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Material Risk Engagement promotes and protects long-term value by engaging
with high-risk companies on financially-material ESG issues.
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Executive Summary

Palle Ellemann
Director and Product Manager
for Material Risk Engagement

After two years of hard work, Sustainalytics’
Material Risk Engagement program has
reached an important milestone — we now
have enough data and tracking history to
demonstrate the credibility of our methods.
By benchmarking the ESG Risk Rating
scores of 101 companies with whom we
have conducted at last two meetings,
we can see that companies we have an
active engagement dialogue with improve
their ESG Risk Rating score twice as fast
as other companies. We are targeting to
benchmark the entire Ratings Universe
in 2022. This is a strong indication of the
program’s efficacy in helping companies
focus on the most impactful ESG issues
and implement change more quickly.

Engagement activities are similarly scaling
up. Over the last year, we conducted 247
meetings and had 1963 email exchanges
and phone calls.

Improvements in each company’s ESG
Risk Rating score are driven by gradual
enhancements in ESG risk management
practices and disclosure. In 2021, we
recorded 225 positive developments
(defined
as
new
initiatives
that
companies implement related to our
recommendations). Most of these positive
developments relate to climate change
risk mitigation and ESG governance,
which is well aligned to the focus of our
engagements.

Gender Balance in Japan

Seven engagements were resolved
in 2021. An engagement dialogue is
considered resolved when a company’s
ESG Risk Rating score improves to below
28 (moving it into the Medium ESG
Risk Rating category), reflecting lower
unmanaged ESG risk.

Continuing to scale up and focus on
large- and mid-cap

During 2021, we increased the number of
companies we engaged with from 176 to
314 – a 78% increase. This is concurrent
with the decision to adjust our company
selection criteria to fully focus on large- and
mid-cap companies. This methodology
enhancement was implemented to deliver
additional value to our clients by covering
more portfolio companies and a create
a broader engagement impact via larger
companies with a bigger footprint.

Discussing Engagement
and Impact

Outcomes

In this annual report, we include an article
describing our approach to engagement
outcomes and impact: “Engagement for
ESG Impact – One Company at a Time”.
We discuss how Sustainalytics’ companyby-company approach is closely aligned
to real-world impact, and our focus on ESG
risk management systems and practices
reduces negative impacts on stakeholders
and generates positive change.
Our Tokyo-based engagement manager
Wakako Mizuta contributes with an article
highlighting a long-standing challenge
in Japan — the continuous gender
imbalance in senior management and
boards of Japanese companies. This is a
major opportunity for the best performing
companies to tap into a large and
underexplored talent pool and a material
risk for those lagging behind. Wakako
discusses how MRE drives engagement
on this issue in Japan.

Onwards and Upwards in 2022

In 2022, we will continue scaling up and
expect to reach 500 engagements. This
will lead to more engaged companies in all
regions, particularly the APAC region. As
we continue developing our engagement
dialogues and have more follow-up
meetings with companies, we expect
to see more positive developments and
resolved engagements.
Clients are encouraged to actively
participate in engagements. You can
follow the scheduled engagement
meetings in the calendar in Global
Access or via the weekly engagement
brief. For general program questions,
please email mre@sustainalytics.com or
your Sustainalytics’ regional client team.
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2021 Statistics

314

Active Engagements
at December 31,
2021, up from 176
at the beginning
of the year

436

companies
engaged since
March 2020

1,963
Emails and
Phone Calls

247
Meetings

225

Positive Developments

COMPANY
RESPONSE

COMPANY
PROGRESS

Excellent 		
5%
Good		 46%
Standard		
26%
Poor			6%
None		 16%

Excellent 		
2%
Good		 24%
Standard		
64%
Poor			2%
None		 8%

7

Engagements
Resolved
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Material Risk Engagement 2021 Statistics
Status of Engagement by specific Sustainalytics Research Universes
Ratings
Total Engagements
Resolved
Archived
Remaining Active
Engagements

ENTIRE
UNIVERSE

GLOBAL
DEVELOPED

GLOBAL
EMERGING

416
7
95
314

278
4
82
192

183
3
32
148

Active Engagements by ESG Risk Ratings Categories
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

5%

(28-30)

High
(30-40)

Severe
(40+)

