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Welcome to the latest edition of the 
Sarasin House Report. 
As we move into the final quarter of the year, after a period in which 
markets have been dominated by the share prices of lower quality 
companies, in areas such as unprofitable technology and “meme” 
stocks, we believe the market distortion which has characterised 
2025 is on course to revert, bringing our commitment to quality 
back into favour.
In his lead piece, Guy Monson shares his optimism for equity 
markets and explains why we remain committed to quality thematic 
stocks at a time when markets have been led by a rush into high-
beta, speculative investments. While this emphasis may mean we 
lag indices in exuberant phases, we remain confident in the long-
term prospects of companies demonstrating strong returns on 
equity and stable earnings growth.
From an economist’s perspective, Adam Hamilton and Subitha 
Subramaniam focus on the UK ahead of the all-important Autumn 
Budget. They argue that without a clear vision for the role of the 
state and a plan to drive productivity, there is a risk of drifting into 
a managerial political style that keeps the numbers tidy while the 
economy stagnates.
Our Charity Focus, written by Mashrufa Miah, explores the 
conundrum faced by charities seeking to balance their financial 
objectives with ethical and reputational considerations. She 
looks in particular at the challenges within the defence and 
technology sectors, calling for a more nuanced debate beyond 
simple disinvestment.
Drawing further on our stewardship expertise, Natasha Landell-Mills 
questions the effectiveness of carbon accounting frameworks, 
arguing that they do little to identify where the most powerful 
levers for decarbonisation reside. While essential, the Scope 1-3 
emissions framework says little about how businesses actually 
reduce their emissions.
Following on from his bond myth-busting article in our last edition, 
Michael Jervis examines one of the most fundamental changes 
in the fixed income landscape today – the reversal of the supply-
demand balance. The previous regime of quantitative easing has 
given way to the realities of quantitative tightening, meaning new 
central bank bond purchases are now a distant prospect. What 
does this mean for portfolio positioning?
Also in this edition, Tom Kight considers the shifting environment for 
consumer staples as part of Sarasin’s Evolving Consumption theme. 
He looks at how profit pools are moving away from established food 
brands and towards retailers with their private label ranges.
We hope you find our insights useful and, as ever, we welcome your 
feedback and suggestions for future topics. Please get in touch at 
housereport@sarasin.co.uk.

CHARITY EVENTS
Sarasin & Partners Charity 
Fund Annual Review 2025
Virtual event
11 November,
2pm to 3.30pm

Spring Investment  
Seminars 2026
Royal Society of Medicine
11 March, 2pm to 6pm
17 March, 10am to 2pm

To join any of our events 
or for more information, 
please scan the QR 
code below, visit us at 
sarasinandpartners.com 
or send an email to 
events@sarasin.co.uk
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CHARITY SECTOR INSIGHTS

The charity sector continues to navigate a great deal of 
change. The Charity Commission reported an unprecedented 
surge in activity, with 1,101 registrations and 1,135 removals 
between April and June, followed by more than 1,000 
applications in July – a historic first.1 These figures reflect 
both the appetite for charitable activity and the difficulties 
of sustaining it.
At the same time, data from the Charity Commission showed 
that charities increased spending on charitable objectives 
by nearly 10% year on year (2022–23).2 Consolidation is also 
reshaping the landscape: the 2023–24 Good Merger Index 
recorded a 31% rise in charity mergers (2022–23), a trend 
confirmed by government filings.3,4

These developments underscore the pace of change 
across the sector and the need for careful navigation. 
Open communication between trustees, finance directors, 
and investment managers will be essential to staying 
ahead of these changes, ensuring that charities remain 
financially resilient and well-prepared for the challenges and 
opportunities ahead.

Fundraising and finances
The Fundraising Regulator’s most recent Annual Complaints 
Report has identified recurring difficulties in relation to 
misleading materials and door-to-door solicitation.5 This 
coincides with stagnating fundraising income – the Status of 
UK Fundraising 2025 survey found that over half of charities 
reported static or declining receipts, with digital maturity 
emerging as a critical differentiator in performance.6

In parallel, the fundraising landscape remains a source 
of both regulatory adjustment and financial pressure to 
charities. The revised Code of Fundraising Practice, due 
to come into effect in November 2025, introduces a more 
principles-based framework.7 This transition is intended to 
reinforce accountability and provide transparent standards 
for trustees responsible for monitoring fundraising activities. 
Some key takeaways include:
• � Donation controls: clear standards for handling cash, 
card, and online gifts, with defined record-keeping and 
reconciliation requirements.

• � Governance duties: trustees must demonstrate oversight 
of donation decisions and ensure fundraising contracts 
and monitoring arrangements are proportionate to risk.

• � Vulnerable donors: strengthened safeguarding and training 
requirements for all involved in fundraising.

Digital transformation, AI and service 
innovation in charities
Digitalisation continues to reshape the operational landscape 
of the charitable sector. While the ICAEW Charity Digital Skills 
Report 2025 found that over two-thirds of smaller charities 
remain at a nascent stage of digital adoption,8 we are also 
seeing evidence that the use of AI in service delivery is 
advancing apace. Recent analysis suggests that nearly 
one-third of organisations are examining how AI is affecting 
their beneficiaries, raising important questions of bias, 
transparency, and digital literacy.8

These advancements are matched by profound 
vulnerabilities. Recent data indicates that 66% of charities 
believe a cyberattack would likely impair their operations, yet 
fewer than 61% have a cyber-incident plan in place.9

As thematic investors, we recognise technological change as 
a key force shaping market trends. While innovation creates 
investment opportunity, it also demands an understanding 
in order to mitigate its risks, and reinforce charity objectives. 
We remain alive to these risks and recently hosted a seminar, 
Shaping Corporate Accountability on Ethical AI, to underscore 
our commitment to responsible technology and AI (see 
Stewardship Roundup on page 5).

1	 https://charitycommission.blog.gov.uk/2025/08/26/an-
evolving-charity-sector

2	 https://www.gov.uk/government/news/new-data-points-to-
growing-social-and-economic-impact-of-charity-sector-amidst-
challenging-financial-environment

3	 https://eastsidepeople.org/resource/charity-good-merger-
index-23-24-report

4	 https://www.gov.uk/government/publications/register-of-merged-
charities/mergers-registered-during-2025

5	 https://www.fundraisingregulator.org.uk/sites/default/files/2025-03/
Annual-Complaints-Report-2023-24.pdf

6	 https://charitydigital.org.uk/topics/the-status-of-uk-
fundraising-2025-12160

7	 https://www.fundraisingregulator.org.uk/sites/default/files/2025-09/
Fundraising%20Regulator%20-%20Code%20of%20Fundraising%20
Practice%20for%20amends%20V2.pdf

8	 https://www.icaew.com/technical/charity-community/articles/
surprising-insights-from-the-charity-digital-skills-report-2025

9	 https://charitydigital.org.uk/topics/how-ai-is-changing-service-
delivery-in-2025-12036

Charities under pressure and in transition
How governance, fundraising and technology are reshaping the sector
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STEWARDSHIP ROUNDUP

In September, we held our second investor 
seminar on Shaping Corporate Accountability 
on Ethical Artificial Intelligence (AI). The event 
brought together academics, practitioners and 
investors to examine the risks of AI and how 
stewardship can address them. Here are the 
main takeaways from the discussion.

AI risks are multiplying
AI is more transformative than we saw during 
the mass adoption of the internet and mobile 
phones. Its reach is so widespread that people 
are affected whether they choose to use it 
or not. Despite improvements in safety, AI 
outcomes remain unpredictable and the skills of 
malicious actors evolve quickly. Risks range from 
automated cyberattacks and fragile business 
models, to social harms such as misinformation, 
polarisation and job displacement.

Sharper questions for  
companies
Academics stressed the importance of investors 
asking tougher questions. Are there robust 
safeguards to prevent misuse? How are harmful 
uses filtered, and will safeguards scale to billions 
of users? Are boards ensuring AI models’ source 
code is independently audited for vulnerabilities, 
ideally also via automated tools? Without clear 
answers, investors risk being blindsided by 
reputational and systemic failures.

Stewardship tools are evolving
Investor panellists highlighted that stewardship 
must be persistent and multi-layered. They 
should divide focus between developers and 
deployers. Disclosure quality is improving under 
frameworks such as the National Institute of 
Standards and Technology (NIST) or EU Digital 
Services Act, but comparability and quantitative 
data remain lacking. Voting against directors 
where AI oversight is absent is emerging as a 
powerful lever, while collaborative initiatives and 
benchmarks are helping to raise expectations 
across the market.

Shaping corporate accountability on ethical AI
Why investors must lead on transparency and safety

Systemic risks need 
stronger responses
The seminar also underlined broader risks. 
Concentration of AI power among a few 
companies raises systemic concerns, while 
rising energy use makes AI a climate issue as 
well as a governance one. With many AI projects 
underperforming, hype could fuel unsustainable 
investment bubbles.

