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FOREWORD
Dear Reader,
The disruption caused by the Covid-19 pandemic has highlighted the
importance of building sustainable and resilient business models, which are
based on environmental, social and governance (ESG) considerations.
Whereas governance (G) and environmental (E) factors have historically been
at the center of ESG, the recent events ranging from the pandemic to the
#me-too and Black Lives Matter movements have illustrated the importance
of the social (S) elements such as workplace wellbeing, corporate culture,
fairness, diversity and inclusion.
This 17th issue of the Hawkamah Journal focuses on the S in ESG, which
for far too long has been a “silent S”, and explores how companies and
investors should think about the “S”, particularly in relation to human capital
management.
We are delighted to feature prominent members of the global investment
community as well as board members and business leaders discussing their
views on how human capital management issues are evolving post-Covid
and what the implications are for corporate boards.
I wish you a stimulating read.
Dr Ahmad Bin Hassan Al Shaikh
Chairman
Hawkamah Institute for Corporate Governance
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INTERVIEW WITH

SOPHIE L’HELIAS
Sophie L’Helias, as a board member and as
a corporate governance expert with extensive
experience in shareholder activism, is uniquely
positioned to provide insights on ESG
trends both from the corporate and investor
perspectives.
She serves as Lead Independent Director at
Kering, a global luxury firm listed in Paris. She
also serves on the Boards of Herbalife Nutrition,
Echiquier Positive Impact funds, the Agence
France Locale, and Africa50 Infrastructure
Fund, the investment platform created with
the African Development Bank. Sophie is a
co-founder of the International Corporate
Governance Network (ICGN) and a member of
Hawkamah’s advisory board.
Sophie L’Helias received the ICGN Lifetime
Achievement Award in Corporate Governance
and the Women in Asset Management Award –
ESG in New York in 2019.
Ms. L’Helias talks to Stephen Davis about
recent trends in the social element of ESG with
a particular focus on employee issues, how
these are viewed by investors and how they are
impacting companies.
Q: As a director yourself on multiple different
types of institutions, do you see corporate
boards changing their outlook on the S in
ESG, and in particular on human capital
management?
There are two ways to answer that: from the
inside and from the outside. From the outside,
we are seeing companies and their boards
deeply engaged on the topic, whereas in the
past their disclosures were not as detailed on
the S of ESG. They are also increasingly talking
about corporate culture.

04

In fact, the notion of “human capital” is relatively
recent. The level of disclosure that we are seeing
- on actions that are being taken, rotation of staff,
impact on health, and etc. – all that is a very new
development. Moreover, regulations are leading
to new ESG disclosure requirements, including
human capital management. The issue of human
capital and the “S factor”, if you like, is high up
on the board agenda, and rightly so especially
during Covid, and boards want the investors to
know it. That’s what has really changed.
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Of course, boards have always considered
talent management something that is strategic
for a company: do you have the right people
in the right place? But in the boardroom, the
conversation is much broader than before. What
the pandemic has done is that it’s no longer
talent management just at the top layers, it’s
talent management holistically.
First and foremost, how does the company
keep people and their families safe? Secondly,
companies want to make sure employees
remain engaged and productive, despite Covid,
and give them the resources, tools and freedom
to be innovative and to address real and serious
constraints. Thirdly, how are companies going to
retain talent over time, even after the pandemic?
One of the big questions for a lot of companies is
‘when this is over – because it will be over – are
we going to be in the right place with the right
people, or are they going to jump ship?’ We all
know that once the pandemic is over, the war for
talent will be fierce.
This is happening in entities of all sizes and
sectors. It is critical to make sure that employees
know that their employers are watching out
for them and pulling all stops to make sure
that they are ok. That concern is not limited to
employees – it extends to customers, suppliers
and communities in which businesses operate
and the constituencies they engage with.
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The pandemic really underscores that the S in
ESG includes these wider stakeholders as well,
making it a much broader issue for boards.
Boards are looking at actions to ensure peoples’
safety and well-being. Not everyone can easily
work from home. Studies show that women,
and particularly young people, were vulnerable
during the pandemic, especially if they had
families and were working from small, confined
areas. Frontline workers were deeply impacted
– both physically and mentally - because they
were the most exposed and are also among the
most financially vulnerable.
You also have to think about the risks, and the
communities that need critical resources to
ensure that people are safe. We all saw companies
that were taking incredibly big steps in terms of
investing and donations for equipment, research,
or offering facilities for vaccinations centers or for
housing.
In other words, what I find most interesting is
that we have seen a big shift from human capital
management to societal engagement, which is a
much bigger conversation.
Q: You rightly point out that part of the
outside perspective is that governments are
helping drive board change by putting new
disclosure rules in place covering social
and governance matters, especially about
employees. Companies now have to report
more publicly, but that means they also have
to be accountable for those disclosures and
how manage the consequences.
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Yes. But with that there are positive and negative
consequences. The positive is that companies
are disclosing. And when you start to disclose,
you start tracking, and when you track, you can
start managing your progress over time. This
also makes companies more comparable.
The negative is that complying with a legal
requirement does not necessarily result in
strategic thinking and may result in a box ticking
exercise that does not provide actionable insight
for companies and investors.
Q: The proliferation of new disclosure
regulations seems to have stimulated the
development of a whole new analytics
industry. Providers could be specialized
information boutiques or legacy consultants
that are bolting on new offerings, but either
way, you now have boards and investors that
are able to access far more sophisticated
analytics around human capital management.
Is that what you’re seeing?
Absolutely. And if the boards are not getting this
information, they can ask for it. I’m not certain
every detail needs to be given to boards, but
that granular data is increasingly available and
companies are putting in place SAAS systems to
collect and track data.
What I find very exciting is that we are going to
get data over time which will be really helpful
for accelerating research to find correlations
between certain data points such as the impact
of human capital management on performance,
or a correlation between human capital and
environmental issues. All these things will allow
board directors and management to stretch their
minds and be more innovative.
If a company and its board were not digital
before the pandemic, they had to become digital
very quickly to be effective and survive. In the
same vein, Covid prompted people to become
incredibly innovative and resourceful.
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Q: By people, do you mean boards or
management?
Everyone, but mostly management and staff.
For boards it’s not the same as for employees,
because board work is about meetings, and
these are easily conducted virtually.
All employees just had to be more resourceful.
They had to find ways to do what they were
doing before, but in a new way. For example,
people couldn’t create the same way because
they could not meet or go to a lab to test an idea.
Just the level of innovation that has come out of
Covid is really extraordinary. We will continue to
see major changes in products and consumption
in the coming years as a result of it.
Q: So your observation is that while the
pandemic focused immediate board and
management attention on health and safety,
that focus then broadened out to a much
wider conversation including how you retain
best staff over the long term?
There has been so much disruption, stress and
suffering for employees around the world. It is
critical to have healthy and satisfied employees
to innovate and deliver long term growth. Once
we are over the pandemic, you want your best
talent to stick around. This is about long-term
vision. In the past, when companies went through
tough times, they often just downsized. And
here we are seeing quite the opposite, at least in
the European markets and in several industries
where the labor market is tight. Many companies
retained staff because they knew that once the
worst of pandemic was behind them, business
would pick up rapidly and they would have to get
them back to work.
A study by a leading investment institution found
that companies which laid off staff ended up with
a workforce that had lower morale than those
companies that did not lay off people. The key
insight was that laying off staff not only affects
those who leave, but also those who stay.
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Businesses recognize that there is a war on
talent, which means that they want to keep the
talent with them through these tough times.
Boards will oversee management to engage
with employees and give them the resources
and support they need, including mental health,
which is a topic that I don’t recall being talked
about to this extent in the past. The board will
want the company to be there for them.
Q: Do you feel that this is also about giving
employees a better sense of company
purpose?
Yes, because it is really tied to values.
Fundamentally, companies need to demonstrate
that they share values with their employees and
other stakeholders.
Different generations look at their career paths
differently. Today, we are seeing a shift in how
younger people see their jobs. Careers, jobs, and
life are more and more intertwined. Covid broke
all boundaries between job and life because so
many were working from home.
This really opened up the discussion on values.
People were asking themselves: Is this how I
want to live? Does the company I work for believe
in and act on what it says? All of these questions
are really important for the younger generations.
When the dust settles and when business picks
up again, the competition on talent will increase.
THE HAWKAMAH JOURNAL
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You will see companies that will do well in
attracting and retaining talent, and you will see
people leaving companies that haven’t done so
well.
Q: With the business world shifting so
markedly, do boards need to have a different
structure and different types of people coming
on who really are attuned to purpose, attuned
to different measures or perspectives?
How can boards ensure they have an eye
on all the new issues? We currently have
various committees such as risk committee,
remuneration committee, and nomination
committee. Are we missing something there?
Purpose requires interdisciplinary thinking and
a strategic approach. Boards have the ability
to expand their knowledge by bringing on new
directors, engaging management who have
expertise on the topics of interest, obtaining
specific training and identifying outsiders to
advise or speak to the board at a board retreat
for example.
In terms of committees, when you have multiple
committees, one can question whether what’s
discussed in committees ever gets discussed at
the board level. Committees allow directors to
conduct a deep dive on important topics and
report back to the board. This does not prevent
the Board from having a full ESG discussion.
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While some companies have an ESG or a
sustainability committee, it’s worth remembering
that human capital management discussions are
tied to strategy, ESG, audit, risk, nomination,
governance, and remuneration. It cuts across
the board work.
While it’s important to avoid overlap, it’s equally
important to avoid gaps that could generate risk.
That is why it is critical that the Board clearly
define the role and scope of each committee and
update them when new topics appear.
Q: There are implications in all this for the
GCC market. This is because innovations or
practices that might develop in one country,
or where there are more aggressive disclosure
rules, such as in the EU, will affect investor
expectations. They are then likely to apply
these expectations to other markets such as
the GCC.
For sure. But remember that these investor
expectations are not limited to listed companies.
Human capital management is not about whether
you are a listed company or not. It is important
in private equity- and family-owned businesses.
Even though private companies may not be
required to disclose by law, ESG rating agencies
are asking those companies to disclose or they
will find other ways to get information. The rating
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agencies will then make assessments based on
information they find.
In other words, if a company is not disclosing
information, it is in effect allowing a thirdparty organization to make assessments and
judgements with or without the company’s input
that investors will integrate in their decisionmaking process.
The ESG analytics business is growing and
feeding into market decision makers such as
debt rating agencies, which apply to both private
and publicly held companies. The best thing that
companies can do is to collect their internal ESG
information, structure the data and disclose it
to the market. That way third parties - including
investors - will have accurate information that the
company discloses as opposed to potentially
inaccurate information the company may not
even be aware of.
Disclosures should be well structured to
allow everybody to work from the same base
of knowledge. The reason I like these wellstructured disclosures – kind of a human capital
cheat sheet type of disclosure - which I see in
investor engagements is because investors are
all looking for the same information. A company
does not want its investors to spend hours finding
the information it wants to share with the market.
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Q: To be able to tell the company story?
Absolutely. Because the narrative can have an
impact on the company’s reputation, debt levels,
ratings, risk and also – as discussed earlier - on
talent management.
While the narrative is important it needs to be
backed up by data. If a company states it is
doing well, investors will want to know how it
reached that conclusion. For example, has the
company benchmarked itself against peers? Or
measured the data over several years? These will
substantiate their statements. Narrative offers the
context and the data point really grounds it. So
you need the mix for a structured and authentic
report.
This is where Hawkamah has done a good job
with its ESG Index. It is about companies making
sure they collect those basic metrics. The index
contains the information that the board should
be getting in order to have those important
conversations with management, and the index
points to what management should be tracking.
For years, human capital management
disclosures were often limited to health & safety.
Remember, when we were talking about gender
issues only a few years ago? The focus was on
women on boards. Then it led to broader diversity
& inclusion disclosure, with a skills and diversity
matrix, which is very important as well. Human
capital management is recognized to be a broad
and strategic topic for investors, employees and
other stakeholders. And I think that’s the change
in conversation that is leading to meaningful
disclosure.
Q: You raised the topic of investors. You are
one of a handful of people around the world
who have been intensely involved in both
camps – the capital market side and the
director side. Do you see that there is a change
in investor expectations in terms of the S in
ESG or in human capital management?
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Yes, massively. It used to be more limited to the
Socially Responsible Investment (SRI) and impact
funds. If you looked at the ESG rating agencies
before, very few had a focus on the S. They were
more focused on governance, then turned their
attention to include climate. But today they are
deepening their databases with S data.
That’s because there is demand for “S” data
by investors that seek to integrate “S” in their
investment decision-making process. For
mainstream investors, the societal movements
of these past years and Covid accelerated
recognition of the impact of human capital
management and other social and societal
factors on shareholder value.
Data on diversity & inclusion, employee rotation,
health & safety, employee engagement, talent
retention, etc. are in demand. These are indicators
that can help investors assess a company’s
culture to determine whether the organization is
capable of thriving by attracting the best talent
and managing its risks and opportunities well.
Q: From the board perspective, how do
investors address these ESG issues with
companies? Is it through engagements with
directors or executives?
Yes, they can do it through a couple of ways.
Investors can exclude a company with a ESG
screening portfolio strategy. The company may
not know why it is excluded. The result is the
company has lost a potential investor long-term
it may have wanted in its equity base.
Index fund managers are also increasingly
engaged on ESG topics. Their ESG investment
philosophy and voting policies are often public
and some will share their voting records as
well. These investors generally have a series of
topics on which they engage with companies
to make sure the issues are addressed. Some
will even conduct multi-year discussions with
management and the board on long term
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changes. These investors have been particularly
active on climate and gender diversity related
topics.
There are also investors that are purpose driven
and want to drive change. They may invest
because they see a company that is undervalued
because of an ESG risk and they will invest to
turn the situation around. These investors may
engage privately or very publicly, as with Exxon.
ESG investor engagement decks published by
companies are more detailed than in the past,
suggesting that investors want this information.
Q: This is a really interesting point about
investment screens. If you think about who
are the investors applying these screens,
these are often the type of long-term investors
you want to have on your side. They will be
loyal over time if they believe in you. Whereas
if you fail to pass the screen, you may be left
with more short-term investors who are not
necessarily your most dependable allies.
Or you may be faced with activist investors.
We talked earlier about the importance of ESG
company disclosures. Some investors invest in
companies using ESG screening solutions that
are automatic and score companies using an
algorithm. If a company doesn’t disclose the
data required by the algorithm, then it will have a
low score and won’t pass the investment screen.
Similarly, a company that discloses ESG data
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which lacks clarity or is difficult to extract, may
not pass the screen.
Others are stock pickers. They generally will
develop an internal score. They may work with
third party ESG data providers and/or data they
collect. I’m on the Board of an ESG impact fund
that has an internal scoring mechanism integrated
in the investment decision-making. A company
that does not disclose information will get a
lower score. Because the investment decisions
are made by people versus an algorithm, the
investor may reach out to the company to ask
them to consider disclosing the data if they want
to be considered.
Q: So if you are on a board or in senior
management, you really need to have
accurate information on what the company’s
score might look like to the different outside
analytics providers. That’s helping for
understanding how investors are seeing
you. But this might be useful information for
management purposes as well?
For sure. This information should be useful for
management purposes. For example, you can
benchmark yourself against your peer group, but
you can take this a step further and benchmark
yourself against your aspirational companies,
even if they are in different sectors from yours.
Pick the companies and corporate cultures that
inspire you and you look at their scores. The
chances are that it will be a great score.
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Q: And who should be responsible for
providing this information to the board?