67%

28%

Industry Distribution

•

UTILITIES –––––––––––––––––––––––––––––––––––––––– 36

•

FOOD PRODUCTS ––––––––––––––––––––––––––––––– 28

•23
•22
PHARMACEUTICALS ––––––––––––––––––––––•22
BANKS ––––––––––––––––––––––•22
INDUSTRIAL CONGLOMERATES ––––––––––––––––•16
MACHINERY ––––––––––––––––•16
DIVERSIFIED METALS ––––––––––––––––•16
HEALTHCARE ––––––––––––––•14
PRECIOUS METALS ––––––––––––––•14
CONSTRUCTION & ENGINEERING –––––––––––•11
AEROSPACE & DEFENSE ––––––––––•10
Regional Distribution
REFINERS & PIPELINES ––––––––––•10
STEEL –––––––––•9
EUROPE, THE MIDDLE EAST AND AFRICA
AUTOMOBILES –––––––––•9
TRANSPORTATION –––––––––•9
SEMICONDUCTORS ––––––•6
CONSTRUCTION MATERIALS –––––•5
DIVERSIFIED FINANCIALS –––•3
AMERICAS
INSURANCE –––•3
HOUSEHOLD PRODUCTS ––•2
SOFTWARE & SERVICES –•1
CONSUMER SERVICES –•1
ENERGY SERVICES –•1
APAC
TELECOMMUNICATION SERVICES –•1
REAL ESTATE –•1
CONSUMER DURABLES –•1
RETAILING –•1
CHEMICALS –––––––––––––––––––––––

OIL & GAS PRODUCERS ––––––––––––––––––––––

22%

33%

45%
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Engagement Topics
Engagements with companies in the program focus on the Material ESG Issues with the largest management gaps as measured
by Sustainalytics’ ESG Risk Ratings. Engagement typically covers multiple Material ESG Issues as most companies have several
ESG management gaps. The table below outlines the main topics of each engagement (most engagements involve more than one
issue).
About 30% of engagements focus on ESG risk assessment and disclosure practices. A sound and efficient ESG risk assessment
process is fundamental for effective ESG risk management. A good risk assessment process should inspire constructive dialogue
with internal and external stakeholders and help companies establish accountability and focus on material issues. Once a
company is clear on its risks, it can move on to risk mitigation. As seen in practice, robust ESG disclosure is an important driver for
commitment to and consistency in ESG practices. What gets measured gets done.
The most common focus area beyond risk assessment and ESG disclosure is carbon-related issues. We see that carbon risk
management or other climate-related risks are material in about three out of four engagements in MRE. This means that clients
subscribed to the full MRE program are associated with approximately 250
engagements that include climate change.
MRE is driving climate action in a structured way with a focus on real-world
change. We often engage to encourage companies to:
• Commit to TCFD reporting
• Track scope 1-3 carbon emissions
• Set (science-based) targets for carbon reductions in the short, medium
and long term
• Dedicate proper resources to achieve targets
• Implement specific initiatives to achieve real carbon emission reductions
as opposed to carbon offsetting and future potential for carbon capture
MRE is well-positioned to address the complexities of climate change risk
mitigation across companies and industries. Our engagement strategy is
designed to create maximum impact for each individual company to provide
tailor-made recommendations.
Product governance is another prevalent engagement focus as it can result in
significant liabilities for companies and investors.

Carbon-Related Risks
• Carbon Own Operations
• Carbon Products & Services

Other Climate-Related Risks
• Emissions Effluents & Waste
• E&S Impacts of Products
and Services
• ESG Integration - Financials
• Land Use & Biodiversity
(+ Supply Chain)
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TOPICS

NUMBER OF ENGAGEMENTS

Risk Assessment and ESG Disclosure

88

Carbon Risk Management

54

Product Governance

33

Emissions, Effluents, and Waste

20

Corporate Governance

15

ESG Integration in Financials

10

Occupational Health and Safety

10

E&S Impact of Products and Services

7

Business Ethics

7

Community relations

5

Human capital

4

Land Use and Biodiversity

2

Resource use

2

Data Privacy and Security

1

8

Material Risk Engagement 2021 Annual Report

Sustainable Development Goals - Mapping Engagement
All engagement dialogues are mapped to the 17 UN Sustainable Development Goals (SDGs). For each engagement, Sustainalytics
highlights the three SDGs most relevant to the specific engagement objective(s). In 2021, engagements in the program mapped
proportionately higher to SDGs 12, 13 and 16, indicating a strong focus on corporate governance, climate action, and product
governance.

