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INTRODUCTION

Alquity is an asset management business that 
connects investors to their investments and social 
progress to deliver better financial outcomes for 
all. Our 3-D investment model delivers financial 
performance, high quality portfolio Environmental, 
Social and Governance (ESG) and catalytic capital 
for grassroots impact through our Transforming 
Lives Foundation. This is a virtuous circle that is 
essential to building strong, inclusive economies.

Our funds target attractive risk adjusted returns 
over the long-term by investing in public companies 
across global markets. Our approach emphasizes 
not only macro analysis and financial valuation but 
also ESG factors to assess management quality, 
operational excellence and firm values. Alquity 
funds are therefore responsible by construction, 
targeting consistent out-performance whilst 
contributing to long-term development, the 
transition to a net zero economy and progress 
towards the UN Sustainable Development Goals. 

We believe in active ownership and our investment 
team engage closely with companies on material 
ESG issues incorporating our Key Progress 
Indicators (KPIs) which drive behaviours supporting 
the principles enshrined in the UN Global Compact. 
We contribute proactively to collective industry 
initiatives that support our engagement targets and 
climate declaration.

Further, we recognise that responsible investment 
alone is insufficient to engender social progress. 
Therefore, at the corporate level we donate a 
minimum of 10% of our management fees to 
development projects in the regions in which we 
invest through our Transforming Lives Foundation. 
These funds provide a bridge between the formal 
and informal economy, lifting up the poorest by 
creating decent work and long-term sustainable 
economic growth; creating more opportunities 
for our companies to succeed. In addition, our 
investment team works alongside some of these 
projects to gain deeper market insights, and 
identifies new opportunities for our funds, thereby 
closing the Alquity Virtuous Circle.

In this way, our business aligns the goals and values 
of investors, employees, holdings and society at 
large. We believe these shared investment values 
are key to achieving enduring financial success and 
sustainable social and environmental progress.

INVESTMENT STRATEGY  
OVERVIEW

OBJECTIVES OF ESG INTEGRATION

All Alquity Funds integrate ESG as a critical 
component of the investment process. The 
objectives of integrating ESG considerations are as 
follows: 

1. Ensure we exclude sectors that add no social 
value, that extract and distribute fossil fuels,  
as well as companies that have poor ESG 
standards whatever their sector

2. Ensure that our investors can be proud of 
owning the stocks in our portfolios as they are 
companies that are well managed and consider 
long term inclusive growth through respecting 
their environment, meeting their social and 
human rights commitments and governed in 
the interests of long-term minority shareholders  

3. Identify risks within portfolio holdings that 
could impact future financial returns

4. Engage with holdings in line with Alquity’s 
values and published commitments such 
as our climate declaration and Principles 
of Governance in order to achieve better 
outcomes for investors, the environment and 
society as a whole.

CLIMATE DECLARATION

We believe that the increase in Greenhouse gas 
emissions generated by the extraction and burning 
of fossil fuels and deforestation have directly led to 
the warming of the Earth’s climate. We believe that 
if these activities are not dramatically reduced the 
world faces a rise in global temperatures that will 
lead to catastrophic consequences for the planet’s 
natural ecosystem and its ability to sustain the 
growing human population. We also believe that the 
transition to a net zero emission global economy 
must be a fair transition, and go hand in hand with 
ensuring a more sustainable and equitable society 
for all.
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INVESTMENT TEAM

Our diverse and multi-functional investment team 
combines decades of investment knowledge and 
experience with deep subject matter expertise in 
ESG investing, quantitative analytics and macro-
economic analysis. Collectively, the team have 
developed and honed the investment process for 
each of our funds, achieving industry recognition 
and externally assessed quality certification. Brief 
biographies for the key investment professionals 
are detailed below: 

Mike Sell
Head of Emerging Markets

Mike joined Alquity in 2014 and is responsible for all 
equity investments.

Mike has 25+ years of relevant industry experience. 
He holds a First Class BA in Economics from 
Southampton University and was awarded the 
Pearce Rowan prize. He joined Baring Asset 
Management as a graduate trainee in 1994, where 
he became a member of the Emerging Market 
Asset Allocation Committee. Mike then joined 
Thames River / Nevsky Capital where he was 
subsequently appointed a partner and was part of 
the team that grew the Emerging market equity 
assets from approximately US$150m to US$3.5bn, 
before moving to F&C with the long only Emerging 
Market business in 2011.

Marnie Aragon-Uy
Head of Quantitative Strategies 

and Quantitative Risk and 

Associate Portfolio Manager 

Marnie joined Alquity in 2019 as the Head 
of Quantitative Risk. 

Marnie has 20+ years of relevant industry 
experience. She graduated from the University 
of the Philippines Diliman and has a Masters of 
Engineering from Cornell University. Marnie has 
had a 23-year career in investment management, 
including 4 years with Putnam investments 
in Boston followed by just over 15 years with 
Deutsche Bank and then, following a take-over 
of the Deutsche business, Aberdeen Standard 
Investments.  From 2002 to 2006 Marnie was a 
Core Plus Portfolio Manager overseeing the Core+ 
FI strategy for institutional mandates.  During 
the period of her tenure the funds outperformed 
their benchmark every year. At Aberdeen Marnie 
was made Head of Quantitative Research, North 
America and from 2012 was Global Head of 
Quantitative Analytics/Senior Investment Manager 
leading a significant global team in North America, 
the UK and Singapore.  During this time Marnie 
lead the team that built Aberdeen’s in house global 
quant analytics platform, Quantum.

Keith Gyles
Global Macro & Portfolio Strategist 

Keith joined Alquity in 2021 and is responsible for all 
macroeconomic analysis. 

Keith has over 15 years’ experience in the industry. 
After starting his career at Capital Economics, 
where he conducted economic research on 
Asian economies, he joined Nevsky Capital in 
2007, supporting the global macroeconomic 
research team. Subsequently he joined Rogge 
Global Partners, a global fixed income specialist, 
before moving to Allianz Global Investors in 2016, 
working as a strategist in the Emerging Market 
sovereign debt team. Keith holds a First Class BSc 
in Economics from UCL, where he was awarded the 
Harold Speight prize, and a MSc (Research) from 
the LSE.

Kieron Kader
Associate Portfolio Manager 

Kieron joined Alquity from BP where he performed 
a variety of roles at one of the largest pension funds 
in the UK. Most recently, he spent two years as a 
Global Emerging Markets equity analyst, and also 
covered Developed Market equities, UK property 
and multi-asset risk in the prior two years.

He passed the three Chartered Financial Analyst 
exams with first time passes. He has a BSc 
Economics (1st Class) from the University of 
Southampton, and an MSc Economics (Distinction) 
from University College London (UCL).

Dan Billis
Senior Investment Analyst

Dan joined Alquity in 2018 and conducts 
fundamental sector and stock level research across 
Emerging Markets strategies.

He passed the CFA® Level 1 examination on his first 
attempt and has a 1st Class degree in Economics 
from the University of Exeter. Dan joined Alquity 
from Invesco, where he worked as an Account 
Onboarding Manager.

Cyn Cano 
Head of ESG Data Science 

Engineering and Associate 

Portfolio Manager

Cyn is responsible for identifying and visualising 
data drivers of ESG and financial returns, 
conducting back testing and other quantitative 
analysis of indicators that are the most impactful on 
performance of investments. Cyn graduated with a 
BS in Economics from Universidad del Pacifico and 
has a MSc in Psychology of Economic Life from the 
London School of Economics and Political Science.
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STEP 1: FILTER

INVESTABLE UNIVERSE 

We do not differentiate between Emerging and 
Frontier Markets and as such, we do not dilute the 
ability of our managers to add value or restrict our 
exposures to certain countries. Rather, we focus 
on the wider universe of listed companies with a 
minimum USD 100m market capitalisation and an 
acceptable free float (which varies by market).

CORE THEMES & MACROECONOMIC 
ANALYSIS

Finding firms that are well positioned 

We are interested in companies that can deliver a 
meaningful return to shareholders over the next 3-5 
years. Our first stage filter is to refine the broader 
universe to those firms we consider best positioned. 
We do this via 3 core themes which are assessed 
at a country level, identifying the sectors or sub-
sectors within countries that benefit from: 

1. Monetisable Structural Growth – Underlying 
drivers that are best positioned to deliver growth 
over our investment time horizon.

This means having not only positive fundamental 
impetuses, such as urbanisation, demographic 
aging or technology adoption, but also the right 
institutional conditions, including legal framework 
and monetary and fiscal policy, to turn potential 
into financial return.

2. Favourable Cyclical Positioning – Characterised 
by: 

• Broad economy = Improving soft and hard data 
time series and incremental monetary and fiscal 
policy accommodation.

• Sector specific = Troughs in margins/ earnings 
time series and demand/supply/ utilisation 
relationships.

We achieve this via ongoing desk based and on the 
ground analysis by the Investment Team.

In addition to and in support of the above core 
themes, we undertake detailed analysis at a global, 
regional and country level. Working within the 
investment team, our Macro Strategist analyses:

• Global factors such as commodity prices, 
geopolitics and regional factors such as 
trading blocs, inter-country infrastructure 
developments and geopolitics.

