CHAPTER 1
MAKING THE RIGHT
INVESTMENTS

By our analysis, typically one-third
of corporate profits are at risk from
state intervention.
McKinsey Studies
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Prioritizing ESG Risks

Degree of Causality

▼Figure 1. The Tactix Materiality
Model. By scientifically measuring
stakeholders’ interests, companies
can better prioritze costly ESG
investments.
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It is standard practice for credible ESG strategies
to begin by assessing what is important to
stakeholders. Of the two key drivers of value—
consumers and policymakers—research into
consumer interests and behaviours is typically
far more robust.
Research into what is important to policymakers
tends to rely on ‘traditional’ approaches and lacks
scientific rigour:

•
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•
•

Intuition: Based on existing opinions,
a presumption is made as to what
policymakers think
Anecdotal conversations: Based on
personal interactions, a list of frequently
raised topics is developed
Binary assessments: Based on whether
an issue is listed in at least one government
report, a yes/no decision is made on whether
something is important to policymakers

To our way of thinking, this is a fine start but falls
well-short of scientifically diagnosing concerns.
The methodology we find most predictive is one
that analyzes government documents and
statements as well as policymakers’ social media
behaviour to quantify what they find important
across two axes:

•
•

Volume The frequency that
policymakers discuss (unprompted)
an issue as being important
Degree of Causality The extent to
which that issue is cited as the reason
policymakers take action in some
related area

When we aggregate data from more than 100 ESG
issues across many different countries, we find
several key themes:

•
•
•

Governance issues tend to occupy the least
‘airtime’ but still drive action by policymakers
quite frequently
Social issues attract a wide range of
political attention but are the least likely to
drive action by policymakers
Environmental issues—of course driven by
climate change—often score high on both
axes and pose the most material risks

These generalised findings, however, vary
enormously based on the country as well as the
specific issue, as shown in Figure 2. Companies can
use this framework to assess the materiality of the
issues specific to their business in the jurisdictions
that matter to their business.

©2021 Global Risk Perceptions Report

5

Chapter 1: Making the Right Investments

“

A key (and often missing)
step in assessing the
materiality of any given
ESG risk is determining
the extent to which a bad
score is likely to drive
adverse behaviour from
our stakeholders.

Pressure Testing
Materiality
Traditional ESG assessments focus on how investors react to companies’ behaviours. This is one important
lens, but it can divert focus away from the financial impacts that policymakers and consumers’ reactions
have on companies.
Policymakers have a direct impact on one-third of corporate profits, and they can exert their influence by
restricting market access and even withdrawing registrations on key products that have already passed
robust scientific assessments. In companies where investor relations does not have access to the parts of
the company that have insights into policymaker-driven risks, it becomes easy to prioritise the wrong ESG
investments.
In short, a key (and often missing) step in assessing the materiality of any given ESG risk is determining the
extent to which a bad score is likely to drive adverse behaviour from stakeholders.
We have found that the ESG strategies with the greatest return on investment first start by mapping the
interconnected risks (as shown in Figure 2) and then quantifying their importance to policymakers and
consumers based on behaviours (using a framework like that in Figure 1). Having worked with companies
across a wide range of science-based sectors, our research has found that quantifying stakeholders’
behaviours allows companies to:
Prioritise ESG investments, both reducing ESG risk and reducing costs of less impactful investments
Anticipate which risks are growing in importance to better allocate future ESG investments
Benchmark competitors in a quantifiable process that can be shared with internal and external audiences

Tactix Risk Communications

©2021 Global Risk Perceptions Report

6

Chapter 1: Making the Right Investments

►Figure 2. The Tactix
Materiality Map. Mapping ESG
issues according to their ability
to drive policymakers’ behaviour
provides companies an actionable
roadmap to implementing a
broader ESG strategy.

Data Source: Tactix Global Risk Communications 2021
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Re-prioritize ESG Investments
Case Study
The Problem
A Fortune 100 company in the consumer goods sector was skeptical their ESG investments were
achieving the desired effects. Tactix ran a deep dive on five issues that feature most prominently across
multiple ESG reporting frameworks.

The company performed very well on Issue “A” according to both our analysis and common ESG scoring
systems. However, our research showed Issue “A” has very little impact on policymaker behaviour in
their sector. In contrast, the company was under-performing in Issue “D”, which was the single biggest
driver of policymaker behaviour.
Simply by increasing their investments on Issue “D” and decreasing investments on Issue “A”, the client
drastically reduced their ESG vulnerabilities with no net increase in expenditures.

▼Figure 3. Robust Materiality Assessments. We uncovered mismatches in the ESG strategy, including
significant investments the company was making in areas that were not drivers of material risks. This
discovery allowed the company to reallocate ESG resources to better align with what their stakeholders
actually wanted.
Issue A
Issue B
Issue C
Issue D
Issue E
Environmental
Social
Social
Governance Governance
Importance to Policymakers1
Policymakers’ Perceptions of the
Company2
Publicly Available ESG Score3
Level of Investments4
Very Strong

Very Weak

1. Using Tactix’ 2-axis framework in Figure 1, how important is each issue to
policymakers in this jurisdiction?
2. 1 = Very Positive; 0 = Very Negative
3. Company’s ESG score on each issue according to S&P Global
4. Company’s relative level of investment to each ESG issue
Data Source: Tactix Global Risk Communications 2021
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