
1

Investing Responsibly
SKAGEN’s approach  
to ESG integration

The art of common sense   

Harvesters. 1905. By Anna Ancher, one of the Skagen painters. This painting is m
anipulated and belongs to The Art M

useum
s of Skagen.



2 3

Table of Contents
1. INTRODUCTION 4

2. ESG AS A SOURCE OF OUTPERFORMANCE 5

3. THE MANY FACES OF ESG INVESTING 6

4. OUR APPROACH TO ESG INTEGRATION 7

5. RESPONSIBLE INVESTING IN PRACTICE 8

6. COMPANY ENGAGEMENT 11

7. RESPONSIBILITY AND ACCOUNTABILITY 12

8. STEWARDSHIP 13

9. TRANSPARENCY 14

10. ADDITIONAL INFORMATION 14

IMPORTANT INFORMATION 14

Children and young girls picking flowers in a field north of Skagen. 1887. 
By Michael Ancher, one of the Skagen painters. This painting is manipulated 
and belongs to The Art Museums of Skagen.



4 5

1. Introduction 2.  ESG can be a source of outperformance
SKAGEN was founded in Stavanger, Norway in 1993 with 
the goal of generating long-term growth for our clients’ 
assets. Starting from managing assets solely for friends 
and family, SKAGEN has, over the years, grown to a 
leading Scandinavian asset management boutique with 
a broad European footprint. We have been including 
Environmental, Social and Governance (ESG) factors in 
our investment process since 2002. 

At SKAGEN, our investment philosophy is rooted in a 
belief that the financial markets are not always efficient, 
and that companies can be wrongly priced at various 
times and for a multitude of reasons. The goal is thus  
to identify the mispriced companies whose true value is 
likely to be recognised in the future. Hence, SKAGEN’s 
funds will only invest in those companies where the 
portfolio managers can clearly define a fair value, where 
the stock price is trading at a significant discount to 

fair  value per share, and where we are able to point to 
coherent and realistic catalysts to drive a share price 
revaluation. 

At SKAGEN, we aim to invest responsibly because we 
believe that companies that consider sustainability as 
part of  their business strategy tend to outperform their 
counterparts over the long-term. ESG factors are often  
a signal of management quality and companies that are 
transitioning from a position of poor governance into 
well governed organisations can often result in superior 
returns. In addition, integrating ESG into the investment 
process allows us to make better-informed investment 
decisions by providing a more comprehensive assess-
ment of risks and opportunities in each investment case.

We therefore invest responsibly in order to achieve the 
best possible risk-adjusted returns for our clients.

Despite a marked increase in company disclosure of ESG 
related data in recent years, there is still some  difficulty 
in obtaining consistent and standardised data and 
 information in many areas. For this reason, we believe 
that passive screening on ESG factors is of limited value 
and that active management (through fundamental, 
 bottom up research) is required in order to gain the 
best understanding of ESG factors in each company 
in which you invest. We believe this to be particularly 
 pertinent when investing in less efficient markets, such 
as  emerging markets and smaller companies. Hence, we 
 believe that ESG can also be a source of outperformance 
or ‘alpha’ and it is another factor we can use in our 
toolkit as active managers. 

An MSCI study from 2015 titled “Can ESG add Alpha?”  
concluded that strategies constructed specifically using 
ESG factors (ESG Tilt and ESG Momentum) have outper-
formed the broader market over the long term.* In the 
summer of 2017 we asked MSCI to update the study. 
Both the original and the updated studies show that 
companies that are improving their ESG characteristics 
outperform the MSCI World index over time. Based on 

these studies and our own experience of companies 
with improving Environmental, Social and particularly 
 Governance factors, we conclude that ESG can provide  
a source of alpha. 

For example, taken from the MSCI research, the following 
chart shows the outperformance (relative to the MSCI 
World Index) of companies with improving ESG ratings 
within the previous 12 months, an ‘MSCI ESG Momen-
tum strategy’. 
 
Over the past ten years, companies with improving ESG 
characteristics have outperformed the world index by 
29.6%, demonstrating a significant source of alpha.  
The chart also decomposes the total return from the 
MSCI ESG Momentum Strategy (light blue line at the 
top) into underlying systematic factors, showing that 
the majority of outperformance came from stock specific 
 contributions (green line). 

