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What is impact investing?
When it comes to investing, many people seek only returns
without thinking about what their money is supporting.
With impact investing, investors are able to be more
intentional about where they invest so their portfolios can
have positive influence.
“Every portfolio has an impact,” says Kent McClanahan,
vice president of responsible investing for RBC Wealth
Management – U.S. “But impact investing is about being
more conscious of what your money is doing.”

An opportunity to think about your
non-financial goals
If you have a cause you want to support, you might donate
to a nonprofit organization to back their mission. Impact
investing is similar in that you choose companies, funds or
projects that align with your values. However, you’re also
analyzing these investments on their ability to generate a
positive, if not competitive, financial return.
Much like finding a nonprofit to support, you start by
determining the impact you want to make. Do you want
to fund a startup biotech company developing a potential
cure for cancer? Or do you want to invest in technologies
that can reduce the impact of climate change? Perhaps
you want to ease income inequality by financing
affordable housing in your city? The goal is to seek
investments that directly correlate to your cause so you
know your money is directly funding their work.
At the same time, impact investing is not charity—you
should expect your investment to generate a financial
return in addition to a societal return. How much of a
return depends largely on your goals.
“One of the dichotomies within impact investing is
whether the expected returns are concessionary or
market driven,” says Ron Homer, chief strategist for

impact investing at RBC Global Asset Management. “There
are some impact investment strategies where returns
are secondary to the impact. On the opposite side, our
strategies are designed to provide the double impact of
market returns and social benefits. In some cases, the
social benefit can drive excess returns.”

How to make an impact in your portfolio
Impact investing is still an emerging approach, with
no set standards. This means you may need to dig a
little deeper to see that prospective investments meet
your requirements.
The good news is that impact investing is becoming
easier for investors. For example, the European Union
passed a rule called the Sustainable Finance Disclosure
Regulation that requires fund managers to share a
measurable plan for how their investments meet their
stated environmental, social and governance (ESG) goals.
This should help create a culture of impact measurement
that increases investor expectations for ESG and impact
data, which should encourage companies to improve their
reporting, McClanahan says.
“Now if an investor wants to have an impact within the
public markets, we can measure it a little bit more so they
can make an intentional investment,” he says.

How to get started with impact investing
For investors looking to get started with an impact
investing approach, the first step is to choose where to
focus. According to Homer, the two fastest-growing areas
for impact investments are climate change and reducing
social inequality through community development and
social justice.
Continued on page 2
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Once you choose your areas of focus, you should
work with your advisor to measure the impact of your
portfolio and make decisions about how you should
reallocate investments.

is important to me and I’m trying to solve it with my vote,
my volunteerism or my philanthropy, putting my money to
work on the other side to have an opposite effect doesn’t
make a lot of sense.”

Impact investing allows more of your money to work as
one to create the most positive impact. “Think about
someone who’s using their philanthropic dollars to
address an issue because they feel passionate about it,
yet their investments might be working to support the
problem they’re trying to address,” says Homer. “If this

Your financial advisor can help you prioritize all of your
various passions and causes so you can optimize your
portfolio to make the greatest difference.
Due diligence processes do not assure a profit or protect against loss. Like any
type of investing, impact and ESG investing involve risks, including possible
loss of principal.

ESG and the performance question
Does ESG lead to outperformance? Investment
professionals have been grappling with this question in
recent years, driven by the continued proliferation of ESGfocused strategies, and particularly after the COVID-19induced market pullback in March 2020.
Research conducted by Morningstar in the months
following the drawdown concluded that there didn’t
appear to be a performance trade-off associated with
sustainable funds, and a majority of these funds actually
outperformed their traditional peers over multiple time
horizons, including holding up better during the sell-off.1
Many reasons for this empirical relationship have been
suggested, ranging from better downside risk protection
to more long-term thematic arguments. Research
conducted by MSCI, using its proprietary ESG ratings,
suggests that there are three major channels from ESG to
financial value:
• Higher profitability (cash flow channel)
• Lower tail risk (idiosyncratic risk channel)
• Lower systematic risk (valuation channel)2
Despite this research, however, voices from the other
side of the debate continue to be heard, especially in
2021, which has seen ESG underperform in periods.
Where the market narrative was dominated by the so
called “re-opening trade,” in which more cyclical and
defensive names outperformed, ESG funds have lagged.
While this has been sporadic, it has led some to question
the outperformance of ESG over a full market cycle, and
whether it can keep pace going forward.

