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Introduction
At Vanguard Asset Management, we were pleased to be accepted as a signatory to the UK Stewardship 
Code in September 2021 following our first submission. The UK Stewardship Code is considered the global 
gold standard for investment stewardship practices and reporting. We support the Financial Reporting 
Council’s drive to improve disclosures on stewardship activities and outcomes to demonstrate the role of 
investors as responsible stewards of the assets entrusted to them. As an investment provider to more than 
30 million individuals around the world, Vanguard is responsible for protecting our clients’ assets and helping 
them to grow over the long term. 

In our second submission, we present how we progressed in our stewardship practices and our signatory 
responsibilities during 2021. Vanguard clients invest predominantly in index products, which are designed to 
hold a company for as long as it is included in the benchmark index. That’s why our investment stewardship 
activities of public advocacy, engagement and proxy voting are critical to safeguarding and promoting long-
term shareholder value. 

Over the past year we have continued to invest in our stewardship programme. We expanded the 
team with tenured leaders and analysts who bring a wealth of industry experience, strong governance 
expertise and deeper knowledge of the different regulatory environments and regional norms in which our 
portfolio companies operate. Our programme is now supported by more than 60 investment stewardship 
professionals. 

We have also increased disclosure on all aspects of the programme including rationales behind certain 
votes, the publication of our global principles, new regional proxy voting policies and perspectives on key 
matters. In addition, we have incorporated greater levels of ‘voice of client’ into our programme through 
enhanced education sessions designed to support Vanguard’s internal business partners on various ESG  
(environmental, social and governance) matters.

Direct company engagement remains the foundation of our Investment Stewardship programme. Vanguard 
believes in the power of holding candid, ongoing conversations with company boards and management 
teams to share our expectations of governance best practices and to understand how portfolio companies 
aim to deliver value to shareholders. In 2021, our Investment Stewardship team held 1,447 engagements 
with directors and other stakeholders involving 1,074 companies, up from 851 engagements involving 655 
companies in the previous year. In some cases, we met with boards and leadership teams multiple times to 
hold focused discussions on thematic topics such as climate risk and human capital management, including 
risks associated with diversity, equity and inclusion (DEI). We also identified opportunities to participate in 
collaborative and one-to-many engagements. I invite you to read more about our collaboration activities on  
p. 40 of this report.

Many of our engagements during 2021 focused on the profound, material risk that climate change poses to 
companies and the potential impact on the financial outcomes of their shareholders. We believe in active 
ownership through engagement to understand how boards will oversee and manage climate risks through 
the energy transition. Where we see a lack of meaningful progress, we will engage with boards and the 
funds may vote accordingly on shareholder proposals and director appointments at company annual general 
meetings. 

In November, we were pleased to attend the 2021 UN Climate Change Conference (COP26) and co-host a 
panel discussion, ‘Active and Passive – Different Approaches, Similar Goals’, at the Green Horizon Summit. 
I was encouraged by the discussions my colleagues and I had that week with policymakers, companies and 
other asset managers. It will take efforts from all parties to mitigate the risks of climate change to investors 
and society. 

Vanguard strives to maintain high standards of investment stewardship, and in every instance we are guided 
by our fiduciary duty to the investors in our funds. We seek to clearly demonstrate the areas where we 
have made progress while being candid where we are still on a journey. It’s in that spirit that we submit this 
report. We thank the Financial Reporting Council for its continued commitment to the highest standards of 
stewardship practices and reporting and for the opportunity to both provide and receive input.

Sean Hagerty

Managing Director

Vanguard Asset Management 

4



5

About the UK Stewardship Code 2020
The UK Stewardship Code 2020 (the Code) sets high stewardship standards for asset owners, 
asset managers and service providers. The Code defines stewardship as the responsible allocation, 
management and oversight of capital to create long-term value for clients and beneficiaries leading 
to sustainable benefits for the economy, the environment and society. The Code comprises a set 
of principles and guidance for asset owners, asset managers and service providers to promote 
transparency and integrity in business, placing a strong emphasis on the outcomes of stewardship 
activities.

Vanguard is committed to effective corporate governance to ensure that companies, investors and the 
economy as a whole benefit. We serve our investors by promoting and safeguarding long-term value 
creation at the companies in which our funds invest. The following report and associated documents 
linked within (including our Investment Stewardship 2021 Annual Report, published earlier in 2022) 
illustrate the stewardship activities and outcomes in respect of Vanguard Asset Management, Limited 
(VAM), part of the Vanguard group of companies (Vanguard), for the 12 months ended 31 December 
2021, and explain how our policies and practices address each principle. The report signals our intention 
to maintain our signatory status to the Code and fulfils certain reporting requirements of Article 3g(b) 
of the Shareholder Rights Directive II (Directive 2017/828) as implemented in the UK.

Principles for asset owners and asset managers
Purpose and governance
Principle 1: Purpose, strategy and culture

Principle 2: Governance, resources and incentives

Principle 3: Conflicts of interest

Principle 4: Promoting well-functioning markets

Principle 5: Review and assurance

Investment approach 
Principle 6: Client and beneficiary needs

Principle 7: Stewardship, investment and ESG integration

Principle 8: Monitoring managers and service providers

Engagement
Principle 9: Engagement

Principle 10: Collaboration

Principle 11: Escalation

Exercising rights and responsibilities
Principle 12: Exercising rights and responsibilities
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About Vanguard
Purpose, strategy and culture
Vanguard, founded in the United States in 1975, 
is based on a simple but revolutionary idea: An 
investment company should manage its funds 
solely in the interests of its clients. The success of 
our approach has enabled us to expand over the 
decades to become one of the world’s largest and 
most respected asset management companies, 
with worldwide offices, including our international 
head office in London. We offer a broad selection 
of investments, advice and retirement services, 
and insights to individuals, financial professionals 
and institutions. 

What sets Vanguard apart – and lets us put 
investors first – is our unique mutual ownership 
structure in the US. Vanguard is owned by the 
US-domiciled funds, which in turn are owned by 
their investors. This framework has inspired our 
client-first culture – our clients are at the heart 
of all our decisions and our drive to continually 
lower investment costs. While this ownership 
structure is not replicated outside of the US, 
we believe that it drives the culture, processes 
and philosophies throughout Vanguard’s global 
organisation. As a result, our clients benefit from 
our client focus, experience, stability and long-
term, disciplined investment approach.  

We are guided by our core purpose: To take a 
stand for all investors, to treat them fairly and to 
give them the best chance for investment success. 
We fulfil this mission and ensure that Vanguard’s 
interests are aligned with those of our clients by 
adhering to three core values: 

Integrity. Vanguard’s unique ownership structure 
means we have no conflicting loyalties. We are 
built to ‘do the right thing’ for our clients. 

Focus. Our long-term perspective and disciplined 
approach to investing keep our focus squarely 
on clients and the sustainable value of their 
investments. 

Stewardship. Our stewardship is evident in our 
unique ownership structure in the US, client-

first culture and commitment to ethics. We also 
strive to ensure that the companies in which our 
funds invest are subject to the highest standards 
of corporate governance. We believe good 
governance can promote and safeguard long-
term shareholder value. 

Four investment principles  have been intrinsic 
to our company since its inception and are based 
on a long-term time frame: goals, balance, cost 
and discipline. These principles are the foundation 
of the advice and guidance we provide to our 
clients. They inform our approach to managing 
the funds, and they are evident in how we run our 
business. 

As a steward of our clients’ assets, we have a 
responsibility to monitor material risks that can 
impact shareholder value over the long term, 
including financial matters and ESG-related 
risks. We view our stewardship responsibilities as 
a natural extension of Vanguard’s core purpose 
and values. The majority of our global investment 
offerings are index funds, which seek to track a 
stated index. The funds invest in public companies 
and can theoretically hold a stock forever – or for 
as long as the stock is included in the benchmark 
index.

For companies held in Vanguard’s internally 
managed equity funds, our Investment 
Stewardship team applies ESG oversight by 
voting proxies, meeting directly with boards and 
company leaders to assess their risk oversight 
approach and by advocating for marketwide 
adoption of governance best practices. We 
believe that well-governed companies will 
generally perform better over the long term as 
sound governance of risks, including social and 
environmental risks, accrues value to investors. 
Vanguard’s Fixed Income Group is responsible 
for the stewardship of our fixed income assets. 
Credit research analysts assess ESG risk factors 
as part of their investment process. Proxy 
voting responsibilities for Vanguard’s externally 
managed funds are performed by those funds’ 
external advisors. This creates a greater 
alignment of investment management and 
stewardship on a fund-by-fund basis.

https://www.vanguardinvestor.co.uk/why-vanguard/four-simple-principles?intcmpgn=topnav_whyvanguard_4simpleprinciples
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An unwavering focus 
Vanguard serves more than 30 million individual 
investors around the world who have a wide 
range of personal beliefs. The one thing they 
have in common is that they have entrusted us 
with their money in the expectation that we will 
safeguard it and help it to grow. It’s a role and 
responsibility we take seriously. Our investors, 
many of whom are saving for important long-
term financial goals such as retirement, expect 
their mutual funds to meet the specific objectives 
set forth for those investments. Each portfolio 
is managed for a specific objective, follows 
tightly prescribed strategies and adheres to 
well-articulated policies. Accordingly, investors 
expect our index funds to follow their benchmarks 
with minimal tracking error. As a fiduciary, we 
are required to manage our funds in the best 
interests of shareholders and are obliged to 
maximise returns to help shareholders meet their 
financial goals. 

When people invest in a mutual fund, they expect 
professional investment stewardship in addition 
to professional investment management. Our 
shareholders depend on Vanguard to establish 
and maintain governance principles and 
consistent voting guidelines that will safeguard 
their investments and promote long-term value. 
Our stewardship programme provides value to 
investors through extensive research and analysis, 
policy development and ongoing vigilance of 
material ESG risks to shareholder value in 
markets around the world. 

Our clients also benefit from a culture that values 
diversity. DEI is an organisational imperative that 
is essential to how we deliver the best outcomes 
to our clients, attract, advance and retain 
talent and have a meaningful impact on the 
communities we serve. We believe our employees 
(our ‘crew’) should reflect the diversity of the 
people we serve today and will serve tomorrow 
– and crew members should be nurtured in an 
inclusive culture. Vanguard is committed to an 
inclusive and equitable workplace that promotes 
and values diversity.  

The ultimate long-term investor
For the 12 months ended 31 December 2021, index 
funds represented the majority of Vanguard’s 
global total assets under management (AUM); 
approximately 80% of our global assets were 
held in index funds (see Figure 1). Vanguard index 
funds are practically permanent investors of 
the companies in which they invest, holding a 
stock indefinitely – or as long as the company is 
included in the benchmark index. 

Our long-term approach to investing looks 
beyond the next quarter or next year. Generally, 
we consider 30 years a reasonable investment 
time horizon.  

Figure 1. Vanguard global assets under 
management, by strategy, asset class and region 

Type % of AUM

Indexed equity 63.7%

Indexed bond 14.7%

Indexed balanced 0.8%

Active bond 7.2%

Active equity 7.0%

Active money market 4.1%

Active balanced 2.5%

Total 100%

Indexed assets 80% of global AUM

Active assets 20% of global AUM

Vanguard’s global AUM spans multiple regions

Region % of AUM

US Based Client Assets (Inst, Retail & FAS) 93.6%

United Kingdom 2.8%

Europe (ex-UK) 1.0%

Australia 1.0%

Asia 0.6%

Canada 0.6%

Americas (ex-Canada) 0.3%

Middle East/Other 0.1%

Total 100%

 

Source: Vanguard, as at 31 December 2021. Figures may not 
sum to total because of rounding. 
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We take a measured approach to introducing 
new funds and ensure that all potential Vanguard 
funds meet client needs and can endure for 
the long term before offering them. Vanguard 
follows a rigorous process to guide our decision 
of whether to launch a new product. We do 
not launch funds to chase fads or cash flows 
in the marketplace. Before bringing a product 
to market, we evaluate whether the idea 
has enduring investment merit, satisfies the 
long-term needs of its target clients, offers a 
compelling advantage over competitors and is 
feasible to launch after a thorough analysis of 
any risks and legal and regulatory constraints. 
The thoroughness of our research process reflects 
our commitment to deliver enduring, compelling 
products to our clients. 

Our product offerings in the UK span multiple 
asset classes (equity, fixed income and money 
market) within index and/or actively managed 
strategies. We also offer low-cost, broadly 
diversified blended portfolio products with 
varying asset allocation mixes to meet a range 
of investor needs, including those of our retail-
oriented clients. The investor assets that VAM 
manages are predominantly held in our index 
funds, largely in equity products (see Figure 2). 

Figure 2. VAM AUM, by strategy and asset class  

Type % of AUM

Indexed equity 60.9%

Indexed bond 21.0%

Indexed balanced 16.6%

Active equity 0.9%

Active bond 0.4%

Active balanced 0.2%

Active money market 0.0%

Total 100%

Indexed assets 99% of VAM AUM

Active assets 1% of VAM AUM

Source: Vanguard, as at 31 December 2021. Figures may not 
sum to total because of rounding. 

Delivering value to our investors 
In the UK, the primary strategy of VAM is to 
distribute funds and deliver services (such as 
thought leadership and investor education) to 
individual investors and those that serve them in 
the following ways: 

Direct retail. We serve direct investors through 
the UK Personal Investor platform, our direct-to-
consumer business launched in May 2017.

Intermediated retail. Our financial adviser clients 
serve investors directly using Vanguard mutual 
funds and exchange-traded funds (ETFs) in their 
clients’ portfolios.

Intermediated wholesale. We work with financial 
institutions such as banks and asset managers 
that use Vanguard mutual funds and ETFs in 
their products and in their clients’ portfolios. 

Retail clients (both our direct-to-consumer 
business and those that are advised) represent 
the majority of the client base of VAM assets 
under management (see Figure 3).  

Figure 3. VAM AUM by client type 

Type % of AUM

Retail 56%

Institutional 14%

ETFs 29%

Total 100%

Source: Vanguard, as at 31 December 2021. Figures may not 
sum to total because of rounding. 
Note: ETF assets cannot be broken out between retail vs. 
institutional and therefore are included as a separate client 
type. 
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Vanguard is a steadfast advocate for the 
interests of all investors, and providing value to 
investors is core to fulfilling our mission. We act in 
the best interests of our clients, giving them the 
best chance for investment success.

In 2021, Vanguard’s UK Personal Investor 
platform was again recognised by the consumer 
champion Which? as a Which? Recommended 
Provider for Investment Platforms. For the 
third consecutive year, our UK Personal Investor 
platform achieved the highest overall customer 
score for customer satisfaction and value for 
money. We also enhanced our direct-to-consumer 
offer by introducing Vanguard Personal Financial 
Planning, which addresses the advice gap we 
identified in the marketplace. It offers a low-cost, 
high-quality service to individual investors and 
provides them with a personalised financial plan 
to help achieve their retirement goals. 

We have demonstrated a history of regularly 
cutting fees to investors since we entered the UK 
market in 2009. Our most recent assessment (as 
at 30 September 2021) shows that the ongoing 
charges figures for our UK-domiciled funds 
continue to be among the lowest in the market.1 

In our third annual Assessment of Value Report 
,2 covering the year to 30 September 2021, we 

additionally considered Vanguard’s approach 
to ESG investing, of which our Investment 
Stewardship programme is a key element, in 
the context of providing value to investors. We 
further discuss Vanguard’s approach to ESG 
investing on p. 27 of this report. 

1  The ongoing charges figures (OCFs) for our funds were, on average, 77% below the average OCF of their Morningstar categories. The 
comparison is of ongoing charges relative to a comparable share class of direct peers in their respective Morningstar category. Average sector 
OCF is sourced from Morningstar. Vanguard discount represents the percentage difference between the OCF for a Vanguard fund versus the 
average OCF for the sector. Source: Morningstar as at 30 September 2021.
2  Vanguard Asset Management, Limited distributes both UK- and Ireland-domiciled funds in the UK. However, the Assessment of Value is a 
regulatory report that only covers our UK funds.

https://www.vanguardinvestor.co.uk/content/documents/legal/assessment-of-value.pdf
https://www.vanguardinvestor.co.uk/content/documents/legal/assessment-of-value.pdf
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Responding to risk

Framework and approach 
Vanguard places considerable focus and 
resources on assessing and managing risk across 
the company. We believe that the appropriate 
identification and effective management of risk 
is key to our clients’ long-term financial success, 
and in the case of systemic risk, it can promote a 
well-functioning financial system.

Vanguard’s European Enterprise Risk 
Management Framework (ERMF), based on the 
common risk management frameworks used by 
all Vanguard businesses, is designed to address 
the inherent risks arising from or related to 
activities throughout Europe and to facilitate 
a consistent approach to risk management. 
Supported by robust governance, the ERMF helps 
inform our business strategy and operating model 
and reflects Vanguard’s risk appetite and core 
values of integrity, focus and stewardship. Our 
risk management process is ongoing, dynamic 
and iterative, undertaken each day in a ‘business-
as-usual’ mode.  

While Vanguard seeks to address a broad 
spectrum of risk, we use five principal categories 
to assess risk – operational, corporate financial, 
strategic, investment management and legal and 
regulatory. Our clear and consistent approach 
enables us to: 

• Aggregate and compare risks throughout 
Vanguard and Europe to identify themes and 
opportunities for efficient remediation; 

• Share and discuss all risks in a common language 
throughout the organisation; 

• Identify and analyse risk trends; and 

• Compare with external benchmarks. 

Using this framework, we have identified key 
market and systemic risks that we sought to 
manage and respond to during the 12 months 
ended 31 December 2021.

Key market risks
Liquidity risk

Liquidity is a financial institution’s capacity to 
meet its cash and collateral obligations without 
incurring unacceptable losses. Liquidity is critically 
important for the effective functioning of our 
financial system in all market conditions but is 
only fully tested in extreme market conditions. 
As a trusted steward of client assets, Vanguard 
considers effective liquidity risk management 
and oversight to be an essential part of our risk 
management process. As one of the largest 
global asset managers with expertise spanning 
many asset classes, we are well-placed to identify 
early signs of market stress. 

Our liquidity risk management tools are 
multifaceted and comprise both standard and 
nonstandard mechanisms. Standard tools include 
offsetting investor flows and employing net 
asset value (NAV) swing pricing. Swing factors 
and related policies are overseen by an expert 
committee who ensure that transacting costs 
are regularly reviewed and factors are adjusted 
appropriately to prevent dilution of fund assets. 
Nonstandard tools include mechanisms that 
safeguard existing investors from more extreme 
liquidity challenges, such as fund gating (the 
temporary restriction of fund redemptions) and 
the availability of secured credit lines (short-term 
bank loans to fund liability shortfalls). These tools 
are underpinned by a robust fund liquidity risk 
management and monitoring process which is 
tailored to each asset class and strategy. 