Therefore we belive that an active approach, selecting 
companies with improving ESG fundamentals, can provide a 
significant source of outperformance for long-term investors.

Active
Portfolios are constructed without reference to 
an  index in order to exploit the opportunities 
from  in-house research.

Value-based
Investing in mispriced assets with clear catalysts  
for re-valuation.

Contrarian
Non-consensus thinking helps us to identify 
investment ideas. 

Long-term
Patience is key to delivering superior returns.

Conviction
Our portfolios are concentrated and so high 
conviction in all portfolio companies is para-
mount. 

Unconstrained
Sensible diversification and avoidance of 
too much concentration towards single risk 
factors. 

Philosophy 

Our investment philosophy is straightforward: to find investments that are 
mispriced by the market, where value is likely to be recognised in the future, 

offering great potential for the risk taken. Improving ESG factors can generate outperformance
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*Zoltán Nagy, Altaf Kassam, Linda-Eling Lee, Can ESG add alpha?, MSCI ESG Research Inc, June 2015.

https://www.msci.com/documents/10199/4a05d4d3-b424-40e5-ab01-adf68e99a169
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4. Our approach to ESG integration

SKAGEN’s approach to ESG integration

At SKAGEN, we take a threefold approach to ESG  integration 
in our portfolios. 

Firstly, there are certain industries that we will not invest 
in, based on international treaties, norms and  legislation 
in the markets where we operate.  These typically in-
clude companies that produce or sell weapons of mass 
 destruction, land mines and cluster bombs as part of 
their business or have a material part of their business 
within tobacco, pornography and gambling.

For example, despite providing many years of strong 
investor returns, the tobacco industry continues to face 
an uncertain future, challenged by sanctions and fines, 
varying in their global impact but certainly heading in 
one direction. No amount of engagement with manage-
ment will improve that situation and we choose not to 
invest in tobacco companies, as we do not believe it to 
be a sustainable industry. This is a slightly different take 
on exclusion of tobacco, where many will abstain for 
purely ethical reasons.

Secondly, there are other industries and activities where 
we will need to evaluate the risks and costs of  uncovered 
ESG issues. In the ESG community this is known as 

a  fundamental approach and could involve building 
an ESG impact into the company valuation during the 
research phase. For example, the portfolio manager 
may assume lower revenue, lower asset book value or 
increasing operating costs as a result of ESG factors.

Thirdly, there may also be industries where we can 
 identify a change taking place and we may want to take 
part in the transition. One such industry is  utilities, 
where many companies previously relied heavily on 
fossil fuels and, as a result, were damaging to the 
 environment. Purely excluding companies based on past 
performance, rather than their future potential could 
harm future returns. As long-term investors, we seek to 
identify changes that can be translated into opportuni-
ties, with the aim of benefitting our clients. 

The result is that we take a proactive approach to the 
integration of ESG, beyond merely mitigating ethical or 
reputational risk for an investment case, to the extent 
that we often identify positive changes that will yield 
opportunities and returns. Based on the following chart, 
our equity funds would benefit from the proactive stages 
of ESG integration 3, 4 and 5 to varying degrees. 

Level of ESG integration
Source: SKAGEN and for illustrative and discussion purposes only.
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3. The many faces of ESG Investing

The many faces of ESG investing

ESG is a hot topic in the world of investing. It is also one 
of many guises, evoking a broad spectrum of opinions 
and approaches. There are broadly two approaches to 
consider when applying ESG considerations to an invest-
ment strategy. The first  is to exclude  sectors, activities 
and products. Typically the exclusions would apply to 
products such as tobacco and landmines, or activities 
such as extrusion or energy production. 

The second is ESG integration. According to the 
 United Nations supported Principles for Responsible 

 Investments, integrating ESG factors into the  analysis of 
listed equity investments is the most common  approach 
in the fund markets currently, although there are a 
 variety of approaches to ESG integration. There are 
several drivers behind this trend, such as capital flowing 
into funds that integrate ESG and growing awareness of 
academic research supporting the benefits. 

There is a range of methods available to integrate ESG 
factors across investment strategies as illustrated below. 

