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In a previous post, my colleague explained how the William Blair Global Equity team’s integration of
environmental, social, and governance (ESG) considerations has evolved over the past few years, and now I’d like
to look at some case studies in the consumer staples and discretionary sectors, where key ESG drivers include
governance, product safety, supply chain oversight, and eco-friendly product innovation.
To understand how these factors are affecting companies we research, we assess relevant risks and opportunities
as we perform our due diligence. Third-party ESG ratings are helpful in questioning or confirming what we
uncover, but we try to understand what factors, both positive and negative, influenced the ESG rating, and we seek
to identify the negatives and also false negatives. Doing this, we have at times found companies with poor ESG
ratings despite a track record of generating value for shareholders. We provide a few examples below.
U.S. Food and Staples Retailer
One of the best global retailers in the food space has generated outstanding shareholder returns over the past 20
years receives the lowest possible ESG rating from MSCI.
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In seeking to identify the drivers of that rating, we found that the largest was social impact, primarily in terms of
food safety. This is an inherent problem in food production and retailing because such companies have large
global supply chains. This company had a problem a few years prior when a food poisoning outbreak was linked to
shrimp it sourced from Thailand. As a result, MSCI scored this company poorly for social impact.
We, on the other hand, try to identify and differentiate the structural (versus temporary) problem. We also look not
just at the issue, but how the company responds. In this case, the problem was resolved, and the company took
measures to ensure that food safety along its supply chain is well identified and controlled—positives, in our view.
Filipino Packaged Food Company
Another example is a large Filipino packaged food company that has a poor ESG rating primarily because of its
significant family ownership, which lowered its corporate governance score.
We do not automatically assume corporate governance is poor just because a company has high family ownership:
such ownership is not uncommon for emerging market companies, and even companies in certain developed
markets, such as Japan.
We look at the company’s track record instead. Because there is a continuity of policies, family ownership can be
positive, as long as the family owners’ interests align with shareholders’ interests, and the company is transparent
about capital allocation and management decisions.
To better understand this company’s ESG attributes, we reached out to management and highlighted some of the
ESG issues identified by MSCI. One was overboarding, which refers to directors sitting on a large number of boards,
compromising their ability to fulfil their duties. Applying MSCI’s governance ratings methodology, it was black and
white: If there’s overboarding, it’s bad. This isn’t meant to criticize the methodology, but demonstrate the
importance of not relying exclusively on ratings data to make decisions.
As it turns out, that overboarding stemmed from the family’s ownership of many other companies in the
Philippines. It is a typical Filipino conglomerate, so directors on the company’s board had to sit on the boards of
other companies in the conglomerate.
As a result of our discussion, the company decided to step up its ESG efforts, going so far as to hire a third-party
consultant who we engaged with to provide feedback on governance, as well as relevant social and environmental
factors. We find this to be positive, not only from an investment perspective, but also because our integration
objectives include helping companies improve in regard to their ESG measures.
German Athletic Apparel and Footwear Company
Lastly, a global athletic apparel and footwear company had constantly improved ESG ratings on the
environmental and social side because many of its products are manufactured in Asia with oil-related derivatives.
This company recognized the problem and took active steps to use more recyclable materials in its products—and
in seeking to improve its environmental risk profile, this company actually innovated its product line. Products
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made with the recycled fabric can be sold at a higher price point because consumers want more sustainable
products.
This is a good example of how ESG provides benefits from both an investment and operational perspective. Over
time, this company’s steps also improved its social risk profile by working to improve its Asian supply chain.
Standards there used to be low in terms of workplace safety, and because of this company’s efforts, they are
improving.
A Bottom-Up Perspective
These examples illustrate how we look at ESG factors from a bottom-up perspective, incorporating both thirdparty ratings and our own due diligence (which usually includes conversations with both a company and its
vendors) to ensure that the quality of the company and returns on capital are up to our standard when we invest.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
without express written consent.