16

PEACE, JUSTICE
& STRONG
INSTITUTIONS

74

%

8

EMPLOYMENT
& ECONOMIC
GROWTH

25

%

9

INDUSTRY &
INFRASTRUCTURE

16

%

13

12

CLIMATE
ACTION

RESPONSIBLE
CONSUMPTION
& PRODUCTION

63

%

3

HEALTH &
WELL-BEING

22

%

7

CLEAN &
AFFORDABLE
ENERGY

15

%

44

%

11

CITIES &
COMMUNITIES

16

%
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Engagement Results
Throughout 2021, we conducted 247 meetings and exchanged
1,963 emails and phone calls with companies. We have several
methods for tracking our target companies’ performance
throughout the engagement process:
First, we assess each company on its awareness of ESG and
willingness to engage with Sustainalytics and investors. Half
of engaged companies achieved a good or excellent response,
which is an improvement since the launch of MRE. On the other
end, 16% of companies did not respond at all. This inactive group
is significantly smaller than in the first year as we reached out
persistently and introduced new outreach strategies. Effective
practices include reaching out to senior management or board
members, joining investor calls and engaging investor clients
with a specific interest in the non-responding companies.
Second, we assess the extent to which engaged companies
adopt our suggested actions. This year we launched a large
number of new engagements. As a result, we are still verifying
the success of our actions for several engagements. These
companies account for 64% of our total cases, and they all
received a neutral rating of “standard progress”. Looking at the
balance, 26% of the engagements now show Good or Excellent
progress, while 10% show Poor or No progress.

Additionally, we track when companies introduce initiatives
related to the suggested actions we provide after each meeting.
These initiatives are considered as “positive developments”.
In 2021, we recorded 225 positive developments covering
several material ESG issues. The predominant issue in 2021
was climate change/carbon with 51 positive developments
given the tremendous focus on this issue among investors and
companies. Most companies have developed specific targets
for carbon reductions, which is key to assessing a company’s
commitment to mitigating climate change.
We customize our suggested actions for climate change to each
individual company, but the most common focuses are often
on: getting the right data, setting targets for carbon reductions,
implementing initiatives that make a difference, and keeping
investors informed with a relevant framework like the Task
Force on Climate-Related Financial Disclosures (TCFD).
For example, a positive development for carbon risk
management is the Korea-based steel company Posco. Posco
is aiming for carbon neutrality by 2050 and already reports
against the TCFD framework. Posco is planning to replace its
coal-intensive steel production with green hydrogen, and is
investing in green hydrogen production itself instead of waiting
for suppliers to develop at the scale needed.

Positive Developments in 2021
Climate change/carbon

Climate change/carbon

51

ESG governance

49

Developed targets

29

Business ethics/Bribery and corruption

23

Developed initiatives

10

Materiality assessment

14

TCFD/risk disclosure

8

ESG reporting

13

Carbon and capex data

4

Human capital

13

Product governance

13

Emissions, effluents and waste

12

Occupational health and safety

7

Resource use

7

Community relations

6

E&S impacts of products and services

6

Human rights

5

ESG integration - financials

2

Supply chain

2

Data privacy and cybersecurity

1

Stakeholder engagement

1
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We also see much progress in ESG governance, where we have recorded 49 positive developments. These developments are
typically related to companies establishing more robust ESG governance structures at the board level. This includes creating
separate ESG/Sustainability board committees or improving internal ESG reporting structures, for example, when ESG
performance reaches the board level on a regular basis. Strengthening ESG governance is a key focus of the early stages of our
MRE engagement process, as robust ESG governance will ensure consistent risk assessments and top-level commitment to risk
mitigation. The US-based chemical company CF Industries Holdings (among others) has established their first ESG/sustainabilityfocused board committee. We also see good materiality assessments as fundamental to effective ESG risk management. Based
on our recommendations, Chilean chemical company Sociedad Química y Minera (SQM) updated its materiality analysis with
stakeholder consultation. It is now much better aligned with material ESG issues highlighted by Sustainalytics.
Finally, company performance is evaluated as part of its ESG Risk Ratings assessment, which is updated annually by
Sustainalytics Research. Now that the MRE program has been engaging for close to two years, we are getting more data on the
impact engagement has on a company’s ESG Risk Rating. We can now benchmark a company’s ESG Risk Rating score across
the 101 companies we have had an active engagement with (at least two meetings) compared with those we have not engaged.
This benchmarking exercise shows that ESG Risk Rating scores for companies we actively engage with improve twice as fast.

3

“Momentum score” for ESG Risk Ratings — improvements in the
overall ESG Risk Rating score over the past 12 months

2.75

2.5
2
1.5

1.23

1.34

1
5
0
Universe

MRE Target Group

Engage in 2 min Meeting

Source: Sustainalytics ESG Risk Rating, the Momentum Score shows the change in the ESG Risk Rating score in the past
12 months. As the ESG Risk Rating score reflects the level of unmanaged risk, the actual scores are negative because the
unmanaged risk are getting smaller.

The graph above shows ESG Risk Rating score improvements over the past 12 months. While the full Ratings universe of close
to 5,000 companies has reduced unmanaged ESG risk by 1.23 points, the MRE Target Group consisting of High- and SevereRisk companies reduced unmanaged ESG risk slightly faster (by 1.34 points). But the companies where we have had an active
engagement dialogue (at least two meetings) reduced unmanaged ESG risk by 2.75 points on an annual basis. This is a strong
indication of our ability to help companies focus on the right ESG issues and implement change quickly.
An engagement is considered resolved once the company improves its performance to bring its ESG Risk Ratings score below
28. This success has occurred in seven engagements during 2021.

