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COMPA N Y  OV E RV IE W 

Morrow Sodali is the leading global consultancy specializing in shareholder and bondholder services, corporate 
governance, proxy solicitation and capital markets transactions. 
The firm provides corporate boards and executives with strategic advice and services relating to a broad range of activities, 
including: mergers and acquisitions, annual and special meetings, shareholder activist initiatives, multinational cross-
border equity transactions and debt restructuring services.

From headquarters in New York and London and seven offices in major capital markets, Morrow Sodali serves more 
than 700 corporate clients in 40 countries, including many of the world’s largest multinational corporations. In 
addition to listed and private companies, its clients include mutual funds, stock exchanges, membership associations 
and activist investors.

WE  A R E

G LO B A L
The world leader in proxy solicitation, M&A, shareholder services, and governance advisory.

TRU S TE D
Over 45 years Morrow Sodali has achieved an unbroken track record of success for our clients.

INTEG R ATE D
One firm serving clients from nine offices in major capital markets around the world.

E XPE R IE N CE D
We have provided advice and services on more than 1,000 shareholders meetings,  
100 M&A transactions, 75 tender offers and 50 contested meetings in the last 18 months alone.

S E RV I CE  O R IE NTE D
Our high retention rate (95%) among annual meeting and corporate governance clients demonstrates 
our commitment to clients and the quality of service.

O U R  S E RV I CE S

CORPORATE GOVERNANCE 
CONSULTATION BOARD SERVICES

M&A, ACTIVISM RESPONSE, 
& PROXY FIGHTS 
CONSULTATION

CAPITAL MARKETS 
INTELLIGENCE PROXY SOLICITATION INFORMATION AGENT 

SERVICES

BONDHOLDER SERVICES  
AND RESTRUCTURINGS

RETAIL SERVICES  
AND SPECIAL SITUATIONS IPO PREPAREDNESS
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E XECU TI V E  SUM M A RY

The positive response to Morrow Sodali’s 2018 Institutional Investor Survey goes to show how Institutional Investors 
continue to recognize the importance of their stewardship activities, working to improve their investee companies’ 
ESG practices through corporate engagement and proxy voting. Also, fulfilling their fiduciary duty to their clients by 
driving changes that increase shareholder value. The rise of index funds has also increased reputational and regulatory 
pressure, causing both active and passive investment managers to ensure strong corporate governance oversight.

Board effectiveness and executive pay remain key issues for investors as we head into 2018. There is an increased de-
mand for companies to disclose relevant aspects of their business strategy and more likelihood that Institutional Inves-
tors will support credible activist strategies compared with previous years.

Our results show that an increasing number of Institutional Investors will focus their attention on board effectiveness, 
looking at the skills of each board member, considering these as the most critical factor when evaluating directors.  
After skills and experience, gender was chosen as the most significant board diversity factor, with geography, age and 
ethnicity following behind.

Executive pay is still one of the main areas where boards and shareholders are likely to disagree during 2018.  
Institutional Investors are expected to up the ante when scrutinizing pay policies, demanding enhanced disclosure of 
pay metrics and seeking a closer alignment between pay and performance. Further pressure will come to bear on com-
panies with excessive pay practices, particularly with the introduction of the CEO pay ratio.
 
When evaluating remuneration plans, Institutional Investors are interested in receiving information on the sustaina-
bility metrics used, particularly those linked to a company’s risk management and business strategy. For example, the 
incorporation of climate risk into remuneration plans is likely to be a key topic for the most exposed industries. 

Activism remains in the spotlight. The rise of Investment Stewardship strategies is redefining how Institutional Inves-
tors think about company performance and investment decisions. In this regard, many Institutional Investors confirm 
that they are more likely to support activists who put forward a credible story focused on long-term strategy. Institu-
tional Investors are assigning more resources to assess companies’ risks and opportunities and are collaborating more 
to better understand the merits of activist proposals.

Many of the emerging issues will no doubt resonate with our readers. We believe it’s important to keep abreast of the 
many changes affecting proxy voting and corporate engagement. We hope the 2018 Institutional Investor survey results 
will provide companies with useful insights and help them navigate the complex world of corporate governance as they 
work to achieve their long-term strategic goals.

Our 3rd annual investor survey has only been made possible
thanks to the participation of Institutional Investors.

We would like to thank them all for taking the time to respond to our survey.
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A B O U T  THE  SU RV E Y

This is Morrow Sodali’s 3rd Annual Institutional Investor Survey. Forty-nine global Institutional Investors – managing a 
combined $31 Trillion in assets under management - took part. We continue to monitor the views of Investment Managers 
and Institutional Investors on a wide variety of global trends and emerging issues around the Annual Shareholder Meet-
ing, ESG Engagement, Board Practices, Executive Pay, Activism and Investment Stewardship Strategies. 