Identify
Assess
Manage
Report

Principal steps in our risk 
management process:



11

For example, the fixed income universe requires 
a more comprehensive set of liquidity modelling 
heuristics, given the complexity and breadth of 
the asset class compared with publicly listed 
equities. These monitoring procedures were in 
place across our fund line-up prior to the extreme 
market volatility period witnessed at the start of 
the global pandemic.  

Though both systematic market and liquidity 
risk broadly subsided during 2021, we regularly 
review and monitor fund liquidity risk and 
consider potential enhancements to our process. 
Our investment teams continue to evaluate 
strategies that strengthen fund liquidity profiles 
whilst maintaining market risk exposures that are 
aligned with our clients’ investment objectives. 
Recently we approved the limited use of credit 
derivatives within our bond index funds as an 
additional tool to improve our ability to manage 
short-term liquidity risk, and at the same time, 
limit transaction costs. During 2021, we were 
not required to invoke any nonstandard liquidity 
management tools such as deferring redemptions 
per prospectus guidelines or call on additional 
credit from a syndicate of counterparty banks.  

Cybersecurity

The financial services industry faces complex and 
increasingly targeted cyber threats. The safety 
and security of our clients’ assets and sensitive 
information is a top priority at Vanguard. 
Mitigation of these threats requires knowledge of 
what motivates our adversaries, the tactics they 
use and our capability to design and implement a 
Defence in Depth (DiD) strategy – a multilayered 
set of controls providing several lines of defence 
– to safeguard Vanguard crew, data and client 
assets. 

Though the threat of cyberattacks is constant, 
the tactics, techniques and procedures used by 
attackers are continually evolving. 

Vanguard has a three-pronged approach to 
manage this challenge: 

1. The development of a community of practice- 
and information-sharing programmes in 
collaboration with law enforcement agencies, 
like-minded financial institutions, universities and 
security consultants to stay abreast of security 
trends and maintain awareness of pertinent 
threats 

2. Sophisticated technology to detect anomalies 
in logs and network traffic that may indicate an 
attack against Vanguard or our clients 

3. Layered safeguards to mitigate the risk of 
advanced insider threats 

Vanguard is an active member of the Financial 
Services Information Sharing and Analysis Center, 
an intelligence-exchange platform specific to 
the financial services industry. As a member, 
we can receive and share information to help 
reduce cyber risk and stay abreast of security 
threats. We receive daily information and alerts 
as well as source information from other external 
parties to support our security assessment 
process. We also belong to the Cyber Security 
Information Sharing Partnership (CiSP), a joint 
industry and UK government initiative run by the 
National Cyber Security Centre. The initiative was 
created to allow UK organisations to share cyber 
threat information in a secure and confidential 
environment. 

By combining an experienced cybersecurity 
team with best-in-class security controls, a 
comprehensive DiD strategy and state-of-the-art 
technology, Vanguard will continue to vigilantly 
monitor and diligently defend itself from cyber 
threats. 

Brexit

It has been more than two years since the UK left 
the European Union (EU). Vanguard continues 
to monitor and manage the impact of Brexit 
and evaluate developments. We have performed 
detailed scenario planning to ensure that our 
corporate structure and response to stress events 
are robust.  

Our activities during 2021 focused on revisiting 
our Brexit strategy in response to political and 
regulatory developments in the UK and EU. 
Specifically, Vanguard is: 

• Monitoring regulatory divergence and ensuring 
that sufficient plans are in place to respond to 
differing requirements   

• Monitoring the number of EU investors in UK 
funds (post-Brexit) to identify any issues and 
manage them to completion

• Ensuring that all Vanguard crew members are 
aware of the activities that can be performed 
for UK clients from the EU and vice versa 

• Considering the implications of a potential 
future increased restriction on the delegation of 
portfolio management activities by EU UCITS 
funds 
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• Evaluating the impact on market liquidity arising 
from UK and EU share-trading obligations  

• Analysing the implications of any future 
restrictions on the ability of EU market 
participants to clear derivatives at UK Central 
Counterparties 

Business resilience

Vanguard has a highly evolved, integrated 
business continuity function to ensure that the 
firm can continue operations and serve our clients 
during a significant local, national or global event. 
Our business contingency planning provides 
for the recovery and restoration of all critical 
operations and consists of three components:  

• Detailed documented business continuity plans

• Data security and recovery processes 

• Business continuity tests 

Vanguard has implemented several business 
continuity strategies to address this risk, 
including alternative recovery sites and backup 
of IT infrastructure. Some of the tests that took 
place during 2021 include:  

• Communication test exercises across Europe and 
the UK 

• An alternate site IT failover test in the UK  

• Live responses to the COVID-19 pandemic 

Business interruption risk also considers 
the failure of key outsourced partners. Our 
outsourced partners are required to provide 
detailed business continuity and disaster recovery 
plans. 

In addition to global business contingency 
planning, Vanguard UK has been working to 
implement a programme that will meet the 
Financial Conduct Authority’s (FCA) operational 
resilience requirements. Operational resilience 
builds on the principles of business continuity 
but extends further to enhance an organisation’s 
ability to withstand the effect of operational 
disruptions. Adhering to the requirements will 
yield multiple benefits for our business.

A key feature of our programme, and at 
the forefront of the operational resilience 
requirements, is a change in how we view our 
processes. Our perspective is moving from a 
functional, process-driven lens, focused only 
on a single business area, to an end-to-end 
business service lens that considers all teams and 

processes related to a business service. Viewing 
our business as end-to-end creates alignment 
among all touchpoints within a business service 
and can illuminate potential vulnerabilities in our 
ability to prevent an operational disruption. An 
end-to-end business service programme allows 
us to effectively prioritise technology or other 
control enhancements to ensure operational 
resilience and enhance our ability to mitigate risk 
to clients and financial market operations. We 
have implemented and adhered to the first phase 
of the requirements.

Service provider failure

This risk arises from the failure to adequately 
identify, select and monitor third-party service 
providers to ensure that they maintain and 
demonstrate strong operational effectiveness 
and strategic and cultural alignment. 

Each Vanguard third-party service provider is 
carefully selected from high-quality institutions 
that are key players in the industry. We have in 
place documented outsourcing agreements, due 
diligence activity, business continuity and exit 
plans along with business-as-usual oversight. 
We undertake a proportionate and stringent 
due diligence process when critical activities are 
outsourced. 

The Vanguard European businesses maintain a 
Third-Party Service Provider Oversight Policy to 
complement our global policy. It is supported by 
a register of relevant arrangements and a set of 
implementation guidelines designed to enable 
a consistent approach to the governance and 
assessment of the quality of service provided 
by external third parties and compliance with 
evolving regulations.

The policy is also supported by vendor oversight 
functions and relevant formal governance 
forums that provide oversight of our significant 
external outsourced service providers. Defined 
processes for reporting on critical service provider 
performance enable a flow of information 
on governance of services throughout the 
organisation. 

Failure of a critical outsourced partner is one of 
several risks Vanguard assesses through key risk 
scenarios, which help us measure and understand 
risk exposures, their potential impacts, what 
appropriate contingencies are required and where 
to allocate capital. 
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Key systemic risks
Climate change

Climate change represents a complex risk to our 
environment and wider socioeconomic ecosystem. 
Few companies and few, if any, long-term 
investors will be exempt from the far-reaching 
implications of climate change risk, either as a 
physical risk to its operations and its customer 
base or a transitional risk in terms of regulatory 
and market changes. We have published several 
papers to increase awareness of how we view 
and address climate change risks through our 
investment stewardship activities, including  
Why Climate Change Matters to Long-Term 
Investors  and Vanguard’s Expectations on 
Climate Risk Governance  . (You can access the 
full version of our Insights by clicking on the  icon 
throughout this report.)

In 2021, we continued to communicate Vanguard’s 
approach to climate risk and our expectations 
of portfolio companies to have sound climate 
risk management. Certain companies and 
sectors face greater risk from climate change 
than others. At COP26, many nations adopted 
the Glasgow Climate Pact, which calls upon 
countries to accelerate the ‘efforts towards 
the phasedown of unabated coal power.’3 The 
Insights  piece that we published provides more 
information about Vanguard’s views on this topic. 
Our Investment Stewardship team has focused 
engagement on a subset of utilities and mining 
companies significantly exposed to thermal coal. 

Over the last year, we saw the emergence of 
‘Say on Climate’ proposals. These proposals 
encourage companies to disclose climate-related 
risks, targets and transition plans in line with the 
reporting framework created by the Task Force 
on Climate-Related Financial Disclosures (TCFD), 
and in May we published our perspectives on 
climate risk governance through Say on Climate 
proposals  . Additionally, we have provided 
greater disclosure on the rationale behind certain 
climate-related proxy votes  .

3  United Nations Framework Convention on Climate Change, 2021, Decision -/CP.26. Glasgow Climate Pact; available at https://unfccc.int/
sites/default/files/resource/cop26_auv_2f_cover_decision.pdf.

• Effective board oversight of climate-
related risks and opportunities 

• Evidence of robust climate risk 
strategies and mitigation measures 

• Comprehensive and decision-useful 
disclosures, including transition 
targets and progress on targets over 
time 

Vanguard expects company boards 
and management teams to exhibit 
sound risk governance that includes:

In the 12 months ended  
31 December 2021:

42%*  
Support for environmental proposals 

47%**  
Support for climate-related proposals 
including support for 27 Say on 
Climate proposals

*On behalf of the Vanguard funds, we voted on 130 environmental 
proposals (including climate-related proposals), of which 21% were 
management proposals and 79% were shareholder proposals.

**On behalf of the Vanguard funds, we voted on 110 climate-related 
proposals, of which 25% were management proposals and 75% 
were shareholder proposals.

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/why-climate-change-matters-to-long-term-investors_eu_en_pro.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/climate-risk-governance_eu_en_pro.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/climate-risk-governance_eu_en_pro.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-coal.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/insights-say-on-climate.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-climate-proposals-2021.pdf
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Many of our 30 million individual investors are 
primarily invested in broadly diversified index 
funds. By design, index funds provide broadly 
diversified access to global markets, at low 
cost and for the long term. Broad market 
diversification, however, means exposure to 
climate risk. We do not believe divestment 
is the best option for index funds that lack a 
mandate to avoid certain sectors or companies. 
In addition, from a real-economy perspective, 
there are significant limitations and downsides 
to divestment as an instrument of change. 
Vanguard has an important role to play in 
ensuring investors understand climate risk 
and, given its significance, in engaging and 
encouraging real progress to mitigate the 
potential consequences. In the case of climate 
change, we believe that staying invested in 
companies and encouraging them to oversee 
and manage climate risks through the energy 
transition can deliver long-term sustainable value.

Where we do not observe a company 
demonstrating meaningful progress toward 
addressing climate risk, we will use our vote on 
shareholder proposals or place an accountability 
vote against director nominees to demonstrate 
our concern. Not every climate-related proposal 
is determined to create long-term value for 
shareholders. Our Investment Stewardship team 
is committed to protecting our investors from 
risk and takes a constant case-by-case approach 
when assessing whether a shareholder proposal 
or other proxy ballot item is in the best interest 
of long-term shareholder value at the company in 
question. 

The case studies that follow demonstrate our 
stewardship activities to address the risks 
associated with climate change. These case 
studies are excerpts from those found in our 
reports and Vanguard Insights. All reports and 
Insights are available on our website.  

Director accountability at Australia’s AGL  
Energy   

At the annual meeting for AGL, Australia’s 
largest utility company, the Vanguard funds held 
the board accountable for governance concerns 
about material climate risk oversight by voting 
against the only director up for re-election. The 
funds also supported an advisory shareholder 
resolution asking AGL to set emission reduction 
targets aligned with the Paris Agreement 
goals as part of its demerger plans. (AGL had 
previously announced its intention to split into 
two companies in 2022.) 

Vanguard’s Investment Stewardship team 
has maintained an open dialogue with AGL’s 
board members over multiple years. Our 2021 
discussions focused on the board’s oversight 
of the company’s energy transition plan and 
deteriorating stock performance as well as 
the company’s announced plan to execute a 
demerger to create separate companies: one that 
contains the coal generation assets and another 
that contains the retail business and new energy 
solutions. 

Through research, analysis and engagements, 
we observed that the board failed to appreciate 
rapidly changing market trends and expectations, 
the impact of new technologies and disruption 
on its business and the resulting damage to 
its reputation. In previous engagements, we 
queried board members on the company’s 
decarbonisation roadmap and shared our 
perspective that the disclosures the company was 
providing did not give the market an appropriate 
understanding of the company’s climate strategy. 

The company has stated that it intends to have 
a greater focus on its energy transition, provide 
further details of its decarbonisation plans and 
targets as part of the demerger documents, and 
introduce a Say on Climate vote. We welcome 
these commitments. However, we had expected 
a more timely and comprehensive response to the 
shareholder feedback the company has received 
over multiple years. 

Climate risk governance at Australian coal 
producers 

At the annual meetings of Whitehaven Coal and 
New Hope Group, two of Australia’s largest coal 
mining companies, the Vanguard funds voted 
on similar climate proposals submitted by an 
activist shareholder group that requested that 
each company disclose how its business would be 
managed in a scenario where the world reaches 
net zero emissions by 2050. The proposal also 
requested that the companies wind down their 
coal operations. 

In our recent discussions with the board chairman 
of Whitehaven Coal, we discussed the challenging 
financial performance of the past couple of years, 
as well as the board’s oversight of risk, long-term 
strategy and business plans. We were encouraged 
by the chairman’s evident deep understanding 
of market trends and developments, his 
acknowledgement of the need to adapt business 
practices and the company’s progress toward 
a scenario of net zero emissions by 2050 and 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-agl-energy.pdf
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in alignment with a 1.5-degree Celsius limit on 
warming. 

As a result of our analysis and engagement, the 
Vanguard funds did not support the proposal at 
Whitehaven. We considered some of its requests 
to be overly prescriptive and to dictate strategy 
and operations. However, we communicated to 
Whitehaven company leaders our desire to see 
the company enhance its disclosures to better 
articulate its alignment with the goals of the 
Paris Agreement and to incorporate its analysis 
and modelling paths to reach net zero emissions 
by 2050. 

For similar reasons, based on our analysis of 
the situation and the proposal, we also did 
not support the proposal at New Hope Group. 
We were disappointed that we did not have 
the opportunity to engage with New Hope’s 
representatives despite repeated requests for a 
meeting. Instead, we provided detailed feedback 
to the company to express concerns about the 
low level and quality of climate disclosures given 
the materiality of climate risks to the company’s 
business. We stated that we expected substantial 
improvements to disclosure practices. 

We will seek to engage with both companies 
in the future to understand how they are 
responding to shareholder feedback, encourage 
improvements of disclosures and advocate for 
strengthening of business practices that support 
long-term shareholder value creation. 

(To read the full version, please see the 
Investment Stewardship 2021 Annual Report  ,  
p. 26.) 

Climate-related proposals at Woodside  
Petroleum  

We had a constructive engagement with leaders 
of Woodside Petroleum, Australia’s largest oil and 
gas producer, about a Say on Climate shareholder 
proposal that would allow investors to cast an 
annual vote on a climate report. We encouraged 
company leaders to consider how best to engage 
with shareholders on this key material risk. After 
hearing our input and feedback from other 
shareholders, the board announced it would 
comply with the proposal and the proponent 
withdrew the proposal.  

Climate-related shareholder proposals at Chevron 

Our most recent discussion with directors and 
company leaders at Chevron, a US integrated oil 
and gas company, centred on several climate-
related shareholder proposals. One of the 
proposals requested that Chevron reduce its 
Scope 3 emissions over the medium and long 
term. We saw good alignment between the 
proposal’s request and the initiatives Chevron 
is currently pursuing. The Vanguard funds 
supported the proposal to further encourage 
progress on the company’s risk mitigation 
practices and disclosure of greenhouse gas 
(GHG) emissions reduction targets. We look 
forward to continuing this dialogue on Scope 3 
emissions with the team throughout the year. 

(To read the full version, please see the 
Investment Stewardship 2021 Semiannual  
Report  , p. 27. )  

Support for disclosures at Sysco 

The Vanguard funds supported a shareholder 
proposal requesting that Sysco, a US-based 
food distribution company, publish a report that 
discloses its GHG emissions reduction targets, 
including for its operational and product-related 
emissions. In our 2021 engagement with the 
company, we sought to understand the board’s 
view on the shareholder proposal given Sysco’s 
public filing that outlined its intention to disclose 
its GHG emissions targets and the progress 
it has made on those goals. Such disclosure 
would comply with the spirit of the proposal. 
Our evaluation of the shareholder proposal also 
included engaging with the proponent to gain 
insight into its concerns. 

Our analysis found that the proposal gave 
Sysco appropriate discretion on decision-
making about emissions reduction targets and 
gave the company flexibility on how to disclose 
the information to shareholders. Setting 
companywide targets would bring Sysco more 
in line with its peers and provide key information 
to investors about the company’s climate risk 
mitigation strategy. Finally, the requested 
information aligned with what Sysco was already 
planning to publish. 

The funds’ support acknowledges the work Sysco 
has done and will do on climate risk mitigation. 
We encourage Sysco to continue to develop 
its work on this front, and we plan to monitor 
the company’s progress toward its climate risk 
targets. 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://corporate.vanguard.com/content/dam/corp/advocate/investment-stewardship/pdf/perspectives-and-commentary/INSWOOD_042021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
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(To read the full version, please see the 
Investment Stewardship 2021 Annual Report  ,  
p. 23.) 

Additional examples of climate-related 
engagements we held with company boards 
of directors and executives during 2021 can 
be found in our Investment Stewardship 2021 
Annual Report  (beginning on p. 21) and our 
Investment Stewardship 2021 Semiannual 
Report  (beginning on p. 25).

Vanguard holds conversations with policymakers 
and is aligned with several climate-focused 
organisations and initiatives to protect long-term 
shareholder returns and encourage responsible 
action on climate change. For example, in 
2021 Vanguard joined the Net Zero Asset 
Managers (NZAM) initiative to demonstrate 
our commitment to supporting the goal of net 
zero GHG emissions by 2050 or sooner. As part 
of our commitment, Vanguard has pledged to 
engage with companies, policymakers and other 
investment industry participants about this 
transition, publish annual TCFD disclosures to 
report on our progress and provide Vanguard 
investors with information on net zero investing 
so they can make informed asset allocation 
decisions. 

In November 2021, Vanguard attended COP26 
and co-hosted a panel discussion, ‘Active and 
Passive – Different Approaches, Similar Goals’, 
at the Green Horizon Summit, which took 
place in Glasgow during COP26. The panel, 
which included John Galloway, global head of 
Vanguard Investment Stewardship, discussed the 
importance of considering climate risk as part of 
sensible ESG practices and focused on engaged 
ownership for long-term investors as a viable and 
productive alternative to divestment. 

Vanguard has also been a long supporter of the 
framework created by the TCFD for disclosing 
strategy, risk management, governance, and 
metrics and targets.