• Country factors such as monetary and fiscal 
status, political stability and sensitivity to 
regional or global factors.

The lead portfolio managers then use this work 
to set the bottom-up research agenda, which is 
discussed at frequent team meetings, as well as the 
monthly portfolio construction meeting.

Figure 2

EMERGING MARKETS
INVESTMENT PROCESS

Fundamental and Quantitative ESG Investment Process
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3. Sustainable Competitive Advantage –  
Country level economic moats derived from 
product differentiation, pricing power, strategic 
assets and lower cost of production on a forward-
looking basis.

This core themes filter is practically achieved 
through a Bloomberg screen, applied at a country 
level to each sub-sector.  For example, Vietnamese 
banks would be included given the country’s low 
level of financial penetration (thus meeting our 
theme of monetizable structural growth), but 
Taiwanese textile companies would be excluded, as 
they do not benefit from any of the three themes.

ESG RED FLAGS

ESG analysis is a critical component of Alquity’s 
investment process. There are certain practices we 
believe are inconsistent with long-term financial 
returns and an overall positive societal impact. We 
have identified 16 red flags, which are standards 
expected from every company we invest in: and 
we will not consider any company that fails one or 
more of these criteria. 

Included within our Red Flags are exclusions for 
companies within sectors that are not consistent 
with our process and either are detrimental to 
or provide no environmental or societal benefits. 
This includes companies with over 5% of revenues 
or profits in their most recent financial report 
attributed to:

• Tobacco 

• Liquor 

• Gambling 

• Narcotics 

• Adult entertainment 

• Armaments 

• Fossil Fuels* (exploration and production) 

• Nuclear Power

• Coal mining 

• Fur Trade

•  Hydrogen power (unless green hydrogen)

Our full list of Red Flags is detailed below in Figure 
3.

*We define fossil fuels as coal, oil (including tar 

sands) and gas (including fracking).

ENVIRONMENTAL

Any company with no disclosure on water usage/conservation levels for significant 
users (e.g.beverages)

Any company with >5% of revenues or profits attributed to coal and fossil fuels 
exploration and production (including hydrogen power, unless green hydrogen)

Any company in a high risk industry not publicly providing emissions data or when 
requested

Companies with ongoing business controversies and unresolved scandals

Any company involved in the production of nuclear energy 

Any company involved in commercial fishing, unless demonstrably sustainable (MCS 
certification is not sufficient itself)

Any company involved in palm oil cultivation, unless demonstrably sustainable e.g. 
with regard to zero deforestation and regard to biodiversity (RSPO certification is 
not sufficient in itself

All companies must meet local legislative disclosure requirements

SOCIAL

Any company in a high risk industry without a Health & Safety policy
All companies with greater than 5% of revenues or profits attributed to tobacco,  
narcotics, armaments, adult entertainment, coal mining, fur trade, fossil fuel 
exploration and production, gambling or liquor. Suppliers, lenders and retailers of 
these companies or products are not excluded providing these sectors are non-core 
to the overall business purpose and represent a minority of their revenue. 

Zero tolerance for all “controversial weapons” 

Any non-pharma company involved in animal testing, unless it is required by law 
and regardless must be a substantial minority (<20%) of overall sales

Companies with ongoing business controversies and unresolved scandals

Fast fashion, where a majority of revenue is derived from the retail of cheap, low-
quality, and effectively disposable clothing which encourages unsustainable and 
excessive consumption

GOVERNANCE

All companies without audited accounts or with an auditor who is not independent

Company doesn’t meet investors or arrange regular open-access calls

Company does not provide identity of majority shareholders

Companies with ongoing governance issues and unresolved scandals

Figure 3

List of Red Flags
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All stocks that have met our themes are reviewed 
against these red flags, through a combination 
of Google checks and/or a review of corporate 
information disclosure. If there are companies that 
are not excluded explicitly by the red flags but 
where we are not confident that management’s 
value are aligned with Alquity’s then we will err 
on the side of caution and exclude the company.  
Note, we recognise that this is not exhaustive and 
a deeper ESG analysis takes place in stage 2 of our 
process.

QUANTITATIVE HEALTH CHECK

We filter the remaining universe to screen out 
companies with excessive valuations or overly 
stretched balance sheets.

CREATION OF OUR CORE UNIVERSE

The remaining cohort of companies are then 
reviewed qualitatively with only the very best 
potential candidates for inclusion into our portfolios 
ultimately becoming part of our ‘Core Universe’ and 
proceeding to stage 2 of our process. This review 
is comprised of a combination of the following 
factors:

1. Companies with a sustainable competitive 
advantage within a sub-sector, or challengers 
to that position, or where we see the greatest 
impact from cyclical tailwinds or the greatest 
monetizable structural growth opportunity, 
through the analysis of factors such as: 

• Market share and brand equity

• Profitability - e.g., track record higher than 
peer group (EBIT %, ROIC, ROE, NIM) 

• Balance Sheet - e.g., track record of 
consistent balance sheet strength (working 
capital, Net Debt/EBITDA, NPLs, credit 
costs, CAR, free cashflow generation). 

2. Our experience and knowledge of management 
behaviours, both from research and observed 
through our meetings.

3. Quantitative analysis of risk and correlation 
characteristics.

STEP 2: QUANTIFICATION & DEEP 
DIVE ON CORE UNIVERSE  
Our core universe is comprised of companies that 
we are actively following and meeting regularly. 
Some companies will remain in this state for an 
extended period, for example if valuations are not 
attractive. However, at an appropriate time, we will 
undertake a deep dive analysis on each name in the 
core universe as a prelude to potential inclusion in 
the portfolios. This is comprised of two parts:

Our ESG analysis is holistic and exhaustive with 
equal importance placed on each aspect. In 
other words, we will not over-ride poor social or 
governance standards, just because a company 
places a heavy focus on environmental issues 
alone. Ultimately, we are concerned with material 
ESG issues and the analysis must provide us with 
sufficient comfort on all of these before an A-C 
rating is achieved.

1. ESG ANALYSIS 

We review behaviours and practices across the firm 
in the context of global or regional best practice. 
As a discipline, and for comparability, we then 
assign a rating to each institution, which captures 
risk and the quality of management judgement 
and decision making. Only those companies rated 
C or better can be included in the portfolio. To be 
clear, this means that we will only invest in firms 
where there is satisfactory quality and alignment 
of management. Moreover, we are interested not 
only in the absolute standard of “ESG quality”, but 
also the ability of a firm to improve its judgement, 
communication and efficiency over time. Investors 
should not, therefore, expect our portfolios to have 
any bias between A, B and C rated companies. 
Figure 4 shows our ESG ratings framework. ESG 
analysis is continuous and involves significant 
engagement with our holdings.

DESCRIPTION OF COMPANY 
ACHIEVING THIS RATING

A

High risk industry demonstrating global
best practice performance in ESG

Lower risk industry demonstrating
regional best practice in ES

B

High risk industry demonstrating regional
best practice in ESG

Lower risk industry with satisfactory ESG
performance better than regional peers;
or in-line with regional peers but with a
demonstrable intention to improve on
material ESG factors

C

High risk industry with satisfactory
ESG performance, in-line with regional
peers, but demonstrating a meaningful
commitment to improve on material ESG
factors

Lower risk industry with satisfactory ESG
performance in-line with or better than
regional peers, but with no demonstrable
intention to improve on material ESG
factors

FAIL

Index constituents filtered into 
investible universe

Base “risk -aware” portfolio

c. 50 stocks
Proprietary stock level 

risk framework

Figure 4

Proprietary ESG Rating Methodology
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Investing across Emerging and Frontier markets 
presents multiple challenges as the economic, 
social, political and regulatory environments can 
differ significantly between countries. We take this 
into account in our ratings by focusing our ratings 
on relative ESG performance to peers. For high-risk 
industries, we believe that to get an A rating, the 
company must display global best practice whereas 
for low-risk industries we seek regional best 
practice. This ensures we manage the ESG risks 
appropriately whilst remaining pragmatic about 
the circumstances for each company. ESG analysis 
is undertaken through a combination of desk-
based research, meetings with management, site 
visits, and industry research (e.g. FAIRR Initiative). 
An overview of the ESG factors we analyse can 
be found in the “What we look for” section (see 
Appendix).

2. FINANCIAL ANALYSIS

We undertake financial and non-financial analysis 
concurrently. Having established those companies 
of interest, which we believe to be both well 
positioned and well managed, we seek to quantify 
the financial health and competitiveness of each 
firm.  We build our own models for each company, 
resulting in our own forecasts for sales, margins, 
ROCE, as well as cash flow and balance sheet.

Our views and forecasts are influenced by our 
macro and sector research, as well as with meetings 
with company management and competitor 
companies. We typically do not use broker 
research.

VALUATION

Company valuations are developed by integrating 
each of the preceding steps (ESG and Financial 
Analysis) within discounted cashflow (DCF) models 
that consider bull, bear and base cases for each 
company. 

