Making sense of sustainable and ESG investing
Attractive investment returns are compatible with a sustainable future

Investors are questioning the impact their investments are having on society and the environment
more than ever before, and more investors now expect their investments to be invested in
companies that behave responsibly and ethically.
Investing sustainably includes looking beyond short-term financial performance and taking into consideration
environmental, social and governance factors and how they will impact the future of a company’s business.
As the world focuses more on sustainability it could well be one defining investment approach of the coming decades.
Interestingly, however, the world has long been headed towards a lower-carbon and more-sustainable future.
Households are switching to solar energy, families are shunning polluting products, scientists are inventing safer
technologies, lobbying groups are pressuring governments and businesses to reduce emissions, and citizens are
increasingly recognising the huge costs of inequality within their communities.
We believe, this is one ‘trend’ that is here to stay!
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On a global scale, how far have we come?
The 2021 UN Climate Change Conference to be held in the UK is a forum that will
gather to discuss the UN climate initiatives that have sprung from the Earth Summit in
Rio de Janeiro in 1992. The conference will double as the third meeting of the parties
to the Paris Agreement.
In 2015, in the first Paris Agreement, officials from 195 countries agreed to tackle
what many see as an emergency confronting the world today; namely climate
change. The participating countries agreed to:
Limit temperature increases, preserve forests, share the costs fairly and, to be
transparent in their emissions and efforts to mitigate climate change.
The key outcome was the ambition to limit the rise in temperature caused by
greenhouse gas emissions. The countries agreed to hold “the increase in the global
average temperature to well below 2°C above pre-industrial levels and to pursue
efforts to limit the temperature increase to 1.5°C above pre-industrial levels”.1

The rise of ESG
investing in Australia
In Australia, the uptake of
ESG-oriented ETFs
(Exchange Traded Funds) surged
fourfold in recent years, from
A$554.1 million in 2017 to
A$2.2 billion in 2019.
(“Australian Investors Warm to Sustainable
Investing,” The Asset, February 26, 2020.)

These efforts are disrupting the parts of the global economy linked to fossil-fuel production
and consumption while bolstering those industries that embrace renewables technologies. Investors
seeking to avoid the uncertainty and losses associated with such disruption and gain from the incorporation of renewables
are now looking to invest along sustainable lines.

This is not a new concept for many investors
Investors have long sought to invest their money in synch
with their values and hopes for a better world.

The Paris Agreement’s long-term goal

The effort to do this is broader than the environment too,
and that’s why such investing is commonly known by the
acronym ESG, which stands for Environment, Social and
Governance investing.
Today, the value of global assets applying Environmental,
Social and Governance criteria to portfolios totals
US$40.5 trillion2. In Australia, the responsible investment
market continues to grow, with A$1.149 trillion in assets
under management. Responsible Investment funds now
represent 37 percent of Australia’s total AUD$3.155 trillion
in professionally managed assets3.
People seem willing to help protect the world for future
generations, while earning competitive returns – and
Millennials in particular, are most likely to consider
changing providers if their investments do not align with
their values and beliefs4.

Note: Target assumes Intergovernmental Panel on Climate Change carbon budget with 50%
probability of limiting global temperature increases to 2˚C, and constant global emissions from
2011 to 2014. Source: Intergovernmental Panel on Climate Change

Millennials focus on the future
Socially-minded investors including many Millennials (those born between the early
1980s and early 2000s) are looking for investments that can have a positive impact on
the world.
This awareness and concern for the planet has many investors seeking sustainable
and ESG investments, wanting to not only pursue the opportunity for financial
returns, but to also align with their personal values and ‘do good’ for society.
So if your children or grandchildren have been on your back to make this change, you
may not be alone.
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So what does ‘sustainable investing’ really mean?
With the proliferation of sustainable investing over the past decade, the confusion of naming conventions has well and
truly set in, and today the category of ‘sustainable’ investing has been known to fall under many names and guises.
If that’s not confusing enough, each and every individual investor will also have different personal views on what they’d
like to achieve from investing sustainably, resulting in a lot of ‘grey’ for the investment industry to define.

“There is currently a lot of grey in how to assess ESG in the investment industry. Magellan’s
detailed, multi-step approach to reducing carbon and ESG risks is a key point of differentiation.”
Elisa Di Marco, Portfolio Manager MFG Core ESG Fund

CATEGORIES OF SUSTAINABLE INVESTMENTS

ESG

IMPACT

Taking into account a company’s environmental, social
and governance risks and framework in which the
company operates.

ETHICAL

Impact investments have hard, measurable financial and
non-financial objectives, with the intention to create
positive social or environmental impacts.

SRI

Investments for investors who seek to align their morals
and values with their investment choices.

‘Socially responsible investing’ is used as a catchall phrase to exclude industries that could harm the
environment and society, and instead focuses on
companies that can have positive social impacts. Today
it is a less-commonly used term and can be captured
across the ‘E and S’ of ESG and also ethical investing.

A unified direction...
Whatever the name, or whatever your view of sustainable investing may be, the universal idea is directionally the
same; it’s the consideration of any investment decision, and ultimately, how it will impact the future.
…But, processes can vary from manager to manager
Some fund managers may use negative screens in their processes to exclude certain industries
or companies. These exclusions might cover investments in alcohol, fossil fuels, gambling,
tobacco or weapons of war. Other managers might exclude investments in companies using
child labour in emerging countries and other human-rights abuses.
Others might look at the carbon footprint of companies engaged in any industry to assess
whether or not that company is helping achieve a sustainable world.
Furthermore, some managers may seek to invest purely for the benefit of chasing
financial returns from a shift to a sustainable world.