Vanguard is committed to playing our part 
in the orderly transition to a decarbonised 
economy. Quantifying climate risk at the 
individual company level, and tracking progress in 
mitigating those risks, is a work in progress. The 
lack of mature, standardised measures is a real 
challenge. There are a number of industry and 
regulatory efforts aimed at making progress on 
this front. We have hopes for these efforts, as 
we’ve seen progress across the portfolio in the 
five years since the November 2016 ratification of 
the Paris Agreement, which provided a common 
framework for reporting on climate efforts.

For example, we are seeing greater adoption 
of clear and consistent climate risk reporting 
frameworks. More than 2,600 organisations 
now support the TCFD framework, including 
83 of the world’s 100 largest companies.4 We 
have also seen signs of other, more qualitative 
progress through our engagements. More boards 
are getting smart on climate risk, either through 
board education or by adding directors with 

4 Press release, Fourth TCFD Status Report Highlights Greatest Progress to Date on TCFD Adoption | Task Force on Climate-Related Financial 
Disclosures (fsb-tcfd.org). Full report available at https://assets.bbhub.io/company/sites/60/2021/07/2021-TCFD-Status_Report.pdf. 

Task Force on Climate-Related Financial 
Disclosures (TCFD)

CDP

Net Zero Asset Managers initiative (NZAM)

Ceres Investor Network on Climate Risk and 
Sustainability

Institutional Investors Group on Climate 
Change (IIGCC)

Investor Group on Climate Change (IGCC)

Asia Investor Group on Climate Change 
(AIGCC)

Vanguard is aligned with or is a 
member of several climate-focused 
organisations and initiatives: 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
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relevant skills and backgrounds. More companies 
are setting targets in the context of the Paris 
Agreement, as well as performing and disclosing 
scenario analysis.

As a major investor in companies around the 
world, we have and will continue to evolve our 
expectations for companies on climate risk 
oversight and proxy voting guidelines, and we 
will further expand our engagements to ensure 
company boards and leaders are focused on the 
risks and opportunities climate change represents 
to their shareholders. Climate change continues 
to be an area of priority for our voting and 
engagement in 2022. 

COVID-19

The COVID-19 pandemic has continued to have 
significant impact on companies across the globe. 
Boards and company leaders across all sectors 
have faced varying levels of disruption from the 
pandemic and continue to navigate its ongoing 
effects.

Below, we update the unique challenges 
COVID-19 posed to Vanguard as an investor, a 
financial market participant and an employer. 

Investor. Through our Investment Stewardship 
team’s engagements and during the proxy 
voting season, we saw the effects of the 
pandemic in areas such as worker health and 
safety risks, the ability to attract workers, 
shareholder rights, impacts on operations and 
strategy, and adjustments made to executive 
pay plans. Our conversations with boards 
remain focused on understanding how they 
are considering pandemic-related strategies 
and risk management and the implications for 
stakeholders. 

We continued to observe adjustments to 
executive pay outcomes in response to the 
impacts of COVID-19. In February 2021, we 
published Evaluating Executive Compensation in 
Times of Crisis  to reiterate our position that 
‘at-risk’ pay should remain ‘at risk’ and that 
companies should provide robust disclosure 
so that shareholders and stakeholders can 
understand how any proposed changes 
incentivise and align executives to company 
performance and long-term shareholder value 
creation.    

Lack of support for Ascential’s remuneration plan 

Ascential, a UK-based events and information 
services company, proposed, through shareholder 
consultation, to replace its traditional long-term 
incentive plan (LTIP) with a one-off 10-year 
restricted share plan (RSP). While these plans 
are not common in the UK, companies moved to 
similar structures after the start of the COVID-19 
pandemic, which made it challenging to set long-
term targets. In 2021, we engaged twice with 
the board chair and remuneration committee 
chair as part of our due diligence process to 
gain greater clarity on the nuances of the RSP 
and the treatment of the time-vested awards. 
After our engagements and analysis, we were 
comfortable with the strategic rationale for the 
plan but remained cautious about the structure. 
The Vanguard funds did not support the plan, 
and ultimately the company withdrew it from 
the ballot. We will continue to engage with the 
company on future remuneration proposals, 
provide feedback and question companies on 
policies we deem not in line with best practice 
and shareholders’ interests. 

(To read the full version, please see the 
Investment Stewardship 2021 Annual Report,  
p. 38  ) 

Concerns about compensation adjustments at 
Chipotle 

Chipotle Mexican Grill, the US restaurant owner-
operator, made upward pandemic-related 
adjustments to its 2020 executive compensation 
plan, and we engaged with directors and 
executives to understand their rationale. 
Vanguard believes that ‘at-risk’ pay should 
remain ‘at risk’ and prefers to see structures 
that incentivise relative outperformance of a 
company’s peers over the long term. Though 
we understand Chipotle’s desire to motivate 
executives during difficult times, we felt that the 
adjustments were too significant given the total 
overall amount (or quantum) of the final payout 
relative to peers. The Vanguard funds did not 
support the advisory Say on Pay proposal at the 
2021 annual meeting. We will continue to monitor 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/insights-executive-compensation.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
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the executive compensation programmes at 
Chipotle. 

(To read the full version, please see the 
Investment Stewardship 2021 Semiannual  
Report  , p. 24.) 

87%  
Support for management Say on Pay 
proposals – a decrease from 90% in 
2020 due to nonsupport of certain 
pandemic-related pay adjustments.

In the 12 months ended  
31 December 2021: 

Vanguard’s Investment Stewardship team, on 
behalf of the Vanguard funds, also considered 
and voted on proposals that reflected on 
pandemic-related issues such as worker health 
and safety risks and shareholder rights. 

Oversight of health and safety risks at Tyson   

At the 2021 annual meeting for Tyson, a US-based 
meat and poultry processor, the Vanguard funds 
voted to support two shareholder proposals 
involving oversight of strategic risks and voted 
against the re-election of the company’s 
Governance and Nominating Committee 
chairman. Tyson’s response to risks from the 
COVID-19 pandemic heightened concerns about 
employee health and safety. It also raised further 
questions about lobbying activity regarding 
waivers from regulatory requirements when 
those waivers could contribute to poor working 
conditions.  

Shareholder rights at Siemens  

At Siemens’ annual meeting, the Vanguard funds 
voted to support a shareholder proposal that 
sought to amend the German-based industrial 
conglomerate’s articles of association to allow 
shareholders to ask questions during virtual 
general meetings. During the pandemic, public 
companies around the world have switched to 
purely virtual meetings, and many countries 
have adapted their laws accordingly. In some 
instances, new provisions have created apparent 
conflict with existing laws. Vanguard believes 
in provisions and structures that empower 
shareholders and protect their rights, including 
the right to ask questions in real time at general 
meetings, whether the meetings are held 
physically or virtually. 

For additional case studies detailing 
engagement with our portfolio companies on 
matters related to COVID-19, please see the 
general governance section of our Investment 
Stewardship 2021 Annual Report  , beginning 
on p. 16, and our Investment Stewardship 
2021 Semiannual Report  , beginning on p. 
21.

Vanguard Investment Stewardship will continue 
to monitor how boards oversee the risks related 
to the unprecedented impacts of the COVID-19 
pandemic.  

Financial market participant. Market volatility 
subsided during 2021 as financial markets 
emerged from the COVID-19 pandemic. However, 
several themes remain prominent for market 
participants, such as the prospect of rising 
inflation, normalisation of monetary policy and, 
most recently, concerns surrounding the Chinese 
property market. Since its beginning in March 
2020, the COVID-19 crisis has presented financial 
markets with a significant test of resilience as 
volatility (risk) surged, with valuations initially 
falling before recovering as central banks and 
governments stepped in with monetary and 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
https://corporate.vanguard.com/content/dam/corp/advocate/investment-stewardship/pdf/perspectives-and-commentary/INVTYSON_022021.pdf
https://corporate.vanguard.com/content/dam/corp/advocate/investment-stewardship/pdf/perspectives-and-commentary/INVSIEM_022021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
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fiscal support. The ability of the fund managers 
to manage asset-side liquidity stress was tested 
in corporate bonds markets, with both US 
dollar and sterling credit markets experiencing 
significantly wider bid-ask spreads at the height 
of the crisis. Some two years following the start 
of the pandemic, financial markets have overall 
recovered with equity market valuations close to 
all-time highs while risk levels have abated. Much 
of the focus has shifted toward when (and not if) 
the stimulus that has supported markets through 
the crisis will start to unwind and the extent to 
which the post-pandemic rise in inflation is seen 
to be transitory by policymakers. 

Vanguard’s robust Risk Management Framework 
has enabled our investment teams to successfully 
navigate the challenges of the past year. Our 
team uses a range of risk models to quantify 
and decompose our market risk exposure and to 
understand how our funds are positioned against 
risk factors such as inflation and interest rates. 
Furthermore, risk teams continue to partner 
closely with our portfolio managers and research 
analysts to estimate how Vanguard funds and 
underlying strategies will perform under a range 
of modelled scenarios. 

Employer. Our crew members are critical to the 
success of our clients and our business. Vanguard 
is committed to prioritising the safety and well-
being of its crew members, and during 2021 we 
addressed pandemic-related concerns through 
a thoughtful return-to-office (RTO) programme 
and enhancements to various initiatives.

Crew member RTO was managed sensitively and 
successfully, introducing a hybrid work model to 
carefully manage the number of crew members 
in the office. The RTO team responded quickly 
to developments and changes in our European 
locations, adapting office safety measures as 
needed and providing timely communications 
about the latest government guidance. In 
2022, Vanguard will focus on forward-looking 
plans such as COVID-19 scenario planning and 
continuing to upskill leaders on effective team 
management and development in a hybrid work 
environment. 

Vanguard focused on other initiatives to 
support the physical and mental wellness of 
crew members. These included enhancements 
to Vanguard’s leave programme and support 
to address crew member burnout, business 
continuity protocols for COVID-19 positive test 
results and greater accessibility of pandemic-
related information such as protocols, risk, health 
and safety assessments and safety information.

The physical and mental well-being of our crew 
will always be a top priority for Vanguard.

Industry initiatives
Vanguard participates in several industry 
initiatives related to systemic risks.

Sean Hagerty, managing director of Vanguard 
Europe, sits on the board of the UK Investment 
Association (IA). Additionally, the head of 
Vanguard’s Investment Stewardship programme 
for Europe, the Middle East, Africa and Asia 
Pacific participates in the IA’s Stewardship 
Standing Committee, and senior leaders from 
our Investment Management, Investment 
Stewardship and Government Relations teams 
are involved in a number of IA working groups 
that consider investment stewardship and ESG 
matters.

Sean Hagerty is also an active member in the 
UK’s Asset Management Taskforce. Further, 
Vanguard maintains senior-level representation 
on several committees and working groups in 
the European Fund and Asset Management 
Association (EFAMA), the Irish Funds Industry 
Association and the Investment Company 
Institute.

These industry bodies cover a broad range of 
capital markets issues that promote liquidity, 
transparency, investor protection and the 
development of common standards. Through 
these organisations, Vanguard can work with 
other firms to help ensure that the market 
functions effectively.
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Our global corporate governance 
principles
Vanguard believes there are fundamental, 
universal corporate governance principles with 
which all companies should align. Our investment 
stewardship approach is framed by four principles 
of good governance:  

Board composition and effectiveness 

The foundation of good governance starts 
with a company’s board of directors. An 
effective board should be independent and 
reflect diversity of skill, experience, opinion and 
personal characteristics (such as gender, race 
and ethnicity). We believe – and research shows 
– that diverse boards can make better decisions. 
That diversity can set in motion a virtuous circle 
that enables a company to identify and manage 
risks, innovate, seek out new customers and 
enter new markets. A well-composed board is in 
the best position to execute effective decisions 
on behalf of shareholders. For this reason, we 
take a board-centric approach to our investment 
stewardship efforts. Our primary focus is to 
ensure that the individuals who represent the 
interests of all shareholders are independent, 
committed, capable and appropriately 
experienced. 

Oversight of strategy and risk 

When we discuss strategy and risk with portfolio 
companies, we work to assess how well the board 
of directors understands the company’s strategy 
and how deeply it is involved in identifying 
and governing material risks. There should be 
a constant exchange of information between 
a company’s board and management so that 
material risks can be effectively evaluated and 
mitigated. Vanguard expects directors to be fully 
knowledgeable about the risks and opportunities 
that stem from a company’s strategy so they can 
provide valuable counsel to the leaders who are 
executing it. We look for progress by the board in 
aligning strong risk oversight and disclosure with 
long-term shareholder value, as such reporting 
can lead to a more accurate company valuation. 

Executive remuneration 

Sound, performance-linked remuneration 
policies and practices are fundamental drivers of 
sustainable, long-term value. The board plays a 
central role in determining appropriate executive 
pay that incentivises outperformance versus 
industry peers over the long term and emphasises 
the importance of incorporating relative 
performance metrics (particularly relative total 
shareholder return). Providing clear and effective 
disclosure of these practices, their alignment 
with company performance and their outcomes 
is crucial to giving shareholders confidence in 
the link between incentives and rewards and the 
creation of long-term value.  

Shareholder rights 

Shareholders should have the power to use their 
voice and vote to ensure the accountability of a 
company’s board and management. We expect 
companies to adopt governance structures such 
as annual director elections that require securing 
a majority of votes to ensure that boards and 
management serve in the best interest of the 
shareholders they represent. We view such 
structures as a safety net to safeguard and 
support foundational shareholder rights. 

Global investment stewardship principles  

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/global-investment-stewardship-principles.pdf
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Vanguard Investment Stewardship 
programme
Caretakers of our clients’ investments
Vanguard’s Investment Stewardship programme 
is carried out by a dedicated global team of 
experienced governance professionals. The 
team is responsible for portfolio company 
engagements, along with the day-to-day 
operations of the funds’ proxy voting process, for 
Vanguard’s internally managed equity holdings. 
The teams’ activities involve researching, 
identifying and advocating for strong corporate 
governance practices that have a link to long-
term shareholder value. John Galloway, a 
Vanguard principal, leads the global Investment 
Stewardship programme.  

Vanguard’s Investment Stewardship team 
promotes long-term value creation at our 
portfolio companies in three key ways:  

Advocacy: We advocate for the highest 
standards of corporate governance 
worldwide and the sustainable, long-term 
value of our shareholders’ investments. We 
promote a long-term view in both corporate 
governance and investment practices 
through public forums and published 
materials.

Engagement: We meet with portfolio 
company executives and directors to share 
our long-term orientation and principled 
approach and to learn about companies’ 
corporate governance practices. We 
approach our engagements as ongoing 
conversations with companies over months 
and years, as our focus is on long-term 
shareholder value that spans years and 
decades.  

Voting: Our team votes proxies at public 
company shareholder meetings on behalf of 
each of our internally managed equity funds. 
Because of our advocacy and engagement 
efforts, by the time our funds’ votes are cast, 
companies should be aware of the priorities 
and governance principles we deem most 
important to the creation of long-term 
shareholder value. 

Vanguard’s Investment Stewardship team 
employs a regionally and industry sector-focused 
model. All engagement, company research, 
analysis and voting activities are overseen by 
senior leaders responsible for particular regions, 
markets and industry sectors. These leaders 
and a dedicated team of directors and analysts 
maintain responsibility for their coverage areas. 
In addition to our voting and engagement teams, 
our policy and research team drives our global 
perspectives on key topics and partners with 
regional teams to shape voting, engagement 
and advocacy strategies. Our data, operations 
and control group enable every aspect of our 
programme’s research, analysis and execution. 

Team members collaborate every day, sharing 
ideas and making continuous improvements in 
policies and processes. This allows us to balance 
the need for global consistency with regional 
relevance by developing in-depth knowledge on 
pertinent issues across our funds’ portfolios, 
growing our presence in local markets and 
identifying industry, regional and country-specific 
trends. 

The team also collaborates with groups across 
the company. For example, we have regular 
meetings with colleagues from our fixed income 
group to discuss the latest developments and 
approaches to risks, including climate risk, 
and we also meet frequently with product and 
investment management teams to collaborate 
on ESG matters, new research and thought 
leadership. Our programme additionally benefits 
from the expertise of dedicated legal counsel.  

Oversight of investment stewardship
Vanguard plays a role in the proxy voting 
process with respect to the shares of equity 
securities held in the portfolios for each UK- and 
Ireland-domiciled fund advised by Vanguard. 
For this purpose, Vanguard has tasked the 
Investment Stewardship Oversight Committee 
(the Committee) with oversight of the proxy 
voting and stewardship functions for Vanguard’s 
internally managed global equity funds and 
delegated the day-to-day operations of the 
funds’ proxy voting process to the Investment 
Stewardship team. The Investment Stewardship 
team provides periodic updates to the funds’ 
boards and is part of the Office of the General 
Counsel, which is independent from our 
investment management and client businesses to 
ensure independence and effectively mitigate any 
conflicts of interest, whether perceived or actual. 
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The Committee is accountable to the relevant 
boards. It is chaired by Vanguard Chairman and 
CEO Tim Buckley and comprises Vanguard’s most 
senior leaders from investment management, 
global risk, legal, compliance, investment 
products, finance and communications, as well 
as the global head of investment stewardship, 
John Galloway, and the head of Vanguard’s 
UK and European businesses, Sean Hagerty. 
The Committee is deliberately structured as 
a multidisciplinary team – one that reflects 
diversity of experience, skills, perspectives, 
gender, race and ethnicity – so that it can make 
better decisions around policy, strategy and 
risk oversight. It does not include anyone whose 
primary duties include external client relationship 
management or sales. This clear separation 
between oversight of proxy voting and client 
relationship functions is intended to eliminate any 
potential conflict of interest in the proxy voting 
process. 

The Committee meets at least quarterly and 
provides ongoing oversight, guidance and 
strategic vision both by approving governance 
policy to be presented to the relevant boards and 
by advising the Investment Stewardship team on 
proxy voting decisions for complex, high-impact 
or controversial issues. More information about 
the Committee can be found in the Oversight 
of Investment Stewardship section of our 
Engagement Policy.  

Building an effective stewardship 
programme
Vanguard is committed to building an effective 
Investment Stewardship programme through 
investment in its people and processes. We make 
investments in these areas to ensure that our 
team continues to be appropriately resourced 
to promote and safeguard shareholder value 
across Vanguard’s internally managed equity 
portfolio, and that our programme can meet 
and exceed increasing market expectations. The 
wide range of experience and skill sets of our 
global team brings a breadth of knowledge to 
our programme. Our Investment Stewardship 
leadership team, directors and analysts come 
from diverse backgrounds and offer deep 
expertise in areas such as credit research, 
corporate governance policy and structures, 
public policy and regulatory affairs, research and 
academia and risk management.

