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ESG: How much value
does it add?

Environment, social and governance (ESG) are
recognised as important tenets of investment.
But just how much value does ESG actually add
to returns? We undertook a study designed to
quantify the value it contributes to investors.
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They are aspects which the company can, by and large,
control and are closely related to environmental, social and
governance issues.
It is through obtaining a better understanding of the
management of these intangible assets that ESG research
aims to provide investment insights.

Answering the ‘so what’?
All equity analysis requires an analyst to consider the
growth in future earnings and the risk associated with those
earnings when evaluating a company’s share price, whether
it is a detailed discounted cash flow analysis or one year
earnings estimates and price/earnings multiplies.

Assessing ESG issues
We consider companies from two ESG perspectives:
1. The Impact of Sustainability Issues on “what” the
company does, and
2. The effectiveness of the management of material ESG
issues by the company.
We see sustainability as shaping the market place in which
companies are operating. For example, it is our view that
climate change is clearly shaping the resource and energy
sectors. Intergenerational equity and demographic changes
are shaping the funds management industry, the aged care
industry and healthcare. The desire to minimise, or limit,
negative social externalities is impacting gambling and
alcohol stocks. ESG trends on internationalisation,
increased transparency, shifts in global growth and
information technology are also impacting companies.
These forces vary between sectors and some companies
are better positioned than others to take advantage, or at
least be not as disadvantaged, than others. The various
forces may not necessarily be coming from the same
direction or operate within different time frames but all are
considered. There is some overlap with areas covered by
“traditional” investment analysis – that is to be expected if
there is true integration of ESG issues.
The second aspect we consider is the effectiveness with
which a company manages its material ESG issues. The
majority of most company’s value is made of intangible
assets, here simply defined as market capitalisation, less
tangible assets on balance sheet plus debt. These
intangible assets are the systems, structures, relationships,
skills, knowledge, culture and brand that are used to
execute a company’s strategy and manage risk to the
company.

Analysts also need to consider catalysts which may be
required for a certain value to be recognised by the market.
It is through the lenses of risk and growth, over various
investment time frames, that our ESG analysis is made
relevant to investment analysis. It may seem easy but it is
the most difficult part of ESG integration and it is only
through sitting with the investment analysts and portfolio
managers that the real and timely benefit of ESG analysis is
captured. The approach to ESG integration for fundamental
equities is summarised in figure below.

How much value does it add?
Like all factors impacting a company’s share price, the
importance of ESG issues for a particular stock can vary
over time. We developed and tracked the performance,
since 2007, of a proprietary ESG Index, utilising the ESG
research process outlined above. Over this period, the
AMP Capital ESG Index typically contained approximately
130-135 stocks representing typically 80-85% of the
ASX200 market capitalisation.
Our ESG index has outperformed the ASX200 on 55% of
months over this 78 month period to the June 2013 and has
provided competitive outperformance over the ASX200 on a
1
three-year rolling basis.
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Interestingly, from a size perspective, it was the ESG
investible companies within each size bucket, as opposed to
the relative weight of the size bucket itself, that contributed
the majority of relative performance.
In summary, the relative performance of the ESG Index has
been driven by the overweight position in more sustainable
sector, eg. financials and healthcare, underweight less
sustainable sector, such as gold, and the relative
performance of large verses small cap miners.

ESG adds….
Source: AMP Capital as at 30 June 2013.
Past performance is nota reliable indicator of future performance.

This has been a volatile time for the ASX200, impacted by:
the run-up to the global financial crisis (GFC), the height
and tailing off of the resources boom and more recently the
search for yield. ASX200 annualised returns were near
20% initially to close to negative 40% during the height of
1
the GFC to rebound by much the same 12 months later.

What drove outperformance?
The performance of the ESG Index relative to the ASX200
can be attributed to both sector or size position but also
company positions within each sector or size bucket.
Over the past three years relative sector positions has
contributed more than 75% of relative performance and
better companies within a sector the remainder.
In one respect this split is not surprising given there are a
number of sectors, e.g. banking, healthcare and gaming, in
which all companies are in or out of the ESG Index.