Our ESG ratings are incorporated into our valuation 
methodology via the equity risk premium. 
The investment team can reduce the standard 
equity risk premium (5%) by up to 50bps for the 
determination of the Cost of Equity for “A” rated 
companies, a core element in determining the firm’s 
Weighted Average Cost of Capital. Conversely, for 
“C” rated companies, the team can increase the 
equity risk premium by up to 50bps. In addition, 
for sectors determined to be vulnerable to the 
transition to a low carbon economy, such as cement 
and automobiles for example, we reflect the risk 
by raising the equity risk premium by an additional 
100bps. 

Peer and historic valuations are also reviewed as a 
reference check for the DCF analysis. The base case 
and the potential variance around this central thesis 
combine to determine the attractiveness and our 
level of conviction on future risk adjusted returns. 

Thus, at the end of stage 2, the core universe 
consists of companies that we are continuing 
to monitor, plus those where we have a detailed 
stock note comprising our proprietary ESG rating, 
financial model, valuation analysis and thus 
potential upside in a variety of scenarios.  Our 
portfolio is then constructed from these names.

STEP 3: PORTFOLIO CONSTRUCTION
At this stage, the process differs between our 
Future World Fund and our other regional funds 
(Asia and Indian Subcontinent). 

FUTURE WORLD FUND

Our portfolio construction process leverages 
our deep stock level conviction derived from our 
fundamental financial and ESG analysis, alongside 
a proprietary risk framework to deliver superior risk 
adjusted returns over the long term. 

The process incorporates multiple iterations of the 
portfolio to identify the optimal structure from a 
stock, sector and macro-economic perspective. 

As described earlier, the initial universe is reduced 
through the application of various filters (market 
cap, free float, themes and ESG red flags). Our 
quantitative analytics team led by Marnie Aragon-
Uy takes these stocks, where they are also 
constituents of the Emerging Markets broad index 
and using a proprietary stock level risk framework 
constructs a “base” risk-aware portfolio that is 
back-tested against the index to ensure it behaves 
within the risk limits we have set. 

Filtered index 
constituents for themes 

and ESG

Base “risk -aware” 
portfolio

c. 50 stocks

Proprietary 
stock 

level risk 
framework

Figure 5

Risk-framework for the Future World Fund 
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Risk-framework for the Future World Fund 

The specific risk limits by which the base portfolio is 
constructed upon for the Future World Fund are as 
follows: 

This “base portfolio” is then adjusted using insight 
from the fundamental analysis undertaken by the 
investment team. There are three specific ways in 
which the base portfolio is amended:

1) Macro-economic assessment: The macro views 
presented by our Macro-strategist are considered 
by the lead portfolio managers. These views are 
based upon a consideration of global issues that 
impact on Emerging and Frontier Markets as well as 
deep dive analysis on specific countries of interest. 
This insight is shared with the team through twice 
weekly team meetings with a more in-depth review 
undertaken at a monthly Portfolio Construction 
(PC) meeting. Country allocations are adjusted 
to reflect these views, within the risk parameters 
shown previously. See below for more detail.

2) High conviction stock ideas: The fundamental 
investment team will have identified stocks that 
they have developed a strong conviction on 
through their own research from the core universe 
– but may or may not be in the index. These will 
be added to the portfolio based upon the level of 
investment conviction and their stock-specific risk 
characteristics. The portfolio risk characteristics 
are paramount and so only stocks that maintain 
these will be added based on the strength of the 
conviction. 

3) Alternative stock ideas: The fundamental 
investment team will have detailed research on 
stocks that have similar characteristics to those 
in the base portfolio, but where we believe the 
investment case is superior or where valuations are 
more attractive. These are from the core universe 
and may or may not be in the index. These stocks 
are then tested by the quantitative team and if 
they meet the risk requirements, these stocks are 
swapped for those in the base portfolio.

 

After each of the above changes are made to the 
base portfolio, the quantitative team will back-test 
the portfolio against the risk framework to ensure 
that the final portfolio optimises alpha generation 
from our investment process in a risk-controlled 
fashion. The resultant portfolio is then reviewed 
by both portfolio managers to ensure it accurately 
reflects their conviction and assessment of the 
future risk- reward trade off across the Emerging 
and Frontier market universe. 

At this point, if there are any stocks that appear 
in the amended base portfolio that are not in the 
core universe, they will be inserted into the core 
universe at this point. If there are any stocks in 
the core universe (whether originally derived from 
fundamental or quantitative analysis) that are in the 
amended base portfolio but have not been subject 
to stage 2 analysis, then this will take place before 
the final portfolio trades are executed. We will 
never invest in a stock which has not been analysed 
and assigned an A, B or C rating. 

Hence, whilst the initial investment universe filtering 
is conducted annually, names within the core 
universe may change to some extent over time. The 
above portfolio construction process is conducted 
monthly to reflect the changing macro environment 
and our evolving investment conviction (on existing 
and new stocks). In periods of extreme volatility, the 
process may take place more frequently.

All stocks in the final portfolio thus have passed our 
ESG red flags & themes, have been assigned an A, 
B or C rating and have been quantitatively analysed 
to optimise the risk/return profile of the portfolio as 
a whole.

Figure 6

Future World’s Risk Guidelines
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ASIA AND INDIAN SUBCONTINENT 
FUNDS

The core universes for Asia and India are a 
subset of that for Future World. The Asian fund 
is constructed to outperform the relevant Asia 
ex Japan index, in line with our desired portfolio 
characteristics (see Figure 7).  

The quantitative influence in Future World is not 
explicit in our Asia fund, but given the significant 
overlap between the Asian and GEM indices (with 
almost 80% of the relevant EM index comprised of 
Asian stocks), there is a high degree of similarity in 
the portfolio construction. However, Alquity Asia 
has a higher tracking error band and a different 
benchmark, which includes some securities that 
are not in the relevant EM index and so there is no 
uniformity.

Position, sector and country weights for the Asia 
fund are determined by the team’s conviction, 
the overall risk characteristics of the portfolio 
and where relevant, are informed by the views of 
the quantitative team in terms of correlation and 
volatility.

Figure 7

Figure 8

Asia’s Risk Guidelines

India’s Risk Guidelines

The same principle applies to the Alquity Indian 
Subcontinent Fund. However, this is generally a 
single country fund (although investments in other 
parts of the Subcontinent are permitted) with high 
conviction positions, given our ESG and thematic 
filter. 

The portfolio characteristics for the Indian 
Subcontinent Fund are summarised in Figure 8.
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The Global Macro and Portfolio Strategist tracks 
the latest macroeconomic, financial market, policy 
and political developments in all relevant countries 
on a daily basis and adjusts forecasts, views and 
top-down asset allocation recommendations 
accordingly. The findings and conclusions are 
shared in the following manner:

1. The Investment Team receives daily updates 
from the Strategist every morning, including the 
relevant economic data releases, policy events, 
political developments and major asset price 
moves from the previous day.

2. In the Investment meetings on Monday, the 
Strategist shares the latest country analyses, 
relevant asset price and market drivers from 
the previous week with the Investment and 
Sales Teams. Furthermore, the Strategist flags 
economic data releases and events, which 
possess market-moving potential for the week 
ahead. This is discussed in more depth in the 
twice weekly investment team meetings.

3. The Investment Team reviews and adjusts the 
Future World Fund’s country allocation in the 
monthly Portfolio Construction meetings. The 
reviews entail the re-assessment and update 
of the in-house macroeconomic and market 
outlook in the context of valuations and 
potential market catalysts. The Fund’s country 
allocation is adjusted accordingly.

4. The Investment Team sets up meetings in 
an ad hoc manner for macro deep dives on 
specific countries to better understand where 
opportunities and risks lie.

STEP 4: PORTFOLIO MANAGEMENT 
Portfolio management consists of 5 inter-related 
activities that are managed and reported on an on-
going basis. They are as follows:

Figure 8

Portfolio Management Steps

HOW MACROECONOMIC 

ANALYSIS SUPPORTS PORTFOLIO 

CONSTRUCTION 

Macroeconomic analysis and the formulation 
of top-down investment strategy for country 
allocation purposes for all funds are conducted 
and delivered by the Global Macro and Portfolio 
Strategist to the team.

The country-level macro analysis entails the 
following aspects:

1. Assessing countries structural growth 
characteristics (e.g. population growth, 
capital accumulation, total factor 
productivity growth, etc.)

2. Identifying short- to medium-term GDP 
growth drivers (vis-à-vis the National 
Accounts) and other relevant metrics 
capturing the cyclical position of 
economies (e.g. unemployment rate, PMIs, 
inflation rate, etc.)

