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Editorial

Sustainability pays off
The past year saw a number of events that underlined
the importance of taking sustainability considerations
into account and observing the environmental, social
and corporate governance (ESG) criteria for investors.
In the wake of the 2016 Paris climate accord, for
instance, regulations on CO2 emissions are likely to be
tightened around the world in the short to mediumterm future. The VW emissions scandal in the US is a
striking example of the serious negative impact that
non-compliance with environmental regulations and
corporate governance guidelines can have on a company’s standing. When innovative and sustainable
technologies such as electric-powered transport and
energy efficiency become a trend, opportunities for
investors are likely to ensue. But taking sustainability
criteria into account also serves as a risk filter. For
example, many investors – including Union Investment
– took a stance in 2016 and excluded coal producers
from their portfolios. Florian Sommer, Head of Sustainability Research at Union Investment, travelled to
China and visited a local coal mine. His first-hand testimony illustrates that coal production is not only an
environmental issue, but also involves serious social
problems (more on page 18 of this issue).
Engagement, also known as active shareholding, has
proven to be an effective way for investors to bring
their influence to bear on sustainability issues and
on company policy. In this context, Union Investment
also maintains an ongoing dialogue with investee
companies. In addition to the much-discussed topics
that dominate the headlines, this dialogue also
encompasses items that receive less press coverage.
One of these lesser known topics is a call for cruise
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ships to be fuelled with marine diesel oil rather than
heavy fuel oil, which contains extremely high levels
of pollutants (more on page 24). Within the palm oil
industry, the intensive dialogue has brought about
some initial signs of progress regarding transparency
and sustainability (more on page 6).Another key concern for Union Investment as a sustainability-oriented
asset manager is the topic of human rights. Companies
that are guilty of misconduct in this respect face litigation and reputational risks. Our portfolio managers
have therefore focused more strongly on this topic in
their dialogue with company representatives (more on
page 12).
Union Investment intends to use this new engagement
magazine engage! to offer readers an overview of the
topics mentioned above and other matters that have
been of particular concern to us as a sustainabilityoriented asset manager in 2016. We would also like
to raise awareness of new trends and approaches
in relation to sustainability and engagement activities. In addition, we would like to demonstrate that
engagement pays off when practised systematically
and with a common-sense approach. Our aim is to
continue along this path, always keeping the interests
of our investors and the assets they have entrusted us
with closely in mind.
Yours sincerely,
Alexander Schindler
Member of the Board of Managing Directors
Union Investment

Contents

Introduction

Open for business!
Green Finance
Page 4

Special topics

#1
Palm oil

#1

A controversial commodity
Page 6

#2
Human rights
When workplaces become crime scenes
Page 12

#3
Green China

#2

In Beijing, there’s something in the air
Page 18

#4
Cruises
No rest and relaxation for the environment
Page 24

#3

Opinion

Time to take action!
An appeal for more attention to corporate culture
Page 30
Review

A glimpse behind the scenes
Union Investment as an internationally
active shareholder
Page 34

Scarcity of resources in
a global context

#4

The Union Investment sustainability conference
Page 38

3

engage! 2017

Introduction

Open for business!
Green Finance constitutes a new asset class that facilitates
funding for climate change projects.

The impact of climate change reaches beyond
changes in the weather and global temperatures. The consequences of global warming also
affect investors, especially when it comes to the
battle to stop it.
The Paris climate accord, in which the international community agreed to combat climate
change and to define binding environmental
goals, is faced with two challenges. On the one
hand, there is a desperate need to find ways of
satisfying global energy needs without emitting
more carbon dioxide into the atmosphere, which
would aggravate global warming even further.
And on the other hand, green ideas and projects, regardless of whether they are promoted
by states or private companies, require funding.
Investors are needed in order to meet both of
these challenges.

What are established players
doing?
With regard to the first challenge, help might
come from small and more flexible new companies with innovative business ideas, which
have chosen to go public in order to raise capital and open up new opportunities for growth.
Tesla is a good example of this type of business. However, not all of these green start-ups
are doing well. Quite a few investors have suffered losses on their investments in wind and
solar energy in recent years. But an equally relevant question is how established players are
adjusting to the new challenges. Big companies
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transformation brings a wealth of opportunities
for investors, but it also entails many risks.

Ingo Speich
Head of Sustainability and Engagement
Union Investment

in the industrial and transport sectors, for
example, will have to rethink their business
strategies in order to remain competitive. Many
have recognised the signs and taken steps.
Siemens now generates around 40 per cent of
its revenue from renewable energies and energy efficiency. The German automotive sector is
also working hard to move away from fossil
fuels and is conducting intensive research in
order to be able to meet the growing demand
for electric vehicles. It is predicted that approximately one in four cars will no longer run on a
conventional combustion engine in 20 years’
time. Companies such as Daimler, BMW, Volkswagen, Continental and Schaeffler naturally
don’t want to miss out on this opportunity. This

This doesn’t only apply to the search for new
business models. Governments and institutions
will have to bear an enormous burden in the
coming years in order to support the decarbonisation process. The Paris Climate Summit highlighted the fact that there is political consensus
on cutting greenhouse gases and, in the long
term, moving away from coal, gas and oil. Such
structural change requires substantial funding.
According to estimates by the International Energy Agency, approximately US $ 53 trillion will be
required in the period to 2035 in order to finance
the mammoth task of cutting CO2 emissions.
Green bonds are likely to play an increasingly
important role in securing this funding.

Project-linked funding to
combat climate change
What makes a green bond green? Unlike investors in many traditional bonds, investors in green
bonds have access to detailed information on
the purposes for which the issuing company is
raising funds. Examples could be projects such
as wind or solar farms, which contribute directly
to achieving climate protection goals. However,
funding projects that help to implement climate
change policies is only one part of the universe
that surrounds green bonds. Hydraulic engineering and waste management are other examples
of sectors in which issuers use green bonds to
fund their projects.

The high level of transparency is a great advantage for lenders, as green bonds require the
issuer to maintain records about how the funds
are used until the bond matures. Issuers of
green bonds are not generally required to have
a background in environmental activities or even
to meet particularly high standards of sustainability. Often, green bonds are issued by market
participants that also issue conventional bonds.
In these cases, it is important for investors to
ensure that the risk attaching to green bonds is
identical to that of the other outstanding bonds,
because ultimately, the issuer risk is the decisive
factor – not the project risk.

“The crucial factor is
not the project risk, but
the issuer risk.“

at the end of 2016, the total value of green
bonds in circulation only came to around US $
200 billion. In 2013, the total market volume
was only around US $ 50 billion. The list of
issuers features many well-known names. Most
recently, the French government topped the list
with a € 7 billion bond issue with a maturity of
22 years. Demand among investors was huge
and with an order book volume of € 23 billion,
the bond was more than three times oversubscribed. In addition to various sovereign and
quasi-sovereign issuers (e.g. Germany’s KfW
development bank), Chinese banks such as
China Industrial Bank and companies like Apple
and Toyota also issue green bonds.

Huge increase in market
volume
The volume of green bonds has increased significantly in recent years. The market is now
sufficiently large to enable Union Investment
to realise its ambition of creating a dedicated
fund for this asset class. Last year, green bonds
worth just over US $ 90 billion were issued and,
according to estimates, this number could rise to
as much as US $ 150 billion in 2017. This would
represent a rapid and dramatic increase in the
volume of outstanding bonds, considering that

Differences in quality should
be taken into consideration
However, the increasing breadth of the green
bonds market has produced greater variation in

the quality of issuers and of the projects being
funded. Not every company that issues green
bonds necessarily has a sustainability-oriented
business model, and not every green bond is
used to fund projects that meet the ESG criteria
of Union Investment and its customers. In
France, for example, funding a nuclear power
plant can be considered acceptable for a green
bond, because nuclear power is seen as a
means of cutting emissions. Germany takes a
different view and there is still a lack of a consistent system of certification to offer investors
the certainty that is needed. The analysis of
securities therefore not only looks at an issuer’s
credit rating but also includes an assessment of
the usefulness and sustainability of the project
being funded.
As time goes by, this market is likely to become
increasingly professionalised. However, for sustainability-oriented investors, there are many
benefits to taking a position at an early stage.
Climate change cannot be reversed, but it is
possible to lessen its impact and an intergovernmental agreement has been forged to achieve
this goal. Investors would be well-advised to
seize the resulting opportunities and to support
green projects and business models that promote this endeavour. W

Strong growth in the green bonds market
Green bond issues (US $ billion)
Supranational market participants
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2016 total
87,687
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In 2016, the green bonds market grew by a factor of 1.8
compared with the previous year, reaching a total issue
volume of US$ 87 billion
International corporate issuers, which were the driving force
behind this growth, have tripled in number since 2015
Among these global players, Chinese ﬁnancial institutions
were particularly strongly represented
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#1
Palm oil

A controversial commodity
Palm oil in the spotlight of the sustainability debate

From margarine, pizza and chocolate bars to detergents, skin creams and lipstick – roughly half the
products on our supermarket shelves contain palm
oil. And so every purchase decision that we make
is also a decision about the fate of endangered
species and the survival of our rainforests. That is why
Union Investment put this controversial resource at
the heart of its 2016 engagement dialogue.
Palm oil can be heated to very high temperatures, is
very long-lasting and spreadable and is therefore a
very useful and versatile raw material. Unfortunately,
high demand has led to devastating consequences for
the environment. In South East Asia, and especially
on the island of Sumatra, huge plantations have been
created in recent decades and enormous areas of
rainforest have been cleared in the process. Indigenous peoples are losing their livelihoods and endangered species such as orangutans, elephants, tigers
and rhinoceroses are losing their habitat.

