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Divestment versus private engagement
• Divestment may not be very effective in creating “real-world impact” or 

having access to better financing conditions (Berk and van Binsbergen, 2021). 

• Since asset prices increasingly reflect (tangible) material sustainability 
information and preferences (Pastor et al. 2020), many asset managers and 
owners consider engagement to be the “panacea” to obtain higher risk-
adjusted returns and to create real-world impact with investments.

• Yet, transparency about engagement policies and efforts is low which is 
related to the nature of this (private) game and to the inherent conflicts of 
interest, which particularly holds for asset management organizations.

• We know little to nothing about the effectiveness of private engagement.
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Investment beliefs (or axioma's?) on engagement…
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ABP’s journey in this topic…



Belief: Shareholder engagement is an effective tool. 

• Shareholder engagement is the most reliable mechanism for 
investor impact (Kölbel, Heeb, Paetzold, and Busch, 2020). 

• Shareholder engagement can be effective in reducing the 
carbon emissions of target companies and improving their ESG 
scores (Naaraayanan, Sachdeva, and Sharma, 2021; Akey and 
Appel, 2020; Barko, Cremers, Renneboog, 2021) 

• Limited empirical evidence on the real-world corporate impact 
of engagement. We contribute to that literature.
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Previous studies on private ESG engagements find positive abnormal returns and 
improved accounting performance but need an update. 

• “Active Ownership”  1999-2009 U.S. sample 
- Positive size-adjusted returns after successful engagements (+7.1% over the year following engagement) 

and improved accounting performance.

8Source: Dimson, Karakas, and Li (2015, p. 3253)



Previous studies on private ESG engagements find differences in the size of 
abnormal returns following (successful) engagement. 

• Our study uses the largest sample of global private engagements studied to date (2007-2020). 

• We contribute to previous work by comparing financially material to immaterial engagements.

9Dimson, Karakas, and Li (2015) ; Barko, Cremers, and Renneboog (2021)
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We examine success drivers and the effects of engagements on the ESG and financial 
performance of target firms relative to their peers. 
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BMO Responsible Engagement Overlay (reo®)
• The reo® service has a global client base of investors, including pension funds, 

insurers, asset managers, fiduciary managers, charities, family offices and 
discretionary managers. 

• At the end of 2021, there were 47 clients representing €1,043bn of assets under 
engagement.

• The engagement data contains 25,122 engagements and 4,080 milestones between 
2007 and 2020. The data includes, i.a.:
- Company name
- Engagement/milestone date
- Engagement activity name (short description)
- Client engagement summary (detailed description)
- Engagement method (letter, email, call, etc.)
- Investor participants and leadership level (>2012)
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We create sequences: engagements on the same topic at the same firm over time.

(Sequence 1) Biodiversity & Land Use
(Sequence 2) Packaging Material & Waste

(Sequence 1) Biodiversity & Land Use

(Sequence 3) Supply Chain Management

(Sequence 2, end) Packaging Material & Waste
(Sequence 3, end) Supply Chain Management

Source: BMO SDG Engagement Global Equity Strategy Impact Report (2021)
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(Sequence 4) Packaging Material & Waste



Final sample consists of 7,415 engagement sequences (12,727 engagements)

Constraints:

• We remove engagements/milestones that only relate to AGM 
votes (public engagements). Note there may still a connection 
between public and private engagements.

• We do not classify not sufficiently descriptive engagements (i.e., 
“CSR Meeting”).

• We only keep target firms that are in the MSCI ESG universe (= 
most significant constraint).

Since there are a lot of engagements in the original data, these 
constraints do not affect the power of our analyses but only improve 
their accuracy. 
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25,122 engagements 
4,080 milestones

7,415 sequences
12,727 engagements 

1,476 milestones



The sample covers a large variety of ESG issues that differ depending on the framework.  
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We use SASB for 
determining materiality.

We use MSCI for 
determining materiality 

and linking engagements 
to ESG performance.



The SASB/MSCI classification is industry-specific.  

15

Animal Welfare

Food retail / Restaurants

Meat, poultry, and dairy producers



The engagement sample has global diversity but less focus on emerging markets. 