3. Evaluating domestic financial conditions 
(e.g. lending activity, real interest rates, 
etc.) as well as the external financial 
position (i.e. the balance of payments)

4. Estimating the structural impact of 
government reforms as well as the cyclical 
impact of the government’s fiscal response

5. Analysing central banks’ monetary policy 
response functions, and estimating 
the impact of monetary measures on 
countries’ cyclical growth prospects

6. Understanding countries’ institutional and 
legal frameworks, political architectures, 
and appraising political stability

As the Alquity funds invest in Emerging and 
Frontier Markets, the top-down asset allocation 
strategy formulation is conducted in a global 
context by taking into account systemically relevant 
asset price drivers, such as global GDP growth 
prospects, the Federal Reserve’s monetary policy 
stance, commodity prices, cross border capital 
flows, risk premia, and stock market valuations as 
well as FX market valuations. 
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1. INVESTMENT CASE REVIEW AND 
SELLING DISCIPLINE

On an ongoing basis we review our fundamental 
conviction at a sector, country and stock level, 
both in terms of our financial forecasts, valuations 
and ESG rating, as well as the risk and volatility 
characteristics of all the portfolios. This ensures 
the investment thesis stays consistent, and the 
portfolio is performing in line with our expectations. 
This is done using both desk-based research and a 
targeted two management meetings per annum, as 
well as after each results announcement.

Investment theses and any changes to them 
are formally discussed in the twice weekly team 
meeting, the monthly portfolio construction 
meeting (chaired by our Macro-strategist), and the 
monthly quantitative review meeting (chaired by 
our Head of Quantitative Analytics). In addition, 
major changes to our theses are shared and 
discussed more widely in our weekly firm-wide 
investment meeting.

We do not employ automatic sell discipline 
strategies such as stop-losses. We believe such 
rules are overly exposed to short-term market 
momentum and can miss the specific risk/reward 
characteristics of individual investments. Three 
factors combine to form our sell discipline and are 
of equal importance.

1. A change in the investment case 

Developments that negatively affect the earnings, 
cash flow generation, ESG rating or our trust in 
management, to the point where the investment 
is no longer attractive from the perspective of a 
long-term shareholder, will lead us to exit a position. 
We see market price action as the key disciplining 
factor on our process and, to the extent a position 
moves against us, we will continually listen to the 
market and review the investment thesis to ensure 
our positioning is justified. To be clear, this does not 
mean that we sell a position whenever the outlook 
for next quarter’s earnings deteriorates or follow a 
rule such as “sell whenever earnings fall by X”. Each 
investment case is evaluated on its own merits and 
any changes impacting the long-term fundamentals 
of our stock holdings are analysed in detail before a 
sell decision is made. Significant price movements 
may also action a ‘Trigger Meeting’ – see below, 
and/or require a report to the Performance & Risk 
Committee (PRC).

We include any changes in the ESG rating of the 
holding as part of the investment case review. 
Should this rating change (either improve or 
deteriorate), the impact will be reflected in either 
our valuation (as described earlier) and/or our 
conviction. If any holding fails to meet our minimum 
“C” rating, we will look to divest our position as 
soon as possible.

2. A company’s valuation becomes too expensive
Our investment process involves a base case price 
review point for each of our companies (as well as a 
bull and bear case scenario). When this price review 
point is reached, the investment case is reviewed 
to assess whether any further upside remains and 
how the risk-reward profile has changed, e.g. is the 
base case still appropriate or are some elements 
of the bull case relevant considerations. The 
price review point is just one building block of an 
investment decision and is not an automatic sell 
trigger. However, if our analysis determines that the 
company is fully valued, then we will exit.

3. A better alternative emerges
We may sell out of a position if, as part of our 
on-going process, alternatives with a better risk- 
reward profile become available. Our portfolios are 
dynamic. New ideas enter the portfolio as a result 
of the application of our process (including our 
quantitative analysis) to the broader universe. In 
particular: 

• We actively follow our core universe of names, 
which are all well positioned and well managed. 

• The evolution of our macro analysis shapes our 
conviction on regions and industries over time. 

• Frequent visits to the region, and discussions 
with company management teams, help 
identify credible and respected competitors. 

2. IMPACT MEASUREMENT

We track the impact of each of our portfolios 
against key metrics aligned to the United Nations 
Sustainable Development Goals (UNSDGs). This 
impact analysis is provided by Impact Cubed, 
an independent third-party who assess each 
fund against its relevant index. The outcomes 
of the portfolio assessment are analysed by the 
investment team so that they can understand at 
both a stock and portfolio level the environmental, 
social and governance footprint of our funds and 
engage with companies to improve these outcomes 
over time.

All our portfolios are 
aligned with our Climate 
Declaration
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Our portfolios are aligned with our climate 
declaration as follows:

1. High Risk Industry classification: any company 
involved in sectors with high GHG emissions 
are subject to higher scrutiny and in addition to 
disclosure of GHG emissions, these companies 
should also have plans to reduce these in 
the future. In addition, companies in sectors 
subject to transformation due to the transition 
to a low carbon economy have their risk 
premia increased and hence are only included 
in portfolios if both their ESG standards and 
investment thesis are strong.

2. We exclude all companies involved in the 
exploration and production of fossil fuels ( 
including thermal coal). In addition sectors such 
as livestock farming, aviation and shipping are 
treated as “high risk” industries.

3. We engage with all our portfolio companies to 
encourage them to firstly disclose their GHG 
emissions and secondly implement plan to 
reduce these over time. We are advocates of a 
“just and fair” transition and as we are investing 
in many developing countries we provide advice 
and share best practice to support company 
behaviour and plans.

4. Finally, donations from our funds help 
support equitable economic development 
where we invest, helping the most vulnerable 
out of poverty to act as contributors to the 
development of fairer, more sustainable world.

Alquity Emerging Market funds do not target 
a specific impact or sustainability outcome but 
we believe that our ESG integration process 
incorporates sustainability and as such on most 
metrics our funds are ahead of the relevant index. 
Where there may be divergence, we ensure 
that the reason is understood and transparently 
communicated to our clients through our 
reporting. The impact measurement supports our 
stewardship and engagement activities.  Several 
of our companies specifically have a positive 
impact, through business models which aid 
decarbonisation, healthcare or energy efficiency. 
However, this is not a specific target. 

As described below the fund also delivers a 
tangible direct impact through the donations to 
our Transforming Lives programmes. These are 
generated by the fund’s revenues and have no 
impact on investor’s returns.

All our Portfolios are Aligned with the 
UNSDGs

3. ACTIVE ENGAGEMENT

Purpose of our Engagement

Our forward-looking ESG Analysis highlights 
material non-financial factors to shape our view of 
management. The aim of our ongoing engagement 
process is threefold: 

• To help us understand the intentions and 
authenticity of management in delivering 
positive future improvements to these factors. 

• To actively drive improvement, and ultimately 
produce better financial returns, by highlighting 
areas where companies can enhance their 
practices. We also transmit our knowledge and 
experience through sharing best practice or 
introducing them to other portfolio companies 
where we think there can be learning 
opportunities. 

We also take investors to visit our holdings on-
site to learn more about how their money is 
being invested. This also provides us with another 
channel to engage our companies beyond the 
investor relations teams. We are actively involved 
at a strategic level in encouraging companies 
to improve their ESG disclosure practices. 
This includes support for the UN Principles for 
Responsible Investment (UNPRI), the Global 
Reporting Initiative (GRI), and the EUROSIF 
Transparency Code. We also track and maintain 
dialogue with other key actors.

Points we would like to see improved over time, 
and commitments made by management to 
enhance their ESG practises, are recorded on 
the “Engagement” section of our stock notes. 
These areas of improvement and commitment are 
reviewed on a regular basis when the investment 
team engage with the management of these 
companies. These notes can be made available to 
the investors upon request. 

Key Progress Indicators (KPIs)

Most of our engagement and ESG focus is on 
the issues specific to an individual firm, sector 
and country, which we believe are of the greatest 
financial materiality. This engagement is reported 
annually in our Impact Report and is an ongoing 
and important part of our analysis. Further, for all 
portfolio holdings, we track a set of Key Progress 
Indicators “KPIs” shown in Figure 9 that represent 
a general set of transparency and ESG standards 
we want all firms to meet over time. In each case, 
the assessment has a financial motivation and an 
associated positive potential impact. 

We have also identified the relevant principles with 
the UN Global Compact that the KPIs support. 

These KPIs are published on our factsheets and 
fund presentations and updated annually.

Our list of KPIs is updated annually ensuring that 
companies that meet existing KPIs are engaged 
with to improve further. In addition, we may add 
new KPIs that reflect changes in environmental and 
social concerns and priorities.
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Factor UN  
Compact

Investment  
Rationale Impact KPI

Environmental 7, 8 and 9 Better use of 
resources so 
reducing costs and 
supporting future 
sustainability

Reducing impact 
on climate change 
and maintaining 
supplies of key 
resources such as 
water

1. Are emissions and/or climate 
impact disclosed publicly?

2. Is water usage and mitigation 
efforts disclosed publicly?

3. Is production of waste 
material disclosed publicly?

4. Is there a defined plan for 
reduction of environmental 
impact?

5. Is prevention of biodiversity 
loss actively considered in 
the strategic plan?

6. Is reporting in line with TCFD 
recommendations?

Social 1, 2, 3,  
4,5 and 6

Engaged and better 
skilled employees 
delivering higher 
productivity. 

Safe and dignified 
working conditions 
and universal 
protection of 
human rights.