Serious impact on the environment
The climate also suffers. When swamps are drained
and forests slashed and burned to clear space for
plantations, large quantities of greenhouse gases are
emitted into the atmosphere. In addition, the monoculture farming practised on plantations exacerbates soil
erosion and increases the susceptibility of plants to
pathogens, while the excessive use of fertilisers pollutes the groundwater.
The serious consequences of such bad farming
practices can already be felt and there is therefore
increasing pressure both from non-governmental
organisations (NGOs) and politicians for action to be
taken. The crucial question is: How can palm oil be
used without harming people or the environment?

Getting to the root causes is part
of the engagement dialogue
For Union Investment, this is a highly topical subject.
The first step is to get to the root causes of the issue.
Here, the focus should not be purely on the producers, but also on other companies in the supply
chain, including consumer goods companies that buy
finished products and banks that finance palm oil
plantations.

Union Investment met a large number of company
representatives for talks in 2016, including representatives of Henkel, one of the biggest global producers
of laundry detergents, cleaning agents and cosmetics,
which often use palm oil as a basis. Moreover, Union
Investment also maintains a close dialogue with
NGOs such as the World Wide Fund for Nature (WWF)
and the Südwind Institute. The aim is to find new
ways of handling palm oil that are as sustainable and
eco-friendly as possible.
In this context, Ingo Speich, Head of Engagement and
Sustainability at Union Investment, visited companies
in South East Asia, the most affected region, to see
the situation for himself. For him, one thing is certain:
“All companies with business activities involving palm
oil are subject to greater litigation, regulatory and
reputational risk, regardless of whether they are producers or processing companies.” At the heart of the
problem are environmental concerns, as previously
described, and in some cases also human rights violations. Union Investment has raised these issues with
all participating companies.

Unregulated farming without
standards

#Palm oil
Palm oil is extracted from the pulp of
the oil palm fruit. With a global market
share of 30 per cent, it is the most
important vegetable oil, followed by
soybean oil. More than 85 per cent of
all palm oil is produced in Indonesia
and Malaysia, while India, Indonesia,
China and the EU account for the biggest import volumes. Globally, the consumption of palm oil has increased
from 37.58 million tonnes in 2007 to
62.22 million tonnes in 2016.

Small farmers account for approximately 50 per cent
of total palm oil production. And this is the crux of the
problem, as our conversations revealed. The smallholders continue to clear areas of rainforest and do not
generally conform to any environmental or social standards. For generations, they have been burning down
forest to clear farm land – not least, because less environmentally destructive methods of reclaiming land
without using fire cost around US $ 1,000 –1,500 more
per hectare. ▶
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“All companies with business
activities involving palm oil
are subject to greater litigation, regulatory and reputational risk, regardless of
whether they are producers
or processing companies.”
Ingo Speich
Head of Sustainability and Engagement
Union Investment

#Different grades
of sustainability for
palm oil
Identity Preserved (IP)
The oil is processed on its own at the
oil mill, and is not mixed with oils
from different plantations.
Segregated (SG)
Certified and uncertified palm oils are
processed separately, but certified oils
from different plantations are mixed
together.
Mass Balance (MB)
Certified and uncertified oils are
mixed according to set criteria.
Book & Claim (BC)
This model incorporates a system of
trading certificates. One certificate is
used for every unit of palm oil.

One approach to solving this problem is to enforce
sustainability standards in the certification process. In
2015, certified palm oil accounted for approximately
20 per cent of global supply. But because the demand
represented only half this amount, the surplus volume
was sold as uncertified.

Focus on South East Asia
Critics of certified palm oil consider the high costs of
the separation, certification and administration processes to be counter-productive. They argue that this
money could be better invested in small farms that
could use these funds to improve their standards.
Moreover, certified palm oil produces a much larger
carbon footprint and leads to far greater water consumption than regular palm oil, because the facilities
have to be shut down and intensively cleaned after
each use, and the raw materials have to be transported great distances to be processed together.

Sustainability standards for
palm oil
Separate to the classification of the sustainability
grade, standards have emerged that have led to a significant improvement in environmental and social
conditions. RSPO (Roundtable on Sustainable Palm Oil)
has become an accepted standard alongside countryspecific standards, such as ISPO (Indonesia), which
has very lax criteria that even small-scale farmers are
able to fulfil. RSPO was established in 2001 and has
defined a series of environmental and social criteria.
More than 2,400 members around the world have
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now pledged their commitment to this standard. As
at the end of 2015, virtually no companies were fully
RSPO-certified, but the first companies are expected to
achieve full certification in 2017.

The potential for expansion of the industry in Indonesia has almost been exhausted, which has recently
led to an increase in new palm oil plantations being
created in western Africa, especially in Liberia. In
regional terms, however, Indonesia (and Sumatra in
particular) remains the biggest producer of palm oil,
followed by Malaysia. Combined, the two countries
produce 85 per cent of the world’s palm oil. In recent
years, environmental conditions in these countries
have deteriorated noticeably, not least for climaterelated reasons. The amount of rainfall dropped significantly below the historical average and on the
parched soil, wildfires were able to spread even faster
and became even harder to control. Strong winds
then came along, which stoked the fires and carried
soot particles into surrounding countries. El Niño and
climate change in general are thought to have contributed to these conditions. Another problem, according to media reports, is the growing use of slash-andburn practices. According to data from the palm oil
industry, however, only around 10 per cent of the fires
(around 3,300 fires recorded in 2015) started on
palm oil plantations. Most of these fires were started
on small palm oil farms, which account for around 44
per cent of Indonesia’s total production area. ▶

New palm oil plantation near Pundu on the
island of Borneo, Indonesia. On Borneo, palm oil
plantations are taking over more and more land
that was previously covered by tropical rainforest. Approximately 80 per cent of Borneo’s
original flora and up to 90 per cent of its fauna,
including its orangutans, have fallen victim to
monoculture farming.
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#RSPO and
Forest Trust
The Roundtable for Sustainable Palm
Oil (RSPO) standard comprises a large
number of binding criteria for the cultivation of palm oil, such as the prohibition of logging. A refinery that is
RSPO-certified does not necessarily
supply certified palm oil. The RSPO
certification only proves that certain
minimum standards have been met.
Another standard is the Forest Trust,
which allows each company to define
its own criteria, meaning they can be
more or less strict. RSPO is definitely
to be preferred over the Forest Trust.

Politicians press for more
sustainability

Three factors are crucial for
sustainable palm oil production:

Political pressure is now growing in South East Asia.
In the past year alone, Singapore was under a smoke
cloud – or haze as it is known – for almost two
months, which had a huge impact on people’s lives
and on businesses. NGOs claim that the emissions
caused by fires in Indonesia in 2015 exceeded the
levels of emissions created by the entire Chinese
economy in the same year. Consequently, political
representatives in Singapore have been putting pressure on companies as well as the two biggest palm
oil producing nations, Indonesia and Malaysia. This
political pressure means that publicly listed companies
can no longer avoid the subject of sustainability.

• Access to finance: More and more banks and capital market players are taking sustainability credentials into account when allocating funds.

• Access to clients: An increasing number of western
companies are demanding certified palm oil. If the
producers of ‘non-sustainable’ palm oil do not put
structures in place to provide this, they will lose customers.

• Avoidance of sanctions: The new legislation enables
the Singaporean government to take action against
those responsible for the haze. Furthermore, there is
a genuine risk of consumer boycotts. W

#Union Investment’s
engagement dialogue
A selection of companies we
have contacted:
Genting Plantations
Kuala Lumpur, Malaysia

A raw material in great demand
Use of palm oil in consumer products and as a source of energy

Golden Agri-Resources
Singapore
Henkel
Düsseldorf
Indofood Agri Resources
Singapore
IOI Corporation
Kuala Lumpur, Malaysia
Nestlé
Vevey, Switzerland
Sime Darby
Kuala Lumpur, Malaysia

71 %
Food

24 %

Margarine, chocolate, cakes,
biscuits, crisps, pastry and bread,
soups, sauces, chips and
ready meals

Cosmetics

Thai Beverage
Bangkok, Thailand
Unilever
London, UK

5%

Wilmar
Singapore

Energy
Raw material for generating
electricity and heat, biofuel

Source: Süddeutsche Zeitung.
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Skin creams, soap, sunscreen,
body lotion, lipstick and other
cosmetic products

?
Union Investment wants to know more

More intensive dialogue
is key

Interview with Irene Knoke,
research associate
at the Südwind Institute

The Südwind Institute has been examining the problems relating to
palm oil for quite a while. In your opinion, what are the most important
steps on the way to making palm oil production more sustainable?
Initiatives such as the Roundtable for Sustainable Palm Oil (RSPO) have tried to
use environmental and social criteria to steer palm oil production towards
greater sustainability. These criteria still require improvement, but the approach
is a good one. The biggest problem lies in monitoring compliance with these
criteria. There should be a much stronger focus on involving local stakeholders
and strict, clear processes for sanctions need to be implemented. At this time,
the RSPO certification unfortunately does not guarantee that palm oil has been
produced sustainably. There are many small initiatives for eco-friendly farming
and fair trade that demonstrate how this issue can be tackled much more
effectively. These initiatives also work closely with smallholders.
What should investors watch out for?
Investors should make sure that adequate information regarding the situation
at the production site is available. In this context, it is not enough to look
at companies’ CSR reports, which sometimes whitewash issues. Obtaining
adequate information about the situation also means carefully analysing relevant stakeholders, especially trade unions and employee representative bodies.
How are your recommendations received by investors and politicians?
A lot has been done, especially in relation to palm oil. In some cases, individual
companies have actually been excluded from portfolios where there was
evidence that they were violating human rights on a mass scale or clearing
forests illegally. This is particularly the case if investors have defined screening
criteria to preclude such investments. To us, investing in companies that produce
or process palm oil, such as BASF or Henkel, is only a good idea if the statements of these companies regarding sustainability are verified, for example
through local partners. From politicians, I would like to see more initiatives to
entrench compliance with human rights abroad in statutory requirements for
German companies, rather than relying on voluntary commitment. Unfortunately, the National Action Plan on Business and Human Rights does not go far
enough in this respect.

