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COVID-19 was ESG’s time to shine. It didn't...
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Data sourced at 31.03.2021. Sources: Bloomberg, RBC Global Equity team

RBC Global Asset Management 2



ESG ratings only explained a very small amount of observed
relative returns

42% of observed share price variation during Q1 2020 16.5% of observed share price variation during 2020
was explained by factor regressions. The proportion of was explained by factor regressions. The proportion
this explained variation is shown below by factor. of this explained variation is shown below by factor.
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Sources: “Corporate Resilience and Response During COVID-19”, Harvard Business School, 2020; “ESG Didn’t Inmunise Stocks During the COVID-19 Crisis, But Investments in Intangibles Assets Did”, Demers,
Hendrikse, Joos and Lev, 2021; RBC Global Equity team
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Investment into ‘intangibles’ is out-growing tangible investments

Non-residential intangible and tangible investment in the EU-28 and the U.S. total economy
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Source: Eurostat national accounts for EU-28, BEA for U.S. ‘Unlocking Investment in Intangible Assets, Anna Thum-Thysen, Peter Voigt, Benat Bilbao-Osorio, Chrisoph Maier and Diana Ognyanova, Discussion Paper 047 | May
2017. Total Economy chain linked volumes, index 1995 = 100. Data as at May, 2017.
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The market has attributed increasing value to intangibles

Tangible vs. intangible value (S&P 500)
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http://www.oceantomo.com/blog/2015/03-05-ocean-tomo-2015-intangible-asset-market-value/

ESG # Scores: ‘Not everything that counts can be counted’

Weak ESG / Business Practices

Environment @

Lack of training, unsafe working conditions,

high turnower

Mo returns policy, poor product labelling.
systematically over-charging

High reputational risk, lack of audit, wesk
quslity-control procedures

Faollution, high-cost carbon reserves,
excassive water usage

Contingent
Liability

- Stock depreciation potential
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+ Stock appreciation potential

Contingent

Asset

Strong ESG / Business Practices

Suppliers

N

Environment @
6

High level of engagement, strong corporate
culture, innowvation encouraged. imvestment

in R&D

Responsive to nesds, convenient opening
times, effective dispute resolution

Timely bill payment, efficient production
planning, good fraceshbility

Effective emissions control, sustainable
sourcing practices, renewsable energy usage




What can’t be counted is a source of opportunity for active

managers

Non-market risks
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Source: MSCI World Index, Axioma. Attribution of non-market returns 01.09.2006 to 30.06.2021

RBC Global Asset Management



RBC GAM disclosure

This document is provided by RBC Global Asset Management (RBC GAM) for informational purposes only and may not be reproduced, distributed or published without the written consent of
RBC GAM or its affiliated entities listed herein. This document does not constitute an offer or a solicitation to buy or to sell any security, product or service in any jurisdiction; nor is it intended
to provide investment, financial, legal, accounting, tax, or other advice and such information should not be relied or acted upon for providing such advice. This document is not available for
distribution to investors in jurisdictions where such distribution would be prohibited.

RBC GAM is the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset Management Inc., RBC Global Asset Management (U.S.) Inc., RBC Global
Asset Management (UK) Limited, RBC Global Asset Management (Asia) Limited, and BlueBay Asset Management LLP, which are separate, but affiliated subsidiaries of RBC.

In Canada, this document is provided by RBC Global Asset Management Inc. (including PH&N Institutional) which is regulated by each provincial and territorial securities commission with
which it is registered. In the United States, this document is provided by RBC Global Asset Management (U.S.) Inc., a federally registered investment adviser. In Europe this document is
provided by RBC Global Asset Management (UK) Limited, which is authorised and regulated by the UK Financial Conduct Authority. In Asia, this document is provided by RBC Global Asset
Management (Asia) Limited, which is registered with the Securities and Futures Commission (SFC) in Hong Kong.

Additional information about RBC GAM may be found at www.rbcgam.com.

This document has not been reviewed by, and is not registered with any securities or other regulatory authority, and may, where appropriate and permissible, be distributed by the above-
listed entities in their respective jurisdictions.

Any investment and economic outlook information contained in this document has been compiled by RBC GAM from various sources. Information obtained from third parties is believed to be
reliable, but no representation or warranty, express or implied, is made by RBC GAM, its affiliates or any other person as to its accuracy, completeness or correctness. RBC GAM and its
affiliates assume no responsibility for any errors or omissions.

Opinions contained herein reflect the judgment and thought leadership of RBC GAM and are subject to change at any time. Such opinions are for informational purposes only and are not
intended to be investment or financial advice and should not be relied or acted upon for providing such advice. RBC GAM does not undertake any obligation or responsibility to update such
opinions.

RBC GAM reserves the right at any time and without notice to change, amend or cease publication of this information.

Past performance is not indicative of future results. With all investments there is a risk of loss of all or a portion of the amount invested. Where return estimates are shown, these are provided
for illustrative purposes only and should not be construed as a prediction of returns; actual returns may be higher or lower than those shown and may vary substantially, especially over
shorter time periods. It is not possible to invest directly in an index.

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or forecasts of future results or events. Forward-
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Do not place undue reliance on these statements because actual results or events
may differ materially from those described in such forward-looking statements as a result of various factors. Before making any investment decisions, we encourage you to consider all
relevant factors carefully.

® / TM Trademark(s) of Royal Bank of Canada. Used under licence. © RBC Global Asset Management Inc., 2021
Publication date: July 2021

RBC Global Asset Management