Divestment and norm-based screening are closely relat-
ed as these methods  exclude certain industries, sectors 
or activities. The biggest difference between the two 
is that divestments can in general be much broader in 
scope than what is normally considered within the scope 
of norm-based screening. For instance, divestment may 
include fossil fuel, while a norm-based screening might 
exclude tobacco and gambling. 

Factor-based or thematic ESG investing means  choosing 
specific characteristics or themes to focus on, such 
as improving corporate governance. Some investors 
also prefer to select the ‘best in class’ companies from 
an ESG perspective, which is effectively the opposite 
approach to divestment. ESG integration is the approach 
we follow at SKAGEN, as described on the following 
pages.

DivestmentNorm-
based screening

ESG
Integration

Best in class Factor based 
or thematic
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5. Responsible investing in practice
At SKAGEN, we believe in investing responsibly through a thorough integration of our 

ESG Policy. Our portfolio  managers are stock pickers and investment decisions are 

always made based on company fundamentals. However all new investments must 

pass an ESG evaluation before further research is undertaken and before inclusion in 

the  portfolio.

As detailed above, there are certain companies and industries that we will either 
 exclude or more actively avoid. This means that our approach to ESG integration has 
both a top down and a bottom up perspective.

Stock selection and portfolio construction is the 
 responsibility of the portfolio managers. Any investment 
idea, generated by a portfolio manager, will be screened 
by SKAGEN’s in-house ESG Specialist to ensure that it 
meets with our responsible investing guidelines. The 
 portfolio managers also rely on regular screening and 
ESG  analysis from our ESG Specialist to keep on top of 
any ESG issues that may arise in the portfolios.

SKAGEN’s portfolio managers are generalists and 
perform their own fundamental analysis. They perform 
detailed company analysis on all investment cases. Port-
folio managers will interact with company management, 
as well as studying the ‘ecosystems’ of these companies, 
which involves talking to their suppliers, customers and 
competitors. When considering ESG factors, the port-
folio managers draw their own conclusions based on 
objective, ascertainable facts and not on sentiment and/
or rumour. Each investment case will be considered on 
its own merits with a company’s future intentions and 
demonstrable improvements through current actions 
having a greater impact than past behaviour. 

This enables SKAGEN’s portfolio managers to identify 
opportunities that may have been missed by others, 

especially those managers taking an exclusion approach. 
To aid in the initial screening of investment ideas, 
 SKAGEN uses Bloomberg and MSCI ESG, an  external 
 database covering in excess of 2,400 stocks and 
 providing information in line with our ESG policy and the 
UN Global Compact. In addition to MSCI ESG, SKAGEN’s 
portfolio managers and ESG Specialist  draw on their 
long experience and will use information discovered at 
conferences, on-line, by mail or via media publications to 
inform their understanding of ESG risks facing (existing 
and prospective) portfolio companies.

Once a company has completed the initial ESG screen 
it is then passed for further research. If ESG issues are 
discovered, these will be evaluated for impact and the 
company’s ability to manage them.

During the research process, the portfolio managers 
will determine how well companies adhere to common 
international norms and principles and assess company 
strategy, disclosure and performance in light of these 
norms and principles. As stated previously, the process 
is forward-looking and will consider a company’s inten-
tions, where they are demonstrable, ahead of its history. 

SKAGEN will not invest in:
•  Companies that deliberately and  systematically break 

basic human rights.
•  Companies that deliberately harm the local popula-

tion or the elected form of government in their home 
country or in the countries they operate.

•  Companies that produce or sell weapons of mass 
destruction, land mines and cluster bombs as part of 
their business.

•  Companies that have a material part of their business 
within tobacco, pornography and gambling.

In addition, SKAGEN will seek to avoid:
•  Companies that through a substantial part of their 

 activities may incur significant and uncalculat-
ed liabilities related to health related claims or 
 environmental abuse.

•  Companies that may be in breach of international 
standards through systematic corruption and bribes, 
and show no signs of improving this behaviour. 