What’s next?
Three priorities emerged from our discussions:
• � Investors must engage at three levels: with 
developers, deployers and policymakers.

• � Strong governance frameworks and human 
rights impact assessments are the most 
promising accountability tools.

• � Energy use and the lack of objective ways 
to measure the effectiveness of safeguards 
are fast becoming material issues alongside 
financial risk.

Sarasin & Partners will continue to press for 
stronger AI governance and accountability 
through direct engagement, collective action 
and policy advocacy. For investors, the stakes 
are clear – AI is likely to shape the future of 
economies and societies. Stewardship must 
ensure this transformation supports, rather than 
undermines, long-term value creation.
For more on this topic, read our article Shaping 
the future of ethical AI on pages 17–19 of our  
Q3 2025 House Report.

Julia Shatikova
Ownership Lead
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View from the  
Chief Market Strategist  
OPTIMISM FOR  
EQUITIES, AND A  
FOCUS ON QUALITY

Global equity markets pushed higher again in the third quarter of 
the year, their sixth consecutive positive month (when measured in 
US dollar terms).1 Europe has pushed past its previous peak back in 
2000, while Japan’s peak in 1989 has finally been surpassed. We are 
overweight equities, and our individual holdings have tended to be 
higher quality. From our perspective, the reasons for this are clear: 
the long-term impact of tariffs, widening budget deficits, stubborn 
inflation, and unrelenting competition from China all continue to cloud 
the outlook for more cyclical and lower-quality earnings.
For now, markets have chosen to look past these concerns, with the 
strongest gains coming from high-beta (i.e. more volatile than the 
overall market) cyclical companies, unprofitable technology names, and 
financials. Retail investors have also continued to buy their favourites 
– Palantir, Tesla, and crypto-linked winners. The result has been an 
aggressive, liquidity-fuelled advance – one in which the more robust 
business models we tend to favour have lagged the wider market.

Our commitment to quality
That leaves us with a familiar choice: join the rush into high-beta, 
speculative equities, or stay disciplined with our quality, thematic 
holdings. We remain committed to the latter – defined as companies 
with high returns on equity, steady year-on-year earnings growth and 
low financial leverage. Encouragingly, the MSCI World Quality Index2 has 
begun to show signs of recovery over the past month, even as risks 
build in the frothier corners of global markets (chart 1.1).

Core inflation remains sticky
Global growth remains broadly resilient, but core inflation is proving 
sticky. In the US, the economy is holding up well, and we predict growth 
of about 1.6% in both 2025 and 2026. Core inflation, however, remains 
elevated, with tariffs adding to cost pressures. This leaves the Federal 
Reserve’s preferred measure of inflation, the core PCE deflator (the 
Personal Consumption Expenditures Price Index), at 2.9%,3 which is 
above policy makers’ 2% target for a fourth consecutive year.
That puts Federal Reserve Chair Jerome Powell in a difficult position: US 
labour markets are softening,4 inflation is above target,5 and political 
pressure from the White House for deeper rate cuts is mounting. We 
forecast two further rate cuts in the fourth quarter and one more in 
2026 – though this is unlikely to satisfy the President’s newly appointed 
Governor, Steven Miran. He appears to favour a “fire-alarm” easing 
of up to 1.25 percentage points,6 which would take the Fed Funds 
rate down to 3%.

• � Strong nominal growth and 
healthy corporate earnings are 
supportive of equities.

• � Perceived lower-quality equities 
– those companies that exhibit 
weaker financial strength, less 
consistent profitability, and higher 
risk characteristics – have driven 
the market rally this year.

• � We continue to focus on quality 
companies with higher returns on 
equity, stable earnings growth, and 
lower leverage, which we believe 
will deliver for long-term investors.

Key points

GUY MONSON
CHIEF MARKET STRATEGIST 

& SENIOR PARTNER
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China faces challenges 
China faces a quite different challenge – but one that 
also argues for caution in equity selection. The economy 
continues to wrestle with structural deflation, centred on 
the property sector (chart 1.2). Consumer and factory-gate 
prices remain negative, and exports to the US have slowed. A 
further round of fiscal and monetary stimulus is likely in early 
2026, albeit reluctantly adopted.
Meanwhile, cut-throat competition in many industries has 
compressed margins and left profits vulnerable even as the 
economy grows. This “excessive competition” – what Beijing 
terms involution – risks becoming a defining feature of 
China’s corporate landscape.

Europe’s domestic demand shift
In Europe, growth is softening as exporters work through 
orders brought forward to avoid US tariffs. Looking ahead, 
activity is likely to shift toward domestic demand, aided by 
higher defence spending. Headline inflation, at 2.2%, has 
remained relatively stable, though warning signs persist – 
German inflation surprised to the upside last month at 2.4%,7 
while core inflation across the Eurozone remains sticky 
at around 2.4%.
In short, the global economy looks set to muddle through 
2026, but the outlook remains more challenging for cyclical 
sectors. Steepening yield curves, persistent Chinese 
competition, tariff spillovers, and sticky inflation all argue for 
robust business models and balance-sheet strength.

Could the UK be the canary 
in the coal mine?
In Britain, the Bank of England looks set to keep rates at 
4% well into the new year, with core inflation at 3.6%8 – still 
too high to allow meaningful easing. Growth should benefit 
from government spending and lower energy costs, but 
weak productivity remains a drag. All of this limits the 
Chancellor’s headroom as she prepares for the 26 November 
Budget – one that must respect fiscal rules without derailing 
Labour’s growth agenda.
UK bond markets are not wholly convinced. As of 6 October, 
ten-year gilt yields stood at 4.7%,9 roughly 20 basis points 
above the worst days of the Liz Truss budget crisis, while 30-
year yields were near 5.5%, a 25-year high that makes long-
term funding expensive. Could the bond-market vigilantes 
return? Quite possibly. Yes, deficits are higher in France and 
the US, but the former can rely on ECB support, while the 
latter enjoys reserve-currency privilege.
As yield curves steepen and funding costs rise, the risk of 
a bond market shock grows. Any simultaneous de-risking 
of portfolios could hit the speculative assets that have led 
this year’s rally particularly hard. Hence our preference for 
maintaining a quality-focused portfolio.

Source: Macrobond (30.09.25) Source: Macrobond (30.09.25)

CHART 1.1 QUALITY IS CHEAP 
The PE ratio of quality stocks relative to the wider global index 
(ACWI) has fallen back below the 10 -year average.

CHART 1.2 MEASURES OF CHINESE INFLATION 
Deflationary forces in China make exports super-competitive, 
while Europe and the rest of Asia will see a profitability 
squeeze.
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Guy Monson, Chief Market Strategist & Senior Partner

Continued

OPTIMISIM FOR EQUITIES, AND A FOCUS ON QUALITY

Some signs of excess in global markets
While strong nominal growth underpins corporate profits, 
signs of excess are starting to emerge. September saw 
the largest leveraged buyout in history, as Silver Lake 
Management acquired Electronic Arts for $55bn.10 The deal 
was led by President Trump’s son-in-law Jared Kushner and 
Saudi Arabia’s Public Investment Fund. Only a week earlier, 
Oracle issued $18bn of bonds to fund its cloud and AI 
expansion – an offering that was five time oversubscribed. 
Meanwhile, US margin debt – the bank borrowings used by 
retail investors to finance stock purchases – hit an all-time 
high of $1.06trn in August.11

Equity risk appetite is rising. The Wall Street Journal reports 
that a quarter of all new ETFs launched this year are 
leveraged funds,12 which amplify both gains and losses. The 
largest “2x” single-stock ETFs now track Tesla, Strategy Inc 
and Nvidia. These funds use derivatives to double the already 
volatile daily move in the underlying stocks – up or down. 
Taken together, record margin debt, surging leveraged loans 
and excessive risk-taking in derivatives all point to growing 
market exuberance. Once again, this underlines the case for 
a quality bias in equity selection, despite the frustration of 
lagging the more speculative market moves.

Watch for a reversal in momentum
The extraordinary rally in global equities following President 
Trump’s Liberation Day speech has been dominated by 
momentum trades, in other words the simple bet that recent 
winners will keep outperforming. Confidence in these trades 
has been reinforced by the President’s partial retreat from 
his harsher trade measures and by a widespread belief in a 
“Fed Put” – that the central bank will accelerate rate cuts if 
growth slows or markets falter.
In 2025 nowhere is momentum more evident than in AI-
related stocks – these stocks are up significantly.
At Sarasin, we selectively own profitable quality tech stocks 
as a key part of our thematic approach. It is fair to say though 
that many investors have begun to assume continuous, 
consensus-beating earnings as a given. Indeed, we have 
rarely seen such prodigious cash-flow growth alongside such 
vast investment in data-centre infrastructure worldwide.