In 2021, Sustainalytics recorded 225 positive developments in engagements where companies
implemented our suggested actions. Seven engagements where resolved.
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Ambu A/S

ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

25.9

INDUSTRY

Medical Devices
BASE LOCATION

Denmark

ENGAGEMENT FOCUS

Risk assessment
Product Governance
Business Ethics

Positive Development Highlights:
• Ambu has developed a more consistent and comprehensive ESG performance management system with a broader set of
ESG performance metrics. These are now included in their enhanced ESG disclosure.
• ESG performance is now part of the performance evaluation of executives, and it impacts variable pay. Sustainalytics ESG
Risk Rating is one of the metrics.
• Cybersecurity is now managed as a material risk, and disclosure on mitigation strategies has been put in place.
• Ambu now provides good disclosure on the use of its whistleblowing function.
• The company established a full ESG team to drive ESG development and implementation within the organization.
In the latest update of the ESG Risk Rating, Ambu’s management score improved by 25 points, bringing the company into the medium
risk category and below the 28-point threshold for engagement.
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Company: Wizz Air Holdings
ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

25.5

INDUSTRY

Airlines
BASE LOCATION

United Kingdom

ENGAGEMENT FOCUS

Product governance
Environmental management
Carbon emissions
Emergency response program
Human capital (freedom of association)

Positive Development Highlights:
• There is an increased awareness of the materiality of ESG risks. The company has gradually developed adequate policies,
management systems and transparency around issues, which are supported by the board.
• The company has explained that product governance issues mainly pertained to regulatory issues with authorities in
Hungary, and therefore are not based on customer/client complaints. Issues have been resolved.
• WIZZ AIR understands that what is missing is a management system to implement the EMS policy and a transparent
monitoring and feedback process to the strategic decision making of the board. The policy now qualifies as ‘adequate’.
• The annual report provides information about results on major environmental issues and shows a gradual decrease of CO2
emissions (per passenger mile), partly caused by 1) the acquisition of newer and more energy-efficient aircraft, 2) a high load
factor, and 3) a series of additional measures, clearly explained in an overview of (energy/CO2) relevant parts/aspects of the
aircraft (brakes, single-engine use on the landing strip, etc.).
• The company has set a target for the reduction of CO2 emissions by 1/3 (retroactive to 2019).
• The company has publicly announced it adheres to the ‘freedom of association’ standards.
In the latest update of the ESG Risk Rating, the management score of Wizz Air has improved by 16 points, bringing the company into
the medium risk category and below the 28-point threshold for engagement.

13

Material Risk Engagement 2021 Annual Report

Bayer

ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

28.6

INDUSTRY

Pharmaceuticals
BASE LOCATION

Germany

ENGAGEMENT FOCUS

Product governance
E & S impact on products
Business ethics

Positive Development Highlights:
• Bayer announced its 2030 Sustainability Goals with one target to become carbon neutral by 2030.
• It was announced that Bayer has agreed to settle some 651 individual lawsuits on its Yaz/Yasmin contraceptive pill for some
USD 142 million.
• It was announced that Bayer and Johnson and Johnson had agreed to settle more than 25,000 lawsuits for some
USD 775 million.
• It was announced that Bayer has agreed to settle some 90 per cent of Essure injury claims.
• Bayer explained that it had set-up a new independent Sustainability Advisory Council that was to report to the CEO and had a
remit to advise on improvements regarding sustainability throughout the organisation.
• Bayer explained that 20 per cent of executive long-term incentives were now tied to environmental and social goals.
• Bayer enables access to its pharmaceutical, clinical trials data through a clinical data request portal.
In the latest full update of the ESG Risk Rating, Bayer’s management score significantly improved, bringing the company into the
top 20% of its industry and meeting our criteria to close the engagement (these criteria were updated in October 2021 to only rely
on risk rating and remove relative industry position).In the latest full update of the ESG Risk Rating, Bayer’s management score
significantly improved, bringing the company into the top 20% of its industry and meeting our criteria to close the engagement
(these criteria were updated in October 2021 to only rely on risk rating and remove relative industry position). The current ESG
score is close to the threshold and if it does not drop below 28, we will re-open this engagement.
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Korean Air Lines Co

ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

26.4

INDUSTRY

Airlines
BASE LOCATION

South Korea

ENGAGEMENT FOCUS

Corporate governance
Business ethics
Carbon own operations
Human capital

Positive Development Highlights:
• Korean Air made several corporate governance improvements. It appointed a new non-executive Chairman, thereby separating
the CEO and Chairman of the board roles. It established a new Governance Committee, entirely comprised of independent board
members. This committee supervises ESG risks and impacts. Finally, the first female board member has been appointed.
• As a member of the International Air Transport Association, Korean Air committed to the CNG2020 (Carbon Neutral Growth 2020)
initiative, as well as a long-term target to reduce GHG emissions by 50% before 2050.
• Korean Air is further developing its commitments and plans for transitioning to low carbon aviation. It has committed to local
energy efficiency targets that are more ambitious than general sector targets (2% versus 1.5%), and is so far outperforming these
targets, which also means that it avoids any cost in the Korean carbon exchange trading system.
In our latest ESG Risk Rating assessment, Korean Air improved its ESG risk management score by more than 14 points, bringing
it into the medium risk category and below our 28-point threshold for engagement.
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Kia Corp

ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

26.7

INDUSTRY

Automobiles
BASE LOCATION

South Korea

ENGAGEMENT FOCUS

Product governance
Carbon product and services
Corporate governance
Human capital

Positive Development Highlights:
• Established a new ESG team to drive ESG risk management and improve ESG disclosure.
• Kia is disclosing statistics on the use and outcome of its grievance mechanism.
• Kia significantly improved product governance disclosure, including coverage for QMS and scope of recalls and the costs
associated with recalls.
• Developed more details around intermediate carbon reduction targets for 2030 and 2040 before the final carbon neutrality goal in
2045. The roadmap includes initiatives and capex to achieve the targets.
In our latest ESG Risk Rating update, Kia Corp’s risk management score improved by more than 20 points, bringing the company
into the medium risk category and below the 28-point threshold for engagement.
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Olympus Corporation
ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

25.8

INDUSTRY

Healthcare
BASE LOCATION

Japan

ENGAGEMENT FOCUS

Product governance
Human capital
Corporate governance

Positive Development Highlights:
• Olympus has established a system where the ESG risk assessment and performance review is scheduled according to a board
cycle, so ESG reporting is more regular and comprehensive.
• Olympus has obtained ISO 13485 certification for all its medical departments and ISO 9001 certification for other divisions as
appropriate.
• Olympus has addressed any issues with the duodenoscopes and established a stronger governance system for quality
management driven by a new Chief Quality Officer.
In our latest ESG Risk Rating update, Olympus’s risk management score improved by 9 points, bringing the company into the
medium risk category and below the 28-point threshold for engagement.
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Sociedad Química y Minera de Chile
ESG Risk Ratings Score
Negligible
(0-10)

Low
(10-20)

Medium
(20-30)

High
(30-40)

Severe
(40+)

27.6

INDUSTRY

Chemicals
BASE LOCATION

Chile

ENGAGEMENT FOCUS

Community Relations
Carbon own operations
Corporate governance
Emissions, effluents and waste

Positive Development Highlights:
• SQM has updated the materiality assessment with stakeholder consultation. There is now a much better alignment with the
Sustainalytics material ESG issues.
• SQM has implemented real time monitoring and transparency on brine extraction and water consumption together with a
commitment to reduce brine extraction with 50%.
• SQM has implemented a software tool to manage community engagement with more consistency and better reporting to the
headquarters. This will allow for better governance of this area.
In our latest ESG Risk Rating update, SQM’s risk management score improved by 17 points, bringing the company into the
medium risk category and below the 28-point threshold for engagement.
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Thought Leadership:
Engagement for ESG Impact
– One Company at a Time

Author:
Keiyau Sin
Manager
Engagement Services

Nearly two years ago, Sustainalytics launched its Material Risk Engagement program on
the premise that if we engaged with high and severe risk companies focusing on key
unmanaged ESG risks, we could drive meaningful real-world change. With 22 months
of data and results, we observe that our proactive approach generates better risk
management systems (such as safety training or tailings management) and reduces the
exposure to negative impacts for ESG and brand reputation. What’s more, these results
are measurable using our ESG Risk Ratings research. When companies are receptive
to investor feedback, there are clear real-world impacts and positive changes. Such
engagement outcomes vary and are directly tied to the company and its companyspecific exposure to material ESG issues.

A Unique Approach for Every Company
At its core, the value of a company-by-company engagement approach is that it is indeed
very close to real-world impact. For instance, when a company implements better safety
procedures and practices based on our recommendations, fewer people get hurt or die
on the job.