Palm oil is a controversial but important raw material.
In many products it is virtually irreplaceable. We
therefore do not think it is expedient to try to solve
this issue with measures such as boycotting palm oil.
Instead, it is essential to work towards making the
production and supply chains of palm oil as sustainable and eco-friendly as possible. Large listed companies – especially Wilmar, Golden Agri and Sime
Darby – have already come a long way in terms of
sustainability. The main issue lies with the many
small farmers who supply the larger companies, as
their standards are often far lower. Together, they
represent a critical factor in this equation.
This is where we come in. Through constructive dialogue, we aim to pressure large producers into taking even more action, for example by investing in
educating their suppliers, intensifying their monitoring, and rigorously sanctioning any human rights
violations and use of slash-and-burn practices. At
both ends of the supply chain, there are points of
leverage that we can use for this purpose. Firstly,
there are the financial institutions that fund palm oil
projects and need to incorporate sustainability criteria into their funding processes. Secondly, there are
the consumer goods manufacturers that buy the end
product from palm oil producers and therefore have
the power to influence how it is produced. And finally, it will be the palm oil producers’ turn to prove
that they are making progress as time goes by.

Ingo Speich
Head of Sustainability
and Engagement
Union Investment

#Südwind Institute
The Südwind Institute for Economics and Ecumenism was founded in 1991. It is a research
organisation based in Bonn, Germany. Its aim is to promote economic, social and environmental
fairness across the world through research and studies.
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When workplaces
become crime scenes
Discussing human rights in the engagement dialogue

Child labour, unsafe workplaces and pollution that
damages health and costs lives – the list of human
rights violations that companies have been found
guilty of is a long one. There must be more accountability for ensuring humane and healthy working
conditions, both for moral reasons and to enable
companies to achieve sustainable business success.

For a long time, protecting human rights was not
much of a priority in business as this was considered a
responsibility of the state. In the absence of statutory
regulations, it was up to the individual businesses to
decide whether they wanted to take voluntary action.
In many developing countries and emerging markets,
this is still the case today and many large companies
from industrialised nations have outsourced their production to these countries. However, after a number
of scandals causing serious damage to the reputation
of the firms involved, attitudes appear to be changing.
There are now several initiatives of international standing and influence, which address unjust and inadequate conditions within companies and define new
standards for human rights and rights to safe working
conditions. In his role as UN Special Representative on
business and human rights from 2005 to 2011, John
Ruggie was one of the driving forces behind this
change. He developed the ‘Guiding Principles on Business and Human Rights’ based on the United Nations

‘Protect, Respect and Remedy’ framework. His guiding
principles called on governments to establish a clear
basic legislative framework to prevent companies from
violating human rights.

Protect, respect and remedy
The Guiding Principles also represent an attempt to
define in clearer terms the responsibility of businesses
to uphold human rights. They stipulate that companies
are responsible for observing human rights, terminating
any potentially harmful aspects of their business activities and remedying these. To this end, the guidelines
set out a ‘human rights due diligence’ procedure that
helps companies to review their own internal working
conditions and those of suppliers and acquired businesses with a view to human rights compliance. ▶

#United Nations
Guiding Principles
on Business and
Human Rights
The United Nations Guiding Principles
on Business and Human Rights, also
known as the Ruggie Principles, were
issued by the UN in June 2011 and
represent a global standard for business and human rights. A broad range
of private and public stakeholders were
involved in their formulation. These
principles, named after John Ruggie,
former UN Special Representative on
business and human rights (pictured
above), are one of the most broadly
accepted international standards
regarding companies’ responsibility for
human rights compliance.
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Ruggie’s reference framework has now also found its
way into the newly revised OECD Guidelines for Multinational Enterprises.

#OECD
The Organisation for Economic
Co-operation and Development (OECD)
was founded in 1961. It is an international organisation that strives to
improve the lives of people across the
world in economic and social terms
by encouraging and initiating political
changes through analyses, recommendations and guidelines.

“Union Investment is an asset manager with responsibility for the funds it holds in trust and so we are careful to review each and every investment we make
with regard to human rights compliance,” says Janne
Werning, a sustainability analyst in the portfolio management team of Union Investment. “This enables
Union Investment to meet legal requirements and furthermore allows us to strengthen protection against
risks such as litigation and reputational risks,” Werning continues. “Human rights issues are therefore a
key component of our engagement dialogue with
companies and an important factor in the exercise of
voting rights at annual general meetings”. Union
Investment has formulated the following key requirements as a foundation for its dialogue:

• Commitment to respecting human rights
As a basis for achieving human rights compliance,
we require all of our investee companies to express
their commitment to this goal by formulating a
declaration of human rights.

• Fulfilling a duty of care to protect
human rights
Companies that we invest in should investigate
human rights conditions at production sites and
should review the human rights implications of
their activities and the shared responsibility arising
from their business relations. We urge companies
to include all relevant stakeholders in this process.

• Implementation
Human rights impact assessments should be incorporated across all of the company’s own functions
and processes. In this respect, the subsequent performance measurement is of great significance for us.

• Reporting
We demand more transparent reporting of the
assessment methods used and the findings thereof.
Union Investment has discussed these topics with a
variety of companies, including VINCI, Ferrovial, adidas,
Nestlé, ING Group, BHP Billiton.

Responsibility of German companies along their supply chain
Human rights violations are a recurring issue in the extraction,
trade and processing of raw materials

Commodities trading sometimes serves to
finance conflicts, e.g. oil trade with IS or blood
diamonds in Congo.
Source: PowerShift e. V.
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Asset manager exerts influence
In addition to its own analyses, Union Investment
also uses information provided by external ESG rating
agencies for the purposes of examining human rights
compliance. “If we identify shortcomings, we address
these directly in a meeting with the company in
question,” Janne Werning explains. “If the company
does not make the necessary changes, or the request
becomes a contentious issue, this company’s securities are added to our negative list, which means that
our sustainability-oriented funds can no longer invest
in that company.”
The Spanish construction group Ferrovial is a case in
point. It attracted the attention of Union Investment’s
sustainability analysts through its acquisition of the
Australian construction company Broadspectrum in
May 2016, as Broadspectrum is known for operating
two controversial refugee camps on behalf of the Australian government on the islands of Nauru and Manus
in the South Pacific. More than 2,000 cases of mistreatment were identified at these camps between 2013
and 2015 alone. The charges range from intimidation
to physical violence and even rape by security staff.

Based on this information, Union Investment tried to
engage in a dialogue with Ferrovial, but the company
disputed its accountability and the severity of the
charges. “We are under the impression that the company did not discharge its human rights duty of care
to the necessary extent before completing the Broadspectrum acquisition,” concludes Janne Werning. “Had
it done so, it probably would not have gone ahead
with the transaction.” Ferrovial has affirmed that
Broadspectrum will not renew its contracts with the
Australian government upon their expiry in October
2017, but the incident has severely damaged the
construction group’s image. “In light of these facts,
we continue to take a critical view of the company
in terms of its sustainability,” says Werning. W

Health risks for
the population

Pollution

Forced displacement and
violation of land rights

Conﬂict ﬁnancing

Murder of activists

Suppression of protests

Suppression of strikes
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“Human rights issues are a key component of
our engagement dialogue with companies and
an important factor in the exercise of voting
rights at annual general meetings.”
Janne Werning
Sustainability analyst in the portfolio management team
Union Investment

Human rights violations – an international topic
Complaints about companies for human rights violations

110
Canada

511

198
United Kingdom

USA

87
Germany

94
China

Thankfully, human rights violations at work are a very
rare exception in Germany. But German companies are
still affected by this topic, for example when they
assume responsibility for operations abroad through
acquired companies or supplier relationships. A global
study conducted at Maastricht University (Menno T.
Kamminga, Company Responses to Human Rights
Reports: An Empirical Analysis, 2015) examined a pool
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of 1,877 human rights complaints. German companies
were affected in 87 cases, which puts Germany in fifth
place in an international comparison. Only the US (511
cases), the UK (198 cases), Canada (110 cases) and China
(94 cases) were involved in more complaints. It was found
that complaints in relation to companies in industrialised
nations often stemmed from human rights violations
occurring along the supply chain of these companies.