The focus of our ESG research on both how sustainability is
shaping the markets in which companies operate and how a
company manages the key intangible assets gives insights
into the evaluation of the growth and risk profiles of
companies over a range of timeframes. This has enabled
us to integrate our ESG research to a variety of fundamental
investing styles.
It is our view that the focus of long-term investment drivers,
through analysis of sustainable market drivers and focus on
a company’s management of intangible assets, has added
to investment returns even through the volatile equity
market environment of the last six years.
Since its inception in January 2007, the AMP Capital ESG
Index has outperformed the ASX200 on a rolling three year
1
average by typically 0.5%.
This outperformance suggests that a low turnover active
ESG fund may provide an interesting long-term investment
opportunity for equity investors.
AMP Capital has had an internal ESG research team since
the beginning of 2001. Consistent with AMP Capital’s
commitment to the UN Principles of Responsible
Investment, we are also utilising the insights from
integrating ESG research into equities and applying them to
our Global Resources, Listed Infrastructure and REIT equity
funds, our corporate bond funds and assessing the ESG
performance of our external equity managers.
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Source: AMP Capital and Bloomberg market data as at 30 June 2013.
Past performance is not a reliable indicator of future performance.
Source: AMP Capital as at 30 June 2013.

Contact us
If you would like to know more about how AMP Capital can help you, please visit ampcapital.com
For your local contact, please visit ampcapital.com/contact or email inquiry@ampcapital.com
Important notice to all investors:
This information in this document has been prepared by AMP Capital Investors Limited (ABN
59 001 777 591,AFSL 232497) (“AMP Capital”) and AMP Capital Funds Management Limited
(ABN 15 159 557 721, AFSL 426455) (“AMPCFM”) for providing general information about the
investment capabilities referred to in the information and is qualified in its entirety by any
product disclosure statement, information memorandum, private placement memorandum.
This document is not intended to be and does not constitute a recommendation, offer,
solicitation or invitation to subscribe regarding the AMP Capital ESG index, and is not intended
for distribution or use, in any jurisdiction where it would be contrary to applicable laws,
regulations or directives. Prospective investors should make their own inquiries and consult
their own professional advisers as to the applicable laws, regulations and directives (including
any requisite governmental or other consents and any other prescribed formalities) in any
particular jurisdiction (including, in which the person comes into possession of this document)
and the consequences arising from a contravention of them at any relevant time. Any failure to
comply with such restrictions may constitute a violation of applicable securities law. While
every care has been taken in preparing this information, except as required by law, none of
AMP Capital or AMPCFM or their associates makes any representation or warranty as to the
accuracy or completeness of the information provided in this document, including, without
limitation, any forecasts, or takes any responsibility for any loss or damage suffered as a result
of any omission, inadequacy or inaccuracy.

This document does not purport to be complete, does not necessarily contain all information
which a prospective investor would consider material, and has been prepared without taking
account of any particular person’s objectives, financial situation or needs. Accordingly, the
information in this document should not form the basis of any investment decision. A person
should, before making any investment decision, consider the appropriateness of the
information, and seek professional advice, having regard to the person’s objectives, financial
situation and needs. Past performance is not a reliable indicator of future performance and
there can be no assurance that the AMP Capital ESG index will achieve its objective or its
target returns or that investors will receive a return from their capital. This document is
provided to you strictly on a confidential basis and the information contained in it must be kept
strictly confidential (with the exception of providing it to your professional advisors who are
also contractually and/or professionally bound to keep it confidential) and may not be
reproduced or redistributed (in whole or in part) or otherwise made available to any other
person in any format without the express written consent of AMP Capital or AMPCFM. All
information contained in this document, unless otherwise specified, is current at the date of
publication and will not be updated or otherwise revised to reflect information that
subsequently becomes available, or circumstances existing or changes occurring after that
date. By accepting a copy of this document, you agree to be bound by the limitations, terms
and conditions set out in this notice.
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