In keeping with Vanguard’s culture of knowledge 
sharing and talent development, members of 
our Investment Stewardship leadership team 
have held a variety of leadership positions 
across the company. For example, our co-heads 
of Investment Stewardship for the Americas 
previously held leadership positions within our 
Portfolio Review Department and have led teams 
within advice and institutional business areas. 
We invest in future talent by participating in 
Vanguard leadership development programmes. 
Individuals, both internal and external hires 
looking to hone their leadership skills or who have 
pursued a full-time MBA, complete multimonth 
targeted rotations through various departments, 
including Investment Stewardship. These 
programmes enable us to develop relationships 
with a diverse set of skilled individuals, provide 
them with personal development opportunities 
and help us to identify future candidates for our 
stewardship programme. 

Over the past year, we have added skilled 
leaders with significant industry experience and 
expanded our voting and engagement teams 
with analysts with strong governance expertise. 
In support of our global programme, much of 
our growth occurred within our London-based 
team and we have additionally placed new team 
members in Vanguard’s Dublin and Melbourne 
offices. Vanguard’s Investment Stewardship 
programme has increased significantly over the 
last few years and now includes more than 60 
investment stewardship professionals. 

We have also invested in our policy and research 
capabilities. Our portfolio companies operate 
under different regulatory environments and 
market norms that evolve at different paces. It’s 
important that we understand these regional 
nuances to help inform our expectations, 
policies, engagement strategy and voting. In 
2021, we strengthened our policy and research 
team to include thematic research specialists 
focused on topics such as climate risk and 
DEI. As an example, we conducted a proactive 
engagement campaign targeting approximately 
200 companies that our research indicated were 
lagging their peers and industry norms because 
they lacked any gender, racial or ethnic diversity 
on their boards.

The expansion of our team and investments in 
our policy and research capabilities have led to 
more engagements across global markets and 
further disclosures of our stewardship activities. 
In 2021, we held 1,447 engagements with directors 
and other stakeholders involving 1,074 companies 
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and published 41 Voting Insights, which provide 
the rationale behind certain proxy votes. (More 
information about our engagement and voting 
activity can be found in the Our Commitment to 
Engagement section of this report, on p. 30, and 
the Proxy Voting section, on p. 44.) 

We value diversity of thought and experience 
and encourage our team members to focus on 
professional development. Many team members 
hold or are pursuing advanced professional 
degrees and designations including PhD, JD, 
MBA, CFA and CPA. They deepen their expertise 
through internal and external trainings and 
conferences and by pursuing specific technical 
certifications, such as the Fundamentals of 
Sustainability Accounting (FSA) credential 
offered by the Value Reporting Foundation. 
These unique perspectives collectively enable 
us to maximise the impact of our advocacy, 
engagement and voting activities on behalf of the 
Vanguard funds and their investors. 

We use data and technology as tools to 
determine how to prioritise the engagement, 
voting and advocacy activities that will have 
the greatest impact on long-term shareholder 
value. In addition to our own internal proprietary 
databases, we consult a wide variety of third-
party research providers such as Institutional 
Shareholder Services, Glass Lewis and Equilar. 
We continue to make significant investments in 
our internal systems to increase the efficiency 
in which we engage with companies, monitor 
progress (if we have expressed concerns) 
and perform research. We can expect to see 
increased use of data and metrics to help drive 
our stewardship activities and inform decisions. 
These efforts help to ensure that we are having 
the right conversations with the right companies 
at the right time. 

Vanguard has a robust enterprise-wide supplier 
management process that monitors and 
evaluates service providers through the life cycle 
of the relationship. Our centralised Enterprise 
Supplier Management team assists business 
units with supplier identification, evaluation 
and onboarding. In accordance with Vanguard’s 
Third-Party Risk Management policy, suppliers 
are assigned a risk profile depending on factors 
such as the nature of the service, criticality of 
the relationship and data security. Suppliers 
categorised as high-risk are subject to more 
rigorous evaluation and monitoring. 

Within Investment Stewardship, the Data, 
Operations and Control team continuously 
monitors our existing supplier relationships, 

as well as potential suppliers whose offerings 
may be additive to our team. Risk profile 
categorisations, based on Vanguard’s Third-
Party Risk Management policy, influence the 
specific oversight model we have in place 
for each supplier. We use a performance-
evaluation framework in managing our supplier 
relationships, monitor key performance indicators 
to determine the ongoing suitability of the 
relationship and have regular discussions with 
our vendors to provide feedback and address any 
performance-related matters. Each prospective 
supplier is evaluated against our existing 
relationships for fit within our research process 
and their ability to drive value for our programme. 

Following our review of suppliers in 2021, we 
believe that all services have been delivered 
satisfactorily. 

Vanguard’s Investment Stewardship team 
engages with a broad set of companies in 
markets around the world. The Vanguard 
Investment Stewardship programme section of 
this report (p. 21) reflects on the investments 
made in our stewardship programme over the 
last year so that we continue to appropriately 
support our increased global coverage and 
maintain expertise on complex corporate 
governance topics and the regulatory 
environments of our portfolio companies. Further 
details about how we assess the effectiveness 
of our investment stewardship activities can 
be found in the Assurance of our Investment 
Stewardship programme section of this report, 
on p. 51. 

Performance management
Vanguard’s global total rewards philosophy 
is based on the principle that ‘Vanguard crew 
members win when clients win.’ It aligns 
remuneration with our business strategy and 
the investment experience of fund shareholders. 
Vanguard Europe’s remuneration policy aims to 
promote sound and effective risk management. 
It considers the risk profile of Vanguard 
Europe, the long-term interests and strategy 
of the business and the risks it faces, including 
sustainability risks. Our remuneration policy 
does not encourage risk-taking that exceeds 
Vanguard Europe’s tolerated risk and it does not 
seek to integrate investment stewardship and 
investment decision-making. For our index funds, 
companies are included in or excluded from their 
benchmark index as determined by the sponsor of 
the index, which is independent of Vanguard. For 
more on this, please see Vanguard’s approach to 
ESG investing, on p. 27.
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Conflicts of interest
Vanguard has an established Investment 
Stewardship Conflicts of Interest Policy to 
manage and mitigate any actual and potential 
conflicts of interest relating to our advocacy, 
engagement or proxy voting activities on behalf 
of the funds. A summary of this policy can be 
found in Vanguard’s Engagement Policy  . 

A conflict of interest, either actual or potential, 
may be present when: 

• Vanguard clients are issuers of securities 
held in Vanguard portfolios or proponents of 
shareholder resolutions  

• Vanguard business partners or third-party 
vendors are issuers of securities held in 
Vanguard portfolios or proponents of 
shareholder resolutions  

• Current and/or former Vanguard trustees, 
employees or Vanguard executives sit on the 
boards of public companies held in Vanguard 
portfolios 

• Current members of an independent review 
committee or advisory board are associated with 
Vanguard 

• Vanguard Investment Stewardship personnel or 
members of the Committee have personal or 
familial conflicts with issuers of securities  

• Any other significant conflicts are brought to 
Vanguard’s attention  

The funds’ proxy voting guidelines serve as 
our primary approach to mitigate and resolve 
actual or potential conflicts of interest. 
When specific guidelines are not defined for a 
proposal or additional evaluation of the facts 
and circumstances is required, the Investment 
Stewardship team will take a case-by-case 
approach.

Further, the Investment Stewardship team 
records rationale for certain votes to help ensure 
that conflicts of interest are not influencing 
the voting process. A record of rationale is 
maintained for each vote on a proposal for which 
specific guidelines are not defined, casting a vote 
that does not align with the predetermined vote 
outcome reflected on the voting platform based 
on the voting policy, a vote that falls under an 
exception within the voting guidelines and any 
instance when a board-level conflict is present.

We expect the high standards of these guidelines 
and approach will result in a process that is in the 
best interest of each fund, consistent with the 
objective of long-term shareholder value and free 
from conflicts of interest. 

Additional mitigation measures
Our Investment Stewardship Conflicts of Interest 
Policy provides additional measures to mitigate 
and manage any potential or actual conflicts 
with respect to the funds’ proxy voting. These 
measures include but are not limited to: 

Separation between external client-facing roles.
We maintain an important separation between 
the Investment Stewardship team and other 
groups within Vanguard that are responsible 
for sales, marketing, client service and vendor/
partner relationships. Our policy prohibits 
Investment Stewardship and the Committee 
team members from sharing nonpublic 
information.  

https://global.vanguard.com/documents/Vanguard-Engagement-Statement.pdf
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Conflict reporting and recusal process. All persons 
involved in the proxy voting and oversight process 
are subject to Vanguard’s Code of Ethics. They 
are required to disclose potential conflicts of 
interest involving Vanguard business interests 
or immediate family employment arrangements 
that may present the potential for a conflict of 
interest with Vanguard’s business or interests 
of Vanguard clients. Individual proxy voting 
analysts must recuse themselves from all voting 
decisions and engagement activities when a 
conflict of interest exists. Nonetheless, the 
Investment Stewardship team will continue to 
maintain appropriate coverage to engage with 
portfolio companies and vote shares on behalf of 
the funds. Vanguard board members, members 
of a review or advisory committee associated 
with Vanguard, or former Vanguard senior 
staff who sit on the board of a public company 
held in Vanguard portfolios are also required to 
recuse themselves from any engagements with 
Vanguard. 

Refraining from voting. In certain circumstances, 
Vanguard may refrain from voting shares of a 
company when voting would present a potential 
conflict of interest that cannot be sufficiently 
mitigated. Situations may also arise in which 
we may determine to engage an independent 
third-party fiduciary to vote proxies as a further 
safeguard to avoid potential conflicts of interest 
or as otherwise required by applicable law. 

Voting shares of other Vanguard funds. Certain 
Vanguard funds (owner funds) may, from time 
to time, own shares of other Vanguard funds 
(underlying funds). If an underlying fund submits 
a matter to a vote of its shareholders, votes will 
be dealt with in accordance with local applicable 
regulations. For example, in cases where the 
owner funds are UK-domiciled, the Investment 
Stewardship team will not execute votes. Instead, 
the funds’ depositary or trustee will execute the 
votes, taking into account the best interests of 
investors.

Vanguard identifies and manages potential 
conflicts between funds or with other types 
of accounts through its allocation policies and 
procedures, internal trading review processes, 
compliance department trading oversight and 
oversight by directors, auditors and regulators. 
We operate under a Code of Ethics that sets 
forth fiduciary standards that apply to all 
personnel, incorporates an insider trading policy 
and governs outside employment and receipt of 
gifts.

Employees are required to certify annually that 
they have read and understand Vanguard’s 
Code of Ethics and have disclosed any potential 
conflicts of interest. Employees receive training 
each year to ensure that they will recognise the 
issues they need to be aware of and identify any 
conflict at an early stage. Vanguard’s Compliance 
team reports actual conflicts of interest to the 
funds’ boards in the annual Code of Ethics report. 

The Investment Stewardship leadership team 
regularly receives a report of self-disclosed 
potential conflicts for each team member. 
The reported conflicts are reviewed against 
investment stewardship activities to ensure 
compliance with the conflicts policy. Team 
member conflicts are maintained in a proprietary 
database to help voting and engagement 
coordinators identify where a conflict is present 
and reassign coverage as appropriate.

Any violation of the conflicts policy, such as 
nonrecusal of a vote or engagement in which 
a conflict of interest exists, is reported to the 
Committee. Figure 4 provides examples of 
potential conflicts of interest and the actions 
taken to address them.  
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Potential conflict Scenario Action steps 

Separation from 
Vanguard client-facing 
roles

An Investment Stewardship 
analyst receives an inquiry 
from a relationship manager 
asking to connect an Investment 
Stewardship team member with 
a Vanguard client to discuss 
how shares are being voted by 
Vanguard.

The analyst immediately forwards the inquiry to 
Vanguard’s Legal department to maintain compliance 
with the funds’ Conflicts of Interest Policy.

Vanguard’s Legal department informs the relationship 
manager that the funds’ Conflicts of Interest Policy 
requires a separation between Investment Stewardship 
personnel and client service teams to avoid the 
perception of influence due to the portfolio company’s 
status as a client. 

Personal/familial 
conflict

An Investment Stewardship 
analyst’s mother-in-law is an 
executive at a company within 
the analyst’s assigned coverage 
area. There is an upcoming 
meeting with routine items 
(for example, approval of the 
company’s yearly audit fees) on 
the ballot.

The analyst verifies the conflict is documented with 
Vanguard’s Compliance department per Vanguard’s 
Code of Ethics. 

The Investment Stewardship Data, Operations and 
Controls team reviews a control report to monitor 
ongoing conflicts and ensure that the analyst is not 
assigned the stock for voting or engagement purposes 
and that the analyst does not participate in any activity. 

Voting An Investment Stewardship 
analyst cast the funds’ vote 
different from our guidelines 
in our voting policy, based on 
information learned during a 
management and company 
board engagement.

The analyst votes the meeting and records detailed 
rationale for the vote. It is then escalated to the 
Investment Stewardship leadership team for review.

Figure 4. Applying our Conflicts of Interest Policy
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Vanguard’s approach to ESG 
investing
Vanguard’s long-term perspective and disciplined 
approach to investing puts our focus squarely on 
clients’ interests and the sustainable, long-term 
value of their investments. We believe material 
ESG risks can impact long-term value creation in 
portfolio companies. 

Core to Vanguard’s mission – to give our investors 
their best chance for investment success – is our 
goal to maximise our shareholders’ long-term 
returns, and addressing material ESG matters is 
integral to that goal. With a global fund line-up 
that includes high-quality equity and fixed income 
investments across index and active strategies 
and is managed both in-house and by external 
investment managers, we incorporate ESG 
considerations into our investment processes and 
product design in several ways.  

Investment stewardship and our global 
equity index funds
Index funds represent the majority of Vanguard’s 
global AUM. They are practically permanent 
investors of the companies in which they invest, 
holding a stock indefinitely – or as long as it is 
included in the benchmark index. Our investment 
stewardship activities are the principal ways in 
which we apply ESG oversight to Vanguard’s 
global equity index funds. We vote proxies, 
engage with company directors and executives 
and advocate for market-wide adoption of 
governance best practices to safeguard and 
promote the long-term value creation of investors 
in those funds.

We hold year-round engagements with 
boards of directors and company executives 
to encourage boards to effectively oversee 
material risks, including environmental and 
social risks, and enable investors to accurately 
price them. Vanguard expects companies to 
disclose significant risks to shareholders, explain 
why those risks are material to their business 
and disclose their approach to and progress 
on risk oversight and mitigation. Our portfolio 
companies operate under different regulatory 
environments and local jurisdictions, and those 
differences help inform our policies and our 
understanding of how companies need to 
respond. 

Investment stewardship, however, is not used as 
an active input to inform trade-related decisions 
for our global equity index funds. Companies are 

included in or excluded from their underlying index 
as determined by the sponsor of the index, which 
is independent of Vanguard. 

ESG products
Vanguard takes a thoughtful and deliberate 
approach to developing new products, including 
ESG products. We know that some investors 
may not want exposure to certain ESG risks or 
may want to avoid companies that don’t align 
with their values. Others may want to trust 
their money to an active manager that allocates 
capital to companies according to sustainability 
criteria. Investors should be able to express their 
investment preferences in pursuit of their long-
term financial objectives. 

Products designed to avoid specific ESG risks

Our ESG index funds, both equity and fixed 
income, use exclusionary screens in their investing 
strategies. They employ transparent exclusion 
measures to remove certain companies from their 
investment universes based upon predetermined 
ESG screening criteria, including involvement 
in vice products, weapons and nonrenewable 
energy, diversity measures and violations of the 
UN Global Compact. The resulting products 
are broadly diversified, market-capitalisation-
weighted and low-cost, enabling individuals to 
use them as portfolio building blocks. While we 
expect these products’ performance to differ 
(positively or negatively) from that of the broad 
market over the short term, we do not expect it 
to differ meaningfully over the long term. 

As an expansion of our exclusionary approach, 
in May 2021 Vanguard launched the Vanguard 
ESG Global Corporate Bond UCITS ETF (Europe). 
This ETF increased the range of funds for UCITS-
eligible investors who wish to avoid exposure to 
companies and industries associated with certain 
ESG risks. The ETF excludes companies that fail 
to meet ESG criteria established by Vanguard 
and implemented by an independent index 
sponsor, including but not limited to companies 
involved in fossil fuels, weapons and tobacco. 

Active funds which emphasise ESG considerations

Vanguard also offers active funds that 
allocate capital to companies based on specific 
sustainability criteria. These portfolios are 
designed for investors who want to generate 
long-term growth from their investments, 
alongside an emphasis on certain ESG 
considerations. The funds aim to deliver 
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sustainable, long-term growth for investors 
who prefer active management and hope to 
achieve certain ESG outcomes. For example, in 
2021 we launched the Vanguard SustainableLife 
range, a suite of multiasset funds with a 
targeted allocation to equity and fixed income 
securities, and the Vanguard Global Sustainable 
Equity Fund, which invests solely in equities. All 
our active ESG equity funds are managed by 
Wellington Management Company llp.  

ESG integration in our fixed income 
investment process
Vanguard’s Fixed Income Group (FIG) has a 
formal integration process to regularly identify 
and incorporate ESG risk factors into investment 
decisions of our internally managed active 
and index fixed income funds. We believe that 
ESG risks are enduring and that societal and 
market expectations of issuers will, over time, 
have an increasing impact on their financial and 
investment performance. FIG has integrated 
ESG into its investment process by systematically 
assessing the financial materiality of an ESG 
risk factor alongside and in the context of other 
investment risks to complement standard 
credit assessment. As the market continues to 
develop and issuers increase their awareness and 
disclosure of ESG risks, we have refined our ESG 
risk evaluation approach. We use inputs from 
third-party data providers, where available, to 
help inform our decisions around different types 
of ESG factors.

FIG credit research analysts regularly meet with 
issuers to discuss key credit risk topics and, where 
applicable, raise relevant ESG concerns. Where 
appropriate opportunities exist, FIG provides 
input to and partners with the Investment 
Stewardship team to hold joint engagements 
with portfolio companies.

Ultimately, the ESG credit risk assessment is 
based on the analyst’s determination of ESG 
risk factors that could affect the financial 
materiality of the issuer. ESG risks are present 
across all issuers, including corporate, sovereign 
and municipal issuers, though certain ESG risks 
may be of greater or lesser materiality to a given 
issuer. Our current framework incorporates the 
probability of an ESG event and the magnitude 
of its impact on an issuer’s financial profile. Our 
credit analysts then combine the overall credit 
risk assessment, which incorporates ESG risk 
factors, with a risk-adjusted relative value opinion 
to arrive at a recommendation of whether to 

buy or sell a particular security. While we are not 
necessarily prevented from buying riskier ESG-
rated companies, we must ensure we understand 
and can clearly articulate the risks. 

This integration into our processes informs our 
investment teams’ decisions, enabling them to 
allocate capital to companies with a wider lens on 
the risks each issuer faces.

