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The normative screening consists of distinguishing companies that comply or not with fundamental international 
norms. These are those universally recognised related to human and labour rights and environment protection. The 
main used ones are the international conventions issued from the International Labour Organisations for example, or 
the OECD guidelines for multinationals, or the 10 principles of the United Nations Global Compact. 

These latter principles are integrated in all our sustainable strategies at Petercam Institutional Asset Management, 
given their universality and legitimacy. Indeed, these are articulated over four key themes, which are clearly for us the 
basic requirement for a responsible investment, namely human and labour rights, environment protection and corrup-
tion prevention (pls. see also box with explanations).

Universally undisputable fundamental norms

The approaches to responsible investment are various and differ country by country. Among those approaches, several 
investors use the so-called normative screening, which generally speaking lead to the set-up of an exclusion list of com-
panies that violate those norms as a result. Is this approach useful or not?

The normative screening aims at protecting investors from the reputational risk by helping to avoid “black sheep” and 
the too controversial companies. The violation of one of these norms can result in the exclusion of the company from 
the eligible universes. These lists aim to shield major investors, mainly those involved in public money management 
from reputational risks for the company, as well as litigation costs or operational risks, sometimes threatening the 
very survival of the company in question.

Reputational risk as the key driver

The main issue of normative screening is the absence of consensus on the names which do not comply with the refer-
red norms. It depends on the individual interpretation and assessment of the company’s behaviour.

The extra financial rating agencies can help here investors with a dedicated service to identify easier the potential 
non-compliant companies. Important in this case is the legitimacy and objectivity of the assessors of the companies. 
Furthermore the information must be relevant and updated. It must be well documented, which requires time. The 
issue with such reports and lists is the time lag between establishing the issue and reporting on it. 

A recent example is the discussion over the US company Lockheed Martin and its involvement in cluster munitions. 
Some private agencies argue that the company is not involved anymore in such activities, although the company is 
still on public reference lists used by some European governments.

Accuracy and legitimacy of blacklists
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Not only companies can be subject to exclusion but also countries can be named on black lists. There is e.g. also the 
case of Denmark, generally considered as one of the most sustainable countries in northern Europe. However, it was 
still on the black list of the Cluster Munition Report not that long ago, as the country had cluster munition stockpiles 
which were not yet destroyed. Meanwhile, in the 2014 Report this reference has been removed.

Next to these requirements, a company must be carefully assessed given the existing bias in the research and availa-
ble information. Indeed, there is often a strong positive correlation between severe allegations and the size of the 
company, its listing on the stock exchange and the sector they operate in. The extractive sector, for instance, is often 
among the usual suspects for social and environmental allegations. 

Big multinationals, due to prolific press and media coverage, have a higher risk of being linked to controversial pro-
jects than small companies, whose advertising scope is rather limited.

The Global Compact – 10 Principles

The Principles of the UN Global Compact assume companies are inherent to constant change, and encourage 
them to advocate, take initiatives and play a leading role.

Human Rights
Principle 1: Businesses should support and respect the protection of internationally proclaimed human rights 
within their sphere of influence
Principle 2: Businesses should make sure that they are not complicit in human rights abuses

Labor Rights
Principle 3: Businesses should uphold the freedom of association and the effective recognition of the right to 
collective bargaining
Principle 4: Businesses should uphold the elimination of all forms of forced and compulsory labor
Principle 5: Businesses should uphold the effective abolition of child labor
Principle 6: Businesses should uphold the elimination of discrimination in respect of employment and occupation

Environment
Principle 7: Businesses should support a precautionary approach to environmental challenges
Principle 8: Businesses should undertake initiatives to promote greater environmental responsibility
Principle 9: Businesses should encourage the development and diffusion of environmentally friendly technologies

Anti-Corruption
Principle 10: Businesses should work against corruption in all its forms
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The use of black lists can protect investors from reputational risks and prevent them from investing in the most 
controversial companies. Nevertheless, it is a powerful instrument that may have a dramatic impact on companies’ 
financing sources. This is the reason why great prudence should be exercised when applying such an exit.

Governance, legitimacy and objectivity of the issuer are important parameters to assess the quality of the judgment. 
Information must be accurate and up to date so as to avoid cutting off companies from financing sources, which may 
have dramatic consequences.Speaking up during general and extraordinary meetings and exercising shareholder 
rights can be a more efficient way to foster sustainable economics and finances and to voice legitimate concerns. In 
some cases, this should be the preferred option, instead of pointing fingers at companies doing less well, or simply 
selling one’s stake in those companies.

Engaged dialogue is a management tool as such to integrate to better assess the investment risks as a whole, to 
defend key values and best practices and therefore to contribute to more sustainable companies. This is a long-term 
process, which can add value, if it is structured and rigorous, and can contribute to performance and sustainability of 
the investment.

At Petercam Institutional Asset Management we believe we have a clear alignment with the long-term interest of 
our sicav’s shareholders. That is why we have adopted a clear voting policy and a pragmatic engagement approach, 
which are fully transparent on its website.

Exclusion lists: a powerful instrument to use carefully

Aware of the allegations a company may face, responsible shareholders can make their voice heard in different ways: 
putting the company on a watch list, freezing the investments, engaging or more radically disinvesting in the compa-
ny. This last option, selling out of their entire position, leads to bad publicity and tarnishes the company’s reputation.

Exclusion may be an efficient tool to be used against companies facing severe allegations. This was used by ethical 
investors to fight against apartheid in South Africa. However, engagement and shareholder activism are also legitima-
te ways to advocate sustainability and to foster sound corporate governance as a responsible economic actor. 

Given its strong reputation, The Norwegian Government Pension Fund Global (GPFG) black list is widely used among 
investors when deciding upon excluding or not a company. Their Ethical Council has the necessary resources to as-
sess company profiles to draw up their exclusion lists.

Nevertheless, the GPFG has faced some criticism in recent years, notably with regards to shareholder responsibility. 
In 2012, the fund disposed of its stakes in 23 Asian palm oil companies. It justified this exit for environmental issu-
es. However, the GPFG’s exit was considered as short-term trade (acting profit) instead of a long-term responsible 
investment. Indeed, the GPFG was blamed for not speaking up about environmental concerns during shareholders 
meetings, and particularly with companies, which are environmentally engaged. Of those 23 companies, several are 
committed to certified palm oil, upholding sustainability principles. It would be meaningfully committed to the sus-
tainability movement by exercising its voting right. This triggered strong concerns over the sustainability of palm oil 
production and its environmental consequences.

Shareholder responsibility
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Petercam is a leading independent investment firm specializing in private banking, institutional asset management and invest-
ment banking (corporate finance and brokerage activities).

More information: www.petercam.com

Author:  
Ophélie Mortier
Responsible Investor Coordinator
Petercam Instutional Asset Management

yourSRI - ESG Reporting & Controlling Solutions

yourSRI is a leading database and reporting service provider for responsible investment products and services, 
is also hosted by CSSP. The database is a “one stop-solution” for financial and extra-financial information and 
provides a wide range of search, comparison, assessment and screening functions. It offers global coverage for 
several thousand companies, investment products and research documents as well as a broad variety of reports 
and surveys.
More information: yourSRI Fact Sheet

http://www.petercam.com
https://yoursri.com/media-new/download/yoursri-folder-final-a4-sep14.pdf

