ESG Investing
Investing based on the issues that matter to you
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What is Environmental, Social and
Governance (ESG) Investing?
ESG investing falls under the umbrella of responsible investing
and incorporates environmental effects, social impacts, and
governance factors into investment processes and decisionmaking.
The ESG spectrum covers environmental issues like pollution
and climate change; social issues such as local communities,
employees, health and safety; and corporate governance issues
including prudent management, business ethics and appropriate
executive pay.
Ultimately, there are a
wide range of issues and
investment approaches that
an investor can consider.
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Investment approaches
Four commonly used approaches to ESG are:

1. ESG integration
Active investors who formally and systematically include ESG information in their
investment analysis and decision making.
This approach does not preclude investment in any particular organisation or country
simply because it is involved in a certain business activity that some investors may
deem as morally undesirable, but instead seeks to understand the financial impact of
the ESG issue or associated risk to the security. In other words, no investment in the
opportunity set is off limits for purchase.

2. Advocacy
The use of various resources (internal or external) to positively influence corporate
behaviour on ESG-related issues. This approach can be used across both active and
passive investment styles.
This includes through company or policy maker engagement, fundraising for and/or
donating to charitable organisations with a mission to impact a specific cause, or even
encouraging dialogue and peer action at a more local level.

3. Impact investing
Targeted investments, often made in private markets, with the dual objective of
generating some degree of ESG-related impact in addition to some level of financial
return.

4. Portfolio screening
Exclusionary (negative) screening: The exclusion of certain sectors, countries, and
securities from an investment universe based on specific ESG-related criteria.
Inclusionary (positive) screening: Proactive investment in sectors or companies selected
for higher ESG rating relative to industry peers or other investment opportunities.
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ESG growth
Global asset growth reflects increasing appetite of investors
Over $22 trillion1 in assets is now invested in ESG strategies globally and the sector is
well established as part of the mainstream investment landscape.
Institutions have been the primary adopters and responsible for most of the growth in
these strategies. This has mostly been driven by increased global regulation as well as
improved data and reporting on the sector.
While the
institutional
market
is well established
a broader
set of investors are now
Desire
for
sustainable
investments
across
segments
wanting their investments not only to satisfy their financial objectives but also to
express their values.

Studies have revealed the ESG sector
57% holds growing appeal for two large and important
demographics — millennials and women.
31%

33%

Demographic shifts support ESG growth, particularly for
28%
24%
15%
millennials and
women
Women

Millenials

Gen X

Figure 1 looks at the desire for sustainable investments across different demographic
Currently owned
Interested in adding
segments. It is based on a 2017 report by Responsible Investment Association Australia.
Source: State Street Institutional Investor Survey 2016.

The report revealed three quarters of Australian millennials say they prefer to invest in
a responsible superannuation fund rather than a fund that only considers maximising
financial returns.
It also revealed women are more likely to strongly expect their superannuation or
other investments to be invested responsibly and ethically (57% of women surveyed
compared to 42% of men).
Figure 1: Desire for sustainable investments across segments1
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Source: Responsible Investment Association Australia 2017.
1 Source: GSIA 2016 Global Sustainable Investment and Vanguard analysis.

4

75%

Corporate context
Against a backdrop of investors wanting to know more about companies ESG practices,
many companies now consider ESG matters to govern the sustainability of their
business strategy, resources, and operational activities.
More than 11,000 public companies worldwide are now disclosing ESG indicators. This
means the information available for investment managers and investors to use for
decision-making has significantly increased.

What makes ESG investing an enduring trend?
Environmental enablers
Global regulatory change, as well as improving transparency and
standardisation of ESG data and reporting has increased adoption of ESG
products by larger institutional investors.
ESG investing has also become more clearly defined with the emergence
of several common definitions. This clarity can help investors choose the
approach most aligned with their goals.

Investor preferences
Investors are increasingly looking for their investments to align with their
values in addition to providing financial returns.

Investment rationale
Recent studies show ESG issues as having a neutral to positive impact
on company performance and there are growing bodies of research that
conclude ESG investing can achieve competitive rates of return.

$$
$
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Vanguard ESG
Social responsibility is part of everything we do
While Vanguard has been managing ESG investment products for almost 20 years,
we’ve been advocating for investors and improved corporate governance in the market
for over 40 years.
We actively engage in responsible business, investing, and governance practices on
behalf of all Vanguard funds and clients. We do this in three ways:

1. Investment stewardship
Vanguard’s Investment Stewardship team is a global governance leader among asset
managers.
The team works in four ways to ensure that the actions and operations of public
companies create long-term value for fund shareholders.