?

Union Investment wants to know more

Interview with Philipp Bleckmann, secretariat member
with responsibility for business and human rights at
Global Compact Network Germany

Why is it important for investors that companies respect
human rights?
For investors, there are at least two ways of looking at this: To begin
with, they have a moral responsibility as market participants not to participate in or contribute to human rights violations. But we are also convinced that there is a much stronger business case for investing in sustainability-oriented companies. Risk reduction in particular has become
an increasingly important factor in recent years. Legal proceedings
against companies that neglect their responsibility for conditions in the
supply chain pose a genuine risk for investors, and so do consumer boycotts and protests among the local population.

How can investors help to ensure that companies comply
with human rights?
We believe that investors are one of the most influential groups of
stakeholders – alongside legislators and consumers – when it comes to
companies’ sustainability efforts. If investors demonstrate openly and
transparently that their investments are contingent upon the fulfilment
of certain sustainability criteria, they create a strong incentive for companies to move in this direction. Many funds and large institutional
investors already follow this approach and have stopped investing in
companies that do not assume responsibility for their impact on the
environment, climate change and especially human rights.
Can you give us an example where this approach has been
successful?
If we look, for example, at the situation among Asian suppliers in the
1990s and compare it with today, we can see significant improvements. But despite all efforts, only a small number of companies fully
shoulder their responsibility to implement processes that ensure human
rights are respected. We believe there is still room for improvement.
Therefore, we strongly support concentrated efforts of all stakeholders
to advocate human rights compliance and we definitely see investors
as a key part of this advocacy group.

#UN Global Compact
The United Nations Global Compact is a global pact between companies and the UN
that was initiated in 2000. It is both a policy platform and a practical framework for
companies that are committed to sustainability and responsible business practices.
With more than 7,000 signatories from 135 countries, this pact is the world’s largest
voluntary corporate sustainability initiative.

A future sustainable world should be built on
human dignity
Human rights protect all aspects of human life,
from freedom from torture and slavery to access to
food, freedom of speech, protection of privacy and
access to education. All of these are cornerstones of
sustainability. A sustainable world must be built on
a foundation of human dignity. But unfortunately,
these human rights are often disregarded in everyday work. As a sustainability-oriented asset manager, we consider it crucial that companies fulfil
their duty of care with regard to human rights.
In short, this means that in addition to observing
national laws, they should also pursue a proactive
risk management approach in order to prevent
human rights violations. In our engagement dialogue, we call upon companies to review their
business activities with regard to human rights
that might be at risk and then take the measures
necessary to prevent any harm.

The observance of human rights not only acts as
an indicator of the company’s social acceptance,
but also limits operational, legal and reputational
risks. Consumer demand for products could drop
in response to severe violations of human rights,
and revenue would collapse. Human rights contravention also brings with it enormous litigation
risk. From the perspective of the capital market,
human rights issues have dramatically increased
in importance – and not just in the supply chain.

Janne Werning
Sustainability analyst in the
portfolio management team
Union Investment
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In Beijing, there’s
something in the air
Vast quantities of coal fuel China’s growth
and cause a burning issue

Following its ratification of the Paris climate accord,
China could play a key part in counteracting global
warming. But first, it needs to get a grip on its own overwhelming environmental problems. Florian Sommer,
Head of Sustainability Research at Union Investment,
travelled to China to gain a first-hand impression.
Smog – a constant companion

China’s current ecological footprint is anything but
positive. Over the past 20 years, China’s economy has
grown in leaps and bounds, often recording doubledigit growth figures. However, this growth has largely
been powered by fossil fuels. In 2015, 71 per cent of
China’s power was generated from coal. This figure
has been shrinking for several years as a result of a
diversification of the country’s energy mix, but it is still
at an immensely high level. China emits more greenhouse gases than the US and the European Union
put together.

Florian Sommer could feel the effects as soon as he
arrived in Beijing in November 2016 for a sustainability research trip. “The sky over Beijing was cloudless,
but the smog was so dense that you could barely see
200 metres ahead. I was so shocked by the terrible air
quality that I bought a smog mask,” he recalls. Particulate pollution was at a peak of 335 parts per million
(ppm) at the time of his visit. ▶

Scale of environmental issues in China
Regions with the highest smog pollution

Contamination of the soil

57 %

Moderate
Strong

Heilongjiang

The province of Hebei produces almost a quarter of
China's raw steel and is one of the regions with the
highest level of air pollution. The air quality was at
a negative level on more than 200 days (57%)*.

Low

Jilin

Xinjiang

Very strong

Liaoning
Gansu

Beijing

Nei Mongol

Hebei
Ningxia

Shanxi

Qinghai
Shaanxi

Tibet
Sichuan

Jiangsu
Anhui

Shang hai
Zhejiang

Chongqing
Hunan

Guizhou

Jiangxi
Fujian

Yunnan
Guangxi

Guangdong
Hong Kong
Macau

*Figures for 2014

The contamination of the soil in the south-western region
is mainly caused by large-scale mining and metal smelting
activities (e.g. lead and zinc).

The air quality in the Yangtze River
Delta region was at a negative level
on 111 days (31%)*.

Shandong

Henan

Hubei

31 %

Tianjin

Hainan

Taiwan

18 %
The air quality in the Pearl River
Delta region was at a negative level
on 67 days (18%)*.

Source: Goldman Sachs, 2015.
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#Carbon Disclosure
Project (CDP)
The Carbon Disclosure Project (CDP) is
an independent charitable organisation that maintains the world’s largest
database of climate-related company
data. On behalf of 534 institutional
investors, the CDP carries out an
annual survey to collect relevant climate-related data from large listed
companies in 50 countries around the
world. This database is subsequently
made available to the capital market,
with the aim of establishing greenhouse gas emission management as
an important financial success and risk
factor among companies. CDP has
been active in Germany since 2006.
All DAX companies participate in the
project. All in all, more than 2,500
companies from around the globe
report to the CDP.

The WHO threshold for harmless exposure is set at an
annual average of less than 10 ppm and a daily average of less than 25 ppm. If the highest smog alarm
level is occasionally reached in Europe, for example in
London or Paris, peak values just about reach 100 ppm.
In China, however, Beijing is not an exception: 80 per
cent of the country’s 364 cities struggle with severe
pollution and 1.2 million deaths per year can be
attributed to indirect consequences of smog. Another
serious issue for China is water pollution. 25 per cent
of the country’s rivers are deemed to be so highly contaminated – especially as a result of the discharge of
industrial waste water – that mere skin contact with
the water poses a health hazard. 60 per cent of
China’s groundwater is not safe for drinking, with serious knock-on effects for the country’s agriculture.
Every year, industrial waste water contaminates
around 12 million tonnes of grain – an amount that
could feed 24 million people.

Source: Forum Nachhaltige
Geldanlagen.

A social powder keg
The Chinese government has recognised the environmental and also the social risk. In 2014, protests
against pollution accounted for around half of all mass
demonstrations in China. The government has now
initiated targeted countermeasures. The latest five-year
plan contains ambitious goals that are intended to
boost the growth of China‘s market for home-grown
green technologies such as solar panels, wind turbines,
LEDs and – as the most recent addition – electricpowered vehicles.

A closer look at coal mines brings
further trouble to light
In addition to burning huge quantities of coal, China
also extracts it en masse. Florian Sommer’s trip therefore also took in a visit to a coal mine in Datong in the
north China province of Shanxi, where he found that
the country’s coal mines only add further to its long
list of problems. Engaging in a dialogue with several
coal companies in this region (e.g. China Coal Energy,
China Shenhua Energy, Huaneng Power International
and CLP Holdings Limited) was one of the objectives of
Sommer’s trip.

Outcome of the discussions
unsatisfactory

Florian Sommer (r.), Head of Sustainability Research at Union Investment, at a coal mine in
Datong (Shanxi province).
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“My discussions with company representatives were
constructive, but unsatisfactory in a number of
respects,” concludes Sommer. On the subjects of
transparency and commitment to the CDP standard
in particular, most of the companies were unable to
meet Union Investment’s demands. Figures for carbon emissions are not published, and there is no
intention to do so in the near future. The companies
did better in other areas, particularly safety and air
pollution, but their efforts are limited to complying
with statutory requirements such as implementing
the ‘super-low emission standards’ in coal-fired
power plants to reduce emissions of nitrogen oxides
(NOX), sulphur oxides (SOX) and particulate matter.
A reduction of CO2 emissions, which are very harmful
to the climate, is not part of this standard. ▶

Despite its enormous coal reserves, China still
depends on imports: At the port of Rizhao in
the province of Shandong, imported coal from
Australia is being unloaded.
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#Union Investment
eschews coal companies
The overall unsatisfactory outcome of
the discussions in China on the subject
of coal has strengthened Union Investment’s resolve to generally stop investing in coal companies. Of all the fossil
fuels, coal is the most harmful to the
climate and, from a sustainability
perspective, we take a very negative
stance on additional extraction. In
December 2016, Union Investment
decided to sell its shares in coal companies. This includes all companies
around the world that earn more than
30 per cent of their consolidated revenue from coal extraction.