Overweight equities but 
remaining selective
Despite the signs of exuberance, the fundamental 
underpinnings of global equities remain sound. Consensus 
forecasts point to around 13% earnings growth over the next 
12 months, while global dividends are expected to rise by 
almost 10%, in addition to near-record US share buybacks. 
Yes, valuations are high, but profitability and cash generation 
remain robust.13

A further re-rating may be possible in the aftermath of the 
tentative settlement in Gaza. Our positioning therefore 
is overweight equities, but with a continued focus on 
companies with higher returns on equity, stable earnings 
growth, and lower leverage. This approach may lag the 
market in exuberant phases, but we are confident it will 
reassert itself in the long run.

1	 https://www.trustnet.com/news/13459764/seven-charts-that-
show-how-markets-moved-across-2025s-third-quarter

2	 https://www.msci.com/documents/10199/255599/msci-world-
quality-index.pdf

3	 https://www.bea.gov/data/personal-consumption-expenditures-
price-index-excluding-food-and-energy

4	 https://www.bls.gov/
5	 https://www.bls.gov/news.release/cpi.nr0.htm
6	 https://www.msn.com/en-us/money/markets/steve-miran-was-the-

only-fed-governor-to-vote-for-a-deeper-rate-cut-after-this-week-
s-decision/ar-AA1MVdfp?ocid=finance-verthp-feeds

7	 https://www.destatis.de/EN/Themes/Economy/Prices/Consumer-
Price-Index/_node.html

8	 https://www.bankofengland.co.uk/monetary-policy/inflation
9	 https://markets.ft.com/data/bonds/tearsheet/summary?s=UK10YG
10	 https://news.ea.com/press-releases/press-releases-details/2025/

EA-Announces-Agreement-to-be-Acquired-by-PIF-Silver-Lake-and-
Affinity-Partners-for-55-Billion/default.aspx

11	 https://www.finra.org/rules-guidance/key-topics/margin-accounts/
margin-statistics

12	 https://www.wsj.com/finance/investing/etfs-are-flush-with-new-
money-why-billions-more-are-flowing-their-way-8d9cbfb7

13	 Macrobond, to 30.09.25
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Economist outlook
MIND THE GAP – 
NOT FISCAL BUT 
PRODUCTIVITY

We believe that Labour’s plans for the UK economy lack vision, ambition 
and speed. It is fixated on budget arithmetic, but fiscal rules alone, 
however prudent, only slow the bleeding. Voters want cake: strong 
welfare, quality public services and lower taxes. To deliver this, 
the economy needs an urgent reset and the upcoming Budget is 
an opportunity. 

Credit where credit’s due
The Government deserves credit for sticking to the fiscal rules. They 
reassure investors that deficits will be contained. They are part of 
the reason that UK 10-year borrowing costs adjusted for nominal GDP 
growth are below that of France, Italy, Germany, and the US (chart 2.1).1 
Credibility is precious. What upsets most people about the fiscal rules is 
the reactive tinkering caused by leaving such small margins for safety. 
However, most previous governments can be criticised for having 
taken the same action.
To abandon the fiscal rules would be to invite another 2022 debacle, 
when Liz Truss and Kwasi Kwarteng’s ‘mini-budget’ of aggressive 
tax cuts led to bond market turmoil.2 Any short-term stimulus the 
Government might imagine it can deliver in doing so will be snuffed out 
by higher interest rates from the Bank of England.
Yet the fiscal rules by themselves tell you little about how government 
intends to shape the economy, beyond keeping the bond market happy.

In this Budget, the short run is irrelevant
The Government reportedly faces a £30bn fiscal hole in November’s 
Autumn Budget3 – roughly the sum of a productivity downgrade and 
the £5bn welfare rollback. Dare we say it, perhaps the OBR might be a 
little too harsh at least on the revenue forecast. We say this because 
while the productivity assumption was probably too optimistic given 
the current policy mix, the OBR nominal GDP and inflation assumption 
is too conservative. For example, the OBR forecast for nominal GDP 
growth over 2025 is around 3.5% whereas to Q2 2025 it is currently 
growing at 5.5% and has averaged 5% over past two years and around 
5.5% since 2020.4

The Bank of England has persistently run the economy too hot while 
talking it down, blaming import prices or foreign supply chains. The 
political incentive, as in the US and Japan, is to continue doing so. This is 
part of the reason why we favour gold and equities. Britain’s policy mix 
persistently delivers inflation which translates to nominal growth. But 
with a high share of borrowing and spending indexed to inflation – and 
a bond market unlikely to be fooled twice – a better strategy would 

• � UK public spending has climbed 
significantly in recent years to 
around 45% of GDP currently. 

• � Ahead of November’s Autumn 
Budget, the Government reportedly 
faces a fiscal hole of around £30bn.

• � We believe that productivity 
reform is sorely missing in Labour’s 
agenda – the UK must rediscover 
a healthier appetite for risk 
and innovation.

Key points

ADAM  
HAMILTON

ECONOMIST CHIEF ECONOMIST	
& PARTNER

SUBITHA 
SUBRAMANIAM
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be to focus on boosting productivity growth. Plug the fiscal 
hole, let the Bank of England manage the cycle, and start 
fixing the structure.

The tax and spend model of the past 25 
years is exhausted
Since the early 2000s, the state’s footprint has widened 
dramatically. Public spending has swollen from roughly 
one-third of GDP to almost one-half.5 Ageing demographics, 
welfare and new defence pledges make it hard to deliver 
even modest restraint on spending growth. The recent 
rejection of welfare reforms shows how politically fraught 
the task has become.
Taxpayers are not getting value for money in many areas, 
and the groundwork for a serious conversation about what 
government can and cannot deliver has yet to be laid. Some 
outright spending cuts are inevitable. Sacred cows like the 
triple lock pension policy6 may be simply unaffordable. 
The current tax base is too narrow and needs to be 
broadened. Rates are already near their practical ceiling, 
given global competition for capital and talent. A more 
efficient system would lower marginal rates, broaden 
the base, and shift the burden from income, capital and 
transactions (like stamp duty) to consumption (VAT) and 

property. Taxes and spending must be viewed together for 
their combined distributional impact, not in isolation. We 
agree with the Government to make work pay. These are 
bolder debates than any party currently dares to have.
The old recipe of cake for all – more spending, hope for 
growth, rising debt – is exhausted. 

In the long run, productivity  
is everything
We believe that productivity reform needs to be prioritised. 
The only sustainable way to lift growth, tame inflation and 
improve living standards is to shift the supply curve right. 
Often, this requires the state to do less, not more. 
It is not just about pounds and pence spent, but about the 
rules and regulations that shape behaviour. The financial 
crisis of 2008–09 bequeathed a culture of overregulation and 
risk aversion that has spread well beyond the financial sector, 
where banks at least genuinely required better oversight. 
Britain has become a country where failure is stigmatised 
and red tape stifles entrepreneurial dynamism. Productivity 
has flatlined relative to the US (chart 2.2).

MIND THE GAP – NOT FISCAL BUT PRODUCTIVITY
Subitha Subramaniam, Chief Economist & Partner, and Adam Hamilton, Economist

Continued

Source: Macrobond (09.10.25) Source: Macrobond (09.10.25)

CHART 2.1 10-YEAR GOVERNMENT BOND LESS GDP GROWTH (%) CHART 2.2 LABOUR PRODUCTIVITY PER HOUR WORKED (1971 =100)
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From red tape to risk-taking
If the goal is to foster growth, the UK must rediscover a 
healthier appetite for risk. Innovation depends on tolerance 
for failure. Without it, productivity stagnates, capital flees, 
and the economy becomes ever more dependent on fiscal 
transfers rather than private initiative.
Artificial intelligence promises a profound transformation of 
work. To adapt and thrive, businesses must restructure their 
workforces and invest in new technologies — a dynamic 
process that can only occur if they can flexibly adjust the size 
and skills of their teams.
Regulation should lower, not raise, the barriers to such 
adaptation. The Employment Rights Bill,7 now in discussion, 
risks moving in the wrong direction. Regulators must 
recalibrate rules to foster, not suppress, responsible risk-
taking. Taxes too should be redesigned to encourage 
investment in new technologies.
AI offers a once-in-a-generation opportunity to lift the 
economy out of its low-productivity doldrums. Labour’s 
proposals, in our view, are simply too slow – and too timid – 
for the scale of the challenge.
The OBR sent this message loud and clear in March: the 
Government’s housing planning reforms8 lower borrowing not 
by austerity but by boosting GDP. Not to mention the higher 
incomes and more affordable housing costs. Sometimes, less 
really is more.
Imagine the OBR applying the same analysis of the housing 
planning reforms to childcare, healthcare, transport and 
energy. Perhaps we could actually see prices falling like they 
have for TVs, computers, and cars at least in relative terms.

Unintended consequences 
and unseen costs
Well-intentioned policy often has unintended consequences. 
Take the rise in youth unemployment. It is not because young 
people are lazy – participation is up lately9 – but because 
policy has priced them out of work. Minimum wages rose 
faster than productivity. Hiring is taxed, firing restricted. 
Employers simply cannot afford to take them on. The irony is 
stark: having created the problem, government now taxes 
more to fund job schemes for the same youths it pushed 
out of the market.