Magellan’s approach to
Sustainable and ESG investing
At Magellan, we have always thought about the sustainability of our investments.
As sustainable investors, we consider factors that may have wide-ranging long-term impacts on
societies. Our process is not constrained by a check list, or by ticking boxes. Instead, we focus on
the future, by investing in companies we believe to have sustainable competitive advantages in their
businesses and industry positioning.
We then also consider the Environmental, Social and Governance risks that could materially alter investment
outcomes, and we work to understand and quantify these risks, irrespective of which acronym is used to define them.
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We seek companies that can sustain their operations within the societies and environments
in which they do business over the long term. And this greatly matters to us, because our
investment strategies have long-term investment time horizons”
Domenico Giuliano, Deputy CIO, Head of ESG & Portfolio Manager. Magellan Financial Group

Our Sustainable and ESG portfolios primarily focus on providing elements from the ESG and SRI categories mentioned
above. We undertake detailed research to identify those material ESG risks for each company that could diminish
investment returns, because, for example, a company may operate in a way that diminishes their social license within
their communities, or have unsustainable environmental practices.
Our detailed, company-specific approach differentiates from “box ticking” approaches that assume all ESG risks matter
to all companies in the same way.

Can investors expect competitive returns for investing sustainably?
Yes, investors can. A notable feature about sustainable investing is that it has the potential to generate competitive
returns for two key reasons:
Sustainable-seeking investors are
often backing (and rewarding)
forward-looking companies that
are using, or devising, the mostpromising technologies towards achieving a
sustainable, especially a low-carbon, world.

1

The improved economics of renewables, for
instance, helps to build a compelling case
for investing in those industries that utilise
renewables.
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Investing along sustainable lines can lessen some
risks associated with companies where ethical,
environmental and social risks could one day cause
problems.

Certain companies may have a poor corporate culture that can
lead to outcomes that harm a company’s reputation. For example,
it might be a lax attitude to safety that results in large worker
compensation claims. Or that same poor culture may mean that
they cannot hire the best and brightest, and so begin to lose their
competitiveness to companies with positive cultures.

Sustainable investment managers therefore, can have a strong competitive advantage over traditional managers.
They are not simply looking at next quarter’s results, but are instead looking
at the long term and how a company is positioned for the future, taking into
account both financial and intangible risks.
Will a profitable restaurant business retain its strong brand if food safety is not
taken seriously? How will a financial institution be impacted if its remuneration
structure is encouraging more and more risky behaviour? How are car
manufacturers positioned in a world of electric-powered and driverless cars?
These are the questions sophisticated sustainable managers are asking, and
how they are thinking about the next 5, 10 or even 20 years.

The case for sustainable investing
The evolution of the asset class and the growth in the number of sustainable
fund products, means investors can invest in line with their beliefs whilst still
seeking attractive returns.
1

MORE INFORMATION
The MFG Core ESG Fund is an
actively constructed, systematically
managed and continuously
monitored ESG-focused portfolio
of 70-90 of the world’s best
businesses, leveraging Magellan’s
quality investment research
capabilities, investment philosophy
and proven ESG framework.
To find out more about the MFG
Core ESG Fund, please visit
www.mfgcoreseries.com.au

For some perspective, the average global temperature rose about 0.8°C from 1880 to 2012 and is now at record highs. United Nations. “Climate change” on the global issue website. un.org/en/sections/
issues-depth/climate-change/index.html. 2 Pensions & Investments, July 2020, Global ESG-data driven assets hit US$40.5 trillion. 3 RIAA, The Responsible Investment Benchmark Report Australia 2020.
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Important Information: Important Information: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited ABN 31 120 593 946, AFS Licence No. 304 301 (‘Magellan’). This material
is issued by Magellan and has been prepared for general information purposes only and must not be construed as investment advice or as an investment recommendation. This material does not take into account
your investment objectives, financial situation or particular needs. This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation,
offer or invitation to purchase, sell or subscribe for interests in any type of investment product or service. You should read and consider any relevant offer documentation applicable to any investment product or
service and consider obtaining professional investment advice tailored to your specific circumstances before making any investment decision. A copy of the relevant PDS relating to a Magellan financial product or
service may be obtained by calling +61 2 9235 4888 or by visiting www.mfgcoreseries.com.au.
Past performance is not necessarily indicative of future results and no person guarantees the future performance of any fund, the amount or timing of any return from it, that asset allocations will be met, that it
will be able to implement its investment strategy or that its investment objectives will be achieved. Statements contained in this material that are not historical facts are based on current expectations, estimates,
projections, opinions and beliefs of Magellan. Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. This material may contain
‘forward-looking statements’. Actual events or results or the actual performance of a Magellan financial product or service may differ materially from those reflected or contemplated in such forward-looking
statements. This material may include data, research and other information from third party sources. Magellan makes no guarantee that such information is accurate, complete or timely and does not provide any
warranties regarding results obtained from its use. No representation or warranty is made with respect to the accuracy or completeness of any of the information contained in this material. Magellan will not be
responsible or liable for any losses arising from your use or reliance upon any part of the information contained in this material.
Further information regarding any benchmark referred to herein can be found at www.magellangroup.com.au. Any trademarks, logos, and service
marks contained herein may be the registered and unregistered trademarks of their respective owners. This material and the information contained
within it may not be reproduced, or disclosed, in whole or in part, without the prior written consent of Magellan.
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