The purpose of this year’s survey is to determine which issues will have priority for Institutional Investor’s during the 2018 
annual meeting season. Our goal is to alert clients to these issues and help them prepare to manage and engage effectively 
with their shareholders. Institutional Investors responding to this year’s survey have the following characteristics:

INVESTMENT STEWARDSHIP FOCUS
 ■ 50% of the index/ETF/passive funds incorporate ESG or sustainability policies
 ■ All respondents surveyed are signatories of the Principles for Responsible Investment (PRI) 
 ■ Respondents with $11 Trillion AUM are signatories of the US Investment Stewardship Group 
 ■ Respondents with $21 Trillion AUM are signatories of the UK Stewardship Code

ASSETS UNDER M ANAGEMENT
2018 $31 Trillion of assets under management 
2017 $24 Trillion of assets under management
2016 $23 Trillion of assets under management 2016 2017 2018

31

2423

INVESTMENT STR ATEGY:  AC TIVE VS PASSIVE
Active $18 Trillion / Passive $13 Trillion 
60% of respondents manage 70% Active / 30% Passive
20% of respondents manage 80% Passive / 20% Active
20% of respondents manage 100% Active / 0% Passive

60% 20% 20%

30%
20%

70% 80%
100%

ROLE OF RESPONDENTS
Head of Corporate Governance 30%
ESG Analysts 22%
Responsible Investment Analysts 18%
Head of Investment Stewardship 18%

Portfolio Managers 8%
Chief Investment Officers 2%
General Counsel 2%

30%

22%18%

18%

8%
2% 2%
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KE Y  IN S I G HT S 

Institutional Investors responding to Morrow Sodali’s 2018 Survey revealed three critical areas of increasing concern:

1. The need for a clear articulation of a portfolio company’s business strategy and goals.
2. More detailed information about the directors’ skills, qualifications, experience and how each member contributes to 

the effectiveness of the board.
3. An explanation of the business rationale for board decisions and how they align with strategy and performance.

Based on our findings, we identified the following top priorities for 2018:

 ■ Investors will prioritize skills ahead of gender or ethnic diversity. 71% of respondents representing $23 Trillion 
AUM overwhelmingly felt that “Skills” was the most important diversity criteria. 54% of respondents representing 
$17 Trillion AUM felt that engagement with shareholders on succession planning was the most important issue. 

 ■ Unjustified pay will come under intense scrutiny say 88% of respondents representing $24 Trillion AUM.  
Respondents want to see better alignment between pay and performance. This is up from 75% last year. 61% of re-
spondents representing $17 Trillion AUM suggest the CEO pay ratio disclosure will gain a lot of attention and be a 
useful statistic. The rigor of incentive schemes will also come under the microscope according to 46% of respondents 
managing $17 Trillion AUM. 

 ■ Investor collaboration around broader Annual Shareholder Meeting topics will increase exponentially. Nearly 
two thirds of respondents representing $13 Trillion AUM stated collective engagement and collaboration with other 
shareholders related to annual general meetings is a powerful tool to help influence change.

 ■ Institutional Investors are increasingly likely to support a credible activist story say 61% of respondents rep-
resenting $18 Trillion AUM. Poor capital allocation is a key concern according to 54% of respondents representing  
$19 Trillion AUM. The Board’s role in capital allocation will receive greater scrutiny.

 ■ 93% of respondents representing $30 Trillion AUM confirm ESG integration into investment decision making 
is either fully integrated or progressing towards full integration. Respondents want to see companies better pre-
pared to provide more detail around ESG risks and opportunities.

 ■ Investors seek enhanced disclosure around materiality and sustainable metrics linked to long-term business 
strategy say 71% of respondents representing $20 Trillion AUM. There is more demand to understand a company’s 
purpose and boards should provide more detail in the annual report and in particular, corporate governance statements. 

What these answers tell us is that respondents to the Morrow Sodali survey are looking beyond compliance and 
one-size-fits-all voting policies. Instead they are seeking specific information from individual portfolio companies 
that will help them understand the fundamentals of the business and its strategic goals, the value contributed by 
the board of directors and the links between board policies and decisions, management’s effectiveness and the 
company’s long-term economic performance. This is good news for companies willing to make these disclosures, 
as it opens the path to closer relations with investors based on business fundamentals rather than compliance with 
external standards. 
Respondents’ answers to other questions further indicate that they are taking a more individualized approach to 
portfolio companies and moving away from standardized policy-based box-ticking voting criteria.
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This is a critically important time for directors, committee chairs and boards as we enter the 
2018 A nnual Shareholder Meeting season. 

Investor expectations will intensify around the role the 
board plays in managing strategic oversight. Respondents 
increasingly want to know if the board is involved in evalu-
ating, challenging and monitoring the company’s strategy 
and challenging management in crisis situations.

Shareholders are increasingly focused on the composition 
of the board and expect each director to provide real contri-
butions. Companies are now expected to play a pivotal role 
in addressing key societal issues and economic risks such as 
climate change, gender and ethnic diversity and stakehold-
er considerations. Director elections in many jurisdictions 
have received significant scrutiny in the past year. In the US 
the adoption of proxy access has increased dramatically al-
lowing certain investors to nominate director candidates; 
in the UK we noticed a couple of stand-out negative direc-
tor election votes linked to ineffective risk management. 

68% of respondents suggested “The quality and complete-
ness of a company’s disclosures on business strategy and is-
sues of material importance” is the most important point of 
focus in 2018. Respondents want to know boards are heav-
ily involved in evaluating, challenging and monitoring the 
company’s strategy.

66% of respondents believe “The composition of its board” 
is the next most important point of focus when consider-
ing votes on director elections in 2018. This is particularly 
poignant given the green paper and governance reforms re-
quiring companies to have independent Chairmen; FTSE 
350 companies will need to be aware of investor expecta-
tions as they lag behind in this area.

The company’s financial performance and ESG disclosure 
& practices received a score of 63% in terms of importance.