Europe – 38.4% North America – 34.40% Asia– 19.83%

Oceania– 3.73% South America – 2.21% Africa – 1.47%
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The engagement sample covers a wide range of industries. 
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We examine success drivers and the effects of engagements on the ESG and financial 
performance of target firms relative to their peers. 
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Which firms are targeted (t-1)?

• Larger firms (compared to peers)

• Firms with higher CO2 emissions, higher CO2 intensity levels

• Firms with lower insider ownership

• No clear difference in ESG score (both leaders and laggards are 
engaged with) and no clear patterns in accounting performance

• Determinants of success: materiality and intensity (see Appendix for more info)
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Nearly 75% of engagements are financially material, and 20% achieve a milestone. 
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Engagement success by topic and materiality
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Engagements that are material, collaborative, intensive, and contain multiple 
activities are more likely to succeed. 
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All differences are 
statistically significant after 

controlling for firm- and 
engagement characteristics.
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There are many collaborative engagement initiatives. 
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We examine success drivers and the effects of engagements on the ESG and financial 
performance of target firms relative to their peers. 
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Methodology - Effects of engagements on target firms 

• We measure ESG performance using MSCI’s ESG scores and Refinitiv’s emissions data (CO2e and CO2e/Salest-1)

• Firms can be targeted multiple times. However, we only examine the first time a firm is targeted by an 
engagement with multiple contacts on topic i (ESG / E / S / G). If a firm does not experience such an 
engagement, we examine the first one-time engagement on topic i. 

• Target equals 1 for target firms and 0 for peer firms. After equals 1 in the years after the first engagement at 
the target firm. For peer firms, we use the event date of the target firm. 

• We keep the five years before and the five years after the engagement in our panel (when available). 
Moreover, we include lagged firm controls, firm fixed effects, and time fixed effects. 
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Target and peer firms have similar ESG performance before the engagement. However, 
target firms improve their ESG performance after the engagement relative to peers. 
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Controlling for firm characteristics, we find the 
following. 

• The overall MSCI ESG score improves by 
3.8% after the engagement relative to 
peer firms. 

• We find improvements in the (category-
specific) MSCI environmental score. 
However, we do not see improvements in 
the MSCI social and governance scores. 

• When using Refinitiv’s scores, we find 
positive and significant improvements in 
the ESG, E, and G scores. 



Target firms lower their CO2 intensity relative to peers after engagement. 
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Predicted

12.41% reduction 
versus peers

How much CO2 do you 
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Impact of being targeted on subsequent accounting performance



Engagements are correlated with financially outperformance versus peers 

The targets of successful material engagements significantly outperform                                       
their peers by 2.5% over the next 14 months. 
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Takeaways
• One-size-fits-all engagements do not seem to work. Instead:

- Focus on intensive engagements (calls/meetings) related to material issues. 
- Collaborate with other investors making these intensive engagements less costly.

• Financially material engagements are more likely to be successful.

• Improving engagement effects cannot be done without measuring them properly. 
- Take a critical look at the engagement data collection process; sustainability reporting frameworks like SASB 

or GRI might help. 
- Engagement milestones often contain pledges or targets  track whether firms make real changes and are 

on their way to meeting their targets. 

• Our findings indicate that engagements are associated with improvements in non-financial 
performance and do not come at the expense of financial performance. Furthermore, material 
engagements correlate with outperformance versus peers. 

• Omitted variable and self-reporting bias
- It would be very helpful if the investment industry stores (collaborative) engagement efforts, let them be 

audited, and shares data with academics…. (“eine heile Welt”) 30



Future projects
• Preferences between institutional asset owners and managers differ markedly (the  

topics are engaged on, focus on materiality).

• There is also a trend that preferences of ultimate asset owners  need to be measured 
(pension beneficiaries and clients of mutual funds) which may impact engagement topic 
choice going forward.

• Regulation (e.g., interpretation of fiduciary duty) between jurisdictions  (EU versus US) 
differs substantially; yet capital markets are global.

• Interaction between public (e.g., shareholder proposals) and private engagements might 
be a fruitful area of future research (although again very reliant on data access).

• What about double materiality…?
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