1. Morningstar: https://www.morningstar.com/content/dam/marketing/emea/shared/
guides/ESG_Fund_Performance_2020.pdf, accessed August 1, 2021.
2. MSCI: https://www.msci.com/www/research-paper/deconstructing-esgratings/01921647796, accessed August 1, 2021.

There may be some validity to this argument. While the
first iteration of ESG strategies—the funds that have been
around the longest—outperformed the broader market,
this may be because they typically tilted toward higher
quality, growth companies as a result of their ESG scoring.
The argument says that the performance could largely
be replicated via a quality, growth strategy without ESG.
Additionally, as ESG factors continue to be integrated into
portfolios, any market inefficiency surrounding them will
erode—and the first mover advantage of some of these
funds may be eroded.
Looking ahead, we believe it is more likely for
outperformance coming from activism and engagement to
drive an increase in quality in a company along the lines
of ESG factors. This is understandable as these factors—
giving companies higher quality which should help them
outgrow their competitors—should likely lead to higher
valuation multiples.
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The future of proxy voting and oil
The second quarter of 2021 saw a seismic shift in the
way large oil producers will operate going forward. Court
cases were lost in Europe and proxy votes went against
managements of carbon-intensive industries in the United
States, mostly for not specifying how the companies were
going to accomplish their carbon emission reduction
plans. Because of that, one of the largest Canadian oil
producers committed to becoming net-zero by 2050.1
Asset managers are quickly taking the lead to invoke
change at companies around the world. For example,
Vanguard, BlackRock and StateStreet—which combined
vote approximately 25% of all proxies—all committed to
net-zero portfolios by 2050, as well as a 50% reduction in
emissions by 2030.2
Historically, both Vanguard and BlackRock tended to vote
against proposals for companies to make changes to
reduce emissions, but since 2021, they have switched to
supporting them. Earlier this year, we saw oil companies
targeted first—they are the low-hanging fruit—but as the
movement grows to reduce emissions, other sectors like
transportation, agriculture and industrials are expected to
face additional scrutiny.

Growing interest
Late last year, the Net Zero Asset Managers initiative
launched, designed to encourage the asset management
industry to commit to a goal of net-zero emissions by 2050.
As of August 1, 2021, it had 128 signatories from around the
world managing more than $43 trillion of assets. 3
Based on the activity earlier this year, we anticipate more
climate-related proposals will happen at annual meetings
for large and small corporations around the world in the
near future. Especially as the number of climate-related
catastrophes continue to cause significant loss of lives
and money. For example, in 2020, in the U.S. alone, 22
weather-related incidents cost $96 billion and claimed
262 lives.4

Changes needed
Governments around the world are making commitments
to slow temperatures from rising 1.5 degrees Celsius, which
means changes are needed in the oil industry to comply
with those commitments.
Investors are likely to see many changes both in
companies and the ESG investing world thanks to
proxy voting. For example, industries with high levels of
emissions will likely incorporate planning for adaption into
a lower carbon world, which has the potential to change
earnings reports. Also, the U.S. Securities and Exchange
Commission is discussing requiring asset managers to
have carbon disclosures. And many more asset managers
are indicating they are considering joining the Net Zero
Asset Managers initiative.
With the proxy votes and court cases earlier this year, oil
companies are already facing challenges to the traditional
business models they use. Climate influence is now a risk
all companies are facing with greater impact because
asset managers are looking at how companies plan—and
accomplish—carbon deductions.
As proxy voters, investors are taking advantage of another
way to influence their values. With proxy voting both
individually and through asset managers, they can make a
difference in the world.

1. EnergyNow Media: https://energynow.ca/2021/05/suncor-energy-aims-for-net-zero-emission-target-by-2050/, accessed August 1, 2021
2. Net Zero Asset Managers Initiative: https://www.netzeroassetmanagers.org/q-and-a, accessed August 1, 2021
3. Net Zero Asset Managers Initiative: https://www.netzeroassetmanagers.org/q-and-a, accessed August 1, 2021
4. Forbes, “Why this proxy season is a record breaker for climate proposals”: https://www.forbes.com/sites/mindylubber/2021/05/14/why-this-proxy-season-is-a-recordbreaker-for-climate-proposals/?sh=55cc682b54d4, accessed August 1, 2021
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