Q: And that’s the board’s job. To make sure
ESG doesn’t get caught in the weeds?

That’s a great question. There is no one size
fits all. Depending on the topic, Human Capital,
data privacy, carbon emissions, you may have
different people reporting to the Board and its
committees. This will depend on a company’s
governance structure and culture.

Yes. Delivering a clear and compelling and
meaningful story of a company’s values,
objectives, achievements and areas for
improvement is important. The story cannot
remain purely aspirational. It must be supported
by quality data obtained using a robust ESG
governance framework that is implemented
across the organization.

Many companies are struggling with collecting
data because this is still relatively new to them.
Others have a sustainability department and
dedicated resources to collect and analyze ESG
data. They are further along the sustainability
journey.
Each company needs to have a robust ESG
governance framework to identify the data to
collect, the people responsible for the data, and
who will report to the board. An ESG data and
reporting framework across the organization that
outlines responsibilities and objectives supported
by the CEO are also important. It’s important
to spend time on the appropriate framework
because ESG reporting will become more and
more regulated – nationally and regionally.
Q: These are early days, but my sense from
what you are saying is that the boards’
alchemy, if it works well, is to try to make sure
that these new compliance and regulatorydriven efforts don’t miss the fact that these
issues are really about strategy, sustainability
and survival.

The sustainability story cannot be an
accumulation of datapoints. It is about the vision
with real examples that will get employees excited
because they contribute to the company’s
mission and values. To tap into their employees’
energy and sense of belonging and create a
strong and resilient organization that will deliver
long term sustainable returns, companies cannot
deliver a series of aspirational statements. Their
commitments need to be intentional, meaningful
and impactful.
This whole philosophy used to be the focus
of a small group of impact funds, which were
constructing portfolios by thinking about
corporate intentionality, meaningfulness, and
purpose - elements which people are now
deconstructing and calling human capital
management. The question that people ask
today is whether the work I do is meaningful,
is it intentional, and does it have impact. That
investment philosophy is now going mainstream,
with big implications for boards.

Absolutely. Sustainability is core to a company’s
strategy. It gets employees excited and also
meets other stakeholders’ expectations.
It
attracts the interest of investors because studies
show that sustainability is a driver of long-term
growth and innovation.
The moment this becomes a compliance or a
communications exercise, you kill the positive
energy and momentum, and are at risk of a
backlash.
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INTERVIEW WITH

AHMED SABBOUR
Ahmed Sabbour is Al Ahly Sabbour Group
CEO, a leading developer in the real estate
market in Egypt.
He spoke to Alec Aaltonen about the
importance of employees and human capital in
the company’s journey from a family business
to a group with 18 subsidiaries and 5000+
employees.

Q: Could you take us through the history of Al
Ahly Sabbour?
The roots of the business date back to 1957,
when my father set up one of the first engineering
consultancy firms in Egypt. This firm became
highly successful, and it became one of the
largest companies in Egypt and the Middle East
in the 1980s.
In 1989, I established a real estate business with
my father, and five years later, we turned it to a
joint venture with the National Bank of Egypt (Al
Ahly Bank), which gave rise to the company in its
current form - Al Ahly Sabbour – where 60% of
the shares are owned by the family and 40% by
the Al Ahly Bank of Egypt.
The company has since vastly grown, and while
the parent company employs 350 people, the
group with its 18 subsidiaries employs over 5000
people. During this period, we have successfully
developed 62 major projects, with a total number
of 30,000 units, serving 38,000 families across
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a myriad of developments including residential,
retail, office buildings, tourist destinations,
social and sports clubs. So, in other words, the
company has grown from a family business to a
large group in over 26 years.
Q: Let us go back to the first phase, between
1989 and 1994, was the business run by
family members only?
While my mother and brother were partners in the
company at the time, the only family members
involved in the running of the business were my
father and me, so non-family employees have
been important from the very beginning.
Since I had little experience in recruiting people
at the time, many of the employees were
recommended by my father, and some of
them had worked with him at his engineering
consultancy firm. Many of them are still with us,
occupying top leading positions in the business,
heading up departments or as board members.
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Q: It is sometimes said that non-family
employees become almost like family
members. Has this been the case in your
company and what role have they played in
upholding the family values in the business?
Very much so. They are like family because
we share the same history, and they were
instrumental in embedding the founders’ values
in the operation of the business, but of course,
as the business and the number of employees
grew, we have had to formally identify and
articulate these values.
As a family, we set up a family constitution and
we did this for two main reasons:
Firstly, for family reasons because we all know
what tends to happen with family businesses:
the first generation starts with a vision, the
second generation enlarges that vision, and the
third generation might not sufficiently realize the
importance of it, so we needed to mitigate such
risks. It is very easy for values to be passed down
from the first to the second generation, and I
think we can pass them to my children and my
brother’s children who are the 3rd generation,
but we need to think about the 4th and the 5th
generations, we need to preserve the values for
the future.
Secondly, we did this for business reasons. Any
business will need to have its values and ethics,
and in our case, these stem from the founder, my
father, and we work very hard to ensure these
are passed to our employees. So, we needed
to have clearly articulated values on which we
operate our company. Our employees know that
we care about our credibility, that we care about
honesty, and our customers are the top priority
for us and we are keen to provide them with
high-quality services, and that we do not tolerate
anything that goes against our ethics.
But we also value our employees. It is
commonplace for companies to state that
employees are their most important asset, but
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I believe that if you want to do an evaluation of
a company, employees are no less important
than cash flow, expected revenue, and physical
assets in that calculation. Therefore, what is
important for us is not the real estate we own,
but the employees we have. Because we believe
that the employees can be one of the important
factors of the company’s growth, and they can
also be the main reason for demolishing it.
Q: What does this mean in practice? How are
these values embedded in the company’s
human capital management practices, in the
corporate culture and what do this mean for
the Board?
I believe that one of the main roles of leadership
is to create an environment in which employees
can thrive. This requires good HR systems,
clear job descriptions for all employees, clear
KPIs, clear targets, and objective performance
appraisals. We also provide our employees with
good financial benefits and clear career paths
and support them with training and development
programs. I think everyone in the market knows
that we take care of our employees.
I wouldn’t say we do this for altruistic reasons –
we are a business after all. But we believe that
employee happiness is the key to achieve the
success of the company.
We have a strong board, consisting of
experienced individuals and it’s a strategic
board, focused on strategic decisions and not
on operational issues. We also have a very good
head of HR as well, who presents to the Board
regularly on employee issues.
We also take corporate culture into account in
our HR practices, including in hiring decisions.
Obviously, you search for top talent, but you
always try to seek the right cultural fit. Not
necessarily in terms of new employees fitting into
the existing culture but you look for individuals
who can come in and improve the culture.
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Over the years, we have tried to do our best in
developing or upgrading our culture. An example
of this is that if you had visited our offices some
10 years ago, you would have seen all internal
documents in Arabic but now they are all in
English. This is a very basic example, but it is
through such initiatives that we constantly try to
upgrade our culture. But we should be assured
that while the culture changes, the values stay
the same.
Q: Companies that focus on employee issues
are often seen as being more resilient. Have
you witnessed such resilience in recent crisis
such as the revolution and/or the pandemic?
The pandemic has obviously been very tough for
everyone across the world, and our role during
Covid-19 has been to ensure the safety of our
employees and to apply all precautions. I think
we managed it fairly well as a company, we also
identified new business opportunities and we
found new ways to conduct our business. It has
also impacted our culture as we realized when
running internal virtual meetings that our old
physical meetings could have been shorter and
more focused!
On the other hand, we also had to deal with
revolutions. We had revolutions both in 2011 and
2013 and these were scary times for everyone
in Egypt. Yes, most of the businesses came to
a standstill, but it was the turmoil, the chaos,
and the looters, who were armed with knives
and guns, that made the situation terrifying. One
of the main priorities for us during these times
was to protect our employees and make them
feel safe. We did not lay off any employees or
cut their pay or postpone the salary payments
during these times, while many other companies
resorted to such measures.