LOOKING FORWARD TO THE UPCOMING ANNUAL MEETINGS 
OF YOUR PORTFOLIO COMPANIES, PLEASE INDICATE HOW 
IMPORTANT THE FOLLOWING FACTORS WILL BE WHEN 
TAKING YOUR VOTING DECISION ON DIRECTOR ELECTIONS 
AND OTHER AGENDA ITEMS:

A N N UA L  M E E TIN G  S E A S O N
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68%
The quality and completeness 

of its disclosures on business strategy 
and issues of material importance to you

29% 3%

2%

5%

66%The composition of its board 32%

63%The company’s governance, environmental 
and social responsibility (ESG) policies and practices 8%29%

63%Its financial performance 13%24%

The quality of its engagement with shareholders 51% 44%

The availability of its board members 
to communicate directly with shareholders 39% 41% 20%

HIGH MEDIUM LOW
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WH I CH  3 E S G  TO PI C S 
WILL  B E  MO S T  IM P O R TA NT  TO  YO U 
WH E N  E N G AG IN G  WITH  COM PA N IE S  IN  2018? Q.02
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Corporate engagement is now a pivotal mecha-
nism that investors use to monitor their inves-
tee companies. The mutual benefits, access and 
opportunity to create relationships has helped 
investors and companies improve the informa-
tion flow and critically build a stable long-term 
relationship. 

In this year’s survey 59% of respondents will 
prioritize “board skills & experience.” This is a 
significant increase of 50 percentage points on 
last year’s 2017 survey. Respondents are turn-
ing up the heat on director accountability and 
oversight. Broader issues continue to evolve such 
as technology transformation, disruptions and 
stakeholder considerations.

Just under two-thirds (54%) of respondents will 
focus engagement on “climate risk disclosure,” 
this is an increase of 10 percentage points on last 
year’s survey. Climate change has now become 

a mainstream long-term investment risk and 
respondents demand better disclosure around 
reporting metrics and financial impact linked to 
climate related risk.

The 3rd key focus point with 41% of investor re-
sponses will target “ESG risk management & 
opportunities” in 2018, this is compared to 24% 
in 2017. Respondents seek information on quan-
tifiable ESG opportunities. 

This is in comparison to last year’s 2017 survey 
respondents that suggested climate change ($7 
Trillion AUM) and pay for performance ($10 
Trillion AUM) were the most important engage-
ment topics, followed by board composition and 
cyber security. 2018 sees continued growth in 
environmental, social and corporate governance 
(ESG) engagement as a key mechanism for in-
vestors to identify risks and opportunities linked 
to the company’s long-term business strategy.
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D O  YO U  E XPEC T  TO  CO LL A B O R ATE 
WITH  OTH E R  S H A R E H O LD E R S  WITH  R E S PEC T  TO  I S S U E S 
O F  IM P O R TA N CE  AT  A N N UA L  M E E TIN G S ? Q.03
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Shareholder Collaboration has increased 
exponentially and continues to be a powerful 
mechanism to seek change at companies with 
poor governance practices. In the US minority 
shareholder rights are under scrutiny from the 
Financial CHOICE Act restricting individual 
shareholder’s ability to submit proposals on the 
agenda. In Japan, cross-holdings and the lack 
of truly transparent independent directors has 
always resulted in governance shortcomings. 

However, the introduction of Investor 
organizations such as UK Investor Forum, US 
Investor Stewardship Group and Japan GO 
Investor Forum has changed the landscape. 
Creating established principles results in 
a framework for standardized corporate 
governance principles. These collective groups 
provide minority investors leverage as a 
collective voice to influence change.

59% of respondents confirmed they would 
collaborate with other shareholders with 
respect to important issues at annual general 
meetings and given the significance of the 
result, we went back to respondents to better 
understand the most frequent topics they will 
collaborate on in 2018. In the last decade we 
have noticed a sharp increase of shareholder 
collaboration around Annual Shareholder 
Meeting agenda items especially in the UK and 
US. Shareholders do recognize time constraints 
and resource challenges and see group meetings 
as an opportunity to discuss thematic issues or 
AGM issues.

YES NO
59% 41%
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A R E  E S G  A N D  S U S TA IN A B ILIT Y  N OW  INTEG R ATE D  INTO 
YO U R  IN V E S TM E NT/D I V E S TM E NT  D ECI S I O N -M A KIN G 
PRO CE S S E S  FO R  A LL  A S S E T  CL A S S E S ? Q.04

Investors increasingly recognize ESG and sus-
tainability as material to long-term financial 
outcomes. Investment Managers are ever more 
influenced by clients’ objectives and stake-
holder considerations as the focus on environ-
mental, social and governance (ESG) issues 
continues to attract significant attention. More 
respondents gradually follow the Sustaina-
bility Accounting Standards Board (SASB) 
guidelines for investors, UN Sustainability De-
velopment Goals and recently endorsed Task 
Force on Climate-related Financial Disclosures 
(TCFD) recommendations.

This year we asked investors to what extent ESG 
is integrated into their investment decisions.

49% of respondents confirmed that ESG and 
sustainability indicators are fully integrated 

into their investment decision processes across 
all asset classes.

44% of respondents confirmed they are in the 
process and only 7% have zero or minimal ESG 
integration.

A combined 93% of respondents therefore are 
either fully integrated or progressing towards 
full integration. This portrays a strong message 
from investment managers on the direction in 
terms of assessment of ESG risks and opportu-
nities within their investment portfolios. 