While this process applies directly to the active 
fixed income funds that Vanguard manages, it 
also affects our fixed income index portfolios. 
Rather than purchasing every bond in an 
index, our index portfolio managers employ a 
sampling approach that uses the expertise of 
credit research, including valuations affected 
by ESG factors, to optimise security selection. 
Because credit risk assessments (including 
ESG assessments) are one component of the 
sampling process, ESG considerations can affect 
investment decisions.

ESG integration in our sub-advised funds
Many of Vanguard’s active equity funds and some 
multiasset funds are managed by external firms. 
Our approach to manager selection centres on 
what we believe to be the key drivers of success 
– firm, people, philosophy and process – and the 
resulting outcomes of portfolio and performance. 
This approach provides us with diversity of 
thought and broader access to top talent. Most 
firms consider ESG factors when selecting 
securities.

Vanguard also values diversity of thought in 
firms’ ESG integration approaches. Rather than 
dictating how each firm should consider ESG 
factors, we regularly assess how they use ESG 
information to inform investment decisions 
and how their approaches evolve over time. We 
review how they gather ESG information, what 
resources and internal tools they use, whether 
they employ dedicated analysts and how those 
analysts interact with portfolio managers.

We also assess each firm’s approach to 
stewardship and monitor examples of how ESG 
analysis and stewardship assessments inform 
investment decisions over relevant time horizons. 
These factors inform Vanguard’s assessment 
of the strength of each firm’s ESG integration 
approach, one of several items we track regularly 
through our ongoing manager due diligence. 
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Working with service providers 
We use the Institutional Shareholder Services 
(ISS) voting platform to execute our vote 
instructions on behalf of Vanguard’s internally 
managed equity funds. ISS is also one of many 
third-party vendors that provide our Investment 
Stewardship team with research and data 
which are used as an input into our proxy 
voting decisions. Our team consults a range of 
research and data providers to seek additional 
perspectives on the corporate governance 
nuances in different markets. Through ongoing 
conversation with our third-party providers, we 
deliver feedback on existing processes, research 
and data to ensure we receive comprehensive and 
accurate information. Using several proprietary 
and third-party data and research services 
enables us to independently analyse the issues 
that can impact long-term shareholder value. 
We have established risk oversight processes 
to manage the proxy voting process and we use 
control reports to verify the accuracy of all vote 
instructions. 

Vanguard regularly consults with index providers 
to share market trends and feedback that can be 
inputs to the providers’ independent process of 
evolving index methodology. As an example, we 
regularly review the existing index methodologies 
of our global ESG exclusionary index funds to 
assess consistency and better meet investors’ 
evolving needs and preferences. We share our 
analysis and feedback with index providers when 
we believe changes in methodology would better 
align with investor preferences and industry 
standards. Refinements made to exclusion 
approaches by index providers underscore the 
continued evolution and increasing sophistication 
of ESG indices. 

During 2021 we engaged with two external 
consultants to assist with our enterprise-
level initiatives related to climate change 
risks. The consultants provided advice 
and recommendations on ESG data and 
methodologies to assist with our net zero road 
map and guide our own TCFD implementation 
and reporting. Following assessments and 
consultations with different data providers, 
Vanguard selected a climate data provider to 
further enhance our ESG data sets. We have 
integrated this data, along with existing analytics 
tools, to enable greater use in our stewardship, 
risk and investment processes. This capability 
supports our understanding and oversight of 
climate risk at portfolio companies. This was 
a focus for 2021 that will continue into 2022 
supported by regular engagement with third 
parties.

Global ESG product team 
Vanguard is committed to developing and 
supporting an ESG offer that optimally serves 
our clients. As part of these efforts, in 2021 
Vanguard formed a new team to support the 
firm’s product and ESG strategic efforts globally. 
The Global ESG Product team, led by Vanguard 
principal Matthew Piro, has dedicated product 
specialists in our US and London offices and 
plans to add dedicated product specialists in 
Australia.

The Global ESG Product team closely 
collaborates with business partners across 
our Portfolio Review Department, including 
colleagues in Oversight and Manager Search 
and product category teams. These teams 
also commit a significant portion of time 
to ESG-related efforts, such as evaluating 
active managers’ ESG integration approaches 
and assessing the ESG product landscape to 
understand evolving client preferences, which 
may inform our product design. 

The team also collaborates with other partners 
throughout Vanguard to amplify and scale our 
ESG-related efforts. For example, the Global ESG 
Product team works closely with the following 
areas: 

• Client-facing teams to assess and meet clients’ 
ESG product needs

• Investment management teams to enhance ESG 
integration efforts 

• The Investment Strategy Group to inform ESG 
portfolio construction 

• Investment Stewardship, Government Relations 
and Finance teams to help develop Vanguard’s 
approach to corporate commitments such as the 
Net Zero Asset Managers initiative and the UK 
Stewardship Code 2020 

Vanguard continues to embed ESG 
considerations into existing functions to ensure 
ESG factors are considered alongside, not 
separately from, other matters important to 
improving the investment outcomes of our 
clients. 
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Our commitment to engagement
Active engagement on behalf of equity 
index holdings
Direct company engagement is a foundation of 
Vanguard’s Investment Stewardship programme. 

We steward the assets of more than 30 million 
individual investors, and investment stewardship 
activities are the principal ways in which we keep 
companies focused on building long-term value 
for Vanguard’s equity index fund investors. It is 
our top priority to develop and maintain direct 
communication opportunities with our portfolio 
companies as we believe that engagement is the 
primary driver of good stewardship. 

Our team holds candid, constructive 
conversations with company directors and 
executives to help us understand how companies 
govern their long-term strategy and set 
themselves up to stay relevant today, tomorrow 
and well into the future, but we do not dictate 
strategy or look to influence operational 
decisions. Engagement attendees will vary based 
on the objective of the meeting or topic being 

addressed; our analysts typically meet with 
members of the executive leadership team, board 
members (preferably independent directors), 
corporate secretaries, investor relations 
officers or the general counsel. We approach 
our engagements as ongoing conversations 
with companies that can span months and 
years. This long-term approach provides us 
with opportunities to build trust, share our 
expectations of best governance practices 
and provide feedback when gaps in corporate 
governance are identified. 

Our focus on company engagement is reflected in 
the year-over-year increase in total engagements 
conducted and companies engaged. For the 
12 months ended 31 December 2021, we held 
1,447 engagements with directors and other 
stakeholders involving 1,074 companies, up from 
851 engagements involving 655 companies the 
previous year.   

A breakdown of our regional engagements is 
shown in Figure 5.

72% (701)

48% (203)

11% (49)

44% (60)

7% (5)

64% (56)

$3.1T / $4.3T

United States

Total engaged equity
AUM by region

Region

$225.0B / $472.1B

Europe

$46.8B / $430.9B

Asia

$41.7B / $95.8B

Americas
ex-U.S.

$2.6B / $36.1B

Middle East
and Africa

$52.1B / $81.9B

Australia and
New Zealand

 / 

Percentage of regional equity AUM engaged
(Companies engaged by region)

Vanguard’s total equity
AUM for region

Figure 5. 2021 regional engagement breakdown
29 markets are represented in our engagements
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2021 engagements by sector

Sector
% of total 
engagements

Health care 14.0%

Industrials 13.0%

Financials 12.0%

Consumer discretionary 11.0%

Information technology 11.0%

Energy 8.0%

Real estate 7.0%

Materials 7.0%

Consumer staples 6.0%

Utilities 5.0%

Communication services 4.0%

Total 100%

Source: Vanguard, as at 31 December 2021.
Note: Figures may not sum to total because of rounding. 

Engagements inform our voting and enable us 
to gain an understanding of how our portfolio 
companies are assessing risk and disclosing it 
to the market. The Vanguard funds invest in 
more than 13,000 companies worldwide. Our 
Investment Stewardship team can receive 
multiple engagement requests from a portfolio 
company throughout the year, so we evaluate a 
range of factors when considering the need for 
an engagement, including the purpose, impact 
and timeliness of a discussion. We evaluate 
engagement requests carefully and thoroughly, 
and our decision on whether to engage is 
deliberate and research-driven. When we decline 
an engagement request, we may still want to 
engage in the future, particularly if company 
circumstances change.

We conduct significant research and analysis to 
prepare for our discussions with company leaders 
and board members. Although such discussions 
can vary widely by company, sector and region, 
our engagements tend to fall into one of three 
broad categories:  

Strategic engagements. These are wide-ranging 
discussions with directors and executives in 
which we develop a thorough understanding 
of how a company’s approach to governance 
aligns with its strategy and long-term objectives. 
These cover most of our investment stewardship 
principles and provide us with the opportunity to 
articulate our perspectives on governance best 
practices, offer feedback on a company’s key ESG 
and sustainability matters and discuss industry 
dynamics. 

Ballot item engagements. These focus on 
specific proxy voting ballot items that are often 
contentious, such as leadership changes, proxy 
contests and shareholder proposals. In such 
cases, we want to hear all relevant perspectives 
to inform how the Vanguard funds vote, and we 
often hold discussions with company boards, 
management teams and shareholder proposal 
proponents.  

Thematic engagements. These target a universe 
of companies where we have identified a 
concentration of high potential risk around 
a specific theme, such as climate change or 
diversity. These engagements are used to convey 
our expectations of boards, gain insights into how 
boards are overseeing material opportunities 
and risks and identify both leading and lagging 
practices. The information gleaned from these 
conversations informs our future engagements 
and our approach to holding companies 
accountable for progress.  

How we prioritise engagements
We prioritise matters that pose a risk to long-
term shareholder value. Each engagement is 
oriented around our global principles of good 
corporate governance: a well-composed, diverse 
board that is capable of overseeing strategy and 
governing material risks, setting appropriate 
performance-linked remuneration and embracing 
policies that give a voice and a vote  
to shareholders.

When setting an engagement’s priority, we 
consider, among other details, the materiality 
of the topic, Vanguard funds’ exposure to the 
company, serious governance matters and 
whether we are following up on an earlier voting 
decision. Our analysts meet with and listen to 
all stakeholders to inform our voting decisions 
and deepen our knowledge on a topic. We 
generally meet with company management and 
boards of directors, but will also engage with 
other stakeholders, such as activist investors or 
nongovernmental organisations, to determine a 
course of action that is in the best interests of 
Vanguard fund shareholders. 
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Specific objectives are developed for each 
meeting based on the individual circumstances of 
the company. These may focus on areas such as: 

• Gaining a better understanding of a company’s 
governance processes and structures; 

• Gaining more information to execute a vote at a 
general meeting; 

• Providing feedback and encouraging the 
company to adopt best practices in corporate 
governance or disclosures; and 

• Engaging on a thematic topic (for example, 
climate risk, board composition or risks 
associated with diversity, equity and inclusion). 

We primarily engage with our portfolio 
companies through direct engagements. On a 
selective basis, we may also choose to engage 
with portfolio companies through multi-investor 
discussions or through one-to-many sessions 
where we can address multiple stakeholders 
such as board directors, investment relations 
professionals or other company executives. More 
information about our collaborative engagement 
activities can be found on p. 40.

As a global asset manager, we constantly 
evaluate the best engagement approach for each 
region in which our portfolio companies operate 
to reflect the nuances of their local markets 
and jurisdictions. For example, in markets where 
corporate governance standards are less mature 
or where we may not have opportunities to raise 
one-on-one engagements, we may determine 
that one-to-many sessions may be the optimal 
approach for sharing our global governance 
principles and perspectives on important 
governance topics.  

More information about how the Investment 
Stewardship team engages with portfolio 
companies can be found in Vanguard’s 
Engagement Policy.  

Engagement case studies and Insights
The detailed engagement case studies included 
in Vanguard’s annual and semiannual investment 
stewardship reports represent a wide range 
of governance topics, regions and sectors and 
demonstrate the outcomes of our engagements 

– both positive outcomes and cases with room 
for improvement. Over the past year, we also 
have increased disclosure on the rationale behind 
certain proxy votes through Vanguard Insights. 
Excerpts from the engagement case studies 
found in our reports and Insights are included 
below. All reports and Insights are available on 
our website.

UK grocer faces activist campaign on healthy 
foods 

Coordinated by an activist group, several 
institutional and retail investors filed a 
resolution at the 2021 annual meeting of Tesco, 
a multinational grocery retailer headquartered 
in the UK. The proposal called on the company to 
make better progress on and enhance disclosures 
of its healthy-products strategy. Shortly after the 
proposal was submitted, the company announced 
targets to increase its sale of healthy products 
and committed to reporting annually against 
these targets. 

We engaged with the activist group and the 
company separately to better understand 
remaining concerns for the group and any 
obstacles to progress for the company. While the 
proponents may have pressured the company 
to move faster than it otherwise would have, 
our engagement assured us that Tesco had 
an appreciation of the consumer health topic 
considering the complexities involved in consumer 
preferences and product definitions.

The proponent withdrew the resolution ahead 
of the annual meeting after Tesco expanded its 
targets to include international operations and 
the wholesale business. We understand that work 
is ongoing to implement the required changes. 
Where consumer welfare risks are material to a 
company, we will look for appropriate disclosures 
and practices related to those risks. 

(To read the full version, please see the 
Investment Stewardship 2021 Semiannual  
Report  , p. 11.) 

Executive remuneration and board accountability 
at Rio Tinto  

At the 2021 annual meetings for Rio Tinto, a 
diversified mining company that is dual-listed 
in Australia and the UK, the Vanguard funds 
supported the re-election of three directors and 
voted against the company’s 2020 remuneration 

https://global.vanguard.com/documents/Vanguard-Engagement-Statement.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
https://corporate.vanguard.com/content/dam/corp/advocate/investment-stewardship/pdf/perspectives-and-commentary/INVRIOTIN_052021.pdf
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report. Significant changes to Rio Tinto’s board 
and leadership team have already been made 
in response to the damage from the Juukan 
Gorge events, and we recognised the need to 
ensure a level of stability and continuity in the 
board’s composition. We remained concerned 
that the outgoing CEO’s pay did not reflect the 
gravity of the risk and governance oversight gaps 
that contributed to the Aboriginal heritage site 
destruction. If managed poorly, social risks can 
affect a company’s social licence to operate and 
can erode long-term shareholder value. 

Board composition issues in the spotlight at 
Naspers 

At the 2021 annual meeting for Naspers, a South 
African company involved in publishing, online 
retail and venture capital, we did not support the 
re-election of a nonindependent director who 
chaired the audit committee. And, although we 
did not vote against any other directors, we noted 
that a number of board members had tenure of 
more than 20 years.

Our engagement with company leaders included 
discussions about board composition, succession 
planning and the company’s approach to 
executive remuneration. We shared our views 
on independence and board composition with 
the director of investor relations and sought to 
understand how the board considers its evolution. 
We also discussed the company’s inclusion of ESG 
metrics in the short-term part of its executive 
remuneration plan because Naspers is still 
considering different ESG components, such as 
diversity and inclusion metrics. 

Overall, we were pleased to see the company’s 
receptiveness to shareholder concerns regarding 
board composition and ongoing improvements 
to executive remuneration. We look forward 
to seeing progress based on its stated 
commitments. 

(To read the full version, please see the 
Investment Stewardship 2021 Annual Report  ,  
p. 16.)

Proposal seeks virtual meeting policy at Cracker 
Barrel 

The COVID-19 pandemic has highlighted the 
importance of a company’s ability to adapt to the 
current environment. In 2021, Cracker Barrel, the 
US-based chain of restaurants and gift stores, 
received a proposal requesting that the company 
amend its bylaws and adopt a policy that its 
annual and special shareholder meetings be held 
either in whole or in part through virtual means 
and that virtual attendance be allowed. 

When evaluating a shareholder proposal that 
requests amending a company bylaw, Vanguard 
considers the applicable corporate laws and 
listing rules, local best-practice standards and 
the effect on shareholder rights. By law in the 
US state of Tennessee, where Cracker Barrel is 
headquartered, virtual-only and hybrid meetings 
are permitted unless prohibited by a company’s 
bylaws. Our review of Cracker Barrel’s charter 
and bylaws revealed there were no provisions 
that would prohibit the company from conducting 
virtual and hybrid meetings. 

Cracker Barrel’s current provisions granted 
the board an appropriate level of discretion in 
determining the time, place and manner of any 
meeting, which enhances shareholder rights. 
Because of that, the Vanguard funds did not 
support the proposal. 

(To read the full version, please see the 
Investment Stewardship 2021 Annual Report  ,  
p. 46.)

Additional case studies for this reporting 
period can be found here:

Vanguard Investment Stewardship 2021  
Annual Report     

Vanguard 2021 Investment Stewardship 
Semiannual Report   

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
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Focus on thematic engagements
As discussed in last year’s report, we continue 
to monitor our internally managed equity 
portfolio for key material ESG risks. In 2021, we 
held a number of proactive engagements with 
companies where our team identified a material 
risk associated with either climate change or DEI.  

Climate change

Vanguard considers climate change – and the 
evolving global policy responses required to 
mitigate its impact – to be a profound, material 
and fundamental risk to companies and their 
shareholders’ long-term financial success. Our 
ongoing work to advance our perspectives 
on climate-related risks has informed our 
engagements with portfolio companies and our 
votes across many regions and sectors, including 
the emergence of Say on Climate proposals. 
Greater details about Vanguard’s approach to 
climate change risk can be read on pp. 13–18 of 
this report. 

Diversity, equity and inclusion (DEI)

DEI-related risks and opportunities in the 
boardroom and workforce were also top 
engagement priorities for Vanguard with our 
funds’ portfolio companies. In December 2020, 
we published an Insights paper, A Continued Call 
for Boardroom Diversity  , and communicated 
that, ‘Beginning at 2021 annual meetings, the 
Vanguard funds may vote against directors at 
companies where progress on board diversity 
falls behind market norms and expectations.’5 
In support of our policy of holding company 
directors accountable for addressing material 
risks, we conducted a proactive engagement 
campaign targeting 200 companies that our 
research indicated were lagging their peers and 
industry norms due to a lack of gender, racial or 
ethnic diversity on their boards.  

Over several months, we engaged with these 
companies to advocate for greater board 
diversity and to understand their DEI strategies 
more broadly to help inform our vote. These 
targeted engagements provided our analysts 
with greater insight into the diversity work 
currently being completed by companies and we 
were encouraged by public commitments from 
some to enhance their board’s diversity by the 
next annual general meeting. As part of this 

work, the Vanguard funds voted to hold boards 
accountable where we saw lack of progress. 
Over the course of the year, we held nearly 600 
engagements related to diversity and voted 
against more than 200 directors due to a lack 
of an evident strategy or progress on board 
diversity. We will continue to re-engage with 
these companies to monitor the progress of their 
commitments.

 

556   
Engagements on board diversity in 2021. 
These engagements reflect how Vanguard 
has deepened our board diversity advocacy 
and assessment. 

206  
Director nominees not supported due to a 
lack of sufficient strategy or progress on 
board diversity. The funds evaluate these 
scenarios case by case. 