Author:
Palle Ellemann
Director
Engagement Services

When we conduct engagement, we engage with change agents (people) within the
company. We seek to raise ESG awareness and increase commitment to sound ESG
risk management. To ensure long-term corporate sustainability and value creation, we
focus our recommendations on ESG risk management structures as well as specific ESG
performance (outcomes). Following every engagement meeting, our team delivers a set
of specific Suggested Actions, catering to the maturity of the company’s sustainability
journey and providing guidance on what the company should do to improve ESG risk
management. To the extent that companies follow these Suggested Actions, they will
lead to company-level impacts that will collectively lead to system-level impacts.
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How MRE supports companies to reach for real-world impacts
Company-level impacts
Company reduces
in/direct negative
impacts to
stakeholders

Company generates
in/direct positive
impacts to
stakeholders

Suggested Actions
influence company
to improve ESG risk
management

Company is enabled
to better identify
and address systemic
ESG issues

System-level impacts

Collective corporate
efforts on a global
scale can mitigate
systemic risks

Company may
choose to act on
systemic risks

In our view, the contribution to managing systemic issues by strong ESG risk management and governance systems cannot be
overstated. This is especially true when considering Sustainable Development Goal 16: Peace, Justice and Strong Institutions.
While SDG 16 speaks directly to governments to build strong institutions at all levels, we believe companies also have a crucial
role in strengthening the corporate organization with effective materiality assessment of ESG, accountable ESG governance
and transparent ESG disclosure that is decision-useful to stakeholders, including investors. Furthermore, companies capable of
mitigating bribery and corruption risks contribute to a fairer market and society that benefits all stakeholders.

Assessing and Tracking Engagement
We systematically track engagement outcomes in various ways. First, we track Positive Developments, defined as new initiatives
that engaged companies have implemented with reference to our Suggested Actions. These are tangible results improving ESG
risk management and/or performance. Second, the Sustainalytics Research Team conducts regular updates of the ESG Risk
Rating, reflecting the changes in the quality of management of material ESG issues.

Engagement
Dialogue

Suggested
Actions

Positive
Developments

Improved ESG
RR Scores

A concrete example of how MRE drove impact in 2021 is climate change, a recurring theme in about three out of four MRE
dialogues with companies. All industries and companies can be exposed to this systemic risk to various degree and through
different parts of their value chains. By referencing the recommendations of the Task Force on Climate-related Financial
Disclosure (TCFD), our Suggested Actions address first and foremost companies’ approaches to managing climate risk – for
example, risk assessment and disclosure, carbon emissions monitoring etc. As the commitment to addressing climate risks
and risk governance structures mature, we would then emphasize the importance of developing measurable targets to improve
performance. While MRE is a relatively young product, only officially launched in early 2020, we already see companies advancing
their climate risk management and performances with numerous Positive Developments.
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During 2021, 225 Positive Developments were recorded. As shown in the below chart, of the 51 climate-related ones, 29 pertain
to developing climate targets, ten on corporate initiatives to address climate change (e.g., energy efficiency programs), eight
on the commitment to aligning disclosure with TCFD or enhanced risks disclosure and four on better transparency on carbon
emission and capex data.

The ESG Issues in Focus:

For the first time, Petrobras has highlighted a new initiative in their five-year strategic plan relating to renewable energy
development among its three key issues. This is directly followed by specific carbon emission reduction targets for 2025 and
2030 and a public commitment to end routine flaring.
For target setting, Korean Air Lines has committed to energy efficiency targets in Korea above the general sector targets (2%
versus 1.5%), and it is so far meeting this well above the target, which also means avoiding any cost in the Korean carbon
exchange trading system. Companies improving disclosure on carbon emissions and developing relevant reduction targets will
lead to improved scoring in the applicable management indicators of the ESG Risk Rating.
Climate-related Positive Developments by Type in 2021
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Impact may sometimes sound abstract, but Material Risk Engagement is a tangible method to illustrate the ability to reduce
negative impacts and generate positive ones starts with sound and robust risk management at the company level. MRE is
designed to raise companies’ awareness of their material ESG issues and that they should respond proactively. By doing so,
a company will be much better positioned to manage their real-world impacts – for their stakeholders, the environment, or
the community – on their own and in collective terms, thus becoming part of the solution to the sustainability challenges that
urgently need corporate contribution.
With more than 200 Positive Developments in the past year, our engagement is making a difference, guiding companies to
address sustainability challenges and ESG-related risks. We are driving ESG impact – one company at a time.
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Gender Diversity of Corporate
Leadership in Japan
Over the past decade, the world has made progress in reducing the gender gap in education,
health, economic resources and political participation.1 Some countries, however, are still
lagging—including Japan. While Japan is placed as one of the most developed economies
in the world (ranking 3rd in GDP2), the country ranks 120th out of 156 countries in the World
Economic Forum’s 2021 gender gap rankings. It is the lowest-ranked among G7 countries
and the third lowest rank in the East Asia and Pacific region (Table 1). One of the factors
leading to this low ranking is its poor performance in economic participation and opportunity
due to a “low share of women in senior roles (14.7%), even though 72% of Japanese women
are in the labour force”.