Master plan for green market
leadership
Meanwhile, the Chinese government is making plans
to expand the green energy sector. The realignment
will be subject to strict requirements, but also backed
by substantial investments. The National Energy
Administration (NEA) confirmed that for the period
up to 2020, investments equivalent to € 343 billion
are planned in order to boost renewable energies.
The goal is to meet 15 per cent of the country’s energy consumption through renewable energies such as
wind, water and solar power, but also nuclear power,
by 2020.
Chinese companies have already become the world’s
number one producer of solar modules and further key

industries could follow this example. Not only is China
the biggest global market for solar and wind power, but
more electric-powered vehicles are sold here than anywhere else in the world. “We are witnessing the birth
of a green market with gigantic potential for growth,”
says Florian Sommer. “Along with the country’s changing energy mix, we can see a shift in transport choices,
and waste and water management is also undergoing
a transformation.” Analysts estimate that the market
for environmental protection will be worth approximately US $ 1.5 trillion by 2020, i.e. double the figure
set out in the previous five-year plan. “There are certainly big opportunities ahead for us as investors,”
Sommer confirms. W

?
Union Investment wants to know more

Interview with Lutz Weischer, Team Leader –
International Climate Policy at Germanwatch e. V.

Mr Weischer, what role could China play in limiting global
warming?
We cannot solve the climate change crisis without Chinese cooperation,
as China is the largest emitter of greenhouse gases. China therefore
needs to pursue very ambitious plans for environmental protection
within its own borders and must support the transition to renewable
energies. It will also be an important force when it comes to expanding
international climate protection agreements. The Paris climate agreement, for example, could not have come to pass without collaboration
and communication between China and the US. Now that Donald
Trump is withdrawing the US from international political efforts to fight
climate change, it is up to China to provide more leadership, and the
Chinese government is indicating willingness to take on this role.

#Germanwatch e. V.
This non-governmental organisation, based in Bonn, Germany, fights for global
fairness, the protection of natural resources and sustainable development.
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Will China be able to master this task?
What do you see as the biggest challenges?
The biggest challenge for China is that its economy is very energy-intensive and that coal and heavy industry currently play a key role. It is therefore necessary to transform the economy in a way that will not leave
hundreds of thousands of people without a job. In addition, highly polluting industries have a powerful lobby in China, so there will be very
strong forces working to maintain the status quo. At an international
level, the country will need partners to shape climate change policies.
Nobody really sees China taking on a sole leadership role in international climate policy diplomacy. So the question is whether European
countries will finally wake up and rise to the challenge of adopting
ambitious climate change policies in order to establish themselves as
leaders alongside China.
What makes you feel optimistic about China?
China is making significant, measurable progress in terms of environmental protection. Last year, the country’s emissions went down by
around 1 per cent and emissions of environmentally harmful exhaust
gases have been stable or declining for four consecutive years now.
These improvements have mostly been achieved through closures of
coal mines and coal-fired power plants. At the same time, China is
breaking world records in the renewable energy sector. For example, it
currently installs enough solar panels every single hour to cover three
football pitches. Only a few years ago, all of this still seemed unimaginable – proof that China is indeed in the middle of an energy revolution.

China’s market for environmental protection: 2016 – 2020
(CN¥ trillion)
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Sources: MEP, Shanghai IE Expo conference materials, Gao Hua Securities Research.

Sustainability requires action
Environmental topics have made it to the top of the
political agenda in China. The reason for this is not
international pressure, but rather discontent among
the population. Environmental issues such as air
pollution could jeopardise social peace, which is
not in the interest of the Chinese government. As
a result, specific laws and action plans have been
drafted in order to improve the quality of air, water
and soil, and the authorities are taking measures to
enforce the new rules. For example, drones and satellite pictures are being used to monitor whether
farmers are burning biomass, a prohibited practice
that incurs serious penalties. But there is still much
work to do. I visited a coal mine in the north of
China and could see that some things have changed
for the better. Compliance with workplace safety
standards has improved a lot in recent years, so the
number of accidents at work has fallen significantly.
But too many people still suffer accidents at work
in the coal mines every year. In 2015, the number
fell below 1,000 for the first time. With regard to all
three ESG dimensions, there is still plenty of action
required in many Chinese coal industry companies.

For example, in Europe and the US, governance
criteria are absolutely essential. In China, these take
a back seat, to say the very least. What is lacking is
transparency, but also a willingness to participate in
initiatives such as the Carbon Disclosure Project.
This eliminates a number of companies as potential
investment targets for us. In the green tech sector,
a key question will be whether or not companies
can grow beyond their local reach in order to break
into the international market. Most companies will
probably remain players ‘just’ in the Chinese market. But in the field of batteries and electric cars, we
definitely see potential for new global players from
China, similar to that we have seen among solar
panel and LED manufacturers.

Florian Sommer
Head of Sustainability Research
at Union Investment
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No rest and relaxation
for the environment
Cruises put a strain on humans, nature and the climate

Holidays on cruise liners are much in vogue, but these
floating luxury hotels have quite an impact on the
environment and the climate. Union Investment has
therefore been engaging in dialogue with the cruise
industry in order to discuss key issues and possible
solutions.

Seagoing vessels – whether they be merchant vessels
or holiday liners – are among the most environmentally harmful forms of transport. The cruise industry is
booming: According to the Cruise Lines International
Association (CLIA), around 24.2 million people went
on a cruise holiday in 2016. This figure is expected
to rise to a total of 25.3 million passengers in 2017
when, according to CLIA figures, 26 brand new
ocean, river and special cruise ships will embark on
their maiden voyage. Most cruise ships are effectively
small floating towns with a self-contained infrastructure, capable of accommodating up to 9,000 passengers. The problem lies in the fact that where other
means of transport are heavily regulated, these giants
of the sea roam the international waters largely unrestricted.

Major environmental challenges
The majority of cruise ships still run on heavy fuel oil.
Modern environmental technologies are often disregarded to save costs. Germany’s Nature and Biodiversity Conservation Union (NABU) estimates that
80 per cent of all ships in use in Europe alone either
do not have any exhaust gas purification system or,
at best, meet the statutory minimum standards. This
leads to high emissions of air pollutants such as soot,
ultra-fine particles and nitrogen oxide, which are
harmful for the environment and also directly affect
the health of passengers. ▶

#CLIA
The Cruise Lines International Association (CLIA) was founded in 1975 and
is now the largest umbrella organisation
of the global cruise industry. In addition
to its role as an advocacy organisation
for 60 cruise ship operators, 300 partner
businesses (e.g. suppliers) and a large
number of travel agencies, the CLIA also
provides training, advisory and promotional services for the industry.

Environmental impact of different types of holidays
Cruise ships are among the biggest polluters
Beach holiday in Phuket (all incl.)
2 persons, 14 days

Activities
Food and drink
Accommodation

Beach holiday in Italy
Family (4 persons), 7 days

Travel

Mediterranean cruise
2 persons, 8 days
Caribbean cruise
2 persons, 14 days
Staycation, Bern
Family (4 persons), 7 days
Cycling holiday in France
Family (4 persons), 7 days
0

1000

2000
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4000

5000

1000 pollution points (UBP) per person and duration of the holiday

Calculations: ESU-Services, Uster, 2010.
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#Gas as an alternative
fuel
Aida Cruises, Germany‘s market leader,
wants to prove that things can be
done differently. It has commissioned a
new generation of cruise ships from a
shipbuilder in Papenburg in the north
of Germany. The two new ships will be
fuelled entirely by liquefied natural gas
(LNG), which is more eco-friendly than
diesel or heavy fuel oil. The first ship
will be deployed for seven-day trips to
the Canary Islands from December
2018. The completion of its sister ship
is scheduled for spring 2021.

In 2016, NABU published its fifth annual cruise ranking, examining vessels of the largest cruise lines with
regard to the impact of their exhaust gases on human
health and the environment. However, a genuine
assessment is difficult, because the cruise lines do not
communicate directly with NABU. Instead, they submit
data to the umbrella organisation CLIA, which passes
the information on. In light of this, NABU itself has reservations about the extent to which these aggregate
figures are reliable and meaningful.
Union Investment has therefore intensified its efforts
in 2016 to communicate directly with publicly listed
tourism groups in order to discuss problems within
the industry, such as those raised by NABU, and seek

solutions. The aim of the dialogue is to improve the
eco-footprint of cruise ships. “As a sustainabilityoriented investor, we feel an obligation to use our
resources to exert influence on companies and
encourage them to reduce their harmful impact on
the environment,” says Duy Ton, a portfolio manager
in the Sustainability and Engagement team at Union
Investment. “From our point of view, the environmental damage increases the regulatory and reputational risk attached to the shares that we hold.”
Major companies that Union Investment identified as
part of the target group and subsequently approached
to discuss this topic include TUI AG, Royal Caribbean
Cruises ltd., Norwegian Cruise Line Holdings ltd. and
Carnival plc. W

Key levers for cleaner cruises
In its dialogue with cruise lines and travel agencies,
Union Investment addresses the following aspects:
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Improving communication
with stakeholders

We are pushing specifically for greater willingness to engage in a
dialogue and more transparency on the issue of sustainability of the
fleet in order to dispel the suspicion of ‘greenwashing’.

Cleaner engines

Most cruise ships still run on heavy fuel oil, a fuel that is extremely
harmful for the environment and cannot be purified with standard
exhaust filters. Switching to marine diesel would be advisable. In
terms of the technology, it could be done quickly and at low cost,
but it would push up fuel costs.