In our 2017 survey 72% of respondents repre-
senting $14 Trillion AUM suggested “the dis-
closure of material ESG information was very 
important to their investment decisions.”
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44%
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7%49%
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WH O  I S  IN VO LV E D 
IN  M A KIN G  TH E  VOTIN G  D ECI S I O N S  IN  TH E  G E N E R A L 
M E E TIN G S  O F  YO U R  P O R TFO LI O  COM PA N IE S ?Q.05

Over a decade ago most proxy voting decisions 
were determined by the Portfolio Manager 
particularly within the actively managed 
investment funds. The shift to index funds and 
Institutional Investors’ increasing resources 
have contributed to a power shift away from 
Portfolio Managers. Corporate Governance 
and Investment Stewardship Analysts now 
tend to lead discussions related to the Annual 
Shareholder Meeting.

The flow of investment capital from active to 
passively managed strategies continues to grow 
rapidly. Consequently, and under some external 
pressures, large index managers increasingly 
play an important role enforcing stewardship 
responsibilities and protecting the long-term 
interests of client assets. Questions have been 
asked, and to their credit, index managers have 

taken a proactive approach, becoming active 
stewards. They have increased the size of their 
corporate governance teams and developed 
detailed market policies. 

71% of respondents confirmed that a 
combination of the stewardship team and 
investment decision makers take proxy voting 
decisions at Shareholder Meetings.

17% of respondents confirmed that the 
stewardship team will manage the vote decision 
and only 7% of voting decisions are controlled 
by Portfolio Managers. 
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PROXY COMMITTEE

5%

17%
STEWARDSHIP/
PROXY VOTING TEAM

7%
PORTFOLIO MANAGER/
EQUITY ANALYST

A COMBINATION 
OF THE ABOVE 

71%
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D O  YO U  S U B S CR IB E  TO  E S G  R E S E A RCH  AG E N CIE S ? 
IF  S O,  IN D I C ATE  H OW  IN FLU E NTI A L  TH E  R ATIN G S  A R E 
TO  YO U R  VOTIN G  A N D/O R  E N G AG E M E NT  D ECI S I O N S ?Q.06

ESG and Sustainable investing has gained 
momentum in recent years and there is greater 
demand from investors for better ESG disclosure 
expected in key markets and sectors. Investors 
continue to seek credible research to help 
reduce the knowledge gap on how these types 
of investments can significantly improve risk-
adjusted returns. Research firms specializing in 
environmental, social and governance analysis 
fill this gap and investment managers have 
become more attuned to the usefulness and 
availability of this information. Investment 
Managers also inform us the demand for ESG 
mandates from clients (asset owners) increased 
exponentially.

51% of respondents confirmed they subscribe 
to ESG research agencies with a low impact on 
voting decision/engagement targets. A further 
17% suggested they have a medium influence 
on voting decision/engagement targets. 
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YES
Low influence

YES
High influence

27%

17%

51%
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D O  YO U  S U B S CR IB E  TO  PROX Y  A DV I S O RY  FIRM S ? 
IF  S O,  H OW  IM P O R TA NT  A R E  TH E IR  R ECOM M E N DATI O N S 
WH E N  YO U  M A KE  VOTIN G  D ECI S I O N S ? Q.07

Over time, regulators and market participants 
have increasingly recognized the influence of 
proxy advisors on investors’ votes and have 
pushed for stringent regulation of the proxy 
advisory industry. As recent as December 
2017 The Corporate Governance Reform and 
Transparency Act of 2017 was approved with 
the intention of increasing the transparency 
of shareholder proxy advisory firms. Many 
observers believe that the influence of proxy 
advisors is significantly overstated, and that 
stringent regulation may do more harm than 
good while others suggest it will have a positive 
impact and increase competition in the industry.

Proxy advisor policies are becoming stricter 
and their reports are an important source of in-
formation for their clients to help make an in-
formed decision in a timely manner.

For investors, the rise of in-house governance 
teams reduces some of the concerns raised by 
issuers and requires an extra layer of analysis 
when considering agenda items. Some investors 
subscribe to one or more proxy advisors and 
generally do not follow their recommendations 
strictly. 

63% of respondents confirmed that their rec-
ommendations only have a “low influence” on 
their final vote decisions.

32% stated proxy advisor recommendations 
have a “medium influence” on their final vote 
decisions.

Only 5% of respondents informed us that 
proxy advisor recommendations have a “high 
influence” on their final vote decision. A
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63%

YES
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32%5%
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WH AT  IN FO RM ATI O N  S H O U LD  B E  D I S CLO S E D  A B O U T 
A  B OA R D ’ S  COM P O S ITI O N  S O  TH AT  YO U  C A N  M A KE 
A N  IN FO RM E D  VOTE  O N  D IR EC TO R  E LEC TI O N S ?Q.08
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Investors increasingly demand that boards and 
its committees should have the appropriate 
balance of skills, experience, independence 
and knowledge of the company to enable 
them to carry out their responsibilities and 
duties both effectively and to the highest 
standards possible. Access to adequate, timely 
and complete information about the make-up 
of boards is therefore essential to enable an 
investor to make a judgement on the suitability 
of individual directors. Transparency around 
board composition has substantially increased 
in recent years, thanks to a combination of 
regulatory developments as well as changes 
to corporate governance codes across 
the world. Both regulators and investors 
have placed much greater emphasis on the 

appointment process of directors, ensuring 
that directors are appointed on merit against 
objective criteria and with consideration to 
the benefits of having in place a diverse board, 
capable of providing independent oversight of 
management. 