1. Is there a health and safety 
policy in place?

2. Is there an equal 
opportunities policy and 
development plan in place?

3. Is there a staff training policy 
in place?

4. Is staff turnover reported 
publicly?

5. Are ‘Lost Time Injury’ rates 
available?

6. Is there a gender diversity 
policy at senior management 
and board level?

Governance 10 Businesses operates 
legally, ethically and 
for the interests of 
all stakeholders

Reducing 
corruption, 
increasing 
transparency and 
fostering high 
ethical standards 
in corporate 
behaviour

1. Is there an anti-corruption/ 
whistleblowing policy in 
place?

2. Is the proportion of 
independent Directors 
at least equivalent to the 
percentage free float?

3. Is management 
remuneration disclosed 
publicly?

Figure 9

Our KPIs Provide Tangible Measures for Engagement Activity and Support the UNSDGs
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PROXY VOTING

Exercising our voting rights is an important aspect 
of Alquity’s investment process, as we must ensure 
our interests as minority shareholders are well 
represented. As research- driven investors, we 
approach our proxy voting responsibilities with 
the same commitment to rigorous research and 
engagement that we apply to all our investment 
activities, and we systematically vote on all issues at 
company meetings where we have the authority to 
do so. We subscribe to the proxy research services 
provided by Institutional Shareholder Services 
(“ISS”). The invitations to vote are monitored and 
exercised by the investment team on a weekly basis 
so that voting is conducted in accordance with our 
published Principles of Governance:

1. Separation of the roles of CEO and Chairman

2. Number of independent directors in line with 
company’s free float

3. Independent directors should not be former 
employees, family members of the founder, 
representatives of significant shareholders, or 
have any major commercial relationship with 
the company. They should be truly independent

4. Maximum 9-year tenure of any independent 
director (in line with UK corporate code), 
regardless of any breaks in service

5. Maximum 6 other public external directorships 
for any independent director, who must also 
have enough time to devote to the role given 
other constraints on their time

6. Minimum 75% attendance at board meetings for 
all directors (including by telephone)

7. Share grants relating to employee/
management, share schemes of a maximum of 
1% per annum, and no more than a 10% discount 
to the prevailing/average share price at the 
time of award. These should vest over a suitable 
timeframe, such as 3 years

8. Documentation relating to shareholder votes/
AGM to be circulated 2 weeks in advance

9. Audit and remuneration/nomination 
committees to be 100% comprised of 
independent directors. The members of 
the audit committee should have sufficient 
adequate financial experience

10. Independent and credible auditor, changing 
every 5 years

11. Companies should strive for 50% gender 
diversity on board/senior management level. 
We will vote against the entire board where 
there is zero gender diversity at the board level

12. Pre-emption rights for existing shareholders for 
all equity raising

13. Remuneration packages for senior management 
to be highly transparent, and demonstrably 
comparable to peer companies

14. Transparent dual share classes are acceptable 
as long as there is an effective justification, the 
company is demonstrably run in the interests of 
minority shareholders, and there are rigorous 
checks and balances to prevent abuse

15. Although votes relating to our key progress 
KPIs occur rarely, we will vote to achieve these 
goals when the opportunity arises

4. RISK MANAGEMENT

Each fund has specific risk limits in place (detailed 
earlier) and these are monitored on an ongoing 
basis by our Operations team, and formally through 
a monthly report (which also includes details on 
ESG ratings and portfolio liquidity analysis) as well 
as through our Performance and Risk Committee 
(PRC). 

Alquity has a comprehensive approach to 
ensuring our investment team follows a robust and 
consistent approach to ESG investing. Specifically, 
we have governance in place to monitor, evaluate 
and support the team’s investment process, 
our funds’ performance, our ESG ratings and 
Investment Risk. 

The PRC oversees most of these functions and 
is chaired by our Head of Quantitative Risk, and 
includes the entire investment team and the CEO. 
The committee’s role is to oversee:

1. The performance of the strategies, including 
attribution

2. Our ESG research and ratings process

3. A suite of quantitative risk analytics that helps 
the investment team measure and understand 
risks in the portfolio, and supports the team’s 
investment decisions to maintain the best ESG 
portfolios for our clients and meet portfolio 
objectives

4. Any individual security drawdowns exceeding 
internal thresholds and due to ESG reasons, 
which occur throughout the year

As a further component of our risk control process, 
we also have ‘Trigger Reviews’. A trigger event 
occurs if any stock contributes a predetermined 
amount of negative attribution over a specific 
period (dependent on the risk profile of the 
fund) for either ESG or non-ESG reasons. This is 
determined by the Head of Quantitative Risk and 
may result in a ‘Trigger Review Meeting’, where the 
investment case for the stock is reviewed and the 
Head of Quantitative Risk acts as an independent 
challenge to the fundamental investment team. A 
strategy for the way forward is then agreed.

5. TRANSFORMING LIVES INSIGHTS

See page 22 of the document.
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The investment process consists of three key stages 
as shown in Figure 10 below. 

STAGE 1: DEFINING THE INVESTABLE 
UNIVERSE

The goal of this stage is to define an ESG-based 
investible universe for the fund. We use the stocks 
in an All Country World Index (ACWI) as that has 
broad coverage and reflects the real opportunities 
in global growth. These are then focused down 
using four filters as follows: 

Filter 1: Sector Exclusions

We exclude sectors (and companies with sales or 
profits of greater than 5% from these sectors) that 
do not provide any productive or positive social 
value. These sectors are as follows:

• Alcohol

• Tobacco

• Gambling

• Adult entertainment

• Soft drinks

• Resource intensive Construction Materials

• Fossil fuels exploration and production

• Armaments

• Non-renewable Utilities

• Cosmetics manufacturer that uses animal 
testing

We believe that the way we allocate capital shapes 
society. So by excluding companies in these 
sectors, whilst increasing our focus on other more 
sustainable sectors, we will support the fair and just 
transition towards a net zero economy.

Filter 2: Developed Markets: Selecting the best 
companies and those providing solutions towards 
the UNSDGs

We use the stocks within the ACWI Index as the 
universe for our developed market allocation. From 
this universe, we identify two core groups of stocks 
that enter the investible universe: 

1. ESG Leaders

Due to wide availability of accurate and detailed 
data, we analyse company level ESG data provided 
by Sustainalytics and a Global ESG competitor 
rating. These companies provide the most complete 
ESG and impact metrics for the universe. They 
cover 25,000 companies from which we select 
the most liquid names which total around 3,000 
companies. From this group, only companies 
that receive a consistently high rating from both 
providers are selected. Figure 10 below shows that 
these companies are inside the top 43% of all rated 
companies in its Sustainalytics’ subindustry group 
(as of March 2021).

Figure 10

Figure 10

GLOBAL IMPACT FUND 
INVESTMENT PROCESS

Narrowing the Universe to ESG and 
Sustainability Leaders

Sector 
Exclusions

Emerging 
Markets

Developed 
Markets

Stock 
Screening
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In terms of specific rules for ESG Leaders, the fund 
will only select a company with an ESG rating of 
“A” or higher from the Global ESG rating. In terms 
of Sustainalytics ratings over 90% will have a 
negligible, low or medium risk rating. 

If a company belongs to a high-risk sector 
(Chemicals, Metals and Mining, Airlines, Marine, 
Utilities, Independent Power Producers), the fund 
will only select a company with an ESG rating 
of “AA” or higher from the Global ESG rating, 
which equates to companies in the top 28% of 
its Sustainalytics’ subindustry group (as of March 
2021). The data on these ratings are reviewed at 
least monthly and any material changes in ESG 
ratings are reflected in the investible universe. 

2. Sustainability Focused Companies 

To further the impact aims of the fund, we also 
identify companies from the data that generate 
more than 50% of their revenue from products and 
services that make a tangible contribution towards 
the UN Sustainable Development Goals (UNSDGs). 
These companies enable the fund to target specific 
social and resource focused UNSDGs that can 
support the transition to a net zero economy. Figure 
11 below describes the target UNSDGs for the fund 
when selecting sustainability focused companies.

Many companies providing these solutions are 
less mature and developing quickly, so we allow 
a greater tolerance for their ESG standards and 
include companies with a “BBB” rating which 
equates to companies in the top 57% of its 
Sustainalytics’ subindustry (as of March 2021).

If a sustainable company belongs to a high risk 
sector (Chemicals, Metals and Mining, Airlines, 
Marine, Utilities, Independent Power Producers), the 
fund will only select a company with an ESG rating 
of “A” or higher, which equates to companies in the 
top 43% of its Sustainalytics’ subindustry (as of 
March 2021).

Filter 3: Emerging Markets

We already have extensive coverage of the 
companies in Emerging Markets through our 
experienced EM investment team. As the disclosure 
and accuracy of data in emerging markets is less 
robust, we rely on the first-hand knowledge and 
detailed ESG process undertaken by our team 
and only select companies rated A-C through our 
proprietary approach as described in page 8. 