Tidy numbers but a 
stagnating economy?
Labour’s caution is understandable, and fiscal rules are 
necessary. But they are not sufficient. Without a vision for the 
role of the state and a plan for productivity, there is a risk 
of drifting into a managerial political style that keeps the 
numbers tidy while the economy stagnates.
Everyone wants cake: strong welfare, quality public services, 
and lower taxes. Without growth, this becomes a zero-sum 
game of dividing a shrinking pie. With growth, the UK can 
sustain both a generous welfare system and fiscal stability. 
The Government promised it but has not identified the right 
policies to deliver it. 

1	 https://tradingeconomics.com/united-kingdom/
government-bond-yield

2	 https://en.wikipedia.org/wiki/September_2022_United_
Kingdom_mini-budget

3	 https://www.ft.com/content/efed5b1f-0a3c-4f94-
9d7c-64c57445f4ad

4	 https://obr.uk/efo/economic-and-fiscal-outlook-march-2025/
5	 https://www.gov.uk/government/statistics/public-spending-

statistics-release-may-2025/public-spending-statistics-may-2025
6	 https://www.moneyhelper.org.uk/en/blog/retirement/state-

pension-triple-lock
7	 https://www.gov.uk/government/publications/employment-

rights-bill-factsheets
8	 https://bills.parliament.uk/bills/3946
9	 https://commonslibrary.parliament.uk/research-briefings/sn05871/
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Charity focus  
ETHICAL CONUNDRUMS 
FOR CHARITY INVESTORS

• � Charity investors look to balance 
financial objectives with ethical 
and reputational considerations.

• � Sectors such as defence and 
technology raise complex 
questions about where to draw 
ethical boundaries.

• � Responsible investment is both 
an ethical and financial choice, 
requiring clear policies and 
informed judgement.

Key points
In recent years, investors have been forced to confront a formidable list 
of geopolitical events that still dominate today – the invasion of Ukraine, 
devastating wars in the Middle East, as well as the sobering reality of 
soaring global temperatures. This is in parallel with the emergence 
of ChatGPT, which has ignited the widespread adoption of artificial 
intelligence (AI) and a corresponding boom in financial markets.
As we move towards a more fragmented, multipolar world, charity 
investors continue to face the dilemma of aligning their financial goals 
with their charity’s values, purpose, and the interests of their wider 
stakeholders. Looking at some of the best performing sectors over 
the year to date, whilst semiconductors and communication services 
have dominated (+32% and +19% respectively), armaments (+45%) and 
tobacco (+26%) have generated strong returns, leaving investment 
committees with an unenviable challenge.1

Financing the defence sector: 
responsible or reckless?
Since 2022, awareness has grown of the defence industry’s role 
ensuring national security in an increasingly unstable geopolitical 
context. On 17 June 2025, the European Commission adopted the 
Defence Readiness Omnibus, committing up to €800bn in defence 
investment over the next four years.2 UK Chancellor Rachel Reeves 
announced a commitment to raise defence spending to 2.5% of GDP 
by 2027,3 while Germany – long bound by strict fiscal rules – unveiled a 
€400bn borrowing programme for its armed forces.4

It is therefore no surprise that the share prices of European defence 
companies have surged this year, buoyed by rising demand and 
expectations of increased future spending.5 Echoing the dynamics of the 
Cold War era, defence investment has re-emerged as being in vogue: not 
only as a matter of national security, but also of strategic and economic 
importance. Against this backdrop, trustees have a delicate tightrope to 
walk, in developing robust investment policies that are suitably compliant 
without hindering the delivery of sustainable future returns.
So how should trustees balance this trade off? It often comes down 
to managing reputational risk and the charity’s specific objectives. 
Indeed, the defence sector has been praised for its support of Ukraine 
but criticised for its exports to Israel. Ultimately, this decision rests 
with trustees to determine whether a sector aligns with their charity’s 
mission. Embracing the broad market universe might be appropriate 
for some charities, where it produces conflicts for others. A military 
charity’s ethical policy could differ considerably from one with Quaker 
roots, for example. No investment manager or adviser can decide 
this, but they can help trustees assess the financial materiality and 
consequences of these decisions.

MASHRUFA MIAH
SENIOR INVESTMENT 

MANAGER
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It is also vital for trustees to understand the distinction 
between imposing ethical exclusions in portfolios and 
applying integrated ESG assessments of companies. While the 
former involves screening out sectors, typically on a revenue 
threshold basis, based on values or mission, the latter focuses 
on managing both financial and non-financial risks and 
opportunities. 
It is notable that regulators have not barred investment 
in defence companies within sustainable funds. In March 
2025, the UK’s Financial Conduct Authority (FCA) confirmed 
there were no regulatory grounds to exclude them from 
SDR-labelled sustainable funds, a view echoed by the 
EU’s reporting regime.6 This has opened the door for UK 
companies such as BAE Systems and Rolls-Royce to be 
considered in a wider array of investment portfolios. Defence 
companies may well have a place in portfolios due to the 
higher yields, relatively low correlation to other sectors, 
and strong cash flows, which are supported by long-term 
government contracts.
Conversely, the risks of investing in the sector are well 
documented. Cyclical revenues and earnings streams, 
dependence on central government budgets, limited 
visibility over long-term contracts, and reputational issues 
such as corruption and allegations of price-fixing, can all 
contribute to investment uncertainty. Dr Linus Terhorst, 
a research analyst from defence and security think tank 
Royal United Services Institute, highlighted the structural 
barriers to growth in the defence industry, including complex 
procurement processes, long development cycles, skills 
shortages and heightened risks around data privacy and 
cybersecurity.7

While investing in the defence sector presents opportunities, 
it also carries risks. At Sarasin & Partners, we encourage a 
pragmatic and balanced discussion on defence, recognising 
that the ultimate decision to invest in the sector rests 
with the charity. Where defence exposure is permitted, our 
approach centres on identifying companies with compelling 
long-term thematic growth prospects and integrating ESG 
considerations thoughtfully into our analysis to ensure that all 
risks are appropriately reflected in valuations.

Technology at a moral crossroads
Similarly complex ethical questions arise when investing in the 
AI value chain. Since 2023, the ‘Magnificent 7’ (MAG7) – Apple, 
Microsoft, Alphabet (Google), Amazon, Meta, Nvidia and Tesla 
– have played an increasingly outsized role in shaping global 
equity market returns. Their dominance has been a recurring 
theme in our analysis, reflecting both the transformative 
potential of AI and the significant risks it brings.
While we have held exposure to six of the seven companies 
(excluding Tesla), a decision which has contributed positively 
to client portfolios, we have also carefully considered the 
associated risks: misinformation, deepfakes, bias, harmful 
content, and broader cyber and data security concerns. 
We touched on this in last quarter’s House Report, with this 
edition focusing on the social risks associated with AI (see 
pages 17–19 of the Q3 House Report).

In September 2024, the World Health Organization reported 
growing evidence of technology’s impact on mental health, 
with several US states filing lawsuits against major technology 
firms for failing to flag harmful content and for algorithms 
contributing to anxiety, depression, and psychological stress. 
Meta, the owner of Facebook, Instagram, and WhatsApp, is 
among those facing legal action from 33 states over its 
alleged role in a youth mental health crisis.8 This raises a 
critical question: although investing in companies positioned 
to benefit from AI may enhance portfolio performance, are 
such investments appropriate for charitable portfolios? 
Again, there is no definitive answer, and it is not one for 
us to give. Under the Trustee Act 2000, trustees have wide 
discretion over investments, encompassing both financial 
objectives and values-based considerations. For some 
charities, the red lines are clear; for others less so. The role of 
your investment manager is to help trustees understand and 
quantify the risks so that they can make informed decisions.
As shareholders in these companies, we also have a 
responsibility to ensure that companies have governance 
processes in place to ensure that AI is being used responsibly. 
At Sarasin & Partners, we approach this in two ways: first, by 
integrating ESG considerations into our investment process, 
and second, by engaging directly and collaboratively with 
companies. While ESG is often dismissed as a tick-box exercise, 
we view it as essential, not only for assessing a company’s 
impact on people and the planet, but also for understanding 
how those impacts affect the sustainability of future returns 
and earnings. ESG is therefore about identifying areas of 
capital growth but also protecting shareholder capital.

Case study: Meta engagement and 
Sarasin’s ESG rating
Meta has been a central beneficiary of the AI trend for 
a number of years. As shareholders since 2023, we have 
engaged with the company on a range of issues. In October 
2024, we coordinated a letter on behalf of a coalition of 36 
investors (including some of our clients), representing $3.6trn 
in assets under management, which covered areas including:
•	 Human rights – commitment to conduct Human Rights 

Impact Assessments.
•	 Content, privacy and child protection – reporting 

on misinformation and data use, and child 
protection measures.

•	 Governance of AI – board oversight of online safety, user 
privacy, and content moderation.