Over 56% of respondents believed that the 
most important topic concerning a company’s 
composition was the relevant background and 
experience of individual directors, while 41% 
of respondents believe that the disclosure of 
a board skills matrix is the most important. 
This stands in stark contrast to more detail on 
the selection and nomination process, where 
only 7% of respondents felt this was the most 
important issue.

B OA R D  COM P OS ITI O N

RELEVANT BACKGROUND AND EXPERIENCE 
OF INDIVIDUAL DIRECTORS

56% 29% 15%

BOARD SKILLS MATRIX

41% 37% 22%

MOST IMPORTANT IMPORTANT LEAST IMPORTANT

MORE DETAIL ON THE SELECTION AND NOMINATION PROCESS

7% 32% 61%
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WH I CH  O F  TH E  FO LLOWIN G 
IN CR E A S E  YO U R  CO N FID E N CE 
IN  TH E  B OA R D ’ S  R E FR E S H M E NT  PRO CE S S ?Q.09

B
O

A
R

D
 C

O
M

P
O

SI
TI

O
N

A core tenet of good corporate governance 
is the requirement for boards to explain, to 
investors, that there exists a formal, rigorous 
transparent and continuous process for 
monitoring the composition of the board. The 
board should look to satisfy both itself and 
investors that plans are in place for the orderly 
succession for appointments. This is important 
for maintaining an appropriate balance of 
skills and experience within the company 
and, crucially from an investor perspective, to 
ensure regular and progressive refreshing of the 
board. The days of simply appointing directors 
to the board of a public company on a whim or a 
wink and a nod are long gone. 

59% of respondents considered the 
disclosures around the quality of recent board 
appointments were the most important and 
54% of respondents felt that engagement 
with shareholders on succession planning was 
the next most important. This demonstrates 
the importance that respondents attribute 
to engagement with the board and arguably 
is representative of a growing desire by 
respondents, especially ESG practitioners, to 
be more involved in promoting long termism 
at companies, of which succession planning, 
nominations and board evaluations are 
naturally crucial to. 93% of respondents felt 
that the least important topic was disclosure 
that an external service provider has been used 
for the board evaluation.
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IF  A  COM PA N Y  D O E S  N OT  A LLOW 
D IR EC T  COM MU N I C ATI O N  B E T WE E N  D IR EC TO R S 
A N D  S H A R E H O LD E R S ,  WH AT  AC TI O N  WILL  YO U  TA KE ?Q.10

Regular and direct dialogue between directors 
and shareholders is of a vital importance to a 
company’s long-term health. This should be on-
going and not done just at times of crisis or ahead 
of Shareholder Meetings. As identified in the 
2017 survey, rules and best practice guidelines 
are raising the bar for institutional investors to be 
better stewards of their investments. Stewardship 
codes exist across the globe, from UK to Japan. 
Moreover, corporate governance codes have sig-
nificantly changed how companies engage with 
shareholders and other key stakeholders, includ-
ing employees, customers and suppliers. Moreo-
ver, this theme will inevitably take on greater im-
portance in the coming years, not least because 
of the forthcoming changes to the UK Corporate 
Governance Code and the anticipated consul-
tation on the UK Stewardship Code, expected 
in 2018. The UK’s approach to governance and 
stewardship, and the core principles that make up 
the Codes, have generally been replicated global-
ly and therefore, much greater emphasis on effec-
tive engagement between boards and sharehold-
ers can be anticipated. 

Building on last year’s questions with respect to 
engagement, this question clearly showed that 
most respondents (close to 60%) were prepared 
to engage with the board; 19% of respondents 
instead considered they would rather withhold 
votes from the nomination/governance com-
mittee chair or other board member. Moreover, 
close to 12% of respondents would collaborate 
with other shareholder initiatives. This is a testa-
ment to the commitment by global respondents 
to proactively seek to promote good corporate 
governance and ensure that the boards make 
decisions for the long-term interests of the com-

pany. Moreover, many global respondents have 
substantially increased their ESG resources, with 
many teams now focused on engagement. While 
it is impossible to engage with every company, 
respondents have much more capacity than they 
did a decade ago and are therefore more willing to 
perform a proactive stewardship role, promoting 
responsible investments across their portfolio. 
Moreover, the UK market benefits from both the 
Investor Forum and the Investment Association 
which allow respondents to work together, when 
appropriate, and engage on difficult and conten-
tious governance issues at companies. Only 9% 
of respondents would take no action if the com-
pany did not permit communication. This very 
low score demonstrates that very few respond-
ents are prepared to sit back and not engage di-
rectly with companies.

Withhold votes from the nomination/
governance commitee chair or other 
board member 

No action

Engage with the Company 

Collaborate with 
other shareholders 
initiatives 

19%

9%

60%

12%
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WH I CH  I S  MO R E  IM P O R TA NT  TO  YO U 
WH E N  E VA LUATIN G  D IR EC TO R S :  IN D E PE N D E N CE ; 
S KILL S ;  Q UA LIFI C ATI O N S  A N D  E XPE R IE N CE ? Q.11

In the 2017 survey, close to two-thirds of re-
spondents (representing $19 trillion AUM) 
explained that more detail on each individual 
director’s biography was an important source 
of information for them to make an informed 
voting decision. Investors increasingly demand 
that companies are run by directors who not 
only possess the right experience and skills, 
but can also demonstrate their independence, 
not just at the time of their appointment but 
throughout their tenure on the board. Great-
er emphasis has been placed on ensuring that 
boards are composed of directors that fulfil a 
much greater skills matrix as well as demon-
strating independence criteria. 