Filter 4: Stock Screening 

In terms of sustainability, we must be able to 
measure and track data points such as GHG 
emissions, water usage and gender diversity at 
board, senior management and company level. If 
this comprehensive data is not available, we will 
exclude the stock. In terms of risk profile, we must 
have data on the stock volatility versus other stocks 
in the index. If we are unable to assess this, the 
stock will be excluded from the investible universe.

Figure 11

Supporting Netzero through Progress on Critical UNSDGs
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STAGE 2: CONSISTENT AND 
TARGETED PORTFOLIO 
CONSTRUCTION 
From the remaining investible universe of c.700 
stocks, we replicate a “beta portfolio”. We know 
from empirical studies and our own analysis that 
ESG leaders and companies focused on sustainable 
solutions drive alpha over the long term, but short-
term risks need to be managed.  Our proprietary 
statistical model evaluates detailed components 
of each stock in the universe which enables us to 
manage the risk exposures of the market with a 
smaller portfolio. This “beta portfolio” incorporates 
the alpha generation potential of the ESG leaders 
and sustainability focused companies, whilst 
managing the risk of the market.

Two additional sources of alpha are then added to 
this portfolio via Alquity’s proprietary equity factor 
and macro factor scoring system which identifies 
the best opportunities for alpha generation 
between countries and sectors and at the individual 
stock level. These additional layers of value are 
incorporated on top of our beta-portfolio which 
targets superior risk adjusted returns.

1. MACRO FACTOR SCORING

The index is allocated into 20 countries or country 
subgroups, detailed below in Figure 12.

Each country or country subgroup is then ranked 
with the following macro factors:

1. Value (Index level Price to Sales, EV/EBITDA)

2. Growth (Real GDP Growth, CPI inflation, Real 
Interest Rate MoM change adjusted for PPI)

3. Quality (Current Account, Central Bank Total 
Assets to GDP, Index level EV / BV)

4. Momentum (Citi Economic Surprise, 12-month 
Index Return)

5. Volatility (Index level 30-day Return Volatility)

Where appropriate, lags and variance from mean 
analysis is applied for each factor metric. A 
combined rank for the five factors is then used to 
identify the Top and Bottom 4 countries or country 
subgroups. A new index with the macro views is 
then created by reducing the Bottom 4 country 
allocations to zero or by 5% (whichever is greater).  
This underweight is then allocated to the Top 4 
country allocations equally.

A new “beta” portfolio is created that tracks the 
benchmark adjusted for the macro factor views.

2. EQUITY FACTOR SCORING

Each company in the investible universe is ranked 
with the following equity factor metrics:

1. Value (Price to Earnings, Price to Book Value, 
Dividend Yield)

2. Growth (5-year EPS Growth, 5-year Sales 
Growth, Projected Consensus 3-year EPS 
Growth)

3. Quality (Operating Margin, ROE, Debt/EBITDA)

4. Volatility (12-month Price Return Volatility, 
12-month beta to local market)

5. Momentum (12-month Price Return, 3-month 
EPS Revision)

6. Size (Float Adjusted Market Capitalization)

A combined rank (using the 6 metrics) is calculated 
to create a final ranking of all stocks.  The top 35 
stocks are introduced in the “beta” portfolio with 
the macro views on a risk parity basis.  

As shown in Figure 13 below, this results in a 
portfolio of between 75-125 companies that 
replicates the market risk and also incorporates 
the alpha generation potential of ESG Leaders, 
Sustainability focused companies, macro-economic 
indicators and equity factors.  The portfolio is 
rebalanced on a monthly basis by the 10th business 
day of each month. 

Figure 12

Figure 13

Index Geographical Division

Portfolio Construction
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Portfolio Construction

STAGE 3: PORTFOLIO MANAGEMENT
Active portfolio management consists of three key 
elements that work in concert with each other.

1. RISK MANAGEMENT

We track the portfolio risk profile against the 
broad global index and ensure it remains within the 
tolerance of our risk framework. This framework 
incorporates the following:

a. Liquidity constraints - 50% of the portfolio to 
be liquidated within 5 working days and 90% 
within 90 working days. This is based upon 33% 
of the 3-month average daily volume. 

b. Target portfolio characteristics - portfolio 
tracking error of 4-6% and beta of 0.9-1.1. 
Active share greater than 70%, but because of 
the portfolio construction process, we expect 
this to be significantly higher in practice. 

c. Concentration guidelines - Country weights 
(+/- 15% vs index), Sector weights (+/- 20% 
vs index). We also target the allocation to 
sustainably focused companies to be typically 
20% (+/- 5%). The fund will also hold between 
75-125 stocks. 

d. Construction guidelines - Position size between 
0.5 - 8%. A maximum overweight vs index of 3% 
but no underweight limit. All holdings over 5% 
do not total more than 40% (UCITS rules)

2. INVESTMENT REVIEW

We review Equity and Macro alpha generating 
factors daily and assess their impact against 
our model expectations; adjusting to reflect 
changing market and economic conditions. We 
also track ESG data to ensure that any changes 
in the rating or business models that materially 
change a company’s position as an ESG Leader 
or sustainability focused company are reflected 
in the portfolio. When a stock is downgraded, the 
following actions are taken:

Developed Markets

1. When a company is downgraded to the 
equivalent of BBB and BB by Sustainalytics, the 
stock will be sold within the rebalancing period.  

2. If the downgrade is equivalent to a rating of B 
and below, an action plan to sell immediately 
will be communicated.  

3. If the price falls by 20% or the performance 
impact is more than 50 bps from an ESG 
incident, it will be immediately reviewed and a 
prompt action plan will be communicated to 
either sell or keep the position.

Emerging Markets

1. An ESG downgrade to fail will immediately 
trigger an action plan to sell.

2. If the price falls by 20% due to an ESG incident, 
it will be immediately reviewed and a prompt 
action plan will be communicated to either sell 
or keep the position.

In addition, there are clear thresholds for 
performance of the equity and macro factors.  If 
the collective performance of our macro views on 
the portfolio is more than +/- 50 basis points within 
a rebalancing period, the portfolio is immediately 
reviewed.  A prompt action plan to either keep the 
macro view or neutralize the country allocation will 
be communicated.

Similarly, if the contribution to performance of any 
one stock within a rebalancing period relative to 
the index is worse than -50 basis points, the stock’s 
investment case will be immediately reviewed.  

3. IMPACT MEASUREMENT 

We track how our strategy performs on relevant 
key impact metrics across environmental, social and 
governance factors that contribute towards the UN 
Sustainable Development Goals (SDGs). We use a 
wide range of sources including leading industry 
ESG rating agencies (e.g. Sustainalytics, S&P) as 
well as Bloomberg and other data sources. 

Alignment of revenues to SDGs for sustainable 
names

Data from our different ESG data sources comes 
in different formats. It may be expressed as raw 
data, a yes/no, or it may already be expressed 
as a percentage of revenues aligned to a specific 
SDG or Sustainable impact theme. To build an 
accurate picture, we look at each data element 
from each data source separately, find consensus 
among the different data sources, and if there 
is any discrepancy for a given company, this is 
excluded. We then combine all those inputs and 
transform them into a Sustainable names map 
which highlights those companies with more than 
50% revenues coming from products and services 
that contribute towards the SDGs.

We aim to deliver robust 
and reliable data on the 
Impact outcomes of the 
portfolio for clients
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Key Impact Metrics

We have identified 9 key impact metrics: 

1. Carbon Intensity: sum of Scope 1 and 2 GHG 
emissions per total revenues (tCO2eq/m USD) 

2. Water Stress: volume of water withdrawal per 
unit of revenue (million USD) 

3. Waste generation: Waste generated per sales 
is calculated as metric tonnes of waste, both 
hazardous and non-hazardous, per million of 
sales. 

4. Women on Boards: Percentage of women on 
boards 

5. Women in Senior Management: Percentage of 
women in the top management positions 

6. Board Independence: Percentage of 
independent directors.  

7. Waste Policy: Whether the company has 
implemented any initiatives to reduce the waste 
generated during the course of its operations. 
If there is no data available, we assume the 
company has not implemented any initiatives 

8. Environmental Solutions: Whether a company 
has revenues from products or services 
that contribute towards environmental 
solutions. This includes green buildings, green 
transportation, pollution solutions, water 
technologies and equipment, waste recycling 
amongst others. 

9. Health Care Solutions: Whether a company 
has revenues from products or services that 
contribute towards health care solutions. 
This includes medicine production and/or 
technology and equipment for major and 
neglected diseases. 

Our explicit goal is that the portfolio must 
contribute to the “just and fair transition to a 
net zero economy”. The portfolio must have 
substantially lower GHG emissions, waste 
production and water intensity than the index, 
whilst having more gender diversity, board 
independence and companies providing social 
value such as healthcare solutions. Our impact 
profile for the fund is an intentional objective that 
sits alongside returns, rather than an outcome of 
the process. 

All aspects of our process are data driven and our 
model ensures that they help the fund deliver a 
consistent return and impact profile. By employing 
clear thresholds, we are able to review any changes 
and make the necessary portfolio adjustments in a 
timely and considered manner. This also ensures we 
can deliver robust and reliable data on the Impact 
outcomes of the portfolio for clients.