Following limited responsiveness from company management, 
we downgraded our ESG rating for Meta from D+ to D- in February 
2025. This was to reflect the negative direction of travel and 
ensure that the associated risks with the company were 
incorporated into our valuation model and investment decisions.
Our engagement has remained ongoing. In May 2025, we 
pre-declared our votes at Meta’s AGM, voting against five of 
its directors and supporting five shareholder resolutions 
on efforts to promote ethical AI. We remain committed to 
engaging with these technology companies to drive progress 
on AI ethics, data governance, and ensure accountability 
to shareholders. 
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ETHICAL CONUNDRUMS FOR CHARITY INVESTORS
Mashrufa Miah, Senior Investment Manager

Continued

Is a reconciliation possible?
We are witnessing a turbulent shift in the geopolitical 
landscape, where reputations can be tarnished in a single 
tweet, and charity investors face growing scrutiny to 
ensure their portfolios reflect their core values. Since the 
inauguration of President Trump, these dilemmas have only 
intensified, with the evolving landscape necessitating regular 
review and reassessment.
One of the biggest debates in the investment industry 
is whether divestment is the best route to achieving 
desired outcomes. Should charities refuse to invest in 
companies deemed unethical? Should they apply blanket 
exclusions to certain sectors? Or should they assess 
companies individually?
We believe the discussion is more nuanced. While the 
defence industry has attracted significant attention this 
year, it represents only around 2.5% of the global equity 
market – a reminder to be proportionate when focusing 
on a relatively small part of the investable universe. We are 
open to exploring all opportunities, provided that we believe 
they can deliver our clients long-term capital growth and 
ESG risks are appropriately reflected in valuations and client 
portfolios. Ultimately, this is underpinned by our belief that 
responsible investment is just as much a moral choice, as it is 
an economic and financial choice too.

SHARIAH INVESTING: AN 
ALTERNATIVE INVESTMENT 
PROPOSITION
At Sarasin & Partners, we believe investments should 
align not only with financial goals but also with core 
values. Increasingly, investors are reflecting on how their 
portfolios mirror their ethical and religious principles. 
By way of example, we are seeing a growing interest in 
Shariah-compliant investing.

Our new Shariah-compliant investment solution offers 
charities, faith-based organisations and ethically minded 
investors with an approach that combines responsible 
investing with long-term growth.

As thematic investors, we identify long-term 
opportunities shaping the global landscape. This leads 
us to favour high-quality businesses focused on stability 
and longevity, while avoiding speculative, high-risk 
ventures. Our investment process and stewardship 
mindset align closely with the ethical principles that 
underpin Shariah-compliant portfolios – appealing to 
both faith-based investors and those seeking socially 
responsible, values-driven strategies.

Further information on this investment solution will be 
available later this year. In the meantime, please email 
Mashrufa.Miah@sarasin.co.uk for more information.

1	 Bloomberg, to 30/09/2025
2	 https://defence-industry-space.ec.europa.eu/eu-defence-industry/

defence-readiness-omnibus_en
3	 https://commonslibrary.parliament.uk/uk-to-spend-2-5-of-gross-

domestic-product-on-defence-by-2027/
4	 www.reuters.com/business/aerospace-defense/germany-raise-

defence-spending-35-gdp-by-2029-sources-say-2025-06-23/
5	 https://global.morningstar.com/en-gb/stocks/whats-next-european-

defense-stock-rally
6	 https://www.fca.org.uk/news/statements/our-position-

sustainability-regulations-and-uk-defence
7	 www.rusi.org/explore-our-research/publications/insights-papers/

are-esg-standards-scapegoat-stalling-defence-growth
8	 www.theguardian.com/technology/2023/oct/24/instagram-lawsuit-

meta-sued-teen-mental-health-us

CHART 3.1 OVERALL ESG RATING

UPSIDE FROM ESG UPGRADES

INDICATES TO WHAT EXTENT ESG IMPACTS 
INVESTMENT CASE AND VALUATION
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Having previously challenged some common myths around government 
bonds (see Q3 House Report), here we dive into one of the most 
fundamental changes in the 2025 landscape: the supply-demand 
balance being upended.
It is no secret that governments around the world are spending big. 
From January to June 2025, the US federal government spent $3.6trn,1 
while both the UK and Germany are upping spend on defence and 
infrastructure. Of course, high government spending equals high 
deficits and those deficits are financed by governments selling more 
bonds. But to whom?
Let’s take a look at what this means for demand, supply, and bond 
ownership going forward.

The golden era of bond demand?
First, a step back. For many years the going was good for debt 
management offices (those responsible for selling government bonds) 
with strong demand for bonds from a variety of sources.
Investors, scarred from the negative equity markets in 2008, wanted 
their fill. Pension schemes were large buyers, particularly of long-dated 
and inflation-linked bonds. This was especially the case during the 
decade post the great financial crisis where quantitative easing (QE) 
was prevalent, with large-scale central bank buying of government 
bonds at almost any price.
Indeed, based on the strong returns delivered in the first 20 years of this 
millennium, it could be interpreted that there was excess demand for 
bonds (chart 4.1). So where are those buyers now?

Pension funds are retreating 
A major buyer has pulled back: defined benefit (DB) pension schemes. In 
the UK a recent publication by the OBR2 highlights this point starkly.
The shift from defined benefit to defined contribution (also known as 
money purchase) schemes has been well documented. But the impact 
on demand for gilts is significant. According to the OBR, 40% of defined 
benefit pension assets are gilts. For newer style DC pension the figure is 
just 7% (chart 4.2).
But that shift will take a long time, right? Not according to Legal & 
General, which reported that a record number of DB pensions funds 
transferred liabilities to insurers in 2024.3 That trend is widely expected 
to continue. In short, this means less demand for government bonds.

Investment focus
GOVERNMENT BONDS: 
HIGH SUPPLY, BUT NO 
DEMAND?

• � Bond demand is structurally 
weaker as pension funds and 
central banks retreat, bringing 
an end to the golden era 
of excess demand.

• � Persistent government spending 
ensures elevated bond supply, 
with issuers now needing to adapt 
issuance strategies to shifting 
investor demand.

• � Bonds continue to play an 
important role in multi-asset 
portfolios, but long-term 
allocation to them must come 
with a wider understanding of 
trends and regimes.

Key points

PORTFOLIO MANAGER, MULTI-ASSET
MICHAEL JERVIS
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The new regime: QT and inflation fears
Central banks are not buying either. Faced with the most 
persistent inflation in decades, central banks have switched 
course. QE has given way to QT (quantitative tightening) where 
holdings are allowed to mature or actively sold. Sure, QT is 
closer to the end than the start, but the point remains, active 
new purchases by central banks are a long way off. Indeed, 
the Bank of England recently confirmed it will continue 
actively selling Gilts for another year.4

The result? Another of the largest sources of consistent bond 
demand has disappeared, and this trend is unlikely to change 
anytime soon. With inflation remaining a live concern and 
remaining above targets, central banks are now structurally 
more cautious about adding to their balance sheets.
So, should you sell all your bonds then? Not so fast…

The answer lies in supply, not demand
Rather than declaring the death of the bond market, we need 
to think differently about how the market adjusts.
Historically, bond issuance was often demand driven. 
Governments issued longer-dated bonds to match pension 
funds’ liability driven demand, or structured auctions to align 
with central bank operations. But today, the demand side has 

weakened, and yet issuance remains high, especially given 
growing fiscal pressures. This calls for a supply-side rethink.
Governments and debt management offices need to adjust 
the composition of their issuance. Shorter maturities, 
careful consideration of inflation-linked debt or more 
flexible auctions could help absorb the supply more 
effectively. Just as corporates adjust to investor demand in 
markets, governments may have to do the same with their 
debt strategies.
We have seen action to this effect already. In the US, the 
Treasury Borrowing Advisory Committee (TBAC) has taken 
notable steps since 2022 to reduce the proportion of long-
dated issuance and increase reliance on short-dated Treasury 
bills.5 Similarly, in the UK, the Debt Management Office (DMO) 
has started the process of shortening the average maturity 
of new bond issuance.6

So, bonds aren’t dead – but regime 
awareness is critical
The disappearance of QE and retreat of pension funds does 
not make bonds uninvestable. However, it does mean we are 
in a different world – one where pricing is more sensitive, 
liquidity is more fragmented, and supply discipline matters.

CHART 4.1 PERFORMANCE OF UK GILTS
ICE BofAML, UK Gilt Index (01/01/2000 = 100)
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Excess bond demand

ARE WE ENTERING A NEW 
BOND MARKET REGIME?