houses and neighborhoods. Yet, when the
looters came to attack our company, some 300
of our employees came to protect it. You can
imagine the courage it takes to do something
like that against armed looters. I think this shows
the dedication and devotion of our employees
but it also demonstrates that they feel it is their
company.
Q: What advice would you give to other
family businesses in the region on employee
issues?
I think businesses should remember that
employees are their most important asset. So,
you need to care for them and show that you
care for them. This does not mean spoiling them
but making sure that they are happy because
employees who are satisfied will perform better.
The other element is trust, you need to trust your
employees. This does not mean blind trust, and
that is why you need to have high quality HR
systems so that employees’ performance can be
monitored by the board and leadership. In case
the employees break that trust, you need to apply
the procedures that can stop them or dismiss
them. But the focus should be on creating the
conditions and the environment in which you let
your employees get on with their work effectively.
When you get recognized in the market as a
fair and a good employer, you have an easier
job retaining your top talent as well as attracting
new top talent, and this is fundamental for the
sustainability of your company.

One of our companies was attacked by the
looters during the revolution, and you can
imagine, these were extremely scary times for
everyone. All of our employees were concerned
for the safety of their families, guarding their
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The challenge of governance
often relates to transiting the
principle into practice

CORPORATE GOVERNANCE
ASSESSMENT
Hawkamah has designed a highly confidential corporate governance assessment service
for regional organizations and government institutions. Our governance assessments are
tailor-made according to the client need, the size and structure of their organization, as
well as their sector of activity.
The assessment enables organizations to benchmark
their governance practice against the local regulations,
as well as regional and international practices. Our
approach is based on the recognition that corporate
governance is not a compliance exercise, but a
platform for enhancing corporate success.

The ultimate purpose of the assessment is to:
• Create insights on effective governance implementation
within organization
• Drive further governance reform by identifying the
organization’s strengths and weaknesses; opportunities
and challenges
• Build stakeholder trust in the organization

Hawkamah, The Institute for Corporate Governance Ltd.
Level 14, The Gate, Dubai International Financial Center | P.O. Box 506767, Dubai, UAE | T +971 4 362 2551 | F +971 4 362 2475 | www.hawkamah.org

INTERVIEW WITH

MICHAEL HERSKOVICH
Michael Herskovich is Global Head
of Stewardship at BNP Paribas Asset
Management, one of the leading sustainable
asset managers, with EUR 609 billion of assets
under management and advisory as at 31
March 2021.
Michael spoke with Hawkamah advisory board
co-chair Stephen Davis about how BNP Paribas
Asset Management approaches stewardship
and about the importance of assessing social
factors such as human capital management in
the investment process.

Q: BNP Paribas Asset Management is one of
the leading asset managers with a dedicated
stewardship activity. Can you tell our readers
how you define stewardship and what it looks
like at BNP Paribas Asset Management?
Stewardship is one of the five pillars of our global
sustainability strategy. The first of these pillars is
ESG integration, i.e. to integrate ESG across all
of our investments. The second is stewardship,
which I will talk about in a moment. The third pillar
relates to responsible business conduct, that
is our expectations and sector-based policies
on companies which potentially lead to their
exclusion from our portfolios. The fourth pillar is
forward looking, or what we call the three “Es”:
Energy transition, Environmental sustainability,
and Equality. We have an additional pillar which
relates to the development of sustainable
products. So stewardship is certainly one of the
pillars, but it is connected to all the others.
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In terms of defining our stewardship activity at
BNPP AM, it incorporates all the actions we can
put in place as an investor and shareholder. It
includes voting at shareholder meetings and
engaging with companies and public policy
makers.
Stewardship is applicable across all of our
sustainable investment strategies. Our approach
consists of integrating ESG across all of our
investment processes and decision-making –
and stewardship is an important tool that we use
as part of that integration.
As a concrete example of this, investment teams
looking at companies with low ESG scores are
doing in-depth research and engagement with
companies about potentially improving their
practices, to have a better understanding of the
ESG risk each company represents, and to draw
investment conclusions from the research and
dialogue.
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Q: How large is your team? Do you split it up
by region or by sector?
The Sustainability Centre consists of 25 people,
many of whom are focused on ESG research or
stewardship.
The ESG research team includes analysts that
are specialized by market sector. Their main
goal is to identify macro ESG trends in their
sectors in order to rate companies operating in
these industries. We believe there are important
differences between sectors such that some ESG
factors, particularly environmental and social
ones, may be more important in one sector than
in another.
These sector specialists will define the global
framework on how we look at each sector from
an ESG perspective. We want to determine what
really matters and what factors will impact the
long term value of companies.
The stewardship team has a regional approach,
with representatives in the US, Asia, and Europe.

BNP Paribas Asset Management’s Sustainability
Centre is part of its investment division. We
report to the Chief Investment Officer, but we are
independent, in that we are not part of a specific
team such as European large cap or fixed
income. Moreover, we have created a network
of ESG champions across our investment and
sales teams, and these champions are in charge
of integrating ESG and integrating engagement
in their processes.
In summary, we combine sector specialists,
regional specialists, and investment teams. And
when it comes to stewardship, we may have all
three teams working together when engaging
with a company. This is something that can be
really powerful.
Q: How does MENA fit into this geographical
distribution?
In terms of ESG research, we have four
geographic zones – Europe, North America,
Asia including Asian developed markets, and we
also have emerging markets, which includes the
Middle East.

When we engage with a company, it’s important
we combine these two elements: we field
someone who has sector expertise as well as
someone who has regional understanding.
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Q: Your annual report spells out the number
of engagements that you have entered
into during the course of the year and this
information is publicly disclosed.
Yes, we publish a voting and engagement
report. We are in the process of publishing our
sustainability report which contains a stewardship
report. This year we have engaged with 281
companies worldwide, but we don’t have a goal
in terms of quantity.
We believe that we should focus our engagement
on those areas of greatest importance and
where we can have real impact. Our stewardship
activities are based on specific topics that we
want to work on, and then we seek to engage
with those companies involved in these areas.
For example, we launched our biodiversity
roadmap in May 2021 combined with a white
paper to explain our research on the topic and
our plan on how to address biodiversity-related
challenges. In particular, we announced that we
are analyzing companies that have the greatest
impact on biodiversity, on water, on forests, etc.,
and then select those that it makes the most
sense to engage with. Of course, we will prioritize
those companies in which we are significant
shareholders.
Q: Has the pandemic changed the way in
which you think about stewardship?
Yes and no. No, in the sense that our global
sustainability strategy, which was developed
prior to the pandemic, contains the same 3 Es
- Energy transition, Environmental sustainability
and Equality – that have guided our approach to
responsible investment, including engagement.
But these elements, particularly equality, have
stood out during the pandemic and this has
been reflected in our approach. For example, we
had an important engagement with companies
in relation to Covid-19 on the way they were
handling their workforces, how they were
protecting their employees, how they were
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reacting to the pandemic, and whether they had
a long term vision for their stakeholders.
Following Covid, we believe there are lessons
to be learned from the pandemic. We need to
identify best practices, push for these in the
future, and put workforce treatment front and
center of questions that we ask when engaging
with portfolio companies.
In other words, we have always looked at the ‘S’
factor as part of our ESG framework when we
analyze companies, but the pandemic led us to
some new initiatives and dialogues with them.
Q: We interviewed Sophie L’Helias for this
Journal and one of the things that she, as a
board director, was pointing to was that the
pandemic had put greater focus on human
capital management in the board room.
And it’s not just on health and safety, it’s
also about equity, fairness, equality, but it’s
also about retaining staff. How do you retain
a loyal team? And, how do you convince
employees—particularly younger ones—that
the company that they’re working for has
values that they can identify with. Her point
is that because the division between home
and office disappeared during the pandemic
there’s now less of an ability for people
to make that separation. They need their
workplace to feel like it has a social purpose.
From an investor point of view, does that
resonate with you?
I can only agree with this. The ‘S’ factor clearly has
an impact. We believe that an inclusive approach
will benefit us as investors over the long term.
If a company exhibits a good, inclusive growth
strategy, and good treatment of employees, it
will run less of risk of strikes or labor disputes,
less reputational risk, etc. Social issues will
potentially impact the overall stakeholder view of
a company, and this will have more and more
business consequences. Plus, if a company has
a strong ethical and social performance, it can
help attract the best talent.
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For example, we have placed strong emphasis
on diversity, not only within top management
but in the workplace. We believe that greater
diversity in the workplace will help a company to
better understand the needs of the business and
be beneficial in many ways.
What remains a challenge is that the ‘S’,
or social, element of ESG has been less
predominant. Governance was the main factor
in the beginning; then environmental issues
increased in significance in the past five years or
so. This is not because social elements are any
less important, but because the social dimension
is probably the most difficult to measure of the
three components of ESG.
Q: That’s my next question. It’s one thing to
set out goals for companies as aspirations or
as risk factors, but how do you as an investor
determine whether a board is doing well, or
poorly, on social factors?
This is true for all the pillars, but it is particularly true
for the ‘S’ factor. For me, what is difficult about
the social factor is that a lot of it is geographyspecific. You have different regulations in different
countries which determine much of the social
frameworks for companies.
For example, if you speak to a French or German
company and ask them how they integrate the
S factor, they will say that they do this by having
employee representatives on the board. It’s a
way for them to integrate the social dimension
into thinking at the highest level: board oversight
and strategy-setting. But of course, you will not
see employee representatives on boards in other
countries such as the UK or US. Companies there
need to have a different approach to achieve the
same result.
We always try to combine both quantitative and
qualitative assessment when we look at ESG
broadly. The same is true for social factors. We use
a set of human capital management indicators,
we look at freedom of association rules, collective
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bargaining agreements, employee turnover,
employee training, and other factors. We also
look at health and safety indicators. Sometimes
indicators are more sector-specific. For example,
staff turnover is a really good indicator in sectors
where retaining high quality staff is a key
requirement for the business.
But for us, data is just a starting point. We try
to supplement it with a qualitative overlay,
which will be achieved through more in-depth
research, stewardship, and by having twoway communication with companies to try
to understand what is behind the figures and
indicators, and where the company stands
compared to its peers.
Q: In assembling this research, do you rely
exclusively on company disclosures, or you
have outside analytics providers you also
use?
We have both. First, we position a company
within our ESG framework to identify which
indicators we think are the most relevant. We
then use third party providers as the starting point
for our quantitative assessment. For example, in
the case of employee turnover, we don’t collect
data ourselves, but use data from a third party
provider that collects it from 15,000 companies
in which we invest. This is the first layer.
The second layer is our analysis of the company’s
disclosures, to understand what lies behind those
figures, and to speak with high-level company
representatives in order to understand context,
strategy, and paths to improve the figures.
We can potentially add data correction or an
overlay on the indicator level, but we can also
adjust the rating based on the company’s vision.
Our judgements are not based on an external
provider’s view of whether a company’s
social dimension is good or bad. We look at
indicators that are the most relevant for us, the
most material, and the most impactful. This is
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complemented by our own analysis, including
the involvement of our investment teams. They
can suggest data correction or adjustment if the
information gathered by the external provider
does not give an accurate view of where we
believe the company is. This assessment enables
the investment team to capture a fundamental
view of a company on ESG factors, including
social ones. The ESG ratings of companies
are then shared more widely across our asset
management businesses and management
teams.