Using exhaust filters

Diesel particulate filters and catalytic converters should be fitted as
standard on diesel-powered ships.

New drive systems

When new ships are commissioned, the owners should demand
engines that can be powered by liquefied natural gas (LNG) or
marine diesel oil (with exhaust filters). We are also calling for
greater investment in new, clean technologies.

Optimising technology

Technical equipment could, for example, be optimised in such a way
that ships can connect to an onshore electricity source while in
port. This would allow for the engine to be switched off and would
reduce the amount of diesel/fuel being burned.

According to NABU, two thirds of all soot in the
Antarctic originates from Europe. Cruise ships
powered by heavy fuel oil or marine diesel oil
contribute to the pollution.
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Soot coming from the chimney of a cruise ship. The exhaust gases of these ships are very harmful to the environment and to human health. According to NABU,
80 per cent of all ships in use in Europe either do not have any exhaust gas purification system or meet only the statutory minimum standards. As yet there are
still no effective measures in place to cut emissions of air pollutants such as soot, ultra-fine particles and nitrogen oxide, which pose a serious health risk.

The four biggest players in the cruise industry
Together, they offer more than 90% of all hotel beds on ocean liners

52.2 % 23.5 % 9.3 % 7.0 % 8.0 %
Carnival Corporation

Royal Caribbean Cruises

NCL (Bahamas) Ltd.

MSC Cruises

Other

Princess (18) • Carnival (15)
Costa (15)
Holland America Line (14)
AIDA (11) • P&O (8)
P&O Australia (5) • Cunard (3)
Seabourn (3) • Fathom (1)

Royal Caribbean (18)
Celebrity (10) • Azamara (2)
Pullmantur (2)
Croisières de France (2)

Norwegian Cruise Line (14)
Oceania (6)
Regent Seven Seas (4)

MSC Kreuzfahrten (12)

incl. TUI AG with
Hapag-Lloyd (4) and

50 % interest
in TUI Cruises (4)

(Number of ships per fleet)
Source: Kreuzfahrt Guide 2016 / information provided by the editors.
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50 % interest in
TUI Cruises (4)
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Where there’s a clean will,
there’s a clean way
Interview with Daniel Rieger,
Transport Policy Officer at Germany’s Nature
and Biodiversity Conservation Union (NABU)

What activities does NABU pursue to tackle the environmental
issues surrounding cruise ships?
NABU strives to generally raise awareness of the environmental impact of shipping and sea travel. The cruise industry is a sector that enjoys a high level of
public awareness and therefore offers more leverage. It also helps that the
industry is growing, i.e. investments in new ships are being made. Politically, we
primarily lobby for more environmental regulation of this industry, e.g. by prohibiting heavy fuel oil and making the use of exhaust gas filter technology obligatory. In addition, there are still no binding provisions for an adequate inclusion of this sector in the scope of the Paris climate agreement, and thus no clear
path towards reaching complete decarbonisation by 2050. Such environmental
and eco-political requirements will play a crucial role in shaping the market and
are therefore highly relevant where investment decisions are concerned.
How can investors contribute to making the cruise industry more
sustainable?
Shipping finance used to attract a lot of investment for tax-related reasons. This
created significant overcapacity with enormous potential for damage to investors and the state. It is in any investor’s own interest to examine new shipbuilding projects with regard to environmental standards before making an investment decision. New legislation will be initiated in this area over the coming
years. Ships have an average service life of 30 to 40 years, so taking a sustainable approach now would be much more sensible than trying to achieve a
return on an investment based on outdated parameters.
Can you see signs of improvement yet?
Around 80 per cent of the cruise industry is directly or indirectly controlled by
three large corporations. Their primary interest is to maintain the status quo for
cost reasons. But in Europe and especially in Germany, we can see signs of a
shift in attitude, with seven new cruise ships now at the planning stage that
will be powered by liquefied gas.

#NABU
The Nature and Biodiversity Conservation Union (NABU) is Germany’s largest environmental
association by number of members. The aim of the organisation is to protect the environment
and conserve species, on land and in the water. The organisation includes the national association in Berlin, the 15 regional organisations and up to 2,000 local organisations and groups.
NABU has more than 600,000 members and sponsors.

Union Investment has holdings in tourism groups
that operate cruise ships as part of their business.
As a sustainability-oriented investor, we regard
the serious environmental harm caused by these
ships as problematic. It’s staggering – a large cruise
ship emits as much pollution as 350,000 cars. Of
course, we don’t want to spoil people’s holidays.
But the damage to the environment should be
limited as much as possible, especially now that
cleaner options are available. Retrofitting ships with
systems that can run on marine diesel or, ideally,
liquefied natural gas rather than heavy fuel oil
would be a big step forward. Many engines are
already equipped to handle marine diesel oil,
because heavy fuel oil is banned in the waters off
the coasts of the US and Canada. But as soon as
the ships are back out on the open sea, the engines
are switched over and the cheaper heavy fuel oil is
used. We regard this as a very serious problem.
As a shareholder, we can exert pressure on the
companies on this point and can seek a dialogue
with their management to push for a more ecofriendly business concept. If no corresponding
measures are taken, the reputational and regulatory
risks attached to the shares that we hold will
increase. Our voting right is also a useful lever. Due
to the aggregation of funds we hold on trust and
the cooperation with other sustainability-oriented
investors, this is another way in which we can
influence company policy. The technology required
to build very clean ships is already available. We are
working towards seeing it applied.

Duy Ton
Portfolio manager in the
Sustainability and Engagement
team at Union Investment
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Time to take action!
An appeal for more attention
to corporate culture.
By Jens Wilhelm
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Corporate culture is a topic that has been
neglected in Germany for far too long –
by management boards and supervisory
boards, but also by investors. The recent
past has shown very clearly that this was a
big mistake. Now, it’s high time for a
change. Finger-pointing and scapegoating
will not be helpful. Instead, constructive
ideas are needed to find solutions. Five
simple demands can make a big difference,
if stakeholders take them on board.

The corporate culture of German companies has
attracted a lot of bad press in recent years. The
appropriateness of executives’ bonuses is being
questioned and leaders of venerable old DAX
companies are being summoned to court, while
others stand accused of selling out German
interests. The apparent disregard for what is
‘right and proper’ has provoked a widespread
sense of indignation. Affected companies are
often accused of cultivating a questionable corporate culture and figures central to the events
are ascribed a lack of decency and moral values.
And indeed, recent events – be it at Volkswagen
or Deutsche Bank – are proof that something is
fundamentally wrong. But public recriminations
will not get us any closer to a solution and picking out a scapegoat never serves to prevent
further scandals. It is much more important to
approach the issue systematically and to take
proper action.

Huge financial consequences
By now, it should be clear to everyone that this
is not merely a question of style but a business
matter with far-reaching financial implications
for companies. For example, both VW and

Deutsche Bank were forced to set aside enormous reserves to cover consequential costs
arising from wrong and unlawful decisions.
High-profile cases of misconduct also entail
reputational risks, which can quickly put a
damper on returns. At the end of the day,
nobody wants to be a customer of a disreputable company. Such transgressions are often
no coincidence, particularly when the same
names keep appearing in the headlines again
and again. They are rooted in a systemic flaw –
a dysfunctional corporate culture. In the worst
case, such an environment not only tolerates
overstepping the law, but potentially even
encourages it.

Corporate culture:
“How things are done here”
The term ‘corporate culture’ describes the sum
of all values, attitudes and norms that apply
within an organisation. In its essence, it represents the identity of a company, its corporate
DNA: What is perceived as right and what as
wrong? What is particularly important or valuable
to the company? What are the core beliefs that
all employees can relate to and rally behind?

The answers to these questions determine the
goals that a company chooses, the strategies
that it employs and the operational measures
used to implement these. In short, all decisions
that a company takes are in some way or other
affected by its corporate culture.

A lasting competitive edge and
an ongoing management task
A corporate culture that is built on and promotes responsibility, motivation and a willingness to change can deliver a lasting competitive edge and become a pillar of sustainable
success. Others may copy your strategies, but
they cannot copy your culture. Once a sound
framework of norms and standards has been
established, it will last for a long time and
become a permanent success factor. It is therefore in investors’ own best interest to get more
involved in this topic. After all, one thing is
certain: To change something as complex as
the culture of a business for the better, all
stakeholders need to pull together. ▶
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Five demands for stakeholders

2

Despite the complexity and inertia of cultural
patterns and habits, it is possible to change
them. There are certain points where levers
can be applied effectively. If the following five
demands were adhered to across the board, we
would be able to see significant improvements.

Listen to the real experts –
your employees!

1
Centre stage for corporate culture –
we all need to pay more attention
to this topic!
In the past, corporate culture often just served
as a fig leaf for public relations. Behind the
façade of promotional videos and company brochures, the topic was swept under the carpet.
This attitude needs to change. Corporate culture
should be a top priority for everyone involved.
This fundamental change of mindset is a necessary prerequisite for any further step. Without
greater awareness, it is impossible to influence
the culture of a company in an organised way. A
crucial aspect is to embed the cultural principles
in the organisation. Norms imposed with a topdown approach will not inspire the desired bond
and sense of identification.