In the Q3 2025 edition of the 
House Report, we discussed 
the concept of bond market 
regimes. In short, these are 
periods of time where bonds 
exhibit similar characteristics 
– both on a standalone basis 
and in terms of their role in 
a portfolio. We believe there 
have been three significant 
regimes since the 1960s. Each 
lasting around 20 years. With 
the higher interest rates we 
have seen since 2022, we 
may be entering a fourth. 
Time will tell.
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CHART 4.2 ASSET HOLDINGS OF UK PENSION SCHEMES 2025

Source: PPI and OBR, 2025

The key for investors is to focus on the dynamics that now 
drive bond markets: who the marginal buyer is, how supply 
is being managed, and where genuine demand still exists. 
Regime awareness, as we have argued before, is no longer 
optional – it is essential.
We should not forget that bonds still have many favourable 
characteristics. Stability of income is one that many of our 
clients consider important; with yields far higher than they 
have been for many years, the income angle remains as 
relevant as ever.

Sarasin’s allocation to bonds
How is Sarasin responding in client portfolios? The 
answer is threefold.
1.	 We are not throwing the baby out with the bathwater. 

Bonds still have a role to play in portfolios. Our last article 
covered this point.

2.	 However, just as institutions like the Debt Management 
Office need to adapt, so do we. Here’s how:

	 a. In portfolios that target CPI+1 returns, we have reacted 
by shortening the average maturity of the bonds we 
own materially. These portfolios have the highest 
government bond allocation of all accounts we manage, 
so were most exposed.

	 b. In portfolios with higher return targets, we are actively 
reviewing the maturities of bonds we own, carefully 
balancing all of our analysis.

3.	 We are being more selective than ever. Change breeds 
opportunity, and we must remain alert to this.

Bonds continue to play an important role in multi-asset 
client portfolios, and this is unlikely to change anytime soon. 
As with equities, an actively managed allocation to bonds 
– with a wider understanding of the trends and regimes 
impacting supply and demand – is vital to delivering the best 
long-term outcomes. 

1	 https://www.crfb.org/press-releases/treasury-confirms-spending-
142-billion-2025

2	 https://obr.uk/docs/dlm_uploads/FRS-2025-slides.pdf
3	 https://www.legalandgeneral.com/institutional/pension-risk-
transfer/news-and-insights/reports/hy-prt-market-update-2025/

4	 https://www.bankofengland.co.uk/markets/market-notices/2025/
september/apf-gilt-sales-market-notice-18-september-2025

5	 https://home.treasury.gov/news/press-releases/sb0213
6	 https://obr.uk/box/the-changing-maturity-composition-
of-gilt-issuance/
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Decarbonisation strategies must be rooted in market fundamentals 
not carbon footprinting. Emissions scopes are good for measurement 
but not for management. They tell us what a company’s carbon 
footprint is, but not how that business drives or reduces emissions 
in the real economy. For that we must start by understanding the 
essence of companies’ relationships with the carbon economy, and 
the pressure points for catalysing change.
Is the international system for carbon accounting consistently 
advancing efforts to tackle the climate crisis?
To sit in on an engagement discussion between investors committed 
to understanding climate risks and the companies they hold is, more 
often than not, an opportunity for a crash course in carbon accounting. 
Many hours are devoted to analysing companies’ scope 1 to 3 carbon 
emissions. The question is whether this is always time well spent. 
There are good reasons to believe that, while scope emissions are 
vital for gauging the size of a company’s footprint, relying on them 
as the main yardstick for climate performance risks distracting 
investors from the real drivers of decarbonisation. The danger is that 
by focusing narrowly on these numbers, we miss the bigger question 
of how businesses actually influence the carbon economy – for 
better or worse.
A company with high emissions among its suppliers, for instance, may 
lack the levers to reduce them. Conversely, a business with a light 
footprint may be mission critical for high-carbon activities. If investors 
are to have meaningful conversations about decarbonisation, they 
must be grounded in business models and market realities, not just in 
scope-based accounting. 
Over time, scope 1 to 3 emissions have become the dominant 
framework not just for measurement but also for judging climate 
performance. An industry of data providers and analysts has grown up 
around them. For example, the Science Based Target initiative (SBTi)1 
provides the main international benchmark for assessing whether a 
company’s targets are aligned with the Paris Agreement. It defines net 
zero as reducing scope 1, 2 and 3 emissions to zero – or to a residual 
level consistent with 1.5°C pathways – and then neutralising any 
remaining emissions at the target date and beyond.

OUT OF SCOPE, OUT 
OF MIND: RETHINKING 
CARBON ACCOUNTING

Stewardship focus

• � The scope 1 to 3 emissions 
framework is essential for 
measurement, but says little about 
how businesses actually drive or 
reduce carbon emissions.

• � Influential sectors with small 
footprints – such as exchanges, 
rating agencies, social media and 
audit – can enable huge amounts 
of high-carbon activity.

• � Companies providing real 
solutions risk being misjudged 
if investors focus excessively on 
their scope 1 to 3 numbers.

Key points

Explore our AI engagement 
work and other key 
stewardship initiatives in our 
2024 Stewardship Report, 
available to download 
at sarasinandpartners.
com/stewardship

2024 
STEWARDSHIP 
REPORT

ANNUAL REPORT FOLLOWING  
THE UK STEWARDSHIP CODE

NATASHA LANDELL-MILLS
HEAD OF STEWARDSHIP
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The problem is that this lens can miss the very essence 
of how an entity contributes to or helps mitigate climate 
change. Consider companies with low direct and indirect 
emissions, but whose core activities enable high-emitting 
sectors to grow?

Hidden enablers of high emissions
Take financial exchanges. The direct carbon footprint is 
relatively small, including buildings, energy use and business 
travel. Even when growing energy use for data centres 
and supply-chain emissions are added, they remain lighter 
emitters than so-called ‘hard-to-abate’ sectors such as 
fossil fuel extraction, aviation, or steel production. Yet the 
scope framework stops short of asking what the exchange 
is actually financing. This, surely, is what matters most for 
real-world impact? 
The think tank Carbon Tracker estimated in 2022 that global 
stock markets host companies holding three times more 
fossil fuel reserves than can be burned while staying within 
the Paris Agreement’s 1.5°C limit.2

Exchanges also channel capital to other carbon-intensive 
industries. The London Stock Exchange (LSE) calculates 
that these sectors make up almost 20% of global market 
capitalisation (excluding financials). Beyond equity, as of 
mid-2023, carbon-intensive entities had cumulative debt 
outstanding of US$5.5trn, equivalent to one-third of non-
financial corporate debt, making it the largest category of 
outstanding non-financial debt.3

Yet in line with scope 1 to 3 orthodoxy, the exchanges say little 
about this matter. The LSE describes itself as a sustainability 
leader, but its climate disclosures do not mention the 
emissions it facilitates through equity and debt issuance for 
carbon-intensive businesses. Its decarbonisation targets 
focus on less meaningful operational emissions that “arise 
from the buildings and data centres we occupy and use, 
business travel, commuting, working from home and through 
the products and services we buy from our supply chain.”4

According to Carbon Tracker’s analysis, however, the LSE is one 
of the largest hubs for fossil fuel financing, hosting entities 
that are deploying capex into new reserve development 
consistent with a temperature pathway above 2.7°C.5

While, there are many aspects of the LSE’s decarbonisation 
efforts to applaud, a keener focus on what else could be done 
to catalyse a shift in financing away from harmful fossil fuels 
would not go amiss.
Credit rating agencies are another sector where we believe 
the scope 1 to 3 framework misses the mark. Moody’s, S&P 
and Fitch all report relatively low in-scope emissions and 
their decarbonisation plans focus on operational aspects 
like building energy use.6 But their credit ratings unlock 
financing for high-carbon activities. Globally, carbon-intensive 
debt attracts higher credit ratings than other non-financial 
corporate debt, with 59% of issuance rated investment grade.7

This is despite carbon-intensive debt having longer maturities 
than average, exposing investors to greater decarbonisation 
risks. Some 46% of outstanding carbon-intensive debt extends 
beyond 10 years, and 16% exceeds 30 years, well past the 2050 
net zero deadline under the Paris Agreement. For debt with a 
maturity of 15 years or more, 78% is investment grade.8

While rating agencies are coming under pressure from 
regulators to address this apparent blind-spot,9 there is little 
sign that shareholders appear concerned. Having been widely 
criticised for mis-pricing risks in banks prior to the financial 
crisis, rating agencies can ill-afford to ignore the dangers of a 
climate-induced credit crunch.
Social media giants are also, we believe, neglected emissions 
enablers. While much attention has been (rightly) paid to the 
rising energy demand of artificial intelligence, which inflates 
their scope 2 and 3 emissions, few investors are challenging 
platforms like Meta for amplifying climate misinformation. 
But such ‘fake news’ undermines public trust in science, fuels 
resistance to climate policy and erodes political will – impacts 
invisible to scope accounting.10

Once we broaden our perspective to look for enablers of 
high-carbon activities, it’s not hard to find other examples. 
Auditors that ignore climate risks facilitate executives leaving 
potentially material physical or decarbonisation impacts out 
of financial reporting, relegating them to the non-financial 
bucket.11 Lawyers, consultants, and marketing agencies all 
have small scope 1 to 3 footprints, but their influence on 
capital flows, disclosure, strategy, and public perception 
is substantial.