to our assessment, but they do have to engage
with those companies to seek improvements.
That’s the minimum requirement. But in practice,
investment teams are not only engaging with
low-rated stocks. They engage with a number of
companies, and especially those held in activelymanaged portfolios. That’s what usually leads
us to engage with most of the companies in the
portfolio.

We have established a requirement for investment
teams to have better ESG scores than their
benchmarks. This means that they can invest in
companies with low ESG scores provided that
the overall portfolio is better than the benchmark.
Therefore they are indirectly obliged to have a
majority of portfolio holdings in companies that
are better-performing from an ESG perspective.

This is a way to integrate ESG and for our
investment teams to become directly involved with
stewardship and engagement. This approach
was set up last year and it’s really interesting to
see the outcomes. One could have expected
the investment teams to just concentrate their
efforts on their holdings with low ESG scores.
But what we are seeing is that even with higherrated companies, they are engaging with them
to continuously improve performance.

If they do decide to invest in company with a
lower ESG score, i.e. one with a higher ESG
risk profile, then there will be an engagement
phase that starts with the portfolio manager
gaining a better understanding of the ESG risks
and potentially improving the company’s ESG
outlook and performance.

Q: You have announced some cuttingedge objectives for stewardship, including
expectations for companies on biodiversity,
climate responsibility, and a variety of other
things. Do you apply those objectives to all
companies? And I’m thinking now in particular
of emerging markets.

Q: So the portfolio managers have to take into
account ESG factors in all their investment
decisions, but that doesn’t mean that every
company they invest in has to have a high
ESG rating. The overall portfolio needs to
beat the benchmark in ESG.

Yes. This relates to our discussion about our
geographic split into four regions. The reason
for this is that it allows us to rate companies in
emerging markets relative to their peers and to
the region.

Yes, the minimum requirement is to have a better
average ESG score and a lower carbon footprint
than the benchmark. These two requirements
are mandatory at the portfolio level.
At the company level, while there are some
exclusions for extreme cases, as long as the
investment teams respect these two portfoliowide requirements, they are allowed to invest
in companies with low ESG scores according
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We will still be looking at the same issues. We
are not going to adapt biodiversity, climate,
social, or any other elements that we look at. The
same elements are used to assess companies
in all regions, including the Middle East. But at
the same time we are not going to compare
a company from the Middle East in terms of
performance against one of its European or
North American counterparts.
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So the framework is the same, but the assessment
is going to be relative both to the sector and
the region. Otherwise you would be creating a
bias towards companies that are more mature,
or are more advanced in terms of transparency
or because of home-market regulations, or
whatever other reason.

counterparts, it will rank as the best company
and the best score on this basis. In other words
we will give it the highest rating on this basis in
its region. We have done this in order to take into
account the specific characteristics of a market,
and to avoid geographic bias within our ESG
framework.

We have grouped together emerging markets
such Latin America and the Middle East because
we need a relative framework that works from
a mathematical perspective. It requires a large
sample size, as is the case with Europe and North
America. The sample size for the Middle East on
its own is not large enough, as there are too few
listed companies that are index constituents and
there isn’t enough sector-specific data to allow
for meaningful comparisons.

Q: What would you say are the implications for
a board in terms of the stewardship approach
you are taking? What could a board do best
to convince you that it is on the right path?

Q: So when it comes to a GCC or MENA
based company, you would engage with
them or expect them to address questions of
biodiversity, climate risk, and social factors,
but you wouldn’t necessarily expect them to
perform in the same way that you might in
other regions?
Exactly. So, if a company from the Middle East
scores the highest in terms of its biodiversity
approach compared to its peers in the region,
even if it is below the level of its European or US
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It is always important to give us the opportunity
to speak with a board directly. That is not a
prerequisite, but if we do talk to a board directly,
it helps us to better assess how the directors
think about human capital management in their
work. But we also understand that access to the
board is not a given in many markets.
For us, there are several dimensions to this
question. We look at the way the board oversees
human capital questions, the way it treats its
workforce, the way it approaches issues such
as capital allocation, the way it addresses
executive compensation, and whether executive
compensation includes criteria relating to human
capital. There is no one answer. It involves multidimensional engagement, and includes some
sector specifics.
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But for me, there are two primary elements
when it comes to human capital. The board has
two main roles: to provide oversight and to set
strategy. We ask what is their internal system for
oversight? Do they have indicators? How do they
monitor the company’s social dimensions and
human capital management dimension? And
in setting strategy, the board should be looking
at the social dimension, how it will impact the
overall corporate culture, and how the company
will act.
For example, all the discussions that we have had
on corporate purpose in the last few years have
been insightful for investors regarding the human
capital dimension, particularly on how companies
have been working towards defining corporate
purpose. Did the company consult broadly with
its employee base to define corporate purpose,
or was the decision taken by top management?
I think the answers provide a window into a
company that cannot be captured by any one
single indicator. It gives a lot of insight for us as
an investor into the culture and approach of the
company and its board towards human capital
management.
Q: And your belief is that you can’t really
get that information except through an
engagement process. Is that right?
Sometimes you can obtain a little of bit of this
information from the way in which a company
communicates how it worked on defining
corporate purpose. But the best knowledge we
can get is indeed by speaking with a company,
having in-depth discussions with them, and by
understanding the way corporate purpose was
defined.

can be insightful for investors but it can also be
very powerful for the company to set its strategy,
its externality and its vision, especially on human
capital management, which is one of the key
dimensions of corporate purpose.
Q: Do you think that how a board is composed
tells you anything about a company’s ability
to address these issues?
Yes, it can. But you need to take into account
different practices. As I mentioned earlier, in some
countries you have employee representatives
on boards, and this is a way for the board to
address these issues. If you’re in a market where
you don’t have this practice, there are other
ways to tackle it. You can look at board skills
and see if you have board members that have
been HR executives in another company or
members of top management in a company with
a strong human capital culture. So, yes, this is an
aspect that we consider when we look at how
the board is structured. We look at composition
of the board and how it takes account of human
management expertise.
Q: So that’s one factor you would be looking
at when you assess the board’s capacity to
manage human capital?
Yes, with the caveat that there is no one answer
and that there are different ways to take this
into account. No one size fits all. Employee
representatives on boards is an approach that
works in some markets but it’s not a practice
in other markets. So that’s the difficulty and the
challenge of objectivity—but also what makes
the subject so interesting.
Q: The challenge of stewardship. Thank you,
Michael.

In fact, we have even had companies that
consulted us as an investor when they were
working on their corporate purpose statement in
order to ensure they included a wider stakeholder
perspective. For me, if the corporate purpose
project is done right, with the right process, it

22

ISSUE 17

THE HAWKAMAH JOURNAL

A JOURNAL ON CORPORATE GOVERNANCE & LEADERSHIP

2020 WAS THE EARTHQUAKE THAT BROUGHT
THE ‘S’ IN ESG TO THE FOREFRONT

This article is authored by Lori Shapiro (left), Associate, and Erin Boeke Burke (right), Director,
Sustainable Finance, S&P Global Ratings
Since the onset of the COVID-19 pandemic in
early 2020, countries around the world have
faced the gravest disruption in more than a
generation. As the pandemic rapidly spread
across the globe, it unleashed an unprecedented
string of compounding ESG-related disruptions
to the global economy and daily life. Normal
activities – going to work or school, buying
household essentials, visiting family – were put
on hold if they could not transform. Even the
most prosperous countries were plunged into a
sudden state of recession.
After years of environmental risks taking center
stage, largely due to the global impacts of
climate change and an accelerating energy
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transition, a confluence of unanticipated social
risks drove governments, companies, and
investors globally to focus on the ‘S’ in ESG –
in a whole new way. Despite early assumptions
that the pandemic would be a great equalizer,
hitting rich and poor alike, the negative health
and financial impacts were in many cases much
worse for more vulnerable populations, including
the poor, migrants and displaced people, and
“essential workers” who did not have the option
– for operational or financial reasons – to stay
home. In the corporate world, companies were
quickly forced to address social issues across
their value chains or risk substantial damage to
workforce productivity, brand reputation, and
financial performance.
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Similar to the aftermath of an earthquake, the
change was so significant that we believe the ESG
landscape is irreversibly changed. At some point
the pandemic will end, but investors, consumers,
workers, and communities have developed
greater social awareness and expectations
for companies. As such, companies’ ability to
manage health and safety risks and effectively
develop, use, and maintain human and social
capital has come into greater focus. Ultimately,
we believe companies which are nimble and can
effectively engage with and balance the needs
of different stakeholder groups are more likely to
remain resilient in a post-pandemic environment.

healthcare sector. The effects of these measures
quickly impacted the private sector, prompting
many companies, particularly those operating in
essential services industries, to bring the health
and safety of not only their employees, but also
other stakeholders throughout the value chain,
such as contractors, suppliers, customers,
and local communities into sharp focus. In our
view, companies (particularly in jurisdictions
with limited protections) which demonstrate a
solid track record of effectively measuring and
managing health and safety risks, while balancing
the needs of their many stakeholders, are likely
to reap reputational and financial benefits in the
long run.

