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How identifying ESG improvers can drive returns
Spotting ESG improvers early has the potential to contribute to positive 
performance as the stocks rerate 

Ample research demonstrates that avoiding companies 
with the weakest governance can improve active 
investment returns by reducing risk. It is also reasonable 
to assume that, as flows into ESG-focused mandates 
continue, costs of capital for poor performers will 
increase. It therefore logically follows that identifying 
companies making material improvements to their ESG 
credentials should contribute positively to performance, 
as these companies, having previously been screened 
out of portfolios, have the potential to rerate once they 
qualify for inclusion.

In looking to identify such companies, it is important to 
set out clear targets against which tangible progress 
can be measured on a regular basis. It’s also necessary 
to look for a time horizon in line with the portfolio’s 
investment horizon. For example, a high polluter saying 
that it will be net zero by 2050, with a limited near-term 
roadmap against which to mark progress, is not only 
unconvincing but also difficult to time from an investment 
perspective.

Identifying the potential for rerating

Three examples of UK listed companies that we believe 
have the potential to rerate as their ESG credentials 
improve are Persimmon, Barclays and Royal Mail.

Persimmon

Persimmon hit the papers for all the wrong reasons 
in 2017/18 as the house builder, a beneficiary of the 
government’s help-to-buy scheme, paid record 
directorate compensation to a number of executives, 
with the CEO receiving £85 million over the course of two 
years. At that time, Persimmon had become synonymous 
with poor build quality, with customer satisfaction 
significantly trailing that of its sector peers.

However, following significant cultural change, we 
believe that the foundations are in place for Persimmon 
to undergo a change in perception from an ESG 
perspective. In our opinion, the external appointment of 
Dean Finch as chief executive has been instrumental 
in changing the culture of the business. Importantly, 
with customer satisfaction at 90.8% in the most recent 
survey (based on rolling 12 months to December 2020, 
published in June 2021), the company is likely to achieve 
a five-star Home Builders Federation (HBF) rating in the 
next survey. 

Persimmon’s HBF customer satisfaction survey results, 2015-Q1’21

79.0%
80.1% 82.9%

83.7% 86.5% 87.4% 89.1% 89.7% 90.8%

40%

50%

60%

70%

80%

90%

100%

0

1

2

3

4

5

6

2015 2016 2017 2018 Q1 2019 Q2 2019 Q3 2019 Q4 2019 Q1 2020 Q2 2020 Q3 2020 Q4 2020 Q1 2021

Stars (LHS) % rating (RHS)
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Barclays

Barclays is another UK listed company dogged by 
historical ESG concerns. Since the global financial 
crisis, the company has been in the headlines for issues 
including PPI, Libor rigging and a whistleblowing scandal. 

Although Barclays, like many banks, is therefore not 
without ESG controversies, the broad extension of credit 
to households and businesses is something that we 
consider a social good.

On a forward-looking basis, the company is a leader 
in driving climate transition through its stated lending 
targets (aligned with the Paris Agreement, and including 
not only its own emissions but also the emissions of the 
clients it finances). The company has been one of the 
largest underwriters of green bonds, and has committed 
to deliver £100 billion of green financing by 2030. To 
assist it in achieving these goals, Barclays has built a 
proprietary tool, BlueTrack, to measure the emissions of 
the clients it finances. 

The company has also demonstrated a socially 
responsible approach throughout the Covid-19 
pandemic, offering payment holidays, waiving £100 
million of interest and fees, and providing £27 billion of 
lending through government schemes. In our view, the 
company is ripe to be reconsidered as a potential future 
ESG leader.

Royal Mail

Royal Mail, the UK postal service, has struggled with 
union and labour relationships for many years, resulting 
in persistent restructuring and strike action as the 
company battles against a declining core letter business.

However, as Royal Mail has invested in the growing 
parcels business, it has been able to turn a corner with 
labour relations. The Deputy General Secretary (Postal) 
of the CWU is recently on record as saying that the union 
and the company are now delivering on a “joint vision”, 
evidenced by company survey data, which has shown 
a significant increase in staff responding that they “feel 
valued”.

As a result, Royal Mail looks set to improve its social 
credentials significantly. This comes alongside its leading 
environmental performance, with carbon footprint per 
delivered parcel 60-70% lower than peers as a result of 
Royal Mail’s “on-foot” delivery network.

Conclusion

As stewards of capital who take their ESG responsibilities seriously, we believe that identifying future ESG leaders is 
just as important as looking for companies who are already leading the way. Investors who spot change early – and 
contribute to that change through corporate engagement – could be rewarded.