WHAT DO WE MEAN BY 
SCOPE 1, 2 AND 3 EMISSIONS?
To provide a picture of an organisation’s carbon footprint, 
emissions are divided into three categories:

Scope 1: direct emissions from an 
organisation’s activities.

Scope 2: indirect emissions from 
purchased energy used to deliver 
goods and services.

Scope 3: indirect emissions associated 
with the supply chain (e.g. raw materials, 
transport and waste) and from 
customers’ use of goods or services.
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Solutions can also be masked by 
the carbon ledger
A simplistic focus on scope 1 to 3 emissions without regard 
to the broader influence of a business can also penalise 
companies providing solutions. 
Take Deere, the agricultural equipment company best 
known for John Deere tractors. On paper, its emissions 
are high because it manufactures heavy machinery. But 
Deere is transforming itself into a precision agriculture 
company, embedding technology that allows farmers to 
cut fertiliser use, target irrigation, and enhance soil carbon 
sequestration. With agriculture accounting for 10 to 12% 
of global emissions,12 companies that help to decarbonise 
food production – even if carbon benefits sit outside the 
scope 1 to 3 emissions envelope – need to be supported 
not upbraided. 
None of this is to suggest that measuring scope 1 to 3 
emissions is wrong. We need the data to track progress 
against the global carbon budget. Cutting direct and 
indirect emissions must also continue to be a priority for all 
companies. But carbon accounting does not tell us where 
the most powerful levers to drive decarbonisation reside. 
Investors’ time would be best spent acting on those pressure 
points that drive the greatest real-world decarbonisation; 
even if this means looking ‘out of scope’. This, in the end, will 
deliver the greatest long-term value for underlying clients.
1	 Corporate Net Zero Standard (V1.2 2024):	

https://sciencebasedtargets.org/net-zero
2	 https://carbontracker.org/reports/unburnable-

carbon-ten-years-on/
3	 Meng, A, N. Sharma, N Ramkumar, and J. Kooroshy, “Tracing carbon-

intensive debt: Identifying and calibrating climate risks in corporate 
fixed income”, LSEG, March 2024.

4	 LSEG Annual Sustainability Report 2024, p.25
5	 https://carbontracker.org/reports/unburnable-

carbon-ten-years-on/
6	 See, for instance, Moody’s decarbonisation plan: https://www.

moodys.com/sites/products/ProductAttachments/Sustainability/
moodys_decarbonization_plan.pdf; S&P’s TCFD report: https://www.
spglobal.com/content/dam/spglobal/corporate/en/documents/
organization/who-we-are/sp-global-tcfd-report-2025.pdf 

7	 Meng et al (March 2024)
8	 Meng et al (March 2024)
9	 The European Securities and Markets Authority, for instance, is due 

to issue final recommendations to tackle this: https://www.esma.
europa.eu/sites/default/files/2024-12/ESMA84-2037069784-2196_
Final_Report_Amendment_to_Delegated_Regulation_447-2012_
and_Annex_I_of_CRA_Regulation.pdf 

OUT OF SCOPE, OUT OF MIND: RETHINKING CARBON ACCOUNTING
Natasha Landell-Mills, Head of Stewardship

Continued

WHAT IS THE PARIS AGREEMENT 
1.5°C TARGET?
The Paris Agreement, adopted in 2015, is a global pact to 
limit climate change. Its most ambitious goal is to keep 
the rise in global average temperatures to 1.5°C above 
pre-industrial levels. Here’s why it matters:

•	 Limiting warming to 1.5°C reduces the risk of extreme 
weather, sea level rise, and biodiversity loss.

•	 Achieving it requires rapid and deep reductions 
in greenhouse gas emissions across all sectors, 
including energy, transport, and industry.

•	 Governments, companies, and investors use this 
target to guide policies, strategies, and investment 
decisions aimed at a more sustainable future.

10	 https://www.lse.ac.uk/granthaminstitute/explainers/what-are-
climate-misinformation-and-disinformation/ 

11	 Sarasin has spearheaded a number of investor initiatives over the 
past 10 years seeking to promote climate-aware accounting and 
audit to ensure financial statements continue to provide a true 
and fair view of capital, even in the face of rising transition and 
physical risks. See for instance: https://www.reuters.com/article/
world/exclusive-big-four-auditors-face-investor-calls-for-tougher-
climate-scrutiny-idUSKBN1Y21XH/ 

12	 https://www.sciencedirect.com/science/article/abs/pii/
S0959652624024223
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• �

• � The competitive environment in the 
consumer staples sector is shifting. 
Profit pools are moving towards 
retailers and away from branded 
consumer goods manufacturers, 
particularly in food.

• � Private label brands are becoming 
a lasting part of everyday 
shopping, not just something 
people switch to in hard times.

• � Within our Evolving Consumption 
theme we continue to 
prefer innovators and 
companies with sustainable 
competitive advantages.

This article has been co-authored by 
Jeneiv Shah, Global Equity Portfolio 
Manager, and Colm Harney, Investment 
Strategist/Portfolio Manager

Key points

TOM KIGHT
GLOBAL EQUITY ANALYST

Thematic investing
SMARTER CONSUMPTION 
AND THE SHIFTING 
BALANCE OF POWER  
IN RETAIL

Our Evolving Consumption theme examines how shopping habits 
change as generations, culture, and technology shift.1 One area we 
are interested in is the rise of own brands (private labelled products), 
which we believe is symptomatic of a change in the dynamic between 
retailers and branded consumer goods manufacturers, and a change 
in the investment opportunity set.
For many years, own brands were mostly a basic, cheaper option 
that gained market share in hard times and faded when consumer 
confidence returned. That pattern is changing. Retailers sell own brand 
ranges that compete on quality and choice, not just price, providing 
consumers with a compelling value proposition. Think Kirkland 
Signature at Costco, Finest at Tesco, Taste the Difference at Sainsbury’s, 
and bettergoods at Walmart.
Retailers are closer to the consumer than ever before. They have a 
growing abundance of information on customers' shopping habits 
as a result of the increasing use of online grocery shopping and 
loyalty programmes. This data is valuable for manufacturers to help 
inform product innovation, pricing and brand positioning, especially 
when their own sales volumes have been sluggish for some time and 
retailers’ own-brands have become a genuine competitor.
Since 2019, own brands have grown their share of US packaged goods 
spending led by food, where shoppers are switching into private 
label frozen, dairy, and snack lines.2 Outside of food the picture is 
mixed. Home care and general merchandise own brands have edged 
their share higher, while the share of private label health and beauty 
products remain close to, or below, pre-pandemic levels.
Demographic shifts have added momentum. Younger shoppers are 
less attached to the incumbent brands that older consumers are 
loyal towards. Millennials and especially Gen Z consumers are happy to 
try alternatives discovered through online reviews and social media. 
Many higher income households have increased their purchases of 
retailer own brands too. This marks a shift in behaviour. Frugality carries 
increasing social equity among consumers tired of inflation.
A further evolution is the lowering of information barriers, making it 
easier for new entrants to advertise and consumers to switch between 
brands. Social media, online reviews, influencers and creator content 
have made advertising cheaper and more scalable. New entrants can 
now reach large audiences more easily. That increases competition 
for traditional manufacturers and makes old-style national advertising 
less effective.
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Evolving consumption in action
These changes show up in the way people find, assess and 
buy products. Three forces stand out today:
• � More choice, easier discovery. Online shopping and 

internet views make comparisons simple, so switching to 
own brands or smaller challenger brands is simpler

• � Quality at keener prices. Own brands are no longer just 
the cheapest. Many ranges now offer strong quality and 
retailer-exclusive products helping to drive footfall.

• � Faster product cycles. Because retailers see what sells 
across stores and online, they can spot trends and scale 
winning products quickly or sell that information to 
manufacturers at high margins.

Taken together, these trends mean long-established brands 
face greater competitive intensity due to an increased threat 
of substitutes from retailer own brands, and lower barriers to 
entry for challenger brands. At the same time, higher interest 
rates have made it less economical for the incumbent brands 
to acquire their way to growth. 

How the shift shows up in practice
We can see these forces at work in how the largest retailers 
operate. The following three examples show how own-brand 
ranges, shopper data, and fast-growing retail media are 
shaping pricing, loyalty and profits:
• � Walmart's own-brand is bettergoods. Launched in April 

2024, it is the company's first new food label in around 20 
years, covering frozen, dairy, snacks, drinks, pasta, soups, 

coffee, and chocolate. Early surveys suggest a positive 
reaction across income groups, which supports the idea 
that own brand is no longer just a cheaper substitute 
but also a competitive alternative on quality grounds. 
Combined with an average nationwide delivery time of 
43 minutes for online grocery orders in the US, Walmart 
is offering consumers both cost and time savings; a 
formidable combination. By the end of 2025, Walmart 
will be able to deliver products to 95% of US households 
within three hours.3

• � Costco’s Kirkland Signature own-brand has become a 
bastion of high quality at attractive prices across, food, 
clothing and general merchandise. It helps the company 
keep prices low for members while offering strong 
alternatives across household and food lines. It supports 
loyalty without the need for heavy advertising.