•  Sovereign bonds by issuers characterised by  internal/
external political turmoil, or where the country 
 operates opaquely and unsustainably

Idea 
generation

Sector 
allocation

Universe
�ltering/tilting

Company
analysis/valuation

Security 
selection

Security 
weighting

Top down Bottom up

Investment process

Responsible Investing Guidelines

Entry points for applying ESG Integration 
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Process supported by ESG Specialist, MSCI ESG and analysts’ ESG reports

Idea
generation

Preliminary
research and
ESG analysis

Investigation 
of ESG issues

Case on hold awaiting
improvements

Further
research and

analysis

Clear

Invest

Continuous 
monitoring

No investment

Review

Reject

Re
je

ct

ESG change

Impact/no impact Clear

Reject

Our ESG Specialist provides support to the portfolio 
managers both during the investment idea generation 
phase and later in the monitoring of existing holdings. 
The specialist writes quarterly memos with updates on 
all holdings to capture new events and information. 

This ensures a comprehensive view on each holding’s 
ESG profile. The memos are discussed in compliance 
 meetings and followed up, when needed, directly with 
the portfolio managers. In addition, weekly ESG alerts 
are provided for monitoring purposes.

If the portfolio manager decides to invest, the company 
will be included in the quarterly screening against the 
MSCI ESG database to help uncover changes or new 
issues that may arise. There are also alert systems in 
place that highlight material changes that may occur to 
portfolio companies.

We require that ESG factors are actively considered and 
recorded in the investment research for every company in 
which we invest. Being generalists, we take a  pragmatic 
approach to company analysis and we judge ESG, and 
other issues, according to the type of company and the 
sector or region within which it operates.  The above 
flow chart demonstrates our typical ESG approach to an 
investment case. 

Our portfolio managers follow companies for long time 
periods, in some cases many years, before investing and 
dig deep on certain issues and we have the experience 
to know what type of ESG issues to look for in particular 
countries and industries. This is important in emerging 
markets, where companies, countries and levels of 

disclosure vary greatly. For this reason, in our view, ESG 
coverage is one of the key reasons why active manage-
ment is required in emerging markets.

Our funds can buy into companies with a poor ESG 
 history if the portfolio managers deem, based on 
 tangible evidence, that in the future, the company will be 
managed in line with ESG considerations. For  example, 
a new management team taking concrete actions to 
rectify problems that stem from the previous executive 
line-up may support a portfolio manager’s view that 
ESG within a company is on the right trajectory, even if 
external agencies have not yet altered their (negative) 
ESG-rating. Thus, SKAGEN aims to be ahead of the curve 
on ESG  aspects related to potential and existing portfolio 
holdings.  

We also include ESG risks in our portfolio risk report, 
which is developed and monitored by our internal 
 independent risk team and regularly presented to the 
board. This ensures that ESG research is fully factored 
into investment decisions. 

Our ESG approach

6. Company engagement
SKAGEN believes in the importance of being active and 
responsible owners. We engage on sustainability matters 
through direct communication with a company. The 
 decision to engage is made based on our  assessment 
of the significance of a particular matter, the risks it 
imposes to the fund, size of holding, scope to effect 
change and opportunities to collaborate. Dialogue with 
companies can be exercised by expressing SKAGEN’s 
view, written or orally, to the company’s management, 
advisers, and Board of directors.

SKAGEN prefers to engage in private, but may use the 
public voice. Further, SKAGEN prefers to carry out its 
 engagement activities in confidence, to enable honest 
and open discussions to take place with companies. 
We believe that continuous dialogue ensures the best 
  possible development of the fund’s investments, and 
thereby the best risk-adjusted returns to our clients.

SKAGEN may exercise its engagements in partnership 
with other investors where this is believed to be in 
the interests of the unit holders. When working with 
other  investors to influence companies, we are aware 
of  conflicts of interests and of being put in an insider 
position. Consideration that the corporate governance 
is exercised for the benefit of the fund will govern in any 
relationship.