Author:
Wakako Mizuta
Manager
Engagement Services

Gender Equality Schemes and Challenges in the
Japanese Workforce
Since putting the Act on Ensuring Equal Opportunities for and Treatment of Men and Women in
Employment into practice in 1985, Japan has launched multiple regulations and schemes that
promote equal opportunities and women’s participation and advancement in the workplace. One
main government scheme is the Fifth Basic Plan for Gender Equality. It sets targets for companies
to achieve by 2025 regarding women’s representation across the workforce to expand women’s
participation in decision-making processes. These targets include for the private sector: 30%
women’s representation at the section chief level (18.9% in 2019); 18% at the director level (11.4%
in 2019); and 12% at the department manager level (6.9% in 2019). Additionally, there is a target to
increase women’s representation at the board level at listed companies to 12% by 2022.
In Japan, the share of women in senior and middle management positions in 2019 was only
14.5%. Looking at other G7 countries, the share is typically close to or above 30% (40.7% in the
United States, 36.8% in the United Kingdom, 35.1% in Canada, 34.6% in France, 29.4% in Germany
and 23.3% in Italy). This demonstrates that Japan’s 2025 targets are behind even the current
status in most other G7 countries and may not be ambitious enough. However, Japan failed to
meet its most recent target to increase the percentage of women in leadership positions in all
areas of society to at least 30% by 2020 (set in 2003). This lack of development indicates the real
difficulties Japan is experiencing in expanding women’s representation in leadership.
Table 1. Gender Gap Rankings of Countries in G7 and East Asia/Pacific
RANK
4
11

COUNTRY

CATEGORY

New Zealand

East Asia/Pacific

Germany

G7

RANK
63

COUNTRY

CATEGORY

Italy

G7

79

Thailand

East Asia/Pacific

16

France

G7

87

Viet Nam

East Asia/Pacific

17

Philippines

East Asia/Pacific

101

Indonesia

East Asia/Pacific

23

United Kingdom

G7

102

Korea, Rep

East Asia/Pacific

24

Canada

G7

107

China

East Asia/Pacific

30

United States

G7

109

Myanmar

East Asia/Pacific

36

Lao PDR

East Asia/Pacific

120

Japan

G7, and East Asia/Pacific

50

Australia

East Asia/Pacific

135

Papua New Guinea

East Asia/Pacific

54

Singapore

East Asia/Pacific

141

Vanuatu

East Asia/Pacific

World Economic Forum, “The Global Gender Gap Report 2021”, (2021), at: https://www3.weforum.org/docs/WEF_GGGR_2021.pdf
There are 20 countries in the East Asia and Pacific region covered in the Global Gender Gap Index rankings by region, 2021 and only selected countries are listed in the Table 1.

1. United Nations, “Goal 5: Achieve gender equality and empower all women and girls”, (2021), at: https://www.un.org/sustainabledevelopment/gender-equality/
2. The World Bank Group, “Gross domestic product 2020”, (2021), at: https://databank.worldbank.org/data/download/GDP.pdf
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Board Diversity in Japanese companies in the Material Risk Engagement Program
From the investor perspective, diversity is a material issue. It creates a more dynamic and innovative work environment, ensures
that the company better reflects the customer base and societal demographics, and provides a bigger talent pool for recruitment.
Business tends to be more successful with strong diversity performance.
Sustainalytics’ Material Risk Engagement (MRE) program typically flags a lack of diversity as a management gap, and we
encourage engaged companies to develop initiatives that promote women’s advancement. While there should be gender diversity
across the workforce, a company’s commitment to diversity must come from the top, including the board level,
Sustainalytics’ ESG Risk Rating solution has a specific indicator that evaluates gender diversity, including the board level. When
we benchmark companies in the MRE target group (which focuses on companies in the High or Severe Risk category) we can
see much less board diversity within Japanese companies (Figure 2).

Average Score of Board Diversity Indicator

Figure 2. Average Score of Corporate Governance Board Diversity Indicator in the Japanese
and G7 Companies in Sustainalytics ESG Risk Rating

87

82
73

72

71
62

28

France

Italy

United
Kingdom

Germany

Canada

United States

Japan

23

Material Risk Engagement 2021 Annual Report

Engagement on Gender Diversity with Japanese Companies
Sustainalytics’ risk management-focused engagement currently targets approximately 50 Japanese companies, mostly large
cap names in industries such as chemicals, machinery, utilities, transport, conglomerates, and oil & gas. When looking at our
Risk Rating for these Japanese companies, all are exposed to high corporate governance risk, 61% are assessed to have weak
management of this material ESG issue, and 31% have average management. Looking further at our board diversity indicator,
89% of these Japanese companies have a Weak or Average score (50 or below in Figure 3).