581  
Engagements related to diversity (up from 
198 in the prior year). The increase was 
due to outreach to companies perceived as 
lagging on diversity measures.

Examples of engagements held related to DEI-
related risks are provided below.  

Call for greater attention to board diversity at 
Monster Beverage 

We engaged with Monster Beverage, a US 
consumer staples company, to discuss its lack of 
racial or ethnic diversity in the boardroom and 
opportunities to enhance board disclosure and 
recruitment practices. At the company’s most 
recent annual meeting, we withheld support 
for Monster’s Nominating and Governance 
Committee chairman to express our concerns 
with its current approach to this important topic. 

In our engagement, company leaders 
acknowledged the lack of racial or ethnic 
diversity on the board and said they planned to 
focus on this. We encouraged Monster company 
leaders to consider disclosing the board’s 
composition by gender, race and ethnicity, as 

5  We anticipate that the greatest board diversity risks to the portfolio in 2021 will be companies with 0% board gender diversity, 0% board 
racial or ethnic diversity, or a lack of board diversity disclosure and policy. At this time, we are focused on North America and Europe, where 
we believe that the risks (driven by regulation or other stakeholder pressures) are greatest. We will continue to assess other 
opportunities for progress – including in additional markets – case by case. 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/continued-call-boardroom-diversity.pdf
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well as the overall board diversity strategy. 
While the nominating committee charter did 
mention that diversity would be considered in 
the selection of candidates, the lack of current 
transparency into the approach and the current 
underrepresentation suggested an opportunity to 
better demonstrate the board’s attentiveness to 
this matter. 

We appreciated Monster’s willingness to engage 
and hear Vanguard’s perspectives. While we 
withheld support from the nominating committee 
chairman at this annual meeting, we value 
receptiveness to shareholder feedback as a 
corporate governance best practice and intend to 
stay engaged as a long-term investor. 

(To read the full version, please see the 
Investment Stewardship 2021 Semiannual Report 

 , p. 17.)  

UK firms seek to improve diversity measures 

Several recent initiatives, including the Hampton-
Alexander Review and the Parker Review, have 
sought to raise awareness of DEI matters at UK 
publicly traded companies. In 2021, we engaged 
with dozens of UK companies to discuss the 
reviews’ findings and better understand the 
companies’ diversity policies and initiatives. Our 
efforts included discussions with Aveva Group, a 
multinational information technology consulting 
company, and Howden Joinery Group, a supplier 
of kitchen and joinery products. 

We met twice with Aveva company leaders to 
discuss the company’s approach to board and 
workforce diversity, as well as the company’s 
progress on its global diversity policy efforts. 
Our discussion with Howden Joinery Group 
company leaders allowed us to better understand 
the company’s efforts to improve the board’s 
ethnic diversity and provided an opportunity 
to discuss more broadly its DEI policies after 
the appointment of a new director of human 
resources. 

The engagements with Aveva and Howden 
provided us with valuable insights into the 
obstacles that global companies must overcome 
when they implement diversity policies. We plan 
to devote future discussions to the progress the 
companies make toward their diversity goals. 

(To read the full version, please see the 
Investment Stewardship 2021 Annual Report  ,  
p. 30.) 

Racial equity audit shareholder proposal at Wells 
Fargo   

At the annual meeting for Wells Fargo, a US-
based multinational financial services company, 
the Vanguard funds did not support a shareholder 
proposal requesting that the company conduct 
a racial equity audit and publicly report the 
results. (Third-party racial equity and civil rights 
audit proposals gained prominence on US public 
company ballots during 2021.) 

In our engagement, the company detailed 
the steps it is taking to address material DEI-
related risks, with a focus on where they have 
the most impact. Wells Fargo has engaged with 
a third party to conduct a human rights impact 
assessment that will include a focus on racial 
equity. The company has committed to publicly 
disclose a summary of the assessment and 
subsequent actions it takes. 

In our assessment, Wells Fargo is taking 
appropriate steps to address its DEI-related 
risks, especially compared with its peers. We 
determined that the proposal’s request for a 
third-party racial equity audit, which would be 
carried out in addition to the measures Wells 
Fargo has already committed to, was not 
warranted at this time. As a result, the Vanguard 
funds did not support the shareholder proposal. 
We will continue to monitor the company’s 
progress in this area. 

Monitoring progress and escalation
Our teams of analysts review a company’s 
progress against these objectives and may 
revisit them as necessary. Depending on the 
complexity of the issue, an engagement on a 
single objective can span a year or more. We 
track our engagement activity and progress in 
a proprietary database and may set milestones 
and timelines as appropriate. If a particular 
action is requested and the company commits 
to changing a practice or policy, or if we have 
expressed concerns about a specific governance 
matter, we will monitor the company for progress 
and change implementation. 

Failure to respond to shareholder feedback on 
material risks or continued poor governance 
practices may result in escalation of the matter 
to Vanguard’s Investment Stewardship Oversight 
Committee and the funds’ boards of trustees 
for further guidance. If improvements are not 
made, the funds’ boards of trustees will take 
appropriate actions that are in the best interests 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-semiannual-report.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-wellsfargo.pdf
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of each Vanguard fund, with appropriate input 
from Vanguard’s Investment Management Group 
and any relevant external managers. 

Our escalation approach enables adequate 
flexibility to take actions relevant for each 
specific situation, such as direct company 
engagement, voting in support of a relevant 
shareholder resolution, withholding support for 
relevant directors or voting against the board 
of directors, outreach from the investment 
stewardship officer, public advocacy of our 
perspective on the topic, or recommending 
board action to have some or all Vanguard funds 
restrict purchases of, or divest from, a company’s 
security. 

The following case studies provide examples of 
actions taken to address Vanguard’s concerns of 
continued poor governance practices.  

Proxy contest and other shareholder proposals at 
ExxonMobil   

At the annual meeting for ExxonMobil, a US 
integrated oil and gas company, the Vanguard 
funds voted on the dissident proxy card and 
supported two dissident director nominees for 
Exxon’s board. The funds also supported two 
shareholder proposals on lobbying. The funds did 
not support the remaining shareholder proposals, 
including one requiring an independent board 
chair, one seeking an audited scenario analysis 
and one requesting more detail on Exxon’s 
political contributions. 

Vanguard’s Investment Stewardship team 
conducted nearly a dozen engagements with 
members of Exxon’s board and leadership team 
over the last year; numerous discussions were 
held in the weeks before the annual meeting. This 
follows roughly a decade of engagement with 
Exxon on the board’s composition, independence 
and responsiveness to shareholder feedback. 

For several years, we have also had annual 
discussions with members of Exxon’s executive 
team about the oversight of climate risks and the 
strategy for mitigating them. Beyond that, ahead 
of Exxon’s annual meeting, we engaged multiple 
times with other shareholders and stakeholders 
to understand their perspectives, including with 
the proponent of the dissident slate. We also 
engaged directly with each of the proposed 
dissident director nominees to inform our analysis 
of their relevant skills and qualifications, as well 
as of the case for change at Exxon. 

Several aspects of the dissident’s case for change 

aligned with our team’s observations at Exxon 
in recent years, including concerns about board 
dynamics and company performance. Industry 
analysts have raised questions about Exxon’s 
overall strategy, including its approach to capital 
allocation amid increasing debt, which has not 
preserved value or driven operational efficiencies. 
In that context, we share concerns that Exxon’s 
risk oversight process has not led to long-term 
value creation. The company has significantly 
underperformed peers and the market over all 
relevant short- and longer-term periods. We have 
seen a growing need for Exxon to better align its 
climate strategy with both target-setting in line 
with global peers and its public policy efforts on 
climate risks. 

We believe that Exxon’s insular culture may have 
contributed to these areas of underperformance 
in the past. Over the years, we have shared with 
Exxon our concerns about the lack of energy-
sector expertise in its boardroom and questions 
about board independence. For years, we did not 
see sufficient progress on either front. As a result, 
we started our analysis of the proxy contest with 
a focus on the potential benefits of changing the 
makeup of Exxon’s board. 

In determining the Vanguard funds’ approach to 
the proxy contest, we grounded our assessment 
in how any changes to the board’s composition 
would affect its ability to oversee risk and 
strategy and ultimately lead to outcomes in the 
best interest of long-term shareholders. We also 
considered how potential changes would position 
Exxon to succeed during the energy transition. 

In our assessment, two of the dissident director 
candidates appeared well-positioned to add 
both conventional oil and gas industry and 
transformational energy perspectives to Exxon’s 
board. We determined that these perspectives 
would enhance the board’s overall mix of skills 
and experience and benefit the company’s efforts 
to assess strategic options and mitigate risks 
in the energy transition. For these reasons, the 
funds supported the nominations of Gregory 
Goff and Kaisa Hietala to Exxon’s board. 

Through our direct engagement with the lead 
independent director and other Exxon board 
members, we gained insight into recent progress 
the company has made and the future steps it is 
committed to taking on board composition. We 
were encouraged by recent signs of increased 
board independence and positive steps regarding 
new board members’ applicable skills and diverse 
backgrounds. 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-exxon.pdf
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Exxon has committed publicly to a thorough 
search within the year for candidates who 
fill gaps on the board, and we look forward 
to reviewing the outcome of that search. At 
present, we believe Exxon will benefit from having 
enough flexibility to successfully navigate recent 
additions to its board as it conducts this search 
after this year’s annual meeting. To that end, 
the Vanguard funds did not support Alexander 
Karsner and Anders Runevad on the dissident 
slate.  

Workers’ rights and board accountability at 
Boohoo   

At the 2021 annual meeting for Boohoo plc, a UK 
online fashion retailer, the Vanguard funds voted 
against the re-election of two directors.

In our research, we reviewed investigative reports 
from July 2020 that uncovered that the workers 
at one of Boohoo’s UK-based suppliers were 
receiving pay below the minimum wage and 
enduring poor working conditions, which were 
exacerbated by the pandemic. These findings 
highlighted the board’s failure to monitor and 
govern material risks in the company’s supply 
chain. 

In response to public reports on the findings, 
Boohoo commissioned an independent review of 
its supply-chain practices.6 The review concluded 
that senior directors had been aware of the 
poor working conditions but had not acted 
immediately to remediate them. The review 
issued 17 recommendations that the company 
has since adopted through its Agenda for Change 
programme. Boohoo has amended its long-term 
incentive plan to make vesting contingent upon 
successful implementation of the programme. 
We consider these actions appropriate but 
remain concerned that the board did not pursue 
remediation at the first opportunity. Based on 
our analysis and research, we concluded that 
further accountability for the oversight failures 
was appropriate. 

In this instance, we believe that the inadequate 
oversight by Boohoo’s tenured founding 
executives played a fundamental part in the 
governance failures and enabled a corporate 
culture that allowed poor working conditions in 
the supply chain to transpire and continue. As the 
company’s elections are staggered, the Vanguard 
funds voted against Boohoo’s founder, who was 

on the ballot for re-election this year. The funds 
also did not support the re-election of a director 
whom we considered overboarded in line with our 
UK voting policy. 

We will continue to engage with Boohoo and 
convey our expectations of having strong 
governance and oversight processes in place 
to identify, mitigate and remediate material 
risks, such as supply-chain issues, and of holding 
directors and executives accountable when 
material risk oversight failures occur. 

We continue to be encouraged by the constructive 
dialogues held with company executives and their 
boards. Vanguard’s Investment Stewardship 
team continuously evaluates engagement 
priorities as governance standards and market 
practices evolve while remaining grounded in our 
focus on our global governance principles and our 
fiduciary duty to safeguard and promote long-
term value for our shareholders. 

Engaging on behalf of fixed income funds
Direct engagements with issuers are one of 
the ways Vanguard integrates ESG risk into 
the investment process for its fixed income 
funds. FIG credit research analysts regularly 
speak with company management teams to 
discuss a range of issues that might pose a 
financial or reputational risk, including ESG risk. 
Discussions also include key topics related to 
their business and capital market activities. Our 
focus is on financial materiality, so we engage 
on significant risks and opportunities that could 
impact the issuer’s ability to meet its current 
and future obligations, including ESG factors, 
business strategy, capital policy, quality of 
company disclosures and specific idiosyncratic 
concerns. We engage with issuers throughout the 
investment life cycle including the pre-issuance 
stage, the pre-investment stage, during the 
holding period, the refinancing stage and when 
any issuers or borrowers default.

While we aim to hold proactive engagements 
with companies, some of our engagements are 
reactive, or held based on a materialised risk. 
For example, we may engage with companies to 
better understand the financial impact of specific 
emerging ESG risks, proactively seek enhanced 
disclosures and understand how companies are 
working to mitigate risks. 

6  Independent Review Into the Boohoo Group plc’s Leicester Supply Chain, 24 September 2020. 

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-boohoo.pdf
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We may also engage with issuers around 
sustainable debt issuance as part of their 
investor roadshows. We consider investments 
from a risk/reward perspective alongside any 
ESG risk factors. Investor roadshows can serve 
as an input to our investment due diligence as 
we try to understand the issuer’s need for the 
bond issuance and how the debt will be repaid. 
Roadshows can help inform our decision of 
whether to buy the new bonds coming into the 
market.

Rebuilding risk management credibility

FIG credit research analysts reached out 
to Nomura, a Japan-based global financial 
services group, immediately following the March 
2021 announcement that Archegos Capital 
had defaulted on a margin call for financial 
derivatives contracts. Through the engagement, 
analysts wanted to understand the underlying 
causes behind the trading losses, which were 
just under $3 billion, and the corrective actions 
being implemented. Nomura’s management 
team was open and candid with their responses, 
provided a detailed description of the company’s 
risk management framework and noted the swift 
response by senior leadership as soon as they 
were made aware of the issue. Management also 
shared that they have engaged an independent 
review of the entire risk management function. 
Nomura reiterated that Archegos was 
idiosyncratic and reassured investors that its 
capitalisation was robust with strong liquidity 
levels. Following our initial meeting, Nomura has 
subsequently made significant senior leadership 
changes, scaled back its prime brokerage 
business and appointed a new head of group risk 
management.

Emerging markets sovereign issuers 

Vanguard FIG meets with many emerging 
markets sovereign issuers each year, such as 
ministries of finance, debt management offices 
or central banks. These meetings are either held 
directly between Vanguard and the issuer or 
held in a group capacity. In those discussions, we 
cover a range of factors we feel are relevant to 
sovereign fundamentals and bond performance, 
and often these can include areas related to ESG 
as well as more traditional credit metrics and 
solvency or liquidity indicators.

We held meetings with a Nigerian delegation 
that focused on its country’s funding strategy, as 
well as providing greater transparency on public 

finance governance and disclosure issues. The 
Nigerian delegation did adopt a more prudent 
debt management strategy for its September 
2021 issuance. In the case of public finance 
disclosures, an initiative is underway, though 
we are still monitoring if major changes will be 
implemented.

Joint Investment Stewardship/FIG engagements

As reported last year, a growing focus of our 
Investment Stewardship programme is to hold 
joint engagements with our FIG credit research 
analysts. Joint engagements help to raise 
acumen across key ESG topics and increase 
our understanding of ESG investment issues. 
During the year, we identified opportunities 
for joint engagements when collaboration 
was determined to be the most impactful in 
addressing ESG-related risks. 

Emissions discussions at BMW

Investment Stewardship and credit research 
analysts held a joint engagement with BMW, a 
German luxury motor manufacturer. The focus of 
the engagement was on board-level governance 
and progress on its GHG emissions reduction 
targets. Through our constructive discussion, we 
were encouraged by the progress BMW is making 
on its targets. From an investment perspective, 
the positive progress helps to reduce the risk 
of a material fine, and investment stewardship 
analysts gained a better understanding of the 
company’s risk oversight and strategy. Analysts 
will continue to meet with the company to 
monitor its progress and hold the company 
accountable for the targets it has set.

Strengthening risk and compliance with 
Volkswagen

In another example, investment stewardship 
and FIG credit research analysts together 
met with the chairman of the supervisory 
board of Volkswagen, a German motor vehicle 
manufacturer. Considering the company’s diesel 
scandal, criminal proceedings and special audit, 
the discussion was focused on the board’s risk 
management to help inform FIG’s analysis of 
the company. During the engagement, the board 
shared steps being taken to strengthen its risk 
and compliance management, and we gained 
a deeper knowledge of what went wrong and 
how the board is mitigating future occurrences. 
FIG and Investment Stewardship received a 
comprehensive update on the supervisory board’s 
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risk oversight processes and procedures as well as 
the board’s perspectives on its composition. FIG 
credit research analysts gained a comfort level 
regarding key risk information being reported 
to the board, such as information about culture, 
whistleblower policy and emissions targets, and 
left the meeting with an improved outlook for 
Volkswagen’s governance and compliance of GHG 
emissions targets. Both teams will continue to 
engage with company management to encourage 
further oversight process improvements and to 
make progress on stated targets.

Credit Suisse tries to move beyond crises

Credit Suisse Group, a Swiss financial services 
company, experienced two crises in 2021 that 
significantly affected its balance sheet and raised 
questions about the adequacy of the bank’s risk 
management structures and processes. One such 
matter was the announcement in late March that 
Archegos Capital had defaulted on a margin call 
for financial derivatives contracts. In early April 
2021, the company announced a pretax loss of 
approximately $960 million for the first quarter 
of 2021 and a charge of $4.7 billion in the margin 
call default. Overall, Credit Suisse incurred 
approximately $5.5 billion in losses related to 
Archegos. 

Vanguard Investment Stewardship engaged with 
Credit Suisse multiple times last year because of 
the significant financial impact of these events 
and concerns about risk management but held a 
joint engagement with Vanguard’s fixed income 
analysts in December 2021. We met with the new 
risk committee chair and a significant part of our 
conversation focused on how the company instils 

a culture that supports the risk management 
changes that the company has made. The 
risk committee chair told us that the focus on 
short-term results and lack of accountability on 
risk decisions were key issues in these crises. In 
addition to fixing these issues, the company is 
looking to bring in better risk oversight structures 
throughout the executive team and board, as well 
as flagging risk metrics and investing in risk and 
compliance measures. 

Overall, investment stewardship analysts feel 
that the company is taking appropriate remedial 
actions. However, we note that those actions will 
be effective only if the company puts in place a 
strong risk culture. While the board recognised 
the importance of this, it has more work to do 
in measuring and articulating how it is going to 
effect significant organisational cultural change. 