ACTIVE ENGAGEMENT

Our activity can either be direct or through 
collaborative industry or sector specific initiatives.  
Our engagement is focused on supporting progress 
towards the UNSDGs that the fund targets. Each 
year the team reviews the portfolio alongside 
critical environmental and social issues and targets 
activity on specific themes where there is a 
significant need and urgency.  

For 2021, our core engagement themes are:

a. UNSDG 5: Gender Equality - identify 
companies/sectors where the levels of gender 
equality are low and seek tangible evidence of 
policies and plans to remedy this on areas such 
as representation and pay gaps.

b. UNSDG 6: Clean water and sanitation – 
companies that are high users of water 
or susceptible to water stress due to low 
freshwater reserves in their geographies 
will be engaged with to identify their water 
security arrangements as well as mitigation of 
freshwater usage and pollution.

Direct Engagement

This will be conducted by our experienced 
Emerging Markets investment team who have a 
strong track record of successful engagement 
outcomes. We will report on each direct 
engagement and progress annually.

Collaborative Engagement

Alquity are active members of several industry 
initiatives and we will take a lead role on those that 
focus on our themes. For example, we are members 
of the FAIRR initiative which assesses the ESG 
standards within the global protein production 
industry. 

PROXY VOTING

Exercising our voting rights is an important aspect 
of Alquity’s investment process, as we must ensure 
our interests as minority shareholders are well 
represented. As research- driven investors, we 
approach our proxy voting responsibilities with 
the same commitment to rigorous research and 
engagement that we apply to all our investment 
activities, and we systematically vote on all issues at 
company meetings where we have the authority to 
do so. We subscribe to the proxy research services 
provided by Institutional Shareholder Services 
(“ISS”).
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As a firm, Alquity donates 10% of all its revenue to 
support development projects in the countries in 
which we invest. These projects are focused on the 
members of society that are often excluded from 
the opportunity created by economic growth due 
to poverty and discrimination. Alquity supports 
both NGOs and social enterprises providing 
support for training and education as well as direct 
microfinance to support budding entrepreneurs. 
All projects are assessed, and grants disbursed by 
the Alquity Transforming Lives Foundation, a UK 
registered charity run by a board of independent 
trustees. 

Uniquely, these projects also provide useful 
insight for our investment teams. We frequently 
run consumer panels with the beneficiaries of 
these projects to understand their outlook and 
aspirations. We have found this a useful and 
highly differentiated source of information that 
helps shape our research agenda and has directly 
impacted the stocks that we own in the portfolios. 

For more information visit 

www.alquityfoundation.org 

Mike and Kieron with the Team at Phool

TRANSFORMING LIVES 
INSIGHTS
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Our investment process continues to evolve 
through learning from application and input from 
external expertise. This is best represented by 
the Alquity-East Capital ESG Council. This joint 
initiative with our partner company, East Capital 
Group provides a forum for sharing of best practice 
and developing excellence in ESG investing. The 
objectives of the ESG Council are as follows: 

1. ESG Excellence 

Ensure that the ESG philosophy and practical 
application of ESG in the investment process 
(including reporting, measurement and 
communication of ESG/Impact) are industry 
leading. This will be recognised through 
certification, ESG ratings (i.e. UNPRI) and 
credible industry awards. As a part of this pursuit 
of excellence, the council will promote ESG 
Education through each organisation, by bringing 
independent, external input to educate our internal 
audience. This education will also be extended to 
clients/ partners as appropriate (for example, ESG 
Masterclass). 

2. Horizon Scanning

Early identification of upcoming issues around ESG 
and Impact, in particular developing focus areas for 
investors, industry and legislators.  This is intended 
to look 3-5 years out and keep us at the cutting 
edge of global thinking and thought leadership.

3. Developing the Industry ESG Agenda

Utilising internal and external input to develop the 
ESG agenda to help drive industry progress on 
ESG and its connection with other key areas such 
as UN SDG achievement, Impact investing and 
zero- carbon transition and wider sustainability and 
societal challenges. Include working with academia 
and utilising student resources for this purpose. A 
part of this will involve ESG Advocacy to promote 
ESG investing to a range of stakeholders through 
events, engaging with industry groups (e.g. UNPRI 
working parties), developing white papers on 
topical ESG issues and instigating new research in 
ESG. This will be distinct and complementary to the 
work already undertaken by the investment teams. 

INVESTMENT PROCESS 
EXCELLENCE
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The following pages comprise a non-exhaustive list 
of the type of factors we consider as part of our 
fundamental analysis.

TRANSPARENCY 

• Management – Accessibility (we aim to meet at 
least twice per year)

• Disclosure – On websites and in accounts 

• ESG – Detailed policies and reporting 

• Culture – Openness, honesty and engagement 
with shareholders 

• Corporate Structure – Complexity and logic of 
overall group  

   

ENVIRONMENTAL 

• Waste and Wastewater – Minimisation of 
discharges, efficiency and safety of disposal 

• Energy and Water – Efficiency of use, on-going 
cost saving plans, type of fuel used including 
focus on renewables and managing water 
scarcity 

• Greenhouse Gases – Policies to track and 
reduce emissions, impact of carbon trading and 
pricing schemes 

• Track record – History of accidents or 
malpractice 

• Conflict Minerals – Policies 

• Climate Change – Management of effects (e.g. 
in areas at risk of flooding) 

SOCIAL

LABOUR FORCE

• Policies and procedures to ensure exclusion of 
child or forced labour 

• Employee training 

• Employee satisfaction surveys. 

• Staff turnover rates and retention policies 

• Employee absenteeism 

• Whistle-blowing policies, with accompanying 
examples 

• Measurement of employee engagement, i.e. 
‘Great Place to Work’ 

• Selling incentives and alignment with customers 

ESG:
WHAT WE LOOK FOR 

BUSINESS PRACTICES

• Health and safety standards 

• Recording of accidents and policies to reduce 
them 

• ISO and OHSAS standards 

• Business continuity planning 

• Industrial conflicts 

• Cyber security  

   

SUPPLY CHAIN

• Auditing of supply chain and contractors to 
maintain standards including unscheduled 
visits, frequency of checks, average length of 
relationship with supplier, integration of own 
staff 

• Independent checks on safety of premises and 
employment practices 

COMMUNITY

• Outreach & CSR programmes to local 
communities 

• Interaction with local communities and 
managing disruptions 

CUSTOMERS

• Product safety issues and prevention 
management measures 

• Customer satisfaction surveys 
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GOVERNANCE 

• Accounting Policies – Sales recognition, 
goodwill, amortisation etc. Is the tax rate paid 
approximately consistent with other firms in the 
industry over time? 

• Auditors – Reputation of auditors, audit fee paid 
(amount/non-audit fees), independence 

• Board and Senior Management

 − Number of independent board directors 
(and are they really independent) 

 − Independence of audit and 
remuneration committees - are the 
directors on too many boards, have they 
been “independent” for too long 

 − Separation of Chairman and CEO role

 − Board refreshment policy (over and 
above the term limits of each director 
and maximum retirement ages)

 − Policies of the nomination committee 
well disclosed as it applies to appointing 
new directors

• Remuneration Policies – Alignment with 
shareholders, pricing of share options 
(particularly in family-owned businesses) 

• Anti-bribery /whistleblowing policies 

• Related party transactions 

• Treatment of minority shareholders – Dividends, 
capital raisings 

• Shareholder Votes 

 − Responsibility for hiring next CEO 

 − Frequency of succession plans review 

 − Gap between CEO pay and next in line 

 − Executive development plan to develop 
internal candidates 

EXTERNAL CHECKS

• ESG ratings – Including Sustainalytics

• Media searches – Web and news agency 

• ISS – Voting recommendations 

• Global Benchmarking – Across similar 
companies, with an emphasis on high-risk 
industries 

• Global Sustainability and Accounting Initiatives 

• Site visits – By Alquity and trusted contacts

UNPRI CONDITIONS

As signatories to the United Nations Principles for 
Responsible Investment (UNPRI) Statement on 
Working Conditions we look for: 

• Supplier code of conduct reflecting ILO 
standards that is reviewed by senior 
management regularly (applies to all suppliers, 
sub-suppliers and labour brokers) 

• Board regularly discuss these issues, receive 
training and have assigned responsibility to a 
senior member of staff

• Sourcing can be fully disclosed, by product and 
geography 

• Labour performance of suppliers is assessed 
and action is taken when there is non-
compliance over a reasonable time period  

SECTOR SPECIFIC FACTORS

AGRICICULTURE, FORESTRY AND PLANTATIONS

• Planting on peat or virgin land 

• Policy on chemical fertilisers and weed killer 
including phasing out of paraquat 

• Regular testing of soil and foliage 

• Water management plan 

• Soil management plan (such as planting on 
steep slopes) 

• Round table on sustainable soy 

• Bonsucro – sustainable sugar 

• Global Roundtable on Sustainable Beef 

• Marine Stewardship Council. 