Health and Safety Concerns at the Forefront
Workforce Dynamics Redefined
Across the corporate landscape, the pandemic
left companies grappling with a host of new
issues linked to workplace health and safety.
Management teams came under intense
pressure to rethink their operations in a way which
would limit spread of the virus while maintaining
employee physical and mental well-being and
while complying with local regulations related to
social distancing or other public health measures.
In some industries, such as financial services or
technology, companies were well-adapted to
transition to a remote working environment. In
many others such as manufacturing, healthcare,
construction, and utilities, however, the option
wasn’t plausible, elevating direct health risks to
employees. These unequal working conditions
translated into diverging health outcomes with
wide-ranging impacts across entities, sectors,
and communities.
The pandemic highlighted the severity of such
situations, increasing calls on countries and
companies to formally address health and
safety concerns and increase transparency
around current practices. For example, at the
start of the pandemic many countries in the
GCC implemented rapid measures to contain
the spread of the virus, such as national
disinfection programs, full lockdowns, mass
testing procedures, and large investments in the
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In many sectors, employees represent a major
stakeholder group in terms of size and involvement
in company success. However, unprecedented
human resource challenges stemming from the
coronavirus pandemic have rippled across the
broader economy, creating severe disruptions
in the relationship between employers and
the workforce. In the GCC, it has even led to
significant changes in the characteristics of the
workforce itself as some companies unable
to adapt to remote operations often had to
implement temporary – or permanent – layoffs.
S&P Global projected a population decline of
over 4% in the GCC countries in 2020 due to the
departure of expatriate workers, and we expect
the proportion of foreign workers to continue
to decline through 2023 – we also project the
total population will not return to 2019 levels
until that year. In addition, according to the UN
and ILO, home confinements and lockdowns
had a disproportionate impact on women,
many of which are employed as health workers
or caregivers, leading to an even lower female
participation rate in a region where it has already
been already one of the lowest in the world.
These social impacts, which threatened to reverse
gains in human capital management and poverty
reduction progress over recent years, have
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heightened consumers’ and other stakeholders’
focus on the value of strong workforce
management policies and practices. While some
of these positions may be converted to longdistance remote work, many employees who left
the workforce may not return. Workplace culture
is more fluid now than ever, and corporations will
likely need to make significant financial and time
investments in their employees—including in fair
pay, benefits, training, diversity, and inclusion
initiatives—to remain competitive in the postpandemic labor market. In the GCC, this could
also require significant investments in domestic
workforce development and greater recruitment
of female employees to fill skilled positions;
this could be particularly acute in the private
sector, as many nationals are employed in the
public sector where they receive better pay
and benefits. Ultimately, we believe companies
that embed human capital management in
their decision-making and long-term strategy
will be better able to create a long-lasting and
productive workforce.
New Risks and Opportunities for Social
Capital
The last year and a half has made clear that active
and effective stakeholder engagement is key to
maintaining resilience and legitimacy in the eyes
of employees, customers, and communities in
times of crisis, even where the crisis was not
of the entity’s own making. Consumer behavior
changed abruptly as people adapted to social
distancing policies and other aspects of the rapidly
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evolving situation. This led to a greater reliance
on digital interactions in place of in-person ones,
in many cases leading to innovative or new forms
of customer communication and engagement,
but also elevating data privacy and security
concerns during a time when system hacks
including ransomware are increasingly frequent.
For example, the rapid pace of digitalization
in the Middle East over the last year, including
the deployment of remote-work tools and offpremise data storage, elevated companies’
vulnerability to sophisticated cyberattacks, with
the region experiencing 2.57 million phishing
attacks between April and June of 2020 alone,
according to the CIO.
Companies also had to be able to communicate
in a fluid environment, sometimes in real-time,
to keep customers and employees apprised of
current policies and operating status – this was
particularly important for essential services like
utilities and hospitals. In the Middle East, for
instance, where social media usage is of the
highest in the world, social network platforms
became key information sources used to
combat misinformation related to the pandemic
and convey potentially lifesaving public health
messages and information. At the same time,
the amplification of social movements through
social media and other online platforms, created
a way for consumers to use their collective
voices to hold companies accountable for
their action (or inaction) in addressing social
concerns throughout their value chains. As a
result, transparency and communication have
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come to play an increasingly important role
as companies seek to build social capital with
their customers and cater to requests for more
socially and environmentally responsible services
and products.
In many cases, the multiple stresses of the
humanitarian and economic crises precipitated
by the pandemic, required an “all hands-on deck”
response, including key roles for the private
sector. This was particularly noticeable in places
where the government had less capacity to
provide emergency assistance, from employment
and income support, to housing, health care,
and education. While the rapid timeline meant
that many longstanding divisions of responsibility
between the public and private sectors remained
intact, some creative collaborations at the local
level may pave the way for greater collaboration
and partnership between companies and the
communities they operate in. This may range from
tackling problems like workforce shortages, to
addressing reliability and affordability of essential
services. A conversation is often the first step to
strengthen a relationship, and the events of the
last year have created the opportunity for new
conversations, for those companies who choose
to take it.
Financial Markets are Showing Greater
Interest in Funding Social Projects
Given the heightened attention on social
concerns, global interest in funding related
projects including vaccine development and
access to healthcare, education, employment,
and affordable housing, spiked in 2020, the
effect of which spilled into the capital markets.
Social bonds and loans, which finance projects
designed to yield social benefits, emerged as a tool
in the economic fight against the virus to finance
both public and private responses. Issuance of
social bonds increased nearly eight-fold in 2020
compared to 2019, indicating that demand
for financial instruments with social benefits is
strong and accelerating, in line with the greater
focus globally on addressing and mitigating
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sustainability concerns. While the recent surge in
social financing may have been precipitated by
COVID-19, its appeal may endure. We believe
sustainable debt—if the proceeds are used as
promised and the subsequent impact is reliably
disclosed—could be an important piece of the
puzzle in funding projects to promote equitable
social and economic development.
Similarly, within Islamic finance, where capital
is raised and invested in line with the Sharia
principles, there are a range of instruments which
can help address social needs. For example, The
Islamic Development Bank (IDB) issued a $1.5
billion sustainable sukuk in 2020 and another
$2.5 billion one in 2021. Around 90% of the
proceeds from the 2021 issuance will be used
to finance social development projects such
as improving access to education, affordable
housing, and affordable basic infrastructure as
well as small and medium size (SME) financing
and employment generation. In addition, in April
2021, Malaysia issued a $1.3 billion sukuk,
including a sustainability tranche, to fund projects
which contribute to a more sustainable and
inclusive economy and combat climate change.
That said, broader use of Islamic finance
instruments, including those to advance Maqasid
(the ultimate Sharia goals), has been relatively
slow. In general, we believe the Islamic finance
industry has not yet fully unlocked opportunities
related to its alignment with sustainable finance
despite the existence of specific products. We
expect that when Islamic finance becomes
comparable with conventional instruments from
a cost and effort perspective, and with other
sustainable debt instruments from a transparency
and standardization perspective, it will find a
more prominent place in the sustainable finance
market.
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DIVERSITY A KEY THEME IN UNPRECEDENTED
U.S. ANNUAL MEETING SEASON
Heidi Welsh is the executive director of the
Sustainable Investments Institute (Si2). Si2 is
a non-profit organization based in Washington,
DC, which provides impartial research on
corporate responsibility issues to institutional
investors including leading U.S. universities,
pension funds and asset managers.
Ms Welsh has analyzed corporate responsibility
since 1987.
Starting at the Investor
Responsibility Research Center, Welsh initially
covered shareholder advocacy and for 16
years monitored corporate compliance with a
Northern Ireland fair employment code. She
co-authored CDP’s 2007 S&P 500 report,
worked at RiskMetrics (now MSCI), and
consulted on GRI guidelines. Welsh is the lead
author of several corporate political influence
studies and an expert on the SEC’s shareholder
proposal rules.
In this article. Ms Welsh sheds light on recent
shareholder resolutions on matters relating to
diversity and fair treatment of employees.
Investors at U.S. companies broke decisively
with the past when they gave unprecedented
support for social and environmental shareholder
resolutions in spring 2021. While the election
of three dissident directors at ExxonMobil may
have received the most widespread attention,
rebuking the company’s climate change strategy,
support for more disclosure about diversity and
corporate political influence also reached new
heights. In all, 34 proposals received majority
support, which has never happened before (see
Graph 1).
In all, shareholder proponents filed 487 proposals
on social and environmental issues as of the end
of August, tying the record set in 2017. As many
as 197 may see votes by year’s end, proponents
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have withdrawn another 209 (mostly after
reaching agreements with management) and
the U.S. Securities and Exchange Commission
(SEC) approved the omission of 81 resolutions it
agreed were contrary to securities rules.
More Scrutiny of Diversity
This article focuses on diversity, unpacking
the dramatic jump in the volume and support
for resolutions about boards of directors and
workplace representation, as well as those
about fair treatment and pay. About one-third of
the resolutions filed in 2021 raised these issues.
New this year were 21 proposals seeking action
and disclosure on racism.
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Graph 1 - Majority Votes on U.S. Social / Environmental
Shareholder Proposals
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The increase in proposals concerning diversity
came in the wake of widespread protests about
racism in the United States that blossomed after
the May 2020 murder by a police officer of George
Floyd, an African American, in Minnesota. Many
companies were quick to express support for
the Black Lives Matter movement, but proving
their bona vides means they must change their
corporate governance requirements and become
more transparent, according to shareholder
proponents who want performance data, not
just aspirational statements.
Board diversity
For years, shareholder proponents have been
keenly interested in making the corporate board
room more diverse for reasons of both equity
and performance. The 30 Percent Coalition has
coordinated engagement since its founding in
2011. The coalition’s members, who collectively
manage more than $7 trillion in assets,
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2021

(As of 15 July 2021)

include senior business executives, civil society
groups, institutional investors, corporate
governance experts and board members
themselves. Because the boards of all large
U.S. companies have at least one woman, many
of the target companies now are smaller and
less commonly known. In the last 10 years,
proponents have filed nearly 300 proposals,
withdrawing two-thirds after companies agreed
to make their boards more inclusive. The
coalition issued a press release on July 15,
noting its members engaged with more than 500
companies in 2020/21, resulting in new women
directors at 127 companies.
Proponents are most likely to file proposals at
companies with no women or people of color on
the board, but increasingly they seek expanded
representation even where there are one or two
diverse board members.
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Graph 2 - U.S. Shareholder Proposals Filed on
Diversity & Fair Treatment
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Diverse candidates

Diversity in the workforce

Two of the main types of proposals are
longstanding, seeking a requirement that diverse
candidates be included in the selection process
or asking for public commitments and reports on
how they will include more women and people
of color. This year, three proposals earned
majority support, at solar panel maker First
Solar (91.2%), water meter firm Badger Meter
(85.4%) and regional bank First Community
Bankshares (70.6%).

Shareholder proponents doubled down this year
on proposals asking for disclosure of diversity
in the workplace and in executive positions.
They also sought more robust efforts to hire a
diverse workforce, and more information on how
companies manage their workforce programs
and root out racism.

Given the success of board diversity efforts, in
the last few years shareholders have started to
press for more diversity in the executive suite.