(To read the full version, please see the 
Investment Stewardship 2021 Annual Report,  
p. 18  )

Fixed income stewardship continues to evolve

Fixed income stewardship, as a market concept, 
continues to evolve, and we have used Vanguard’s 
membership in the Investment Association’s 
Fixed Income Stewardship Working Group to 
help advance the conversation in this area. 
(Please refer to the Collaboration section of this 
report for additional details.) FIG will continue 
to make improvements to its stewardship 
efforts to ensure our credit research analysts 
have the right data, the right conversations and 
consistent global processes to efficiently analyse 
and incorporate ESG risk factors within our 
investment processes.

https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/investment-stewardship-annual-report-2021.pdf
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Collaboration
Vanguard was a pioneer of holding direct and 
constructive engagements with boards and 
company leaders on governance matters. Our 
stewardship activities are not used as an input 
to inform buy or sell decisions for our global 
equity index funds. By design, index funds will 
hold a stock for as long as it is included in the 
benchmark index. Rather, we regularly engage 
with members of executive leadership teams, 
board members (including independent directors) 
and general counsel – across multiple markets 
and sectors – to share our perspectives and 
expectations on good corporate governance 
practices and to understand how companies 
govern their long-term strategy and oversee 
material risks, including ESG risks. Individual 
engagements remain a key element of our 
Investment Stewardship programme, and we 
have a strong conviction in their effectiveness.  

We also recognise the value of participating 
in collaborative engagements to enhance our 
advocacy efforts to promote and safeguard 
shareholder value. When considering being part 
of a collaborative engagement, we assess each 
request and opportunity on a case-by-case basis. 
We may choose to join other investors in an 
engagement that is board-level focused, involves 
a topic aligned with our global principles of good 
governance and where we are able to make a 
meaningful contribution based on our experience 
and perspective. 

The examples below illustrate collaborative 
engagements Vanguard participated in during 
2021. We will continue to identify collaborative 
engagement opportunities as companies and 
markets evolve on their corporate governance 
journey. 

• In December, analysts from Vanguard 
Investment Stewardship team attended a 
collaborative shareholder engagement organised 
by Assogestioni, an Italian trade organisation of 
asset managers. The engagement was held with 
the chair, CEO and executives of Atlantia SpA, a 
major Italian infrastructure company. Atlantia’s 
full board attended in a ‘listen-only’ mode. 
Atlantia has faced controversy in the aftermath 
of the Genoa bridge collapse in 2018, which led to 
a long dispute with the Italian government and 
ultimately the spin-off and sale of the motorway 
business, Autostrade per l’Italia (ASPI). The 
discussion covered safety, maintenance and 
risk management topics, ESG-related topics 
such as governance and remuneration, and 

the company’s strategic direction following its 
corporate action concerning ASPI. We shared 
our perspectives on the importance of having 
a robust board with the appropriate skills, 
competencies and experiences to oversee 
material risks and suggested disclosing a board 
skills matrix, which the company lacked at that 
time. Atlantia is committed to producing a 
skills matrix considering the upcoming board 
renewal as well as an updated materiality 
matrix to reflect its sustainability positioning 
more accurately. The collaborative engagement 
was insightful, providing us with a better 
understanding of the company’s practices, and 
we appreciated the questions and perspectives 
posed by other investors.   

• Vanguard joined the Asian Corporate 
Governance Association (ACGA) in 2021 and 
have been an active member of the Japan 
Working Group (JWG). JWG’s mission is to 
help Japanese firms implement effective 
corporate governance practices through 
engagement to help companies achieve long-
term growth. As a member, we shared our 
perspectives with other investors on market 
developments in the governance space, which 
have been relevant given the changes of Japan’s 
Corporate Governance Code and the new 
listing requirements. Additionally, we joined a 
collaborative engagement with Mitsubishi UFG 
(MUFG). The first relationship-building meeting 
was aimed at understanding the role corporate 
governance plays in MUFG’s establishment 
and execution of its business strategy and 
sustainability practices. The meeting provided us 
with the opportunity to share best practices on 
holding transparent, constructive meetings with 
other investors. 

• In February 2021, Vanguard participated in 
the Votes Against Slavery project, led by UK 
investment manager Rathbones. We provided 
support as a signatory to engagement letters, 
along with other investors, which were sent to 
the boards of select FTSE 350 companies calling 
for compliance with the reporting requirements 
of Section 54 of the UK’s Modern Slavery Act 
2015. Vanguard believes human rights issues are 
of consequence and deep concern as we consider 
the impact of corporate policies and practices 
on the lives of their workforces, communities 
and supply chains, and such issues can lead to 
material reputational, legal and operational risks. 
We viewed our involvement as an opportunity to 
communicate to the companies the importance 
investors place on being compliant with human 
rights risk disclosure requirements. We were 
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pleased that by year-end 2021, all but two of 
the target companies became compliant and 
that the project had made an impact on the 
target companies by increasing their awareness, 
understanding and risk management of 
human rights. We look forward to continued 
participation in the project in 2022. 

• During 2021, the UK Investment Association 
Bondholder Committee initiated an engagement 
letter to Morrisons, a large supermarket chain in 
the UK. Vanguard, alongside other committee 
member investors, participated as a signatory 
to the letter. The engagement letter highlighted 
investors’ concerns about a tender offer on a 
few bonds and offered to engage in further 
discussion with the issuer. We were disappointed 
that the issuer was not responsive to the 
concerns raised by the investors. 

Vanguard also supports governance-focused 
organisations, speaks at conferences and 
advocates for – and in some cases provides 
consultation on – governance codes and 
standards and regulatory frameworks. As 
an investor in more than 13,000 companies 
worldwide, we aim to communicate our views 
on governance matters as widely as possible 
to portfolio companies, clients, policymakers, 
industry groups, academics and other interested 
stakeholders.

We engage with regulators and policymakers and 
are active in several organisations and initiatives 
to create and advocate for enhanced industry 
standards for corporate governance, company 
disclosure practices and stewardship. For 
instance, Vanguard provided comments on a draft 
of Assogestioni’s Italian Shareholder-Director 
Exchange principles. Our feedback included 
suggestions to simplify and clarify parts of the 
language and to provide a more concise structure 
to facilitate clear reading and application of 
the principles. Assogestioni recognised and 
appreciated our perspective and pragmatism and 
incorporated some of our feedback.

In February 2021, Vanguard joined the Investment 
Association Fixed Income Stewardship Working 
Group, alongside other investors. The working 
group’s overall objective is to develop ‘guidance 
on fixed income stewardship to increase 
understanding in the market, overcome barriers 
to engagement and develop best practice’. The 
group met quarterly and was focused on four 
broad key areas: investor best practice, effective 
engagement, expectations of issuers and 
expectations of service providers.  

Examples of our public advocacy efforts related 
to climate change risk can found on p. 16. 

During 2021, we advocated for governance 
principles and ESG matters beyond climate 
change through one-to-many engagements. 
These engagements provided Vanguard the 
opportunity to share governance best practices 
in markets where the importance of ESG-related 
matters and corporate governance is rising.

• Vanguard, along with other investors from the 
International Corporate Governance Network, 
participated in a roundtable discussion with 
the Japanese business federation Keidanren. 
The discussion was focused on the role of the 
board, particularly independent directors and 
board leadership, and boardroom diversity 
disclosure. The two-way discussion was thorough 
and educational, enabling investors, including 
Vanguard, to share their perspectives about 
board composition and effectiveness, while 
directly hearing the businesses’ perspectives 
about the challenges faced in this market 
appointing independent board leadership. 

• Vanguard was a presenter at The Frontier 
Network’s (TFN) online global tour. TFN is 
a corporate network of leading Japanese 
companies organised by the Tokyo-based 
sustainability consulting firm E-Square. TFN’s 
global tours, held annually, connect network 
members with international organisations, 
companies, research institutes, nongovernmental 
organisations and others to gain a deeper 
understanding of current issues and mindsets 
and for member companies to consider their 
roles in the transformation of society for the 
greater social good. In our discussion, we shared 
our global principles of good governance as well 
as our perspective on key governance topics 
including climate and diversity. We also discussed 
our approach to shareholder proposals and 
how we apply our work in the context of the 
Japanese market. We were pleased with the 
audience’s engagement level and benefited 
from its perspective, particularly its view of the 
usefulness of external investors encouraging 
improvements to diversity, which might 
otherwise be difficult to initiate domestically. 
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• Vanguard also presented at five virtual events 
within the Italian market, organised by trade 
associations and a financial data publisher. 
The events focused on topics such as key 
economic and market trends, the evolution of 
corporate governance codes and regulation 
around shareholder rights and engagement, 
and effective disclosures. Our presentations 
centred on Vanguard’s approach to investment 
stewardship, our global principles of good 
governance, our approach to climate change 
and expectations on climate risk governance 
and the role of investment stewardship within 
index funds. These events provided us with 
an opportunity to raise awareness about our 
investment stewardship activities and our 
perspectives on key governance topics with 
company directors and representatives, internal 
auditors and financial market participants of 
Italy-domiciled companies. 

Vanguard is a member of several global and 
regional organisations and initiatives. These are 
presented in Figure 6 below. 

We have a strategic framework in place to 
evaluate our alignment to each organisation. We 
consider whether joining would be in the best 
interests of our investors and whether there is 
alignment with the Vanguard mission and vision. 
In some cases, Vanguard may share the goals of 
a group but decide not to join or consider joining 
at a later date. Our review process may identify 
that contributing an independent perspective 
or holding independent engagements on a 
specific topic or with a specific group of portfolio 
companies will be more effective than sharing our 
perspective through membership in a particular 
organisation or initiative. 

Initiative/Organisation Year joined Description Involvement

CECP (CEO Force for 
Good) Strategic 
Investor Initiative   

2013  An initiative that encourages companies to share 
their long-term strategic stories and focus more 
of their disclosure and reporting on sustainable 
long-term value creation.

Member. Vanguard principal Glenn Booraem 
currently sits on the advisory board.   

UN Principles for 
Responsible Investment 
(PRI)  

2014  An organisation that encourages investors to use 
responsible investment to enhance returns and 
better manage risks. The PRI promotes six 
voluntary principles designed to support long-
term investment value and a more sustainable 
global financial system. It also offers guidance to 
firms about how to incorporate ESG objectives.

Signatory. Vanguard is committed to 
adopting and implementing the six 
principles and reporting our progress in an 
annual transparency report.

Commonsense 
Corporate Governance 
Principles  

2016  A set of principles endorsed as a basic 
governance framework for public companies, 
their boards and their shareholders.  

Founding signatory. Former Vanguard CEO 
Bill McNabb participated in preparing this 
position paper.

Value Reporting 
Foundation

2016  A global nonprofit organisation, formed through 
the merger of the International Integrated 
Reporting Council (IIRC) and the Sustainability 
Accounting Standards Boards (SASB), that 
offers a comprehensive suite of resources 
designed to help businesses and investors 
develop a shared understanding of enterprise 
value – how it is created, and how it is preserved 
or eroded over time. These resources include the 
Integrated Thinking Principles, the Integrated 
Reporting Frameworks and SASB Standards. 

Member. Vanguard serves on the SASB 
Standards Investor Advisory Group and is a 
member of the Standards Advisory Group 
for the infrastructure sector.   

Investor Stewardship 
Group  

2017  A group with an established framework of basic 
investment stewardship and corporate 
governance principles in the US.

Founding signatory. Vanguard 
representatives serve on the board of 
directors, nominating committee, 
Governance Advisory Council and Marketing 
and Communications Advisory Council.

30% Club  2017  A global organisation that advocates for greater 
representation of women in boardrooms and 
leadership roles.  

Member. A Vanguard representative sits on 
the US Steering Committee.

Figure 6. Organisations and initiatives 
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Initiative/Organisation Year joined Description Involvement

Council of Institutional 
Investors  

2017  A nonprofit, nonpartisan association of corporate, public 
and union employee benefit funds and endowments with 
a mission to be the leading voice for effective corporate 
governance practices for US companies and strong 
shareowner rights and protections.

Member.   

Task Force on
Climate-Related
Financial
Disclosures
(TCFD)

2017 An organisation that developed guidelines for voluntary 
climate-centred financial disclosures for all industries.

Vanguard publicly supports the TCFD and 
encourages portfolio companies to 
disclose climate-related risks in line with 
the framework.

CDP 2018 A not-for-profit charity that runs the global disclosure 
system for investors, companies, cities, states and 
regions to manage their environmental impacts.

Signatory. Vanguard is a signatory to CDP 
Climate Change, CDP Forests and CDP 
Water.

International Corporate 
Governance Network 

2019 An investor-led organisation with a mission to promote 
effective standards of corporate governance and 
investor stewardship to advance efficient markets and 
sustainable economies worldwide.

Member.   

Business Roundtable’s 
Statement on the 
Purpose of a 
Corporation

2019  A statement signed by more than 100 CEOs who 
committed to lead their companies for the benefit of all 
stakeholders – customers, employees, suppliers, 
communities and shareholders.

Signatory.   

Asian Corporate 
Governance Association 

2021 An independent, nonprofit membership organisation 
dedicated to working with investors, companies and 
regulators in the implementation of effective corporate 
governance practices throughout Asia.

Member.

UK Investment 
Association

2021 A trade body that represents more than 200 
investment managers and investment management 
firms in the UK.

Member. Vanguard is a member of the 
Fixed Income Working Group and 
Stewardship Committee.

Net Zero Asset 
Managers initiative

2021 A group of global asset managers committed to 
supporting the goal of net zero GHG emissions, in line 
with efforts to limit global warming to 1.5 degrees 
Celsius, and to supporting investing aligned with net 
zero emissions, both by 2050 or sooner.

Signatory.

Ceres 2021 A nonprofit organisation with a mission to transform 
the economy to build a just and sustainable future for 
people and the planet.

Member. Vanguard is a member of the 
Ceres Investor Network on Climate Risk 
and Sustainability.

Institutional Investors 
Group on Climate 
Change (IIGCC)

2021 A global membership body for investor collaboration on 
climate change with a mission to support and enable 
the investment community in driving significant and real 
progress by 2030 toward a net zero and resilient future.

Member.

Investor Group on 
Climate Change (IGCC)

A collaboration of Australian and New Zealand 
institutional investors focused on the impact of climate 
change on investments.

Member.

Asia Investor Group on 
Climate Change 
(AIGCC)

2021 An initiative to create awareness and encourage action 
among Asia’s asset owners and financial institutions 
about the risks and opportunities associated with 
climate change and low carbon investing.

Member.

Figure 6. Organisations and initiatives (continued)
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Proxy voting
Our approach to proxy voting
One of the most visible signs of Vanguard’s 
engaged ownership is our funds’ proxy voting at 
company shareholder meetings. We vote on a 
fund-by-fund basis in the best interests of each 
internally managed Vanguard fund, based on our 
research and analysis and consistent with our 
published voting guidelines. The voting guidelines 
frame the analysis of each proxy proposal, 
providing a basis for decision-making, and stress 
Vanguard’s role as a fiduciary acting in the long-
term interests of our investors, responsible for 
evaluating each proposal based on its merits and 
the facts and circumstances presented. 

Our experienced team of investment stewardship 
analysts evaluates proxy ballot items presented 
to shareholders and casts the funds’ votes in 
accordance with the instructions set forth in the 
funds’ proxy voting procedures and guidelines. 
These items include proposals that focus on 
environmental and social issues. As the focus of 
these proposals is nuanced and each company’s 
risks and opportunities are different, our voting 
guidelines require case-by-case analysis of each 
proposal to determine whether support is in the 
best interests of each fund. 

Vanguard’s proxy voting procedures and 
guidelines are designed and executed to achieve 
the sole overriding objective of maximising the 
value of shareholder interests in each fund over 
the long term. The trustees of the fund boards 
periodically review and approve each fund’s proxy 
voting guidelines so that they incorporate up-to-
date governance standards and address relevant 
risks to long-term shareholder value. Proxy 
voting policies for Vanguard’s internally managed 
funds are adopted by the board and detail the 
general positions of each fund on recurring 
proxy proposals at public companies. We 
employ region-specific voting policies to address 
differences in market structure and governance 
practices; for some key markets, we use country-
specific guidelines. Proposals for which specific 
guidelines are not defined are voted on a case-by-
case basis, in the best interests of each fund, and 
in keeping with both the principles articulated 
in our proxy voting guidelines and with the 
investment objective of the relevant fund.

We make every attempt to vote at all meetings 
at which the Vanguard funds are eligible to 
vote. For the year ended 31 December 2021, 
the funds voted at more than 99% of eligible 

meetings. A fund may abstain from voting on a 
particular issue if casting the fund’s votes would 
negatively affect the financial interests of fund 
shareholders. These circumstances may arise for 
several reasons, including blocked shares, late 
ballots or materials, cost constraints or other 
administrative impediments.

We review our existing voting policies and 
procedures at least annually. We update them 
as appropriate, considering evolving market 
norms and investor and regulatory landscapes, 
and disclose any amendments on our Investment 
Stewardship website and other relevant channels. 
In 2021, we updated our US proxy voting policy 
to include modifications to the assessments of 
director capacity and commitments, director 
accountability votes for board diversity and 
governance or material risk oversight failures, 
and the assessment of the use of hybrid and 
virtual meetings. Within our European and UK 
voting policy, changes for director accountability 
votes for governance or material risk oversight 
failures and the assessment of the use of hybrid 
and virtual meetings were similar to the changes 
in our US voting policy. Additionally, changes were 
made to diversity and qualifications disclosure to 
be in line with the context of both the Hampton 
Alexander Review and Parker Review.

As reported last year, implementation of 
formalised voting policies in priority markets is 
important as our programme globalises. During 
2021, we published our proxy voting policy for 
companies domiciled in Australia and New 
Zealand and are working to formalise voting 
policies for additional markets including Japan, 
the Americas and Canada.

Proxy voting responsibilities for Vanguard’s 
externally managed active funds are performed 
by those funds’ external advisers. This enables 
portfolio managers to integrate their proxy voting 
activities and company engagement into their 
investment strategies. These managers follow 
proxy voting guidelines designed to ensure that 
their votes are consistent with their fiduciary 
obligations. Each manager has their own policies 
and guidelines that govern their proxy voting 
decisions. The external managers are carefully 
selected to ensure their investment principles 
and processes align with the best interests of 
the Vanguard funds they manage. The externally 
managed funds hold their portfolio managers 
to high standards of investment management 
and compliance, and Vanguard is confident that 
the managers will act in the best interests of the 
funds.
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Vanguard does not currently offer direct voting 
to clients in our mutual funds. As an index fund 
provider for primarily retail clients, we regularly 
assess the needs and expectations of our 
individual investors. The assessments help to 
inform our long-term approach for conducting 
voting and stewardship on those investors’ 
behalf. We continue to research client interest 
and execution constraints of direct voting, 
recognising this is an area that will evolve over 
time.

More information about our approach to 
proxy voting and governance around the 
globe can be found in the Proxy Voting 
section of Vanguard’s Engagement Policy  .

How Vanguard evaluates shareholder 
proposals  
Shareholder proposals serve as an important 
tool for investors to voice their perspectives 
and seek change at public companies. Many 
shareholder proposals address environmental 
or social matters such as climate risk, human 
rights, diversity, political spending or data privacy. 
Others suggest changes to governance practices 
or shareholder rights.

Vanguard evaluates each shareholder proposal 
case by case and with great care. We focus 
our analysis of each individual proposal on 
its relevance to the particular company that 
has received it, its practicality and expected 
impact on the issue in question and whether 
it safeguards the long-term interests of our 
investors. Specific questions that we consider 
include:

• Does the proposal address a material issue 
relevant to the company?