“Corporate culture may not
be directly measurable with
performance indicators and
benchmarks, but it nonetheless
has a decisive influence on the
company’s overall success.”
Jens Wilhelm
Member of the Board of Managing Directors
Union Investment
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If something is wrong with the corporate culture, the first to know are naturally those most
directly affected, i.e. the employees. But how to
find out what the workforce is thinking? Regular surveys, above-average levels of absence
due to illness and unusual increases in staff
fluctuation may flag up a problem. The underlying assumption is that employees who do not
identify with their company and do not enjoy
their work are likely to invest only the minimum
effort necessary or leave the company altogether. The analysis is simple – the trouble
begins when management needs to draw conclusions. Shying away from taking unpopular
steps when faced with an uncomfortable diagnosis will ultimately make matters worse.

3
Cards on the table – we need
more transparency!
Changing the general attitude towards corporate
culture requires ongoing efforts. If the topic disappears from the headlines, the enthusiasm for
change is likely to ebb away. A high level of transparency can help to prevent this, because it keeps
the pressure for change – where such pressure
exists – in the public eye. How can the necessary
level of openness be achieved? For example, by
expanding the reporting scope to non-financial
aspects such as those outlined here.

5
No ducking out –
supervisory boards and investors
need to get more involved!

4
Remuneration systems need to change –
you reap what you sow!
Monetary incentive systems can have a significant impact on behaviour. Setting the remuneration system up in the right way can therefore
have significant positive effects on the cultural
environment within which decisions are made.
The pay system should be transparent and consistent, i.e. incentives should be in line with targets and values of the company. This principle
also applies to supervising bodies. If supervisory
board members receive princely sums that are
contingent on the dividend (as in the VW case) –
i.e. ultimately on the board’s own decisions –
it is essential that critical questions are asked
about the basis for such payments and their
impact on governance.
Another important aspect is that target agreements need to be objectively achievable. Of
course, it is very tempting for managerial staff to
maximise the performance of their department
by setting extremely ambitious targets. But constantly confronting staff with unachievable tasks
only increases the likelihood that they will start
to cut corners and do sloppy work.

Creating and maintaining a sound corporate
culture is not just a challenge for the management, but rather a responsibility in which the
higher management (primarily the management
board) should be assisted by the supervisory
board. In the past, the supervisory bodies of German companies often rejected any involvement
in this topic or simply relied on the information
provided by the management board. But problems concerning the corporate culture cannot
be monitored effectively on the basis of such
information alone. Instead, conferring with the
second management tier should be a viable
option – in consultation with the management
board and the chairman of the supervisory
board. Feedback from external parties such as
customers, suppliers or the general public can
be important as well. Media coverage and also
feedback from investors should not be seen as
an unwelcome interference but rather as valuable input.
In this context, investors have a job to do, too.
As shareholders and important stakeholders,
they have a vested interest in a healthy corporate culture. Consequently, they bear a share of
the responsibility for ensuring that an effective
system of checks and balances is put in place.
Corporate culture may not be directly measurable with performance indicators and benchmarks, but it nonetheless has a decisive influence on the company’s overall success. In light
of this, investors should include this topic area
in their regular dialogue with companies.

Change can happen
Despite the picture that the headlines have
painted in recent months, not every German
company has a problem with its corporate culture. However, there is an overarching issue in
relation to corporate culture in Germany, and
that issue concerns awareness. In times of success, we all grow complacent and see no need
for action. Only when a problem occurs and
escalates do the appropriate questions pop up
on the agenda, followed by a period of frantic
activity. This pattern needs to change! Working
on the culture of a company should be seen for
what it is – an ongoing task for all stakeholders.
A systematic, transparent and possibly indicatorbased approach (combined with a designated
responsible person on the supervisory board)
would make a big difference. Further regulatory
requirements, on the other hand, would not be
helpful. Culture cannot be dictated from above,
it needs to grow from within. The scandals of
recent months are sending a clear signal: It is
time to take action! W
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A glimpse behind
the scenes
Union Investment as an internationally active shareholder.

Distribution of votes at AGMs by country
UnionVote activities were expanded further at an international level in 2016
US
Japan
147

United Kingdom
106

Germany
77

Australia
67

France
63

China
39

Switzerland

37

Sweden
Spain

35

Netherlands

35

Canada

32

Belgium

32

Hong Kong

29

South Korea

28

South Africa

25

Italy

25

Denmark

25
22

Taiwan
Ireland

19

Finland

18
15

Norway
Luxembourg

12

Austria

11

Source: Union Investment. As at: 31 December 2016.
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Engagement, also known as active shareholding, is an
important instrument that investors – especially in an
institutional environment – can use to influence company policy decisions in the interest of their portfolios.
As an active shareholder representing the assets it
holds on trust, Union Investment provided significant
input to companies in 2016 in order to achieve what is
best for its customers. As a result, it was able to step
up its engagement activities once again.

360
284

“Union Investment
voted on behalf of
its investors at a
total of 1,543 annual
general meetings
around the world.”
Ingo Speich
Head of Sustainability and Engagement
Union Investment

Activities of Union Investment at annual general
meetings (AGMs) are expanding considerably: In the
reporting period, the company cast a vote at 1,543
AGMs around the world in the interest of its investors
(UnionVote). This equates to a year-on-year increase
of over 26 per cent. Over a longer period, the figures
for UnionVote activities show an even sharper rise.
Over the past six years, the number of AGMs in which
Union Investment participated and voted went up by
an average of over 36 per cent per year.

Expansion of international
activities
UnionVote activities were also further expanded
internationally in 2016, as Union Investment experts
increased their presence once again at AGMs in new
locations such as Hong Kong, South Africa, South
Korea and Taiwan. “This means that we now exercise
our voting rights on behalf of our investors in 24
countries,” says Ingo Speich, Head of Sustainability
and Engagement at Union Investment.

With regard to the countries where Union Investment
attended the most AGMs, a clear pattern emerges: As
in previous years, the largest number of AGM votes
were cast in the US, followed by Japan, the UK and
Germany. “This ranking corresponds approximately to
the distribution of countries by market capitalisation
in the MSCI World index,” explains Duy Ton, a portfolio manager in the Sustainability and Engagement
team. But emerging markets are also gaining in
importance. China for example has climbed to an
astonishing seventh place in the ranking of Union
Investment’s AGM activities. “This reflects the increasing significance of China as an investment destination for our investors, despite the fact that the country
isn’t even represented in the MSCI World index.”
Duy Ton concludes. ▶
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Votes at AGMs by subject
Management board as key subject
4.8 %
Approval / nomination of supervisory board

4.3 %
Dividends / stock buyback

4.3 %
Adoption of annual ﬁnancial statements

6.2 %
Appointment of external auditors

7.1 %

46.8 %

Corporate actions

Approval / nomination of management board

10.3 %
Remuneration

16.3 %
Other
Source: Union Investment. As at: 31 December 2016.

Industrial and financial sectors
dominate UnionVote

Around 300 dialogues on aspects
of sustainability and engagement

With regard to the distribution of sectors in relation to
voting activities in 2016, companies from the industrial sector (288 AGMs) and the financial sector (272
AGMs) topped the rankings with a clear lead over
other industries. The number of votes in the consumer
discretionary and information technology sectors were
also comparatively high.

In addition to UnionVote, the engagement approach
of Union Investment also includes a constructive dialogue with companies (UnionVoice). In 2016, we conducted approximately 300 UnionVoice activities covering a broad range of topics. “In the reporting period,
we were able to address a large number of issues in
personal meetings and written correspondence with
company representatives,” says Ingo Speich. Some
issues were new or approached from a new angle,
such as environmental standards for cruise ships (see
article on p. 24), due diligence on compliance with
human rights in the supply chain (see article on p. 12)
and the issue of palm oil (see article on p. 6).

Broken down by issue, almost half of all votes (47
per cent) were on the nomination and formal approval of the management board. Remuneration (10
per cent) and corporate actions (7 per cent) were
also frequently discussed at AGMs. The ’other’ category (16 per cent) covered all company-specific
topics that could not be clearly assigned to any one
category. These include topics such as resolutions
submitted by investors, for example on working
standards, the disclosure of donations and the publication of CO2 targets.
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“Other aspects have been long-standing issues in the
efforts to improve sustainability,” Speich explains. “To
us, topics such as the disclosure of our investee companies’ carbon footprint, e.g. to the Carbon Disclosure
Project (CDP), matter the most.” However, environ-

“Efforts to increase
sustainability are a
long-standing focal
point of our constructive dialogue with
companies.”
Ingo Speich
Head of Sustainability and Engagement
Union Investment

#German Corporate
Governance Code
(DCGK)
The DCGK is a set of rules that mainly
consists of recommendations and suggestions for listed companies wanting
to ensure good corporate governance.
Following the bankruptcy of the German construction group Philipp Holzmann AG, the German government set
up a government commission entitled
„Corporate Governance – Company
Management – Corporate Control –
Modernisation of Stock Company Law”
in May 2000. On the basis of the Commission’s recommendations, the German Corporate Governance Code was
introduced, which sets out the rules
that apply in Germany for the management and control of companies in an
understandable and transparent form
for German and international investors.

mental aspects are not the only measures of sustainability. Social standards and corporate governance are
equally important. “Here, adherence to the corporate
governance code and remuneration systems that
reflect shareholder interests are also key aspects that
we look out for,” emphasizes Speich.
UnionVoice activities were carried out across the globe
in 2016, although a significant share of engagement
activities took place in Union Investment’s domestic
market in Germany (26 per cent of all activities). The
company was also very active in the US (21 per cent).
Dialogues with companies in various emerging markets
such as Singapore and Hong Kong accounted for 16
per cent of all activities. Discussions were also held
with a large number of companies in Europe.