SKAGEN will consider engagement with companies in the 
following cases, among other areas:

•  The company breaks basic human rights and there is 
possibility for change

•  The company’s strategy or results differ from those 
previously communicated

• Poor governance and there is possibility for change
•  The proposed replacement of directors, equity issues, 

 dividend policy or remuneration of key personnel
• Transaction between related parties
•  Certain aspects of the company’s business are no 

longer in line with SKAGEN’s guidelines for responsible 
investing

•  There are aspects of the company’s corporate 
 governance that are contrary to the best risk-adjusted 
returns objective

•  The company has the potential for reducing its carbon 
footprint and operating more efficiently, such as for 
utilities and industrial companies

If the outcome of the engagement does not meet 
 SKAGEN’s  expectations, SKAGEN may consider 
 implementing other actions, for example:

• Express its views publicly
• Propose resolutions to the general meeting
• Suggest an extraordinary general meeting

Ultimately, the success of company engagement can only 
be assessed on a case-by-case basis, and will depend 
on how much of a factor the engagement item actually 
plays in the investment case. Sometimes the portfolio 
managers will have to determine whether an invest-
ment case remains valid or whether there are sufficient 
remaining triggers to unlock value to justify holding on to 
the position.

Our CIO monitors the levels of company engagement 
made by the portfolio managers, and tracks the out-
comes. If our required improvements do not occur, such 
that the investment case is no longer valid then portfolio 
managers should sell the company, in the absence of 
other revaluation triggers.
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7. Responsibility and accountability

Responsibility for SKAGEN’s responsible investment 
 policy and practices lies with our Chief Investment 
Officer. Implementation and execution of the policy, as 
with the stock picking, is the sole responsibility of the 
individual portfolio managers, with the help of support 
staff.  

Our CIO reports to the CEO, who reports directly to 
 SKAGEN’s Board of Directors. The Board is ultimately 
 responsible for approving any responsible invest-
ment policies and annually evaluates the execution of 
 corporate governance and ESG integration. They receive 
a report at each board meeting on ESG in the portfolios, 
including any new events and the voting record.  

ESG and our Responsible Investing practices and policies 
are a vital part of the investment process and our CIO 
monitors SKAGEN’s portfolio managers’ adherence to 
these policies. For example, there is a requirement to 
include an assessment of ESG factors in the analysis 
for each investment we make. Furthermore, our CIO 
monitors the levels of company engagement made by 

the portfolio managers, based on features defined by 
our ESG specialist. A proprietary portfolio risk report, 
developed by our internal risk management team and 
reviewed quarterly by the Board, also includes ESG data.

SKAGEN has achieved strong ratings and acclaim for the 
process of ESG integration. We also monitor the ratings 
of our current portfolios in external databases, such as 
Morningstar and MSCI. However, since, in many cases 
and in line with our value investment philosophy, we are 
investing in companies that we believe are improving 
their ESG characteristics and where we are engaging with 
them on that basis, we believe an analysis of the process 
to be more relevant than a snapshot of the current 
portfolio. In fact, MSCI research shows that companies 
that are improving their ESG characteristics outperform 
the MSCI World Index over time, leading to a source 
of alpha. We firmly believe that our approach to ESG 
integration will lead to a superior risk adjusted return for 
our clients and that this will be reflected in the long term 
 performance of the funds.

8. Stewardship
SKAGEN’s goal is to vote in all general meetings of all 
companies in our portfolios.

Voting rights must be exercised to the benefit of the 
fund in question, with the objective of securing the 
best  possible risk-adjusted returns for clients. The 
portfolio manager familiarises him or herself with the 
matters to be discussed at the general meeting and 
decides how to vote. Voting rights are exercised either 
 directly by  SKAGEN or by SKAGEN giving a proxy, often 
to a  custodian bank. There should not be conflicts in 
voting across funds and products at SKAGEN. We aim to 
vote in the best interests of clients and this should be 
 consistent across funds.

Whenever SKAGEN needs to assess whether to vote for or 
against a resolution, or to abstain, it must be considered 
whether the proposal is likely to increase the return on 
the shares issued by the company.

Specific situations may call for unique responses and 
we will always take market and company conditions into 
consideration. To the extent that voting rights have been 
exercised in controversial cases or where we vote against 
the board’s or management’s recommendation, this will 
be disclosed with rationale.

We draw on external sources such as company filings 
and Institutional Shareholder Services (ISS) but make 
our own decisions and do not necessarily follow recom-
mendations of external parties. SKAGEN has access to 
a proxy voting service, which also provides notices of 
general meetings and comprehensive information about 
the companies, the voting items on the agenda and 
recommendations.