• Aquaculture Stewardship Council 

• Global Forest and Trade Network (market for 
environmentally responsible forest products) 

• Sustainable cocoa - meeting UTZ criteria, 
Fairtrade 

• Rainforest Alliance, Trustea – tea 

• Slavery in fishing 

• China Sustainable Paper Alliance 

BANKS

• Regulator visits and findings

• Environmental lending policies

• BEI (Banking Environment Initiative) – 
sustainable shipment letter of credit (lower 
rates from IFC)

• Debt recovery procedures

CEMENT

• Membership of the Cement Sustainability 
Initiative, part of the World Business Council for 
Sustainable Development 

• Switch to petcoke (petroleum coke, a cheaper 
fuel source than burning coal) to reduce costs. 
Petcoke can have high sulphur content and 
generate high levels of NOx. Companies can 
help to mitigate these effects with: 

 − Multistage combustion techniques 

 − Lime injection process 

 − Managing the alkaline balance 
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FARMING

• Use of anti-biotics

• Carbon emissions – Livestock sector 
responsible for 14.5% of man-made greenhouse 
gas emissions

• Full traceability of inputs – Rabobank (one of 
world’s largest investors in factory farms) has a 
livestock farming position statement

• Compliance with EU welfare laws

• IFC good practice note on animal welfare

• Fair Initiative on factory farming instigated by 
Aviva, Rathbone Greenbank, etc.

• Business benchmark for animal welfare

PHARMA

• FDA (or equivalent) site inspections 

• Policies on access to medicines for those that 
cannot afford them (e.g. not enforcing patents 
in some countries, product donations etc)

FOOD AND COSMETICS

• Sustainable sourcing of raw materials (such as 
palm oil)

• Animal testing – compliance with local laws and 
international best practice

• Government focus on healthy eating

• Membership of the Consumer Goods Forum

• Food ingredient traceability

• FSC certification for packaging

• Plastic disclosure project (manage and reduce 
waste)

• Measures to increase recyclable materials used 
in production

• Sustainable packaging coalition

• Global packaging protocol

• FSC-certified Tetra Pak

• Healthy eating products

• Fairtrade wine

• Sustainability of sea and fresh water – marine 
stewardship council

• Audit and certification scheme for farms-
sustainable pesticide, fertiliser, efficient 
irrigation, soil conservation

• Animal welfare

• Biodegradability (microbeads)

• Traceability of organic ingredients

• Ensuring sustainable sourcing of organic 
materials (e.g. cinnamon)

RETAILING

• Packaging - Policies to reduce packaging and 
use of plastic carrier bags

• Waste generation – stores and suppliers

• Food waste and safety including independent 
audit of suppliers

• GM products policy

• Product recall procedure and policy

• Support for disadvantaged/small suppliers in 
supply chain

• Transportation to stores – ways to reduce 
emissions

• Dying of clothes - responsible impact on 
environment – zero discharge

• Ban sandblasting using crystalline silica for 
denim

• Better Cotton Initiative

• Leather - use of hazardous chemicals.

• Member of supplier ethical data exchange

• Angora - sourced ethically?

ACCOUNTING RED FLAGS AND HISTORICAL SCANDALS FOR 
REFERENCE

• Bill and hold – book as sales, but keep the 
goods in factory warehouse

• Transfer of cash between entities

• Debt or equity raising with substantial cash 
balances

• Excessive off balance sheet items

• Too much reliance on vendor credit as hidden 
financing

• Making an acquisition from a related party, 
using up cash and then going bankrupt and 
being bought by the related party for a song 
(e.g. Tack Fat in Hong Kong)

• Loans to business associates at Peacemark 
(Hong Kong) – very large and actually to 
related parties

• Recording gross sales through intermediaries 
rather than actual commission received (e.g. 
Sinoforest)

• Early recognition of vendor incentives (e.g. 
Tesco)

• Excessive capitalisation on the balance sheet 
(e.g. WorldCom)

• Own (not market) pricing of contracts with 
customers (e.g. Enron)

• No impairments on assets (e.g. Olympus for 25 
years)
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The information in this document (this “Document”) is for discussion purposes only. This Document does not constitute an offer to sell, or a solicitation of an offer to acquire, an 
investment (an “Interest”) in any of the funds discussed herein. This Document is not intended to be, nor should it be construed or used as, investment, tax or legal advice. This 
Document does not constitute any recommendation or opinion regarding the appropriateness or suitability of an Interest for any prospective investor.  

This material is for distribution to Professional Clients only, as defined under the Financial Conduct Authority’s (“FCA”) conduct of business rules, and should not be relied upon by 
any other persons. Issued by Alquity Investment Management Limited, which is authorised and regulated in the United Kingdom by the FCA and operates in the United States as an 
“exempt reportin g adviser” in reliance on the exemption in Section 203(m) of the United States Investment Advisers Act of 1940.

The Alquity Africa Fund, the Alquity Asia Fund, the Alquity Future World Fund, the Alquity Indian Subcontinent Fund and the Alquity Global Equities Impact Fund are all sub-funds of 
the Alquity SICAV (“the Fund”) which is a UCITS Fund and is a recognised collective investment scheme for the purposes of the Financial Services and Markets Act 2000 of the United 
Kingdom (the “FSMA”). This does not mean the product is suitable for all investors and as the Fund is invested in emerging market equities, investors may not get back the full amount 
invested.

This Document is qualified in its entirety by the information contained in the Fund’s prospectus and other operative documents (collectively, the “Offering Documents”). Any offer 
or solicitation may be made only by the delivery of the Offering Documents. Before making an investment decision with respect to the Fund, prospective investors are advised to 
read the Offering Documents carefully, which contains important information, including a description of the Fund’s risks, conflicts of interest, investment programme, fees, expenses, 
redemption/withdrawal limitations, standard of care and exculpation, etc.  Prospective investors should also consult with their tax and financial advisors as well as legal counsel. This 
Document does not take into account the particular investment objectives, restrictions, or financial, legal or tax situation of any specific prospective investor, and an investment in the 
Fund may not be suitable for many prospective investors. 

An investment in the Fund is speculative and involves a high degree of risk. Performance may vary substantially from year to year and even from month to month. Withdrawals/
redemptions and transfers of Interests are restricted. Investors must be prepared to lose their entire investment, and without any ability to redeem or withdraw so as to limit losses.

References to indices herein are for informational and general comparative purposes only. There will be significant differences between such indices and the investment programme of 
the Funds. The Fund will not invest in all (or any material portion) of the securities, industries or strategies represented by such indices. Comparisons to indices have inherent limitations 
and nothing herein is intended to suggest or otherwise imply that the Fund will, or are likely to, achieve returns, volatility or other results similar to such indices. Indices are unmanaged 
and do not reflect the result of management fees, performance-based allocations and other fees and expenses.

All Fund performance results presented herein are unaudited and should not be regarded as final until audited financial statements are issued.  Past performance is not necessarily 
indicative of future results. All performance results are based on the NAV of fee paying investors only and are presented net of management fees, brokerage commissions, 
administrative expenses, and accrued performance allocation, if any, and include the reinvestment of all dividends, interest, and capital gains. Net returns shown herein reflect those 
of an investor admitted at inception of the Fund, and are representative of a regular [shareholder], net of applicable expenses and reflect reinvestment of dividends and interest. In the 
future, the Fund may offer share in the Fund with different fee and expense structures.

The Fund’s investment approach is long-term, investors must expect to be committed to the Fund for an extended period of time (3-5 years) in order for it to have an optimal chance of 
achieving its investment objectives.

This Document may not be reproduced in whole or in part, and may not be delivered to any person (other than an authorised recipient’s professional advisors under customary 
undertakings of confidentiality) without the prior written consent of the Investment Manager.

CANADIAN INVESTORS

Alquity has engaged with Stikeman Elliott LLP as their legal representation and is relying on the International Dealer Exemption in the provinces of Quebec and Ontario. With respect 
to statutory rights of action along with connected and related issuer information please refer to our Canadian Wrapper and Prospectus. This material is for distribution to Professional 
Clients only and does not constitute any recommendation or opinion regarding the appropriateness or suitability of an investment for any prospective investor.

SWISS INVESTORS

The prospectus, the Articles of Association, the Key Investor Information Document “KIIDs” as well as the annual and semi-annual report of the Fund is available only 
to Qualified Investors free of charge from the Representative. In respect of the units distributed in Switzerland to Qualified Investors, place of performance and 
jurisdiction is at the registered office of the Representative. Funds other than the Luxembourg domiciled Alquity SICAV mentioned in this document may 
not be admitted for distribution in Switzerland. 

Swiss Representative: FIRST INDEPENDENT FUND SERVICES LTD., Klausstrasse 33, 8008 Zurich. 

Swiss Paying Agent: Neue Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zurich.

For more information on Alquity, please contact: 

UK
Alex Boggis 

+44 7702 257 866
alex.boggis@alquity.com

MIDDLE EAST & ASIA
Suresh Mistry 

+44 7973 309687
suresh.mistry@alquity.com

NORTH AMERICA
Renee Arnold 

+1 215 350 9063 
renee.arnold@alquity.com

EUROPE
Marc Rugel

+33 644 3265 04
marc.rugel@alquity.com