Constructive dialogues with industrial companies and the consumer
goods sector in particular
With regard to distribution by sector, a comparatively
high number of UnionVoice activities were carried
out in the consumer products sector. The consumer
staples and consumer discretionary sectors collec-

tively accounted for 29 per cent of all engagements.
In the consumer products sector, social issues – in
particular working standards and human rights –
were primarily addressed, while in the industrial sector more attention was given to environmental concerns. The industrial sector accounted for 16 per cent
of all engagements. The commodities sector, which
largely consists of the mining industry, was also well
represented (13 per cent). Both environmental concerns and social issues were addressed here.
Analysis of the distribution according to environmental, social and corporate governance criteria shows
that the subject of the environment dominated in
2016 (44 per cent). “This doesn’t come as a surprise,”
explains Duy Ton. “In recent years, environmental
issues have featured very prominently in the public
debate, so both consumers and the legislator have
become more sensitive to them.” Issues such as climate change, the withdrawal from the coal industry,
the Carbon Disclosure Project, and innovative and
energy-efficient product portfolios were high on the
agenda for Union Investment. W

Distribution of UnionVoice activities by topic
Environment as the dominant topic in more than 300 dialogues
19 %
Misc. general (ESG)

21 %
Social (S)

16 %
Corporate governance (G)

44 %
Environmental (E)

Source: Union Investment. As at: 31 December 2016.
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Sustainability conference: scarcity
of resources in a global context
The growing scarcity of natural resources poses enormous
challenges for the world’s population.

Experts from the worlds of academia, business, politics and asset management discussed the impact the growing scarcity of natural resources will
have on business models and investment decisions at the sixth Union
Investment sustainability conference on 20 June 2017 at Büsing Palais in
Offenbach, Germany.
23 days – that is all that’s left before we have used up all resources the
planet can renew in a whole year. This was the opening message which
greeted delegates at the sustainability conference. Unless we take active
countermeasures we will be using resources equivalent to those of two
planets by 2050 – with extremely serious social, political and economic
consequences.
Despite the fact that more and more investors are taking sustainability
criteria into account in their investment decisions, the implications of the
scarcity of natural resources, clean air, drinking water and food as investment risks are still being ignored. Reason enough to make the scarcity of
resources in a global context the focus of this year’s conference.

The age of transformation
One fact was highlighted in equal measure by all the speakers: our current
era is seeing a process of radical transformation. The growing scarcity of
resources has a profound effect on business models and strategies. How this
affects whole industries along with their supply chains was illustrated by
Matthias Kopp, a climate and finance expert at WWF Germany, using the
example of the automotive industry. To build a combustion engine requires
lubricants, transmissions, cylinder head gaskets and pistons. An electric drive
does not need any of those. Anyone who fails to include the trend toward
electric vehicles in their investment decisions is running the risk of ending
up with ’stranded assets’, where money is invested in obsolete technologies.
An investment in solutions without a future is simply lost capital.
Asset allocation therefore needs to be considered at a more fundamental
and complex level. Kopp challenged investors to integrate ESG criteria, i.e.
environmental, social and corporate governance aspects, into mainstream
behaviour. He explained that it was not sufficient to pursue ESG in parallel
with conventional forms of investment. For example, if anyone invested in
infrastructure that is intended to last twenty to thirty years without giving
any consideration to sustainability criteria, they would risk negative lock-in
effects for the capital invested.
However, besides the danger of stranded assets there are also enormous
opportunities for investors. According to Kopp, around US$ 90 trillion will
be required for infrastructure programmes between now and 2030–2035.
“We need to provide capital for the transformation. These changes are
linked to a vast range of opportunities,” Kopp said.

Need for capital meets hunger to invest

Horst Köhler, Germany’s former Federal President (r.), was one of the keynote
speakers of the conference.
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A massive demand for investment is matched by a huge amount of capital
looking for suitable investment opportunities. “We have an appetite
for yields,” as Sean Kidney emphasised in his contribution. The CEO and
co-founder of the Climate Bonds Initiative sees an enormous demand for

Historic Büsing Palais in Offenbach, where the the sixth sustainability conference of Union Investment took place.

investment opportunities – not least due to negative interest rates and government bonds with yields approaching zero – which would become available through the change to a sustainable economy.
Kidney sees no alternative to this transformation. Typhoons in Shanghai,
the salinisation of rice-growing soil in the Mekong Delta, and periods of
extreme heat in India are also having a direct impact on the European
economy. "We need much greater resilience in our economies. That will
become a dominant theme in the coming years," according to Kidney.
It should be made easier for investors to opt for investments in sustainable markets. His solution: green bonds. Kidney calls for governments and
institutions to step up and initiate appropriate measures to bridge risks
for investors and develop new funding models. He cites the Netherlands
as an example, where the building of polder dykes to protect against
flooding was financed by sale of real estate. "We need to ensure that our
money goes to the right place," Kidney demands.

Growth and capital where they are needed most
Professor Horst Köhler, Germany’s former Federal President, agreed in his
keynote speech. He stated that the world was facing an epoch-defining
transformation for which we needed to rethink our concept of economic
growth. There was no point in simply being fixated on growth rates for their
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own sake; an aggressive government growth rate policy in which ecological factors were relegated to second or third place was bound to end in
failure. "I am certainly not opposed to growth," Köhler explained. "But I
am appealing for a more diversified discussion of growth." The focus
ought to be on two key questions: What is actually meant to be growing?
And where should this growth take place?
According to Köhler, growth must happen where people are lacking the
most basic provisions – in the developing countries. He argued for
stronger financial bridges from the north to the south. Vast sums of capital were currently chasing returns, while at the same time there was a
high level of investment demand in Africa which was not being met. This
is where the funds should flow to, making a contribution to real economic
growth. Köhler is hoping for a launch of infrastructure bonds for Africa.
But those who are promising general rates of economic growth of 3 or 4
per cent for industrialised countries are heading for the next major crisis.
Köhler urged calm given the general level of prosperity in the western
world: "We should not confuse low growth rates with stagnation." After
all, the great transformation and the innovations it requires will have
to be funded. And this funding will not be an act of charity, but rather
based on smart, long-term business strategies, competitiveness and capital preservation. Köhler ascribes a key role to financial institutions: "I am
hoping that banks and institutional investors will also become drivers of
the transformation." W
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The content of this marketing material, particularly in respect of the named
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of action; it is not a substitute for personal investment advice or for expert
personal tax advice.
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We work for your investment

Read the prospectus before investing
Unless otherwise stated, all information, descriptions and explanations are dated 1 August 2017.
Disclaimer
By reception of this document, you agree to be
bound by the following restrictions:
This document is intended exclusively for Professional Investors and you confirm that you are a
Professional Investor. This document is not for
distribution to Retail clients.
The information contained in this document
should not be considered as an offer, or solicitation, to deal in any of the funds mentioned herein,
by anyone in any jurisdiction in which such offer
or solicitation would be unlawful or in which the
person making such offer or solicitation is not
qualified to do so or to anyone to whom it is unlawful to make such offer or solicitation.
This document does not constitute a recommendation to act and does not substitute the personal investment advice of a bank or any other
suitable financial services consultant or specialist
in taxation or legal advice. The descriptions and
explanations are based on our own assessments
and are limited to the facts at the time of the preparation of this document. This applies in particular also as regards the present legal and taxation
environment, which may, at any time, change without advance notice.
This document was prepared with due care and
to the best of knowledge of Union Investment
Institutional GmbH, Frankfurt/Main, Germany.
Nevertheless, the information originating from
third parties was not verified. Union Investment
Institutional GmbH cannot guarantee that the
document is up to date, accurate or complete.
All index and product names of companies other
than those belonging to the Union Investment
Group may be trademarks or copyrighted protected products and brands of these companies.
This document is intended exclusively for information purposes for Professional Investors and is
meant for personal use only and should not be
disclosed to Retail clients. The document, in whole

or in part, must not be duplicated, amended or
summarised, distributed to other persons or made accessible to other persons in any other way
or published. No responsibility can be accepted
for direct or indirect negative consequences that
arise from the distribution, use or amendment
and summary of this document or its contents.
When referring to fund units or other securities,
there may be an analysis within the meaning of
(EU) Regulation No. 596/2014. If, contrary to the
aforementioned stipulations, this document were
to be made accessible to an unauthorised reader,
or otherwise distributed, published, and where
applicable, amended or summarised, the user of
this document may be subject to the provisions of
(EU) Regulation No. 596/2014 and the stipulations of the supervisory authorities set out for this
purpose (in particular the applicable regulations
on Financial Analyses).
Information on the performance of Union Investment funds is based on past performances and/or
volatility. Past performance is no guarantee for
future returns and there is no guarantee that invested capital may be returned.
For detailed product-specific information and
indications on the risks of the funds mentioned
in this document, please refer to the latest Sales
Prospectus, contractual terms, Key Investor
Information Document and the annual and semiannual reports, which you can obtain, from
www.union-investment.com. These documents
form the sole binding basis for the purchase of
Union Investment funds.
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