CEOs
The New York City Comptroller’s Office, acting for
the city’s five public pension funds and managing
assets of $266 billion, this year also continued
to seek more diverse CEO candidates when
companies search for external candidates. It
withdrew all but one after agreements; investors
gave 12.2 percent support to the proposal at
beer brewer Constellation Brands on July 25.
THE HAWKAMAH JOURNAL
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Executives

Social investment firm Trillium Asset Management
continued its three-year effort asking for an
“assessment of the current state of its leadership
team diversity and if and how it plans to make
the company’s leadership team more diverse in
terms of race, ethnicity, and gender.” There were
three withdrawals and a vote of 93.8 percent at
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payroll services firm Paycom Software, where
the board opted not to make a recommendation
one way or the other (usually boards actively
oppose shareholder resolutions).
The New York City funds also asked four
companies to ensure they recruit diverse leaders,
but withdrew all after reaching agreements.
Workforce breakdown
In the United States, any company with 100 or
more employees must report annually on the
race, gender and ethnicity of its workforce in 10
standardized job categories to the U.S. Equal
Employment Opportunity Commission (EEOC),
but the agency does not mandate public
disclosure of these “EEO-1” reports. The New
York City funds led an expanded campaign this
year asking companies to voluntary disclose the
reports, alongside partners that included social
investment firms, unions and a foundation.
Votes that did occur were high—86.4% at the
railroad Union Pacific and 83.8% at chemical
giant DuPont de Nemours, with a little less
at Charter Communications (40.7%), a
communications firm. But proponents also
reached agreements and withdrew at 22
companies—most notably at Home Depot,
where following two decades of requests the
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company agreed to publish to its EEO-1 report.
Proposals at the company had routinely earned
more than 20 percent and the vote jumped
to 48.3 percent in 2018—prompting more
workforce data disclosure that still did not give
details in all 10 EEOC job categories.
Providing EEO-1 data is one way companies
can show they are serious about diversity
management, responding to the current fraught
moment in American race relations—as they seek
to burnish the reputations, retain customers and
attract talent. Another driver for this disclosure is
endorsement from the Sustainability Accounting
Standards Board, which in June merged with
the International Integrated Reporting Council to
become the Value Reporting Coalition. SASB’s
conclusion was that EEO data are materially
important metrics and following that judgement
many large companies started to release it, with
about half the S&P 100 now doing so. Large
mutual funds also want the data: BlackRock
articulated its support for EEO-1 reporting a
year ago when it produced its own breakdown,
while State Street Global Advisors explained its
expectations for such disclosure in a February
post on the Harvard Law School Forum on
Corporate Governance. The high votes can only
have come from support evinced by big funds
such as these two firms.
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search criteria to all hiring pools for positions
where pay exceeds $100,000.

Program details
Shareholder proponents this year pushed the
envelope for more than a simple accounting of
what the current workforce looks like, however.
Proposals coordinated by As You Sow, an NGO
in California, asked 25 companies to provide
disclosure on the board’s process for assessing
the effectiveness of diversity, equity and inclusion
programs, explaining any “goals, metrics, and
trends related to its promotion, recruitment, and
retention of protected classes of employees.”
IBM unsuccessfully challenged the proposal at
the SEC, which disagreed it could be excluded
given current company practices, but the
company ended up recommending in favor and
the vote was a resounding 94.3 percent. Seven
other votes so far have included two majorities:
81.4 percent at Union Pacific and 59.7 percent at
American Express. Proponents withdrew eight
resolutions, mostly after successful company
engagement. Seven more proposal were left off
proxy statements with the SEC’s blessing, but
mostly because of procedural mistakes by the
filers.
As You Sow has compiled scorecards on the
S&P 500 about diversity metrics and racial
justice, which the group announced in March,
praising “leaders” and criticizing “laggards”. Its
rankings informed targeting of the companies
that received propsoals this year and dialogue
with companies on these issues continues
apace.
Diverse hiring pools
Using the approach long in play from board
diversity advocates, the New York City Funds
asked Wells Fargo, a leading U.S. bank, to
include women and minority candidates in their
employee recruitment pools. The bank said
its policies already do this, and challenged the
inclusion of the resolution under SEC rules, but
its new policy was announced only in March (after
the proposal was filed); it now applies diverse
THE HAWKAMAH JOURNAL
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Equal pay
Fair pay proposals asking about high executive
compensation compared to lower wage workers
continue, while others focus on pay differentials
for women and people of color. Women, and
women of color, continue to earn much less than
their white male counterparts, but support for
these resolutions fell significantly last year. Many
investors appeared to decide that the information
companies have started to release about pay is
enough, even though for the most part they still
do not publish the global median pay differential
figures the proposals request.
Recent decent work proposals reflect priorities
articulated by a group of two dozen large
institutional investors called the Human Capital
Management Coalition, sponsored by the UAW
Retirees Medical Benefits Trust, which in 2017,
petitioned the SEC to require more disclosure
of information about a company’s workforce
and human resources policies. Members of
HCMC include social investing firm Trillium Asset
Management, the Office of the New York City
Comptroller, the AFL-CIO Office of Investment
and other investors. With new leadership in
Washington and expressions of support for
more ESG disclosure, there are signs that the
SEC may take up at least some of the coalition’s
recommendations.
In all this year, 11 proposals asked about
executive pay differentials, nine more criticized
differentials based on gender and race/ethnicity,
and one asked for a report on pay and racial
justice, at retailer Walmart.
CEO pay critics continued to argue that peer
group benchmarks used by boards to set
pay have driven it up and that companies
should change their practices, reasoning that
excessive pay hurts organizational performance
by undermining “collaboration and teamwork”,
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morale and productivity for those outside the
senior executive suite. The proponents cited
research from MSCI and a Harvard study that
found consumers said they would prefer to buy
from companies with flatter pay differentials;
disclosure of the CEO to median worker pay
differential became mandatory in the United
States in 2018.
Gender and race
Arjuna Capital and Proxy Impact, two longtime
proponents of social responsibility proposals,
have filed dozens of resolutions in the last several
years trying to persuade companies to report on
differential pay rates for women and people of
color. At first the resolutions asked only about
policies and goals “to reduce the gender pay
gap” and companies took up the suggestion
with alacrity, producing many withdrawals. But
common ground became much harder to find
when the request shifted in 2019 to request
reporting on the global median pay differential—
”the difference between male and female
median earnings expressed as a percentage of
male earnings,” as defined by the Organization
for Economic Cooperation and Development
(OECD). While companies have made some
pledges and disclosures about pay equity
generally, they have been far more reluctant to
disclose these statistics. Median pay data show
the extent to which men and women—and people
of color—can earn similar pay for the same job
(“pay equality”) but be deeply underrepresented
in higher echelon jobs where pay is higher.
Six of the dozen 2020 pay proposals did not earn
enough to qualify for resubmission, although
proponents also reached agreements at eight
more firms. It may be that investors at large felt
some disclosure about pay equity, or corporate
statements about the need for fairness, was
enough—even if this did not address the
proponent’s focus on representation at all levels
of employment.
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There have been five votes in 2021, and one
remains pending at sports apparel company
NIKE (its AGM is on October 6). Votes were fairly
high—25.9 percent at Amazon.com (up from
15.3 percent last year), 23 percent at the biotech
company Biogen, 32.6 percent at insurer Cigna
(21 percent last year) and 12.5 percent at Intel.
The resolutions asked for annual reports “on
median pay gaps across race and gender,
including associated policy, reputational,
competitive, and operational risks, and risks
related to recruiting and retaining diverse talent,”
or for quantitative data on companies’ gender
pay gap (at Biogen).
Human rights and racism
About 20 new resolutions asked for reports on
how racism affects companies and how they
plan to combat it, with several proposals earning
considerable support.
Financial sector
A campaign led by two unions, Change to Win
(CtW) and the Services Employees International
Union (SEIU) filed resolutions at eight financial
firms they judge to be systemically important—
Bank of America, BlackRock, Citigroup,
Goldman Sachs, JPMorgan Chase, Morgan
Stanley, State Street and Wells Fargo.
Taking inspiration from action Starbucks took
after a racist incident at one of its coffee shops
in 2018, the proposal asked each “to oversee
a racial equity audit analyzing [the company’s]
adverse impacts on nonwhite stakeholders
and communities of color. Input from civil rights
organizations, employees, and customers
should be considered in determining the
specific matters to be analyzed.” It referenced
high-profile killings of Black people and the
current movement for racial justice, noting “the
disproportionate impacts of the COVID-19
pandemic” caused by “systemic racism,
racialized violence and inequities in employment,
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health care, and the criminal justice system.” The
proposals described company commitments
but also fraught histories, with fewer financial
services and products provided to non-white
customers, for higher fees. Some discussed
underwriting bonds for police organizations that
use equipment to “to target communities of color
and nonviolent protestors.”
The highest vote was at JPMorgan Chase (40.5
percent). All the recipients expressed support for
diversity and inclusion in the workplace and more
generally opposition to racism, highlighting in
some cases investments in minority communities.
Proponents withdrew at BlackRock when it
said it would conduct the audit, as did Morgan
Stanley, which agreed to an internal review
conducted by a third party related to the diversity
of its employees and senior leadership ranks.
Morgan Stanley also agreed to meet further with
shareholders to discuss additional equity efforts
for non-white stakeholders before the 2022
annual meeting.

about underwriting insurance policies that
might exacerbate problems with police brutality
was omitted on the grounds that it was not
significantly related to the company’s business.
Further, the Nathan Cummings Foundation,
based in New York City, withdrew at the retailer
Target after an SEC challenge. The proposal
asked for an end to company police partnerships
unless the company could show the programs
“do not increase the likelihood of violations of
civil and human rights and do not exacerbate
racial inequity.” Target released new information
and has ended its “Safe Cities” program. The
company also agreed to allow the foundation
to make a statement at Target’s 2021 annual
meeting.