• Does the proposal suggest a change that 
advances long-term shareholder interests?

• Does the proposal address gaps in the 
company’s current practices or stated intentions?

Read more about our key considerations for 
shareholder proposal analysis here  .  

Securities lending
Vanguard equity funds engage in securities 
lending activity. Lent securities may be recalled 
for voting purposes. Vanguard’s Investment 
Stewardship team manages processes, in 
partnership with Vanguard’s Securities Lending 
team, to monitor securities on loan and to 
evaluate any circumstances that may require 
us to restrict or recall the stock. Please refer to 
the Securities Lending section of Vanguard’s 
Engagement Policy for more information  .

Inputs to our research process
The Investment Stewardship team uses various 
inputs to inform the funds’ decisions on every 
vote. We consult a wide variety of third-party 
research providers – including proxy advisers 
– for their analysis of issues that bear on long-
term shareholder value. We then consider that 
analysis in conjunction with the funds’ proxy 
voting guidelines and other relevant inputs 
to reach independent decisions on behalf of 
each Vanguard fund. Other relevant inputs 
may include insights from company or other 
stakeholder engagements or company disclosures 
and regulatory filings. We have established risk 
oversight processes and proprietary systems to 
monitor our shares and voting rights and manage 
this process. 

Proxy voting disclosure
Over the last year, we increased disclosure on 
the rationale behind certain proxy votes through 
Vanguard Voting Insights. In 2021, we published 41 
Voting Insights, up from 2 the previous year. While 
the majority of our Voting Insights focused on a 
specific company, two of the 2021 publications, 
Climate-Related Proposals, January–June 2021 

 and Diversity-Related Proposals, January–
June 2021  , provided respective summaries of 
climate- and diversity-related proposals that 
we voted on during the first half of the year, on 
behalf of the Vanguard funds, along with the 
funds’ votes and supporting rationales.

https://global.vanguard.com/documents/Vanguard-Engagement-Statement.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/how-vanguard-evaluates-shareholder-proposals.pdf
https://global.vanguard.com/documents/Vanguard-Engagement-Statement.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-climate-proposals-2021.pdf
https://www.ie.vanguard/content/dam/intl/europe/documents/investment-stewardship/voting-insights-diversity-proposals-2021.pdf
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We also continue to increase disclosure on our 
perspectives on thematic issues and expectations 
of public companies. In 2021, Vanguard published 
the following thematic Insights papers:  

• Vanguard’s Expectations for Companies With 
Significant Coal Exposure 

• How We Evaluate Say on Climate Proposals 

• Shareholder Proposals: Diversity, Equity and 
Inclusion 

• How We Evaluate Corporate Political Activity 
Shareholder Proposals 

• Director Capacity and Commitment 

• Evaluating Executive Compensation in Times of 
Crisis 

• How Vanguard Evaluates Shareholder Proposals 

We have received positive feedback from 
Vanguard investors, portfolio companies, internal 
colleagues and other stakeholders on our Insights 
publications. 

Our annual and semiannual reports provide 
examples of the outcomes of resolutions that we 
have voted on in select case studies and regularly 
disclose a global summary of proxy votes cast by 
the funds. Figure 7 displays the global proxy votes 
cast by the funds for the 12 months ended 31 
December 2021 and 31 December 2020.

2020 2021

Alignment with our principles Proposal type
Number of 
proposals % for

Number of 
proposals % for

Board composition  
and effectiveness

Management proposals

Elect directors 61,303 92% 64,021 91%

Other board-related 12,285 91% 13,134 88%

Shareholder proposals

Board-related 4,034 84% 3,869 87%

Oversight of strategy  
and risk

Management proposals

Approve auditors 10,354 99% 10,812 99%

Environmental/social 27 100%

Shareholder proposals

Environmental/social 264 7% 269 22%

Executive compensation Management proposals

Management Say on Pay 6,757 90% 6,807 87%

Other compensation-related 10,839 90% 12,262 90%

Shareholder proposals

Compensation-related 113 50% 99 57%

Shareholder rights Management proposals

Governance-related 11,150 88% 11,204 81%

Shareholder proposals

Governance-related 335 40% 292 38%

Other proposals Management proposals

Capitalization 30,794 98% 26,444 98%

Mergers and acquisitions 8,474 98% 7,643 97%

Adjourn/other business 18,937 96% 19,641 95%

Shareholder proposals

Other 1063 85% 783 83%

Total 176,701 93% 177,307 92%

Figure 7. Global summary of proxy votes cast by Vanguard funds

Source: Vanguard.
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The proxy voting records for Vanguard’s global 
fund line-up are disclosed through an online tool  
on Vanguard’s Investment Stewardship website 

. The online tool provides details of the proxy 
votes cast by a fund for the most recent proxy 
year.7 Voting records are disclosed on a quarterly 
basis for funds managed solely by Vanguard.

Vanguard also discloses votes that we consider 
to be significant, along with an explanation 
of our vote, to fulfill the requirements of the 
Shareholder Rights Directive II. Our significant 
vote disclosure and rationale can be found here .

Fixed income
For our fixed income assets, we exercise our 
rights and responsibilities as an investor in several 
ways in pursuit of obtaining the best outcomes 
for our clients. These activities include providing 
feedback to syndicate desks and issuers upon 
new issuance, holding companies accountable 
on covenants, providing feedback on issue 
structures and features on subordinated bonds, 
participating in bondholder special committees 
and providing feedback on consent solicitation.  

For additional information, read about our 
approach to fixed income ESG research 
(Vanguard’s Approach to ESG Investing, p. 27) 
and engagement activity (Our Commitment to 
Engagement, p. 30). 

7  The proxy year is measured from 1 July through 30 June. 

https://www.ie.vanguard/investment-stewardship/how-funds-voted
https://www.ie.vanguard/content/dam/intl/europe/documents/ucits/significant-votes.pdf
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Communicating our stewardship 
activities
Our Investment Stewardship team is responsible 
for the stewardship activities for Vanguard 
equity index funds. By design, the Vanguard 
index funds buy and hold companies for as long 
as they are in the benchmark index. We focus 
on how companies are setting themselves up to 
stay relevant now and well into the future. We 
believe well-governed companies will generally 
perform better over the long term as sound 
risk governance accrues value to investors. 
Therefore, it is important that we regularly 
clarify our perspectives and expectations and 
disclose our investment stewardship activities 
to help portfolio companies, investors and other 
stakeholders understand our philosophy and 
approach.

How we communicate
The Investment Stewardship website is the 
primary source for information about our 
programme. We publish comprehensive 
communication pieces about our global advocacy, 
engagement and voting activities on behalf of 
our funds in the form of reports, Insights and 
proxy voting policies. As our communication 
pieces are developed for Vanguard investors and 
clients, public companies and the market more 
broadly, we are committed to ensuring that 
each publication is clear and informative. A few 
examples include: 

Annual reports. These reports outline our global 
investment stewardship efforts and outcomes 
for the calendar year. An annual report includes 
summaries of key governance developments 
by region, engagement case studies, a 
comprehensive list of companies engaged, our 
voting rationales and aggregate regional voting 
outcomes. 

Semiannual reports. These reports give a midyear 
update on investment stewardship voting and 
engagement activities. Detailed engagement 
case studies included in semiannual (and annual) 
reports represent a wide range of governance 
topics, regions and sectors, and demonstrate the 
outcomes of our engagements – both successes 
and cases where there is room for improvement.  

Vanguard Insights. Vanguard Insights provide 
timely explanations of Vanguard’s perspectives on 
important governance matters and the rationale 
behind certain proxy votes. Insights are published 
throughout the year. 

Proxy voting policies. Proxy voting policies 
describe the general positions of the funds 
advised by Vanguard on recurring proxy 
proposals.8 (More details about proxy voting 
policies and disclosures can be found on p. 44 of 
this report).  

Vanguard also advocates for the highest 
standards of corporate governance worldwide 
through direct company engagements and public 
forums such as conferences, governance-focused 
organisations and collaborative engagements. 
More information about Vanguard’s engagement 
approach and activities during 2021 can be found 
on p. 30.   

Steps toward greater disclosure and 
education
Vanguard is committed to holding itself to the 
same high disclosure standards we ask of our 
portfolio companies. Last year, we increased 
disclosure of all aspects of our stewardship 
programme, including our perspectives on 
thematic issues and the rationale behind certain 
proxy votes. 

In 2021, we published materials that aimed 
to increase the understanding of what our 
stewardship programme does – and does 
not do – and how we promote and safeguard 
long-term shareholder value. For example, we 
published About Our Programme, a document 
that provides a comprehensive overview about 
our approach to investment stewardship as 
well as insightful details about our principles, 
processes and policies. We also published our 
Global Investment Stewardship Principles. 
Through our Global Principles, we articulate each 
corporate governance principle that anchors our 
Investment Stewardship programme and include 
our expectations of how portfolio companies can 
align to each. 

During the year, our published communications 
additionally focused on providing investors, 
portfolio companies and other stakeholders 

8 The voting policy details the general positions of the funds for each portfolio advised by Vanguard, including Vanguard index funds and ETFs 
and the fund assets managed by Vanguard Quantitative Equity Group (Vanguard-advised funds), on recurring proxy proposals. Each of the US 
mutual funds advised by Vanguard retains proxy voting authority and the voting policy reflects the US Fund Board’s instructions 
governing proxy voting by the Vanguard-advised funds.
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with a full understanding of our perspectives on 
corporate governance topics and our rationale 
behind certain proxy votes, and we published 
numerous Insights to provide our views on specific 
thematic issues and the connection we see to 
shareholder value. For example, we published 
our expectations for companies with significant 
thermal coal exposure and how we evaluate 
diversity, equity and inclusion shareholder 
proposals. Further, Vanguard disclosed more 
rationale for key votes during 2021, publishing 41 
Voting Insights that conveyed the ‘how’ and ‘why’ 
of the Vanguard funds’ vote decisions.

Vanguard serves more than 30 million 
individual investors who hold a wide range 
of humanitarian, religious, political, ethical, 
social and environmental beliefs. Our role as an 
asset manager is to safeguard the long-term 
investment returns of all our shareholders. The 
majority of our investors are served through a 
direct-to-consumer (retail) and intermediated 
(advised) business. Investments are made 
through our direct retail or third-party platforms, 
or our transfer agency service – not through a 
client mandate. Unlike professional asset owners 
such as pension schemes, generally our retail 
clients do not have investment stewardship 
policies that we are asked to implement and 
align to, or established views on stewardship or 
directed voting requirements.

Our predominantly retail client base poses 
challenges in incorporating client feedback, but 
over the year we have made progress in this 
area. We recognise the value our intermediaries 
play in raising awareness with retail clients 
about Vanguard’s Investment Stewardship 
programme and approach to ESG investing and 
in relaying the voice of client back to Vanguard. 
During 2021, we held regular adviser webinars 
on topics such as investment market outlooks, 
investment stewardship and the Vanguard 
LifeStrategy® funds. The webinars demonstrate 
Vanguard’s commitment to adviser education, 
and we encourage open dialogue during each to 
gain insight into what is important to advisers 
and their clients. Our adviser webinar series will 
continue throughout 2022, starting with Making 
Sense of ESG: How to Help Clients Balance 
Personal Values and Financial Goals. 

Investment stewardship team members continue 
to hold knowledge-sharing sessions with internal 
teams that support Vanguard’s individual 
investors and financial intermediaries. These 
sessions help to educate our internal business 
partners on ESG topics and are now held 
quarterly due to the increased session attendance 
during the year. The sessions are designed to be 
informative, interactive, two-way dialogues in 
which investment stewardship analysts share 
expertise to develop the client-facing teams’ 
acumen about our programme, our approach to 
ESG and relevant ESG topics. In turn, we learn 
about the governance topics and questions that 
are top of mind for our clients. ESG-related topics 
have been increasing points of interest for our 
largest institutional clients during due diligence 
sessions. In 2021, Investment Stewardship 
participated in several due diligence sessions 
to provide clarity about our programme and 
communicate our year-over-year improvements. 
The due diligence sessions provide our Investment 
Stewardship team with direct feedback about 
the corporate governance topics most important 
to our intermediary clients and the regulatory 
challenges they face. 

Also in 2021, Vanguard’s UK Strategic Accounts 
Team conducted an ESG survey with a wide 
group of adviser firms in the UK, including 
national advisers, discretionary fund managers 
and insurance companies. The survey intended 
to achieve a deeper understanding of adviser 
firms’ views and approach to ESG, inform adviser 
firms about Vanguard’s ESG and investment 
stewardship approach and internally share the 
insights gained from the survey to help inform 
future business decisions. A key finding for our 
Investment Stewardship team was the limited 
awareness of Vanguard’s approach to ESG 
investing and the Investment Stewardship 
programme within these channels. These findings 
support our approach to developing materials 
to enhance intermediary acumen and raising 
awareness about our Investment Stewardship 
programme and our ESG investing approach 
through Vanguard’s adviser webinar series 
and increased published disclosures about our 
stewardship programme and perspectives. We 
will continue to conduct the survey in future years 
to track our progress and obtain feedback from 
clients.
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Evaluation of our programme
Last year, we reported focusing on three specific 
areas to better incorporate the voice of client:  

• A clear strategy that supports our fiduciary 
responsibility to all investors; 

• A communications programme that delivers 
timely and insightful information to allow 
investors to assess our programme; and 

• Increased educational support to our internal 
business partners on ESG-related matters. 

We feel the information and activities disclosed 
here demonstrate the positive progress we have 
made in all three areas. Regulator, client and 
stakeholder needs change, and our programme 
will continuously evolve to meet those needs. 
Vanguard remains committed to safeguarding 
our clients’ investments and to help build long-
term value.  

Each Vanguard portfolio is managed for a 
specific objective, follows tightly prescribed 
strategies and adheres to well-articulated 

policies. Our investors expect both professional 
investment management and professional 
investment stewardship when investing in a 
mutual fund. On behalf of Vanguard’s internally 
managed equity funds, our Investment 
Stewardship team works every day to help 
safeguard long-term shareholder value through 
engagement, proxy voting and public advocacy. 
Proxy voting responsibilities for Vanguard’s 
externally managed active funds are performed 
by those funds’ external managers, enabling 
them to integrate their proxy voting activities 
and company engagement strategies with their 
specific investment strategies. More information 
about Vanguard’s approach to ESG investing can 
be found on page 27 of this report.  

During 2022, we will continue to identify ways 
to efficiently and timely communicate our 
stewardship activities and viewpoints to all 
stakeholders and identify the most appropriate 
mechanisms for incorporating ‘voice of client’ into 
our programme.
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Assurance of our Investment 
Stewardship programme
The Committee has oversight of the proxy 
voting and stewardship functions for Vanguard’s 
internally managed equity funds and regularly 
reviews the team’s practices and proxy voting 
policies. Those reviews include areas such as 
changes to proxy voting policies, proxy season 
engagement and voting activities, and risk control 
processes. 

In 2021, the Committee approved updates and 
clarifications to the US proxy voting policy that 
included modifications to the assessments of 
director capacity and commitments, director 
accountability votes for board diversity and 
governance or material risk oversight failures, 
and the assessment of the use of hybrid and 
virtual meetings. It also approved updates and 
clarifications to the European and UK voting 
policy. While approved changes for director 
accountability votes for governance or material 
risk oversight failures and the assessment of the 
use of hybrid and virtual meetings were similar 
to the changes approved in the US voting policy, 
the Committee additionally approved diversity 
and qualifications disclosure changes in line with 
the context of both the Hampton Alexander 
Review and Parker Review. The Australia and New 
Zealand proxy voting policy was approved by the 
committee and published in 2021.   

The committee receives regular updates from 
the Investment Stewardship team throughout 
the year. Members of the leadership team 
attend several meetings and provide a progress 
report on key initiatives, updates on current and 
future policy work, engagement strategy and 
global thematic trends. Committee members 
attend select portfolio company engagements 
throughout the year to inform their oversight 
activities. Attending engagements provides 
the committee with the opportunity to speak 
directly with company boards and management 
teams and to oversee our general approach 
to stewardship. This partnership facilitates 
constructive dialogues to guide the direction of 
our programme. 

As part of our governance framework, we 
employ several control reports that ensure our 
voting and company engagements are executed 
in accordance with internal policies. These 
reports along with all documented policies and 
procedures are reviewed on a regular basis by a 
dedicated team resource.

Our Investment Stewardship programme is 
subject to internal independent assurances 
conducted by Vanguard’s Internal Audit 
department. Internal Audit’s scope encompasses 
but is not limited to the monitoring and 
evaluation of the adequacy and effectiveness 
of the organisation’s governance, risk 
management and internal controls. The 
audit scope is developed using a risk-based 
methodology. Summaries of audit results are 
shared with Vanguard’s group and subsidiary 
audit committees, leadership team and senior 
stakeholders on a periodic basis. The Global 
Investment Stewardship programme (located 
in both the US and the UK) was last audited 
in December 2019. While an internal audit did 
not take place during 2021, we continued to 
enhance our dashboard reporting to provide 
increased insights and track progress on risks 
related to climate, diversity and human rights. 
The team also maintains a rigorous vendor review 
process and oversight controls in accordance 
with corporate policies and constantly monitors 
control reports that help to identify when vote 
rationale has not been captured or votes are 
intentionally not voted and to verify that vote 
instructions are in accordance with a fund’s 
voting guidelines.  

Currently, external assurances are not used 
to evaluate our Investment Stewardship 
programme. We continue to assess the 
most appropriate method for ensuring the 
effectiveness of activities on behalf of the 
funds’ shareholders. Vanguard’s internal audit 
discipline is well-established and provides an 
ongoing partnership for continuous improvement 
and programme assurance. Additionally, we 
regularly partner with Vanguard’s Enterprise Risk 
Management team to evaluate major risk areas 
of our programme and re-evaluate controls, 
rather than periodic audits. 
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We also take a deliberate approach to ensure 
that our stewardship reporting is fair, balanced 
and understandable. Each publication we 
put into the market, including company 
engagement case studies and Insights (both 
voting and thematic), goes through a thorough 
review process completed by the Investment 
Stewardship leadership team and directors, 
Vanguard’s Legal and Compliance teams and, if 
warranted, executive leaders. Our comprehensive 
review ensures that the reporting is fair, factual 
and respectful. When we publish company 
engagement case studies, we select examples 
balanced among different sectors and regions 
and based on a wide range of topics, challenges 

and successes. All publications are written 
to provide investors, portfolio companies 
and all other stakeholders with a complete 
understanding of our perspective on corporate 
governance topics, our expectations of public 
companies and the rationale behind certain proxy 
voting decisions. 

Vanguard’s focus is on delivering sustainable,  
long-term shareholder value. We strive to 
continuously improve ourselves, our processes 
and our tools so we can support long-term value 
creation by each company in our funds’ portfolios.
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