Building on the results of the 2016 and 2017 
survey, investors were asked to identify, in order 

of rank, what factors (independence, skills and 
qualifications/experience) were most important. 

Skills (49%) and Qualifications + Experience 
(29%) were viewed by respondents as the most 
important. 

Comparatively, 27% felt independence was 
the most important issue here. Although skills 
were clearly the most popular in this instance, 
the relative closeness between all three op-
tions demonstrates that independence, skills 
and qualifications/experience are all impera-
tive. This is not only the view of respondents, 
as demonstrated by this survey, but also that of 
many corporate governance codes. The current 
UK Code (2016), for instance, assigns an equiv-
alent weighting to the three principles. 

SKILLS

QUALIFICATIONS + EXPERIENCE 

INDEPENDENCE

49% 32% 19%

MOST IMPORTANT IMPORTANT LEAST IMPORTANT

29%

27%

29%

37%

42%

36%
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Boardroom diversity has been one of the most dominant 
corporate governance themes in the last decade. Initi-
atives to increase gender equality on the boards domi-
nate the minds of regulators and governments. Corpo-
rate Governance Codes and regulations have sought to 
change the make-up of boards, moving from ones domi-
nated by “pale, stale, males” to ones more representative 
of the society that they operate within. In recent years, 
we have seen the diversity debate shift from one solely fo-
cused on gender to one that looks to increase the make-up 
and composition of boards in other ways, including eth-
nicity and geography. The Parker Review (into ethnicity 
on UK boards) was published in October 2017, proposing 
that each FTSE 100 Board should have at least one direc-
tor from an ethnic minority background by 2021 and for 
each FTSE 250 Board to do the same by 2024. The debate 
around boardroom diversity will continue to develop over 
the next few years and will no doubt continue to be a focus 
for investors, regulators and governments alike. 

71% of respondents overwhelmingly felt that “Skills” was 
the most important diversity criteria. 17% of respondents 
ranked “Experience” as the next most important and 7% of 
respondents ranking “Gender” third. 46% of survey par-
ticipants felt that “Age” was the least important diversity 
criteria while another 29% of respondents expressed the 
same view for “Ethnicity”. These results demonstrate that 
while gender, ethnicity and age diversity are of course im-
portant they should not in any way distract boards from re-
cruiting directors who have the right skills and experience 
for the roles. The focus on gender diversity remains a per-
ennial issue across markets and should remain the focus of 
respondents and the companies themselves.

In the 2017 survey, 30% of respondents identified “board 
diversity” as one of their top three ESG topics for that An-
nual Shareholder Meeting season. Looking to develop this 
theme further, respondents in this year’s survey were asked 
which diversity criteria were the most important to them. 

WH I CH  D I V E R S IT Y  CR ITE R I A 
A R E  MO S T  IM P O R TA NT  TO  YO U? Q.12

MOST IMPORTANT LEAST IMPORTANT OTHER
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Ethnicity 

Age 

Geography 

Gender 

Experience 

Skills 71%

17%

7%

8%

23%

57%

17%

27%

22%

8%

17%

44%

41%

40%

23%

34% 29%

10%

46%

23%

5%

7%

2
%

2
%

2
%

2
%

2
%

2
%

2
%

2
%

2
%

2
%

2
%

2
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Governments, society and other key stakeholders 
continue to believe CEO pay is excessive and 
has simply gotten out of hand. In the UK and 
US, regulators and policy makers have tried 
unsuccessfully, it would seem, to address these 
concerns. Investors now seek a more effective 
approach to link executive pay to the interests of 
employees and other long-term stakeholders.

Companies are expected to disclose CEO pay 
ratios in the UK and US from January 1st, 2018 
and it is likely to reignite a fierce debate around 
executive pay.
 
61% of respondents suggest the pay ratio 
will be a useful statistic. Many respondents 
stated that this is a good starting point but “it 
may not have immediate value however the 
statistic would be useful to track over time 

and compare with peers.” While many US 
respondents suggested “the ratio between the 
CEO vs NEO is more important and valuable.” 
Some of the respondents also indicated “a 
better tool would be CEO pay vs the average 
in the executive committee.” Finally, many 
respondents suggest companies should continue 
to increase engagement with key stakeholders 
to discuss the logic behind the rationale and its 
appropriateness.

The pay ratio mechanism will certainly put the 
spotlight on company pay, however questions 
are being raised whether this alone will 
effect change. Respondents want the culture 
within capital markets to change; businesses, 
remuneration consultants, headhunters and 
other key players, such as shareholders, will all 
play important roles. 

CEO  V S  M E D I A N  E M PLOY E E  PAY,
D O  YO U  FIN D  TH I S  R ATI O  U S E FU L?Q.13
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YES
61%

NO
39%
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H OW  IM P O R TA NT  I S  TH E  IN CLU S I O N 
O F  S U S TA IN A B ILIT Y  PE R FO RM A N CE  M E TR I C S 
A N D  TA RG E T S  IN  TH E  CEO  S H O R T-TE RM 
A N D/O R  LO N G -TE RM  IN CE NTI V E  PL A N S ?Q.14

Shareholders are getting more comfortable de-
manding more information around environ-
mental and social considerations as evidence 
based research champions the value of sustain-
able practices.