Where securities lending is taking place, ESG will not 
be impacted, meaning that we will retain our ability to 
vote on and engage with companies when necessary. For 
example, SKAGEN will normally recall shares on loan so 
that the funds can vote for at least 50% of share owner-
ship at the general meeting.

Our voting activity and policy does not differ by region. 
To overcome situations where there is limited trans-
parency, SKAGEN will seek out information from proxy 
voting services and other sources. With a continued lack 
of transparency, SKAGEN may abstain or vote against a 
proposal on the ballot.

All votes are published on SKAGEN’s website the day 
 after the vote is cast, providing reasoning for voting 
against the management, where relevant. The online 
 voting records are maintained through our proxy  service 
and via a website plug in provided by ISS, which is 
our proxy voting service provider. SKAGEN´s board of 
 directors is also informed in each board meeting about 
votes cast and potentially controversial cases that may 
be of interest. Portfolio managers may also, in some 
instances, be in closer contact with companies to further 
explain our vote. In some cases, the vote may form part 
of a closer engagement that we are conducting with a 
company. 

Beach cyclists. 1894. By Einar Hein, one of the Skagen painters. This painting is manipulated and belongs to The Art Museums of Skagen.
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9. Transparency 10. Additional information

Important Information 

We endeavour to provide transparent reporting to our 
clients and we see this as one of SKAGEN’s key strengths 
and differentiating features. We manage  concentrated 
portfolios and as such we are able to discuss the oppor-
tunities and risks concerning individual company cases 
in significant detail, particularly with our institutional 
clients. We are also able to quickly and accurately reply 
to Freedom of Information requests from our public 
sector clients when it comes to ESG topics. In addition, 
we can provide reports on underlying portfolio exposures 
such as carbon, although we believe these offer limited 
insight into how companies are improving, perhaps as a 
result of engagement.

In the last couple of years, we have improved our 
recording and reporting of ESG exposures and risks, 
including the requirement for ESG factors to be recorded 
in the research for every investment case. We believe our 
 reporting on voting is particularly transparent and we 
have introduced a new voting tool on our website, called 
our ‘Proxy Voting Dashboard’, in which we set out our 
voting record in a clear and intuitive fashion,  sortable 
by proposal category, by market, and alignment with 
management. Votes are recorded on the day after which 
they are cast.

For more information regarding SKAGEN Funds and the 
integration of ESG factors in our investment process, 
please contact us at: Contact@skagenfunds.co.uk

This brochure should be read in conjunction with other 
information about SKAGEN and our ESG Policy, which 
is available in the responsible investing section on 
our website. Please visit the UK home page for further 
 information: www.skagenfunds.co.uk

This brochure is intended for investment professionals only. The content is not to be viewed by or used with retail investors. 

Except otherwise stated, the source of all information is SKAGEN AS as at August 2017.

Historical returns are no guarantee for future returns. Future returns will depend, inter alia, on market developments, the 
fund manager’s skills, the fund’s risk profile and subscription and management fees. The return may become negative as 
a result of negative price developments. Key Investor Information Documents (KIIDs) and Prospectuses for all our funds are 
available on www.skagenfunds.co.uk. 

SKAGEN AS seeks to the best of its ability to ensure that all information given in this brochure is correct but assumes no 
liability for possible errors.

Issued in the UK by SKAGEN AS. Authorised by Finanstilsynet and subject to limited regulation by the Financial Conduct 
Authority. Details about the extent of our authorisation and regulation by the Financial Conduct Authority are available from 
us on request.

Children making garlands in a field north of Skagen. 1919. By Anna Ancher, one of the Skagen painters. 
This painting is manipulated and belongs to The Art Museums of Skagen.
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International: 

contact@skagenfunds.com 

+47 51 80 37 09

Norway:

kundeservice@skagenfondene.no   

51 80 39 00

 

Sweden and Finland:

kundservice@skagenfonder.se 

0200-11 22 60

Denmark:

kundeservice@skagenfondene.dk  

7010 4001

United Kingdom:

contact@skagenfunds.co.uk

0207 408 2500

The Netherlands: 

Info@skagenfunds.nl  

020 305 15 00