We advocate for
corporate governance
best practices through
our participation in
industry organisations
and forums.

We engage with portfolio
company executives and
directors to share our
corporate governance
principles.

We monitor how
company boards oversee
risk and strategy with a
focus on matters that are
of material importance to
investors.

We vote proxies at
company shareholder
meetings across each of
our portfolios and around
the globe.

$
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2. Corporate stewardship
As a company, employer, and community member, we are focused on creating longterm value for all our stakeholders through our disciplined business strategy and our
sustainable operations.

$
Workplace

Community

Products

We invest in our
workplace to attract,
develop, and retain topperforming employees.

We support our local
communities around the
world.

We develop our
investment products,
services, and
infrastructure to serve
clients’ interests.

$

3. Investment management
Our funds

$

We have been offering socially responsible products since 1999 to help investors reflect
certain values while reaching their goals. In fact, Vanguard FTSE Social Index Fund is
now the largest ESG-screened index fund in the United States.
Our ESG products reflect our customary disciplined process for developing new
products while also offering Vanguard’s hallmark enduring, low-cost, diversified, and
long-term approach.

Our investment practices
• Vanguard is a signatory to the United Nation’s Principles for Responsible Investment
(PRI). This encourages asset managers and other institutional investors to engage
with corporations on ESG issues to create a more sustainable global financial system
and support long-term investment value.
Practically, this means our teams integrate ESG into how they manage Vanguard’s
active global funds.
• Our active Fixed Income Group has a global ESG committee.
• Our Quantitative Equity Group integrates ESG-related factors into their quantitative
stock selection model.
• Vanguard’s Portfolio Review Department engages with our external active managers
on responsible investing topics and their formal responsible investment policies.
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Our approach to ESG investing
Exclusionary screening
We appreciate our clients have a wide variety of humanitarian, ethical, environmental,
and social concerns, and many want to see these beliefs reflected in their investments.
With this in mind, we offer investors a range of ESG exclusionary screened products.
Our ESG products track indices that use screens to exclude certain sectors, companies,
or practices based on specific criteria that are considered by many investors to have
negative environmental, social, and governance practices. For example, screening out
tobacco companies.
While sector weightings of these funds may differ from a more traditional broad-market
index, Vanguard’s ESG funds remain highly diversified and aligned with our philosophy of
providing enduring, low cost, diversified, and long-term products.

Across all of our products we
embrace the same investing
principles: clear goals, broad
diversification, low costs and
long-term discipline.
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Vanguard ESG products
Investors have a wide variety of humanitarian, ethical, environmental, and social
concerns, and many want to see these beliefs reflected in their investments. With
this in mind, Vanguard offers clients ESG investment options which utilise exclusionary
screening.
The Vanguard Ethically Conscious International Shares Index Fund and Vanguard
Ethically Conscious Global Aggregate Bond Index Fund offer investors access to broadly
diversified international equities and international fixed income exposures that exclude
fossil fuel reserves, alcohol, tobacco, gambling, weapons, nuclear power and adult
entertainment.
Both funds apply nine negative screens across three categories:

Non-Renewable energy
• Fossil fuels
• Nuclear power

Vice products
• Adult entertainment
• Alcohol
• Gambling
• Tobacco

Weapons
• Controversial weapons
(e.g. cluster munitions)
• Conventional military weapons
• Firearms

$
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Vanguard Ethically Conscious International Shares Index Fund and ETF
The fund and ETF are benchmarked to the FTSE Developed ex Australia ex NonRenewable Energy/Vice Products/Weapons Net Tax Index in Australian dollars before
taking into account fees, expenses and tax. The hedged version of the Fund will track
the same benchmark hedged to either AUD or NZD.
The index contains approximately 1,650 securities listed across 24 developed economies
and removes companies involved in fossil fuel reserves, alcohol, tobacco, gambling,
weapons, nuclear power, and adult entertainment.
The screening criteria excludes approximately 321 securities representing about 20% of
the market cap of the broader benchmark.