Only 29% of respondents say it is “very im-
portant” to include sustainability performance 
metrics and targets in the CEO’s short-term in-
centive plan, with 32% suggesting it was “some-
what important” and the remaining 29% stat-
ing it was “not important”. 

However, in relation to the CEO’s long-term 
incentive plan 74% of respondents suggested 
it was “somewhat important” to include sus-
tainability performance metrics and targets. 

Organizations are more frequently considering 
disclosing whether and how performance met-
rics, including links to remuneration policies, 
take into consideration climate-related risks 
and opportunities. Climate-related risks are 
receiving more attention but whether related 
performance metrics should be incorporated 
into remuneration policies needs further as-
sessment. Respondents want to see enhanced 
disclosure and continue pushing for progress.

LEVEL OF IMPORTANCE IN THE ANNUAL INCENTIVE PL AN 

LEVEL OF IMPORTANCE IN THE LONG-TERM INCENTIVE PL AN 

29% 29%32%

10% 74%

8%

8% 6
%

2%

2%

VERY
IMPORTANT 

SOMEWHAT
IMPORTANT 

NOT
IMPORTANT 

NO
OPINION 

OTHER
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R A N K  TH E  FO LLOWIN G 
E XECU TI V E  R E MU N E R ATI O N  I S S U E SQ.15

Executive pay continues to be the focus of 
significant shareholder scrutiny, especially 
given the squeeze on employees’ wages, the 
excessive rise of executive pay and the continued 
misalignment of pay for performance. The 
link between executive pay and company 
performance is negligible according to many 
and this fuels arguments for reform of corporate 
compensation packages. 

Overwhelmingly, 88% of Respondents 
stated, “pay for performance” is the most 
important executive remuneration issue.  
This is a 13-percentage point increase on last 
year’s results. 

“Rigor of performance targets set under 
incentive schemes” was the second most 
important issue with 46% of respondents 
suggesting it as a key issue. However, compared 
to last year, this was a 16 percent point drop.

Further reforms are in progress in key markets. 
The UK public register identifying companies 
with significant against votes was launched in 
December 2017 and the disclosure of CEO pay 
ratio is due in both the UK and US in 2018.

OTHER

Dilution resulting from equity compensation plans 

Pay mix (variable vs. fixed) 

Pay Quantum 

Choice of performance metrics under incentive schemes 

Rigor of performance targets set under incentive schemes 

Pay-for-performance 

MOST IMPORTANT IMPORTANT LEAST IMPORTANT

88%

46%

34%

20%

5%

10%

10%

22%

29%

61%

73%

42%

42%

49%

32%

23%

2%

2%

2%

2%

2%

2%2
%
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H OW  IM P O R TA NT  I S  IT  FO R  TH E  COM PE N S ATI O N/
R E MU N E R ATI O N  R E P O R T  TO  D I S CLO S E  IN  D E TA IL 
TH E  M E TR I C S  A N D  CR ITE R I A  TH AT  A R E  TH E  B A S I S 
FO R  PAY  D ECI S I O N S ,  IN CLU D IN G  CR ITE R I A  R E L ATE D  TO 
B U S IN E S S  S TR ATEG Y  A N D  PE R FO RM A N CE ?Q.16

Investors increasingly expect remuneration 
committees to create the right remuneration 
structures for their businesses and strategy, 
which clearly links pay to the long-term success 
of the business. 

It is expected that remuneration committees 
make better long-term decisions. It is important 
that the Remuneration Committee Chair has a 
proper understanding of the company strategy 
and its performance drivers. 

Investors recognize the sensitivity behind dis-
closure of targets but there is an appetite for 
better explanations why a target might be com-
mercially sensitive and for companies to pro-
vide more color on the timeline for metrics to 
be disclosed.

Investors seek more granularity around how 
performance metrics are aligned with the im-
plementation of the company’s long-term strat-
egy, and how they are linked to long-term value 
creation for shareholders. 

73% of respondents agreed that it is “very im-
portant” to have better disclosure on metrics/
criteria especially those related to business 
strategy and performance.

The remaining respondents (27%) agreed it is 
“important” to have better disclosure of met-
rics/criteria especially those related to business 
strategy and performance.

Perhaps even more importantly, zero respond-
ents agreed it was “not important”.

VERY IMPORTANT
73% IMPORTANT

27%
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PLE A S E  IN D I C ATE  TH E  TO PI C S 
O N  WH I CH  YO U  WO U LD  LIKE  TO  S E E 
MO R E  D E TA ILE D  D I S CLO S U R E  BY  P O R TFO LI O 
COM PA N IE S  A N D  R ATE  TH E IR  IM P O R TA N CEQ.17

83% of respondents feel there needs to be better 
disclosure on ‘how compensation decisions are 
linked to long term strategy and goals’.

76% suggested more granularity around the 
‘Board members’ background, qualifications 
and the value they bring to the boardroom’ 
would be helpful. 

The third most important aspect is more 
disclosure around ‘Material sustainable issues 
and business strategy’, with 71% of respondents 
highlighting this point. We are seeing a strong 
recurrence throughout the survey of investor 
focus related to long-term business strategy.