Reports/audits in other sectors
Ten more proposals in other sectors took a
similar approach to those in the financial sector,
highlighting a range of problems connected to
racial discrimination, mostly in healthcare and
retailing. Four proposals went to votes, including
at Amazon.com, where the $268 billion New
York State Common Retirement Fund notched
the highest ESG vote ever at the company, 44.2
percent. The proposal noted the firing of a Black
warehouse worker after he complained about
safety, low wages and unsafe working conditions
for Black and Latino workers, abuse of Ring
doorbell cameras, civil rights problems with facial
recognition software and the sale on Amazon’s
platform of products fomenting hate.
Policing
Two proposals raised questions about racist
policing but did not go to votes. An Arjuna
Capital request seeking a report from Chubb
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THE ROLE OF THE BOARD IN
HUMAN CAPITAL MANAGEMENT

This article was adapted from The Conference Board report, Brave New World: Creating LongTerm Value through Human Capital Management and Disclosure. The authors of this article are
Paul Washington, Executive Director of The Conference Board ESG Center, and Rebecca Ray,
PhD, Executive Vice President of The Conference Board Human Capital Center, and are two of
the co-authors of the underlying report.
The global events of 2020—a health pandemic,
social unrest, economic crises, and associated
workforce disruptions—have heightened and
accelerated the need for boards and senior
management to focus on their firm’s workforce,
to understand the relationship between human
capital management (HCM) and corporate
performance, and to ensure that their companies
are communicating relevant HCM information to
multiple stakeholders. In many parts of the world,
Covid-19 and its devastating impacts have not
subsided; managing its effects and maintaining
employee wellbeing and productivity remain
imperative. As boards and senior management
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address HCM, they face a daunting challenge:
to focus on the issues that are truly key for their
company’s success without getting lost in the
vast sea of workforce data and metrics available
to them.
What is Human Capital Management, and
Where Does the Board Fit into the Picture?
Human capital, once narrowly defined as the
labor input in the business model and merely
categorized as an expense, is now recognized
as a valuable intangible asset. The workforce is
regarded not just as a resource but as a critical
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stakeholder, and enhancing the welfare of the
workforce is seen as part of the purpose of
the corporation. HCM is how the organization
attracts, hires, develops, retains, enables, and
engages the entire workforce, including fulltime and part-time employees, contractors,
freelancers, and crowdsourced workers. It is how
that human capital is managed in concert with
other resources to execute the organization’s
business model.
HCM is fundamentally about managing the human
resource capabilities of an organization. Effective
HCM also involves creating great professional
experiences for the people who contribute their
talent to the organization. It is therefore closely
tied to corporate culture. Culture is informed by
the organization’s written and unwritten rules. It
includes the expectations of behavior in terms of
individual and team performance, work quality,
and accountability. It also involves how individuals
are treated, including equality and inclusion,
acceptance of diversity, focus on mental and
physical wellness, and work-life balance.
And where does the board of directors fit into
the human capital and culture picture? In one
sense, the board is part—indeed, an important
part—of an organization’s human capital. It
serves as a key strategic human resource for a
firm. As a practical matter, however, the board
is often a separate “ecosystem,” with its own
set of processes, practices, and even culture
and extensive literature focusing on those key
governance topics.
With respect to HCM, boards have significant
roles to play in making key decisions, advising
management, and engaging with stakeholders
on HCM performance. In particular, the board
has a substantial part to play in selecting top
executives, establishing and/or monitoring
human capital policies and practices that drive
financial performance, and understanding the
unique competitive advantages that its human
capital can offer the organization. It is also
important for boards to focus on the workforce
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not just as an “input” to the corporation, but as
one of the constituencies that the corporation
needs to serve to optimize sustainable long-term
value creation.
Among the Insights for What’s Ahead:
Human capital management (HCM) is not
a passing fad: Boards and management
should devote sustained time and attention
to evaluating their firm’s human capital
capabilities, needs, and performance,
including developing a human capital strategy
that supports the company’s broader business
strategy. HCM is going to remain a priority
because of broader recognition of stakeholder
effects on long-term value, the increasing
importance of intangible assets as a driver of
market value, and the expectations of multiple
constituencies. While it is up to each board to
determine how deeply they want to engage on
HCM, boards should ensure that management
has assessed the company’s human capital
capabilities, developed a human capital strategy,
set goals, and developed systems to track and
report progress. Just as companies consider
external trends in developing their business
strategies, they should incorporate workforce
trends into their HCM strategies.
Companies will need to clarify and codify the
roles of the board and its committees with
respect to HCM and ensure that they exercise
their multiple powers in a coordinated manner.
Human capital is relevant to traditional standing
board committees: the compensation committee
(total rewards, succession management),
audit committee (compliance and financial
reporting), and nominating committee (board
quality standards, corporate reputation). While
there is no “right” answer for which committee
should oversee HCM, boards should ensure
that responsibilities are clearly assigned in their
governance policies and charters.
Moreover, boards have multiple levers to affect
the workforce, and management will need to help
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ensure that they are coordinated to execute the
company’s human capital strategy. The board’s
levers include, among others: the selection,
promotion, and compensation of management;
approval of workforce policies; general oversight
powers; and approval of key disclosures—
as well as the board’s own interactions with
management. With all these powers at the board’s
disposal, it will be incumbent on management
to help boards deploy them in a coordinated
manner—so, for example, the board can use
multiple means to address diversity, equity &
inclusion.

a reference point, they should not try to
satisfy the often-conflicting requirements.
Instead, they should customize their HCM
disclosures to the company’s business and
human capital strategies. Many organizations
and investors have developed useful frameworks
for addressing HCM, but they differ in how
they define materiality and relevance, identify
which HCM issues should be covered, and
prescribe what information should be provided
in disclosures. Companies should regard the
reporting frameworks and regulation as a starting
point for their disclosures.

Management should ensure corporate culture
is an integral part of the HCM strategy and
programs, and that the board has an in-depth,
candid understanding of the culture. Despite
the difficulties of articulating, measuring, and
monitoring corporate culture, it is a crucial area
for board attention. Management should ensure
that it is part of the company’s HCM strategy,
goals, and internal and external reporting. And
boards should go the extra mile in understanding
corporate culture beyond what they learn from
employee engagement survey results, including
through direct interactions with employees and
more in-depth assessments of culture and its
impact on financial outcomes.

To provide both context and accountability,
companies should use both quantitative and
qualitative measures for evaluating HCM
performance. Management will likely need to
develop new reports, if not reporting systems,
to ensure that directors have the appropriate
information to oversee HCM, including both
qualitative and quantitative performance
indicators—qualitative to ensure the link with
business strategy and provide proper context,
and quantitative to allow for setting, tracking,
and holding management accountable for
achieving goals. Boards should utilize both (1)
macro-level indicators that provide insights on
HCM’s impact on financial performance and (2)
programmatic indicators that provide information
on the efficiencies of specific aspects of human
capital.

When
companies
use
the
various
environmental, social, and governance (ESG)
reporting frameworks addressing HCM as
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Companies should ensure that boards have,
or have access to, HCM expertise, whether
directly through board members, board
education, or outside experts. In recent years,
boards have sought to add directors with specific
areas of expertise relevant to their business,
such as technology and finance. Boards should
consider including HCM skills and expertise to
their matrices when evaluating the composition
of the board and consider HCM expertise as
part of their annual board and committee selfevaluation processes. Further, companies may
wish to consider retaining additional HCM
services as they build expertise in this area.
Take the time to “get it right.” HCM is a complex
topic. A great deal of information is required to
understand, quantify, develop a strategy for,
monitor, and report on HCM. Boards—and other
stakeholders—should therefore have realistic
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expectations that a company’s understanding of,
strategy for, and disclosures on HCM will need to
evolve over time.
How a corporate board approaches HCM can
serve as a template for how it can address other
non-financial areas, such as environmental,
political, and social issues. It requires a full
understanding of the connection between the
issue and the company’s underlying business; a
clear corporate strategy for addressing the topic;
clarifying and codifying the role of the board and
its committees with respect to the issue; the
development of reporting systems that include
both qualitative and quantitative measures;
sufficient board capabilities and resources to
perform its appropriate oversight role; and an
appreciation that the company’s approach will –
and should – evolve over time.
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REMUNERATION AND
HUMAN CAPITAL OVERSIGHT
Chris Hodge is a corporate governance and
stewardship advisor, Hawkamah Advisory
Board member and former Director of
Corporate Governance at the Financial
Reporting Council in the UK, where he was
responsible for the UK Corporate Governance
Code and for introducing the first national
stewardship code for investors.
Chris was the first chair of the European
Corporate Governance Code Network, which
brings together bodies responsible for national
codes across Europe. He is currently an advisor
to the International Corporate Governance
Network and the Institute of Directors in the
UK.
In this article, Chris discusses recent
developments in integrating ESG factors,
in particular human capital issues, into
remuneration policies and the role of the boards
in providing oversight in this regard.

The way in which executive directors and senior
management are remunerated has long been
recognized as an indicator of how well a company
is governed. Are top executives being paid more
than the market rate when the company is
performing poorly? Will the targets that trigger
bonuses encourage them to act recklessly or cut
corners? These are all potential red flags.
The structure of remuneration can have
considerable influence over the way individuals
behave. It comes as no surprise to see investors
focusing on it when pressing companies to pay
greater attention to ESG factors, including how
they develop and treat their workforce.
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As Michael Herskovich explains in his interview
elsewhere in this issue, one of the things that
BNP Paribas – and an increasing number of
investors – look at when assessing companies is
whether executive remuneration includes criteria
on human capital.
Many boards are already incorporating ESG
measures in executive remuneration policies.
According to a survey conducted by Willis
Towers Watson last year, 63% of companies
have already factored ESG into annual or shortterm incentives and 41% have done so for longterm incentives.
One-third of the respondents to the survey said
they would be changing the policy to give more
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prominence to employee measures in the next
12 months. In the first part of this article, we will
look at some of the ways companies are doing
so.
But it is not enough for companies only to
focus on the remuneration and performance of
senior management. An important indicator of a
successful human capital management strategy
and consistent corporate culture is whether the
view from the bottom is the same as the view
from the top. That is unlikely unless the workforce
believes it is being treated fairly, including in the
way it is being remunerated.
In the second part of the article, we will look
at the ways in which boards can have some
oversight over remuneration policies for the
wider workforce.

executive directors and senior management will
obviously depend on the nature of the company’s
activities, its stage of development, its longterm strategy and future needs, and many other
factors. But in general terms, companies should
be thinking about three broad and overlapping
issues: workforce satisfaction, workforce
development and working conditions, including
health and safety (an issue that has become
more prominent for many companies as a result
of the pandemic).
The targets and metrics relating to these issues
typically found in balanced scorecards might
cover one or more of:
•
•

Incorporating human capital targets
executive remuneration policies

in
•

One common approach to integrating workforce
measures is as part of a ‘balanced scorecard’
of metrics and targets against which the
performance of individual executive directors
and senior managers is assessed.
Scorecards of this sort will normally comprise a
mixture of short, medium and long-term elements
and include financial, ESG and individual
performance measures. The targets and relative
weightings are set by the board or remuneration
committee at the beginning of the financial year,
and performance against them assessed at the
end.
One of the advantages of a balanced scorecard
approach compared to using single metrics
is that – if implemented effectively – it reduces
the risk of senior executives focusing purely
on meeting financial targets and ignoring other
considerations and responsibilities.
The appropriate choice of human capital targets
and weighting when setting remuneration for
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•
•

•
•
•

The rate of voluntary employee turnover, for
the workforce as a whole but sometimes also
for key functions;
Levels of employee engagement and
satisfaction;
The number of people recruited for talent and
development programmes;
The number of internal appointments to key
positions, as a measure of the strength of the
company’s succession plans;
Diversity targets for the percentage of women
(and other identified groups) at different levels
of the company – in particular, at senior
management levels;
Measures to reduce pay disparity within the
company;
Annual fatality and injury rates; and
The incidence of breaches of the company’s
code of conduct, as a measure of the
corporate culture.

