong 

check and challenge.

Key considerations 

Material ESG risks  
are under-managed 

and opportunities 
under-developed.

Lack of robust 
processes in place 
and there is serious 

potential for something 
to go wrong and 

severely affect the 
investment case.

Key considerations 

Business has likely 
had significant issues 

arise due to lack of 
processes and oversight.

Failure to properly 
manage most material 

ESG factors and 
no evidence of effort 

to address.

Significant risk to the 
investment case from 

poor management of ESG 
risks and failure to capture 

revenue opportunities.

ESG
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Integrating ESG factors into  
our engagement process

ESG integration doesn’t end with the investment research; 
engagement is a central part of our investment process. 
We actively engage with the companies in which we 
invest. We combine information and insights from these 
meetings with the insights of our investment managers, 
equity analysts and central ESG resources.

There are two core reasons for engagement: 
 . To understand more about a company’s strategy 

and performance
 . To encourage best practice and drive change.

As an active investor, we engage with companies directly 
in a number of ways:
 . Face-to-face meetings with board members, senior 

executives and decision-makers;
 . On-site visits to see progress in action;
 . Attend Annual General Meetings to push for innovation 

and change;
 . Exercise rights as a shareholder, by voting and providing 

transparency around the rationale and expectations 
behind our votes;

 . Meetings with ex-employees, customers, suppliers, 
stakeholders or other experts to verify information 
provided by staff;

 . Divestment when a company’s actions, strategy or  
plans don’t meet our expectations or benchmarks.

As part of our engagement, companies are encouraged 
to set clear targets or key performance indicators on all 
material ESG risks. This enables performance monitoring. 

Our “Listed Company ESG Principles & Voting Policies” 
document is available here.

Integrating ESG into  
investment decisions

Identify
ESG factors are a core component of how we view 
the quality of a business. They also influence our 
research discussions.

Discuss
Peer review provides oversight for all our investment 
analysis and ESG factors are no different. We have robust 
debates and challenge each other on our ESG analysis 
and its relevance to investment cases and decisions.

Portfolio construction 
Assessing quality is the starting point for our research 
process, peer reviews and portfolio construction. ESG 
factors inform our discussions with companies, where they 
are material and relevant. 

ESG considerations influence our convictions about 
companies and our appetite for new positions. They can 
also influence the size of our holdings or our decision to sell.  

About abrdn

120
Equity investment professionals

60
ESG specialists

£78bn
Equity assets under management

Source: abrdn, 31 December 2022.

“By taking account of ESG factors, we have a more complete  
view of a company, including its risks and opportunities”
Devan Kaloo
Global Head of Public Markets
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Important Information

This communication constitutes marketing, and is available in the following countries/regions and issued by the respective 
abrdn group members detailed below. abrdn group comprises abrdn plc and its subsidiaries: 
(entities as at 02 July 2023)

United Kingdom (UK) 
abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. 
Authorised and regulated in the UK by the Financial Conduct Authority. 

Europe1, Middle East and Africa 
1 In EU/EEA for Professional Investors, in Switzerland for Qualified Investors - not authorised for distribution to retail 
investors in these regions.

Belgium, Cyprus, Denmark, Finland, France, Gibraltar, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, 
Portugal, Spain, and Sweden: Produced by abrdn Investment Management Limited which is registered in Scotland 
(SC123321) at 1 George Street, Edinburgh EH2 2LL and authorised and regulated by the Financial Conduct Authority in 
the UK. Unless otherwise indicated, this content refers only to the market views, analysis and investment capabilities of 
the foregoing entity as at the date of publication. Issued by abrdn Investments Ireland Limited. Registered in Republic of 
Ireland (Company No.621721) at 2-4 Merrion Row, Dublin D02 WP23. Regulated by the Central Bank of Ireland. Austria, 
Germany: abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 
2LL. Authorised and regulated by the Financial Conduct Authority in the UK. Switzerland: abrdn Investments Switzerland 
AG. Registered in Switzerland (CHE-114.943.983) at Schweizergasse 14, 8001 Zürich. Abu Dhabi Global Market (“ADGM”): 
abrdn Investments Middle East Limited, 6th floor, Al Khatem Tower, Abu Dhabi Global Market Square, Al Maryah Island, 
P.O. Box 764605, Abu Dhabi, United Arab Emirates. Regulated by the ADGM Financial Services Regulatory Authority. For 
Professional Clients and Market Counterparties only. South Africa: abrdn Investments Limited (“abrdnIL”). Registered in 
Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen AB10 1XL.  abrdnIL is not a registered Financial Service Provider 
and is exempt from the Financial Advisory And Intermediary Services Act, 2002.  abrdnIL operates in South Africa under 
an exemption granted by the Financial Sector Conduct Authority (FSCA FAIS Notice 3 of 2022) and can render financial 
services to the classes of clients specified therein.

Asia-Pacific 
Australia and New Zealand: abrdn Oceania Pty Ltd (ABN 35 666 571 268) is a Corporate Authorised Representative (CAR 
No. 001304153) of MSC Advisory Pty Ltd, ACN 607 459 441, AFSL No. 480649 and Melbourne Securities Corporation 
Limited, ACN 160 326 545, AFSL No. 428289. In New Zealand, this material is provided for information purposes only. It 
is intended only for wholesale investors as defined in the Financial Markets Conduct Act (New Zealand). Hong Kong: 
abrdn Hong Kong Limited. This document has not been reviewed by the Securities and Futures Commission. Malaysia: 
abrdn Malaysia Sdn Bhd, Company Number: 200501013266  (690313-D). This document has not been reviewed by the 
Securities Commission of Malaysia. Thailand: Aberdeen Asset Management (Thailand) Limited. Singapore: abrdn Asia 
Limited, Registration Number 199105448E. 

Americas 
Brazil: abrdn Brasil Investimentos Ltda. is an entity duly registered with the Comissão de Valores Mobiliários (CVM) as 
an investment manager. Canada: abrdn is the registered marketing name in Canada for the following entities: abrdn 
Canada Limited, abrdn Investments Luxembourg S.A., abrdn Private Equity (Europe) Limited, abrdn Capital Partners 
LLP, abrdn Investment Management Limited, abrdn Alternative Funds Limited, and Aberdeen Capital Management LLC. 
abrdn Canada Limited is registered as a Portfolio Manager and Exempt Market Dealer in all provinces and territories of 
Canada as well as an Investment Fund Manager in the provinces of Ontario, Quebec, and Newfoundland and Labrador. 
United States: abrdn is the marketing name for the following affiliated, registered investment advisers: abrdn Inc., abrdn 
Investments Ltd., abrdn Asia Limited, Aberdeen Capital Management LLC, abrdn ETFs Advisors LLC and abrdn Alternative 
Funds Limited. 

For more information visit abrdn.com
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