D
IS

C
LO

SU
R

E

D I S CLOS U R E

A detailed explanation 
of how compensation decisions are 

linked to long term strategy and goals 

HIGH MEDIUM LOW REMAINING OPTIONS

83% 10% 2
% 5%

Board members’ background, 
qualifications and the value 

they bring to the boardroom 
76% 17% 2

% 5%

Material sustainable issues 
and business strategy 71% 24% 5%

The board’s role in capital allocation 
and their oversight of longterm strategy 68% 27% 5%

CEO and board succession planning, 
process and status 54% 39% 2

% 5%

Ethics, business conduct, corporate 
culture, tone at the top - internal 

controls and monitoring procedures 
44% 46% 5%5%

Risk oversight i.e. policy, internal 
controls and monitoring procedures 42% 46% 5%7%

The company’s engagement policy, 
practices and results 32% 56% 5%7%

The annual board evaluation,
process and value 29% 59% 5%7%

Integrated reporting 25% 56% 7%12%
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35%

41%

24%

Q.18
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The debate around the long-term effects of 
activists investing in companies are not yet well 
understood, and it is still highly contentious. 
In some corners you will find supporters 
championing the role activists play in holding 
corporate leaders accountable for poor decision 
making, however some opponents believe 
activist strategies drive executives away from 
long-term decision making. The consensus is 
that many find that activist investor activity 
must be examined on a case by case basis.

This year 61% of respondents said the most 
important factor that would lead to respondents 
supporting activist campaigns is an “Activist’s 
credible story focusing on long term 
strategy”. Understanding the strategies from an 
activist’s view point can be extremely insightful, 
specifically those focused on generating long-
term value with focus on governance issues and 
enterprise risk management. 

Last year in a separate question we asked 

respondents how they judge the effectiveness of 
a company’s capital allocation, this year it was 
included in our activism related question.

Interestingly, “Poor capital allocation” was 
the second most important factor with 54% 
of respondents citing this as a key factor that 
might influence shareholders to support an 
activist campaign. 

In our 2017 survey poor governance practices 
was the most important factor leading investors 
to support activist claims. It is worth noting 
this year that 88% of respondents thought it 
was either “important” or “most important” 
that “poor governance practices” could lead to 
investors supporting a credible activist story.

Investors want companies to monitor the 
internal and external risks to help identify 
signals or conflicts. This process will contribute 
towards taking decisive and effective action at 
the critical moments. 

AC TI V I SM

IN  A D D ITI O N  TO  FIN A N CI A L  PE R FO RM A N CE , 
WH AT  FAC TO R S  LE A D  YO U  TO  S U PP O R T 
AC TI V I S T  CL A IM S/R E S O LU TI O N S ?
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DISTRESSED DEBT RESTRUCTURING PROPOSALS: 
IN ADDITION TO FINANCIAL CONSIDERATIONS, 
HOW IMPORTANT ARE ESG FACTORS/CORPORATE 
GOVERNANCE REFORMS WHEN TAKING 
YOUR VOTING DECISION?Q.19

FIXE D  IN COM E

Companies that have issued public debt and 
and comply with their interest and principal 
repayment commitments may decide to have 
a distant relationship with their bondholders. 
However, once a company starts to face 
financial difficulties and requires the proactive 
participation of its fixed income investors, this 
“distant” relationship needs to change quickly. 
The company is required to communicate 
and negotiate with bondholders that could be 
spread worldwide.

When voting in favor or against a proposal 
presented by the company during a distressed 

debt restructuring situation, 76% studied 
the ESG factors and corporate governance 
reforms involved in such proposals. 

These results continue the pattern we saw in last 
year’s institutional investor survey, in which 
fixed income investors confirmed they did 
integrate ESG factors into their analysis when 
making decisions. The traditional ESG view 
seeing equity holders as the main stakeholders 
interested in a company’s performance is old-
fashioned, and companies should bear this 
in mind – including during distressed debt 
restructuring situations.

NOT AT ALL 
IMPORTANT

VERY
IMPORTANT

IMPORTANT

NO 
OPINION

17%

20%

56%

7%
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G R E E N  B O N DS : IF  YO U  IN V E S T  IN  G R E E N  B O N DS , 
D O E S  YO U R  S TE WA R DS H IP  TE A M  E N G AG E 
WITH  TH E  R E LE VA NT  COM PA N IE S  O N  E S G  I S S U E S 
TO  MO N ITO R  TH E  R E L ATE D  R I S K S  A N D  O PP O R T U N ITIE S ?Q.20

Green bonds are a relatively new financial 
instrument and are issued to fund projects 
that have a positive effect on the environment, 
such as: renewable energies, energy efficiency, 
sustainable waste and water management, 
sustainable land use or clean transport. 

We have seen substantial growth in green bond 
issuances with benefits to both investors and 
issuer companies. Annual green bond issuance 
rose from US$ 3 billion in 2011 to US$ 95 billion 
in 2016. The Organization for Economic Co-
operation and Development (OECD) estimates 
that by 2035, the green bond market could 
increase to US$ 4.7-5.6 trillion in outstanding 
bonds. This increase in green bonds’ investment 

is clearly reflected in the survey results: almost 
80% of respondents surveyed confirmed 
they invest in green bonds.

It is important for green bond issuer 
companies, and for organizations that are 
considering issuing this instrument for the 
first time, to be aware of the level of due 
diligence investors perform when investing in 
green bonds. Second opinion agencies release 
independent reports on the environmental 
quality check of the issuer’s framework for 
selecting projects and investments for green 
bonds funding, and credit rating agencies 
have also been adapting their tools to assess 
green bonds in the last two years.

NO

YES - both before 
and after investing 

YES - before investing 

YES - after investing 

We don’t invest 
in green bonds 

25%

41%

7%

5%

22%
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