Vanguard Ethically Conscious Global Aggregate Bond Index Fund and
ETF (Hedged)
The Fund and ETF are benchmarked to the Bloomberg Barclays MSCI Global Aggregate
SRI Exclusions Float Adjusted Index hedged to Australian dollars.
The index includes government, government-related, corporate and securitised fixed
rate bonds from both developed and emerging market issuers and removes companies
involved in alcohol, tobacco, gambling, military weapons and civilian firearms, adult
entertainment, nuclear power and fossil fuel reserves.
The screening criteria excludes approximately 2,500 bonds from the Index, representing
about 4% of the broader benchmark.

Vanguard International Shares Select Exclusions Index Fund
The Fund is benchmarked to the MSCI World ex Australia, ex tobacco, ex Controversial
Weapons, ex Nuclear Weapons Index and is offered unhedged, AUD hedged, and NZD
hedged.
The Fund provides access to a broadly diversified range of securities that excludes
companies involved in the production of tobacco, controversial weapons and companies
that manufacture nuclear weapons, components that were developed or significantly
modified for exclusive use in nuclear weapons, and companies that provide auxiliary
services related to nuclear weapons.
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Connect with Vanguard™
vanguard.com.au/esg-investing
1300 655 205

Vanguard Investments Australia Ltd (ABN 72 072 881 086 / AFS Licence
227263) is the product issuer. We have not taken your clients’ circumstances
into account when preparing the above information so it may not be applicable
to your clients’ circumstances. You should consider your clients’ circumstances
and our Product Disclosure Statement (PDS) before making any investment
decision or recommendation. You can access our PDS at www.vanguard.com.
au or by calling 1300 655 102. Past performance is not an indication of future
performance. This publication was prepared in good faith and we accept no
liability for any errors or omissions.
London Stock Exchange Group companies include FTSE International Limited
(“FTSE”), Frank Russell Company (“Russell”), MTS Next Limited (“MTS”), and
FTSE TMX Global Debt Capital Markets Inc. (“FTSE TMX”). All rights reserved.
“FTSE ®”, “Russell®”, “MTS®”, “FTSE TMX®” and “FTSE Russell” and other service
marks and trademarks related to the FTSE or Russell indexes are trademarks
of the London Stock Exchange Group companies and are used by FTSE, MTS,
FTSE TMX and Russell under licence. All information is provided for information
purposes only. No responsibility or liability can be accepted by the London Stock
Exchange Group companies nor its licensors for any errors or for any loss from
use of this publication. Neither the London Stock Exchange Group companies
nor any of their licensors make any claim, prediction, warranty or representation
whatsoever, expressly or impliedly, either as to the results to be obtained from
the use of the FTSE Indices or the fitness or suitability of the Indices for any
particular purpose to which they might be put.
BLOOMBERG® is a trademark of Bloomberg Finance L.P. or its affiliates.
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively
with its affiliates, “Barclays”). MSCI® is a trademark and service mark of MSCI,
Inc. (collectively with its affiliates, including MSCI ESG Research LLC (“MSCI
ESG”), “MSCI”). These marks are used under license. Bloomberg Finance
L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”)
(collectively, “Bloomberg”), or Bloomberg’s licensors own all proprietary rights in
the “Bloomberg Barclays MSCI Global Aggregate SRI Exclusions Float Adjusted
IndexSM (“Index”) which Index is determined, composed and calculated by
BISL, or any successor thereto, based on environmental, social and governance
research provided by MSCI ESG. Neither Bloomberg, Barclays nor MSCI is
affiliated with Vanguard as Issuer of the Vanguard Ethically Conscious Global
Aggregate Bond Index Fund (AUD Hedged) and Vanguard Ethically Conscious
Global Aggregate Bond Index Fund (NZD Hedged), and neither Bloomberg,
Barclays nor MSCI approves, endorses, reviews or recommends Vanguard
Ethically Conscious Global Aggregate Bond Index Fund (AUD Hedged) and
Vanguard Ethically Conscious Global Aggregate Bond Index Fund (NZD Hedged).
Bloomberg, Barclays and MSCI do not guarantee the timeliness, accurateness or
completeness of any data or information relating to the Index, and none shall be
liable in any way to the Issuer, investors in Vanguard Ethically Conscious Global
Aggregate Bond Index Fund (AUD Hedged) and Vanguard Ethically Conscious
Global Aggregate Bond Index Fund (NZD Hedged) or other third parties in
respect of the use or accuracy of the Index or any data included therein.
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