% of the MRE targeted companies

Figure 3. Share of the MRE targeted Japanese Companies in the Board Diversity Indicator by Score
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Score of the Board Diversity Indicator in Sustainalytics ESG Risk Rating
Our engagements are focused on programmes and targets to increase the percentage of women on the board, executive
management, and senior positions. Among the companies Sustainalytics has begun engagement dialogue with 83% answered
that they have a target to increase the percentage of female employees in senior positions. Comparatively, 17% have a target
for executive management, and none have a target for the board (Figure 4). Interestingly, among those who answered they
have a target for female employees in senior positions (83%), only 13% have a target for executive management, and none of
them have a target for the board. Moreover, among those who answered that they have a target for the executive management
(17%), a third does not have a target for female employees in senior positions. 6% of the companies in the research answered
they have no targets for board, executive management, or
senior positions. Pushing the companies about the lack
Figure 4. Engaged companies with targets
of targets, the typical response is that the companies are
for Women in management levels
aware of the demand from society to promote more women
83
in leadership, but people should be recruited and promoted
% of
due to knowledge and experience and not because of
companies
gender.
Through our MRE engagements, Sustainalytics promotes
that companies must increase the number of women in
leadership positions, especially on the board. We engage
with target companies to encourage the development
of policies, targets, and plans, and we encourage them
to develop internal candidates and ensure recruitment
practices that aim for diversity. These actions improve
corporate governance and overall ESG initiatives and
mitigate relevant risks, including the lack of emerging toplevel talent.
Closing the gender gap in Japan will take some time, but
it is important for the prosperity of Japanese companies
and the country. We will continue engaging on this topic to
ensure top-level awareness and a commitment to change.
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Plans for 2022
In 2022, we will continue scaling up the number of engagements and strive to achieve full coverage of Sustainalytics’ ESG
Risk Ratings universe, estimated to be 500+ engagements. This will be powered by a growing team of engagement managers
covering markets across the globe.
In the coming period, we will hold follow-up meetings with many of the engagements we started in 2021. We anticipate a related
increase in Positive Developments as we have already experienced in the past couple of quarters and in total. The extended
tracking history will allow us to generate more analysis on engagement results, which we will share with clients in the quarterly
and annual reports.
The pandemic continues to pose challenges with travel for in-person meetings, but we will closely monitor travel restrictions and
gauge opportunities. We look forward to the possibility of in-person engagement meetings in 2022.

Material Risk Engagement Approach
Sustainalytics’ Material Risk Engagement (MRE) engages with high-risk companies on the material ESG issues with the greatest
levels of unmanaged risks. The purpose is to protect and develop long-value in our clients’ portfolio companies. MRE is an
engagement overlay of Sustainalytics’ flagship product, ESG Risk Ratings.
The Stewardship team will engage with companies in Sustainalytics’ Ratings universe, consisting of more than 4,500 companies,
that have an ESG Risk Ratings Score of 30 or more. The ESG Risk Ratings score reflects the unmanaged ESG risk, so the higher the
score, the more risk the company is exposed to.
The engagement is driven by constructive dialogue. The research from ESG Risks and the Controversies research are leveraged
to encourage companies to cover gaps in Material ESG Issues risk management. Engagement response, progress and positive
developments are consistently tracked to measure commitment and capability to change in addition to the engagement outcome.
When a company improves by bringing the ESG Risk Ratings score below 28, the MRE will be considered resolved.
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How to Generate Reports from Global Access
MRE clients can generate individual reports from Global Access, allowing visibility to the status of engagement activities and
progress. From the landing page of Global Access, find Material Risk Engagement under the Engagement tab.

On the Material Risk Engagement landing page, scroll down to the search section, to search for a specific company or filter by
various criteria including industry group, country, response, and progress.
Reports can be generated for an individual portfolio if a portfolio has been uploaded to the user’s account in the Portfolios
section under the Tools tab. Once a portfolio is uploaded, it is available under the Portfolio filter in the search section, in
addition to other standard research universes.
To see the number of engagements in a portfolio, select Engage under the Engagement Status and the portfolio under
Portfolio. This will produce a report that includes multiple data points for the companies selected.
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Do you have any questions regarding our
Stewardship Services?
Contact us today to connect with our team of experts.

Learn More About Sustainalytics
mre@sustainalytics.com
engagement.support@sustainalytics.com

Europe:

Amsterdam (+31) 20 205 00 00 | Copenhagen (+45) 32 72 52 81 | London (+44) 20 3514 3123
Frankfurt (+49) 69 3329 6555 | Paris (+33) 1 184880642 | Stockholm (+46) 8 505 323 33

Americas:

Boston (+1) 617 603 3321 | New York (+1) 212 500 6468 | Toronto (+1) 416 861 0403

Asia Pacific: Sydney (+61) 2 8320 9436 | Tokyo (+81) 3 4510 7979
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