The measures that are chosen need to be
relevant to the company’s long-term strategy
and the specific responsibilities of the individual
executive, and the level at which targets are set
and the timescale for achieving them should
all be stretching but realistic. Many companies
find that the task of identifying suitable and
quantifiable metrics that meet these tests is not
always straightforward.
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Board oversight over workforce remuneration
As the Conference Board notes in its article in
this issue, boards are increasingly expected
to have a clear human capital strategy and to
exercise a degree of oversight over the way the
company’s human capital is being managed,
including remuneration of the workforce.
Traditionally this was an area that was seen as
the sole responsibility of senior management,
but that view has changed and rightly so. For
most companies, the workforce is one of the
most important strategic assets. If the board did
not exercise any oversight over the company’s
other strategic assets to satisfy itself that they
were being developed and used to good effect.
It would be accused of being derelict in its duty.
Their human capital should be no different.
When it comes to workforce remuneration,
much of this oversight can be done through the
sort of cross-cutting processes described in
other articles, such as employee engagement.
But there are also some policies, processes and
indicators that are specific to remuneration that
companies might wish to consider.
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One possible action is to extend the remit of
the remuneration committee, if there is one, to
scrutinise the workforce remuneration policies
developed by management to ensure they are
compatible with the company’s strategy and
values. If there is no committee the board could
assume this responsibility itself.
One example of a company that has done
this is the NatWest Group. The responsibilities
of its Group Performance and Remuneration
Committee include:
“To review workforce remuneration and
related policies annually and… ensure that
the Group Remuneration Policy is transparent,
that it is not unduly complex and that it aligns
with the Group’s culture so that it should
drive behaviours consistent with the Group’s
purpose, values and strategy.”
As with integration of ESG factors in executive
remuneration, extending the remit of the
committee to oversee aspects of workforce
remuneration is an accelerating trend. For
example, the Willis Towers Watson survey found
that 55% of remuneration committees now have
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some form of responsibility for programmes to
address fair pay and/or gender pay gaps.
Ensuring that workforce pay levels and policies
are perceived as fair can be an important factor
in ensuring that the company is able to attract
and retain good quality employees. It is not just
a matter of whether they are seen as fair by
comparison with your competitors – although
that is important – but whether all your employees
are being treated consistently.
One aspect of this that has rightly received
attention in recent years is the gender pay gap;
for example, in the UK it is now a legal requirement
for large companies to disclose publicly data
on the percentage of their male and female
employees in different pay bands. What this data
showed – regrettably, to no surprise – was that
is most companies the majority of highly-paid
posts were filled by men, and that in some cases
women carrying our roughly equivalent work to
their male colleagues were in lower pay bands.
These figures highlight issues that go much
deeper than remuneration, of course, but if
boards have policies to promote greater diversity
and inclusion then collecting this sort of data
would enable them to set meaningful targets and
assess progress.

Whatever the underlying reasons for this disparity,
and whether or not it has occurred in your
company, boards and remuneration committees
would be well advised to keep under review the
alignment between remuneration policies for
senior executives and the rest of the workforce,
for the reasons I highlighted at the beginning of
this article.
First, this issue is now firmly on the radar of
investors. For example, in its current proxy voting
guidelines for the EMEA region BlackRock states
that:
“In case of a significant pay increase [for
executive directors] year-on-year that is out of
line with the rest of the workforce, BlackRock
expects the company to provide a strong
supporting rationale for the increase and its
timing… [and] we expect pension contributions
for executives to be in line with the rest of the
workforce.”
Second, and perhaps most important, if the
view from the bottom is that those at the top
are playing by different rules to the rest of the
workforce that has the potential to blow a hole
through even the best designed human capital
management strategy.

Finally, consistency and fairness is not just
important within pay bands but up and down the
line as well. There is a perception that, in some
markets at least, companies show much less
restraint when rewarding senior management
than the workforce. Research carried out by
the Economic Policy Institute in 2019 found
that the remuneration of CEOs of the largest US
companies had grown by an average of over
50% in the previous ten years, compared to an
average 5% increase for their workforce over the
same period.
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INTERVIEW WITH

MOHAMED HASSOUNA
Mohamed Hassouna is a Senior Adviser to
the Minister and First Undersecretary at the
Ministry of Public Business Sector in charge of
the reform program on state-owned enterprises
(SOEs) in Egypt. He has been involved in the
evolution of the public business sector since
the early 1990s when the Public Enterprise
Law 203 was issued.
He spoke with Alec Aaltonen about
the Egyptian experience on employee
representatives serving on SOE boards and
recent regulatory updates in this regard.

Q: Worker representation on corporate
boards has gained popularity in recent years
as a way to promote the workers’ interests.
Appointing workers’ representatives to
company boards has so far remained mainly
a European phenomenon with Germany often
seen as the role-model, but this has been also
adopted by Egypt in the case of SOE boards.
Could you take us through the Egyptian
model? When did it start? What is its scope?
My comments are not related to all state-owned
enterprises but to a subsection of SOEs in Egypt
– those that are categorized as “public business
entities” and which are overseen by the Ministry
of Public Business Sector.
In other words, I will be talking about those
companies that fall under the Law 203 which
was issued in 1991 and which, for the first time,
introduced worker representatives on boards.
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This law covers sectors such as transportation,
construction, textile, and tourism. The law aimed
at preparing the companies for privatization
through introducing proper boards and
governance structures.
All in all, the law applies to 118 entities. Some
of these entities are 100 percent owned by
the state, while others have significant private
ownership up to 40-45 percent. Some of these
companies are listed on the stock exchange.
It should also be mentioned that unlike in
Germany, where they have two-tier board
structures separating the supervisory board for
a management boards, we have unitary boards
in Egypt.
Q: How are these representatives appointed?
By labor unions, elected directly by the
employees or selected by employee
committees?

ISSUE 17

THE HAWKAMAH JOURNAL

A JOURNAL ON CORPORATE GOVERNANCE & LEADERSHIP

The employee representatives are elected by
company employees directly and this process
is supervised by the labor union. And like in
any election, this includes campaigning by the
workers who wish to serve on the board, and
these are typically blue-collar workers.

some of these entities had no boards or even
systems for financial reporting. So this law
was a large scale effort to turn these entities to
corporations. Some commentators have called
this “privatization” which is misleading as it was
all about “corporatization”.

The process is very important. If you want to have
the workers’ voice to be heard, the representatives
need to be elected by the workers. The purpose
of workers’ representatives is to bring the
employee perspective to the boardroom, and this
means that they need to understand the issues
on the ground, that they are truly representative
of the workforce and that they are not selected or
closely connected with the senior management.
But this process can result in electing employees
who act, on the board, as unionists and labor
rights advocates more than board members.

But because of the scale of the changes
introduced, it is difficult, if not impossible, to
attribute any improvements to the worker
representation alone.

Q: Are the employee representatives subject
to same director duties as the other directors?
In other words, will they have to act in the
interests of all shareholders, as any other
director would need to do, to promote the
success of the company and be collectively
responsible for decisions?
In theory, yes. The law is clear on this: a director
is a director. The representatives do not have any
special privileges in this regard. They are bound
by the same duties, including confidentiality.
Q: What are the benefits of having employee
representatives on boards? How effective
is this model in ensuring that employee’s
interests are taken into account in board
decisions? Have they made a difference in
the organizations in terms of employee issues
and company performance?
The Law 203 introduced a wide spectrum of
regulatory changes, and employee representation
was just one small part of this.

But having said that, employee representatives
on boards bring about a number of benefits.
The first, which I mentioned already, is about
ensuring that employee issues are brought to
the boardroom decision making. But the other
important benefit is that employees are more
likely to see the bigger picture of the business
and they have more buy in on the decisions
taken by the board.
Q: How does the employee representation
change board dynamics? Does it lead
to real decision making moving from the
boardroom to less formal channels? Does it
change the fundamental nature of the board
from a cohesive governing body to a forum
for representatives of different interests to
resolve their varied approaches?
Informal channels or decision making taking
place outside the boardroom is always a concern,
and this applies to any board whether they have
employee representatives or not.
To counter this, it is imperative that directors know
their duties and work on board effectiveness. In
the case of Egypt, we have established training
programs for board members. These are either
delivered by international organizations as well as
by our Management Training Center. I also deliver
courses in this Center for board members across
the 118 companies. And this is for all board
members, not just the employee representatives.

What the law effectively did was to corporatize
these public sector entities. Prior to the law,
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Of course, there are natural tensions between
employee representatives and other directors on
issues such as distribution of profits. And in some
exceptional cases, we have seen serious issues
and problems, but in general, I would say that
having employee representatives enables the
company to create company-wide alignment.

to the governance of the public business sector
and one of the elements it changed relates to the
workers’ representatives on boards.

I would, nonetheless, say that the real difficulties
arise when the employee base is not united but
divided into various factions, which is a normal
situation in many companies. The implication of
this is that worker representatives on the board
are not representing all workers, or at least the
workers feel that they are representing one
particular faction over others. This makes the
situation overly political and actually increases
friction between the company and the employees,
leading to strikes.

The first relates to the skills makeup of the boards.
It is important that a board collectively has all the
necessary skills to take the company forward,
and this usually includes skills such as financial
expertise, international experience, executive
experience, etc. It is also important that a board
has a diversity of such skills. The requirement
to have 50 percent of the board made up of
employee representatives was not conducive
to this. If you wanted to appoint new board
members in order to add new skills to the board,
this often led to a situation where you also had to
appoint additional employee representatives to
maintain the 50 percent balance.

Q: Egypt has recently issues new regulations
on workers’ representatives on boards, could
you tell our readers what these are and why
were they issued?
Yes, a new law – Law No 185 of 2020 – was
issued and this amended some provisions of the
Law No 203 of 1991. These changes all related
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Law 203 mandated that half of the boards should
be made up of employee representatives. This
was not ideal for two main reasons.

The second reason related to proportionality. As I
mentioned earlier, not all 118 companies are fully
owned by the state. It was unfair for the minority
shareholders, holding between 25-40 percent,
to have their representatives on the board limited
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because half of the board comprised employee
representatives.
Because of these challenges, the Law 185 states
that boards of seven or less board members
should have one employee representative and
boards of more than seven directors should have
at least two employee representatives.
Our belief is that employee representatives
are an important voice in the boardroom and
not to have such directors on board would be
problematic for the long-term sustainability
of organizations. However, it is not ideal to
have too many employee representation at the
expense of other important elements needed for
effective business leadership. The key is to find a
reasonable balance.
Q: What would be your advice to countries
considering
mandating
employee
representatives on boards?
My advice is that one should always remember
that issuing a regulation is only the beginning, it’s
the follow up that brings about change.
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Employee representatives potentially bring a
lot of benefits to companies, but you need to
follow up and support the ecosystem around
employee representatives. In the same way that
a regulation can mandate companies to have
audit committees, but that on its own does not
ensure that audit committees will do their work
effectively.
In our case, a number of Ministerial Decrees were
issued under our previous Minister Dr. Ashraf El
Sharkawy, tightening the regulations governing
boards and guiding their effectiveness, and
then more recently we issued the new law. And
we have also supported the boards through
awareness sessions and training courses. Our
current Minister, for example, has personally
delivered briefings to board members on
governance related topics.
In my view, employee representation is a good
idea, but mandating them is not a magic wand
on its own. The follow up and the implementation
part is the key to ensure that their value is realized.
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