•  �Ahold Delhaize has long been a leader in own-brand 
products. It plans to raise own-brand’s share from roughly 
38% to about 45% by 2028, supported by convenience 
factors such as providing meal kits in store.4 That should 
add value for shoppers and strengthen discussions with 
suppliers across Europe and the US.

Where the pressure shows up
As own brands scale and smaller challenger brands 
proliferate, the competitive pressure does not fall evenly 
across categories. Packaged food is facing some of the 
toughest conditions. Branded sales volumes remain soft 
despite promotions, while own brands continue gaining 
share. Packaged food demand is also pressured by the 

Source: www.ey.com/en_uk/insights/consumer-products/brand-relevance-era-of-endless-choice

SWITCHERS TAKE CENTRE STAGE GLOBALLY
Across generations, brand switchers make up the largest share of consumers, with the 
highest levels in Gen Z and Millennials, and the tendency to switch easing with age.

Brand loyalists Brand agnostics Brand switchers

Baby Boomer

Gen X

Millennial

Gen Z

24%

24%

25%

23%

22%

20%

15%

13%

54%

56%

60%

64%

SMARTER CONSUMPTION AND THE SHIFTING BALANCE OF POWER IN RETAIL
Tom Kight, Global Equity Analyst

Continued

22 | Q4 2025 Sarasin House Report



increasing use of GLP-1 medication, aggressive price 
increases since the pandemic, and growing scrutiny of 
ultra-processed foods among consumers and policymakers. 
Food categories in the middle aisle of a supermarket that do 
not require refrigeration, such as dried pasta, sauces, and 
cereals, are most exposed.5

Household and personal care is more resilient than food 
but not immune. Some product leaders use promotions 
effectively to hold or grow volumes despite own-brand 
competition; others are losing share to private label 
alternatives even with deeper discounting. In part this 
has been due to a lack of focus on innovation among the 
branded consumer goods companies since the pandemic. 
Consumers do not feel it is worth paying extra for the 
branded product for marginally improved performance 
compared to own brands.
Overall, the old 2000 to 2020 pattern – modest price 
increases, some volume growth, and margin improvement 
as fixed costs were spread over more sales – is likely to 
be harder to replicate moving forward. The competitive 
intensity for manufacturers has increased. Retailers are 
offering consumers attractively priced and positioned own 
brand goods, especially in food. A higher cost of competing 
puts market expectations of margin expansion at risk 
among the owners of weaker brands, especially those in 
thematically disadvantaged consumer staples categories 
such as packaged food.
We expect many brand owners will need to allocate more 
resources to product innovation to rebalance consumers’ 
lost sense of value-for-money when paying a premium for 
branded goods. Manufacturers will also need to reassess 
marketing strategies as the return on investment in 
traditional media channels reduces. We suspect some of 
this budget will get reallocated to social media influencers 
and paying for prime positioning on retailers' online and 
physical real estate.

ESG and stewardship angles
These shifts also raise practical stewardship questions, which 
guide our engagement with companies:
• � Fair value and access. Own brands can widen access to 

healthier, more sustainable options at lower prices. We ask 
for clear labels and responsible nutrition claims across 
these products.

• � People and productivity. New ways of working in logistics 
and stores can reduce waste and physical strain, but 
they also change the skills needed. We engage on safe 
adoption, reskilling, and fair treatment.

• � Packaging and waste. Own brands give retailers the scale 
to standardise recyclable or lower-impact packaging. We 
look for credible targets and progress.

How we are positioning portfolios
These insights inform where we place capital, and we put 
our view to work in three ways. First, we prefer retailers with 
dominant market share and leading e-commerce businesses, 
which provide opportunities to monetise memberships, 
marketplaces, advertising space, and customer insights 
to manufacturers.
Second, we are selective among brand manufacturers. We 
are careful of categories where own-brand exposure is high 
and discounts are rising without clear improvement in sales 
volumes or product innovation. We prefer areas with more 
durable advantages, such as select parts of household and 
personal care and beauty where proven product superiority 
helps maintain loyalty among consumers.
Third, we watch discounting trends as a live stress test. In 
non-food, heavier discounting has recently slowed own brand 
gains. In food, where discounting has eased, own brands are 
still taking share. We do not expect this trend to reverse as 
consumer confidence improves, unlike in past cycles.
It is worth noting that Sarasin has long taken an interest in 
this development between retailers and brands in our Food 
& Agriculture Opportunities Fund, a specialist fund that has 
consistently had limited exposure to conventional packaged 
food manufacturers.6 More recently, it has benefited from 
sizable holdings in retailers such as Walmart, Ahold Delhaize, 
Shoprite and Costco.

Smarter shopping calls for 
smarter investing
We believe the direction of travel is clear: own brands are no 
longer just a trade-down for hard times. In many aisles they 
are becoming part of everyday, smarter shopping, helped by 
changing demographics, easy access to information and retail 
platforms that blend stores, websites, data and advertising.
Within our Evolving Consumption theme, we continue to be 
selective across manufacturers, supporting real innovators 
and durable category leaders, and avoiding areas where 
own-brand pressure is rising and discounting is doing 
the heavy lifting. 

1	 https://sarasinandpartners.com/about/why-thematic/
2	 RBC Capital Markets, Is this private label cycle different? 

(18 October 2024)
3	 https://www.foodbusinessnews.net/articles/28446-bettergoods-is-

turning-into-big-business-for-walmart
4	 https://newsroom.aholddelhaize.com/ahold-delhaize-

introduces-500-new-own-brand-products-in-central-and-
southeastern-europe-region/

5	 https://agribusiness.purdue.edu/2025/03/31/glp-1-adoption-and-
its-impact-on-food-demand/

6	 https://sarasinandpartners.com/fund/sarasin-food-and-
agriculture-opportunities/
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This document is intended for retail investors and/or 
private clients. You should not act or rely on any information 
contained in this document without seeking advice from a 
professional adviser.
This is a marketing communication. Issued by Sarasin & 
Partners LLP, Juxon House, 100 St Paul’s Churchyard, London, 
EC4M 8BU. Registered in England and Wales, No. OC329859. 
Authorised and regulated by the Financial Conduct Authority 
(FRN: 475111). Website: www.sarasinandpartners.com. Tel: 
+44 (0)20 7038 7000. Telephone calls may be recorded or 
monitored in accordance with applicable laws.
This document has been produced for marketing and 
informational purposes only. It is not a solicitation or 
an offer to buy or sell any security. The information on 
which the material is based has been obtained in good 
faith, from sources that we believe to be reliable, but we 
have not independently verified such information and we 
make no representation or warranty, express or implied, 
as to its accuracy. All expressions of opinion are subject 
to change without notice. This document should not be 
relied on for accounting, legal or tax advice, or investment 
recommendations. Reliance should not be placed on the 
views and information in this material when taking individual 
investment and/or strategic decisions.
Capital at risk. The value of investments and any income 
derived from them can fall as well as rise and investors may 
not get back the amount originally invested. If investing in 
foreign currencies, the return in the investor’s reference 
currency may increase or decrease as a result of currency 
fluctuations. Past performance is not a reliable indicator of 
future results and may not be repeated. Forecasts are not a 
reliable indicator of future performance.
Neither MSCI nor any other party involved in or related to 
compiling, computing or creating the MSCI data makes 
any express or implied warranties or representations with 
respect to such data (or the results to be obtained by the 

use thereof), and all such parties hereby expressly disclaim 
all warranties of originality, accuracy, completeness, 
merchantability or fitness for a particular purpose with 
respect of any such data. Without limiting any of the 
foregoing, in no event shall MSCI, any of its affiliates or any 
third party involved in or related to compiling, computing or 
creating the data have any liability for any direct. indirect, 
special, punitive, consequential or any other damages 
(including lost profits) even if notified of the possibility of 
such damages. No further distribution or dissemination 
of the MSCI data is permitted without MSCI’s express 
written consent.
Neither Sarasin & Partners LLP nor any other member of the 
J. Safra Sarasin Holding Ltd group accepts any liability or 
responsibility whatsoever for any consequential loss of any 
kind arising out of the use of this document or any part of its 
contents. The use of this document should not be regarded 
as a substitute for the exercise by the recipient of their 
own judgement. Sarasin & Partners LLP and/or any person 
connected with it may act upon or make use of the material 
referred to herein and/or any of the information upon which it 
is based, prior to publication of this document.
Where the data in this document comes partially from third-
party sources the accuracy, completeness or correctness 
of the information contained in this publication is not 
guaranteed, and third-party data is provided without any 
warranties of any kind. Sarasin & Partners LLP shall have no 
liability in connection with third-party data.
© 2025 Sarasin & Partners LLP. All rights reserved. This 
document is subject to copyright and can only be 
reproduced or distributed with permission from Sarasin & 
Partners LLP. Any unauthorised use is strictly prohibited.
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