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What ESG is, and isn’t
Breaking down responsible investing

Responsible investment is an umbrella term used to describe the broad range of approaches that 
incorporate environmental, social and governance (ESG) factors into the investment process.

Approaches include:
1. ESG integration, where people choose investments based 

on ESG factors

2. Socially responsible investing (SRI), where people choose 
to invest or not invest in companies based on a defined 
set of values

3. Impact investing, where people invest in companies that 
seek to generate a measurable positive social  
or environmental impact.

In one form or another, responsible investment has been  
in practice for over 30 years.

What are ESG factors?

Environmental (E) Social (S) Governance (G)

How does  
a company

Act as an environmental 
steward

Treat employees, customers & 
communities

Govern itself

§§ climate change
§§  greenhouse gas (GHG) emissions
§§  resource depletion, including 
water
§§  waste and pollution
§§ deforestation

§§  working conditions, including 
slavery and child labour
§§  impact on local communities, 
including indigenous 
communities
§§ conflict
§§  health and safety
§§  employee relations and diversity

§§ executive pay
§§  bribery and corruption
§§  political lobbying and donations
§§  board diversity and structure
§§ tax strategy

Breaking down ESG integration
Traditionally, portfolio managers might choose to invest in 
companies solely based on their financial reports, looking  
at characteristics like earnings, profit margins and debt 
levels. But in recent years, due to a more robust risk 
assessment on subject companies, there has been a  
growing focus on integrating ESG factors within the 
investment decision-making process.

The role and impact of ESG integration is far-reaching and 
has the potential to add value by enhancing the long-term 
sustainable performance of portfolios.

Some of the questions portfolio managers take into 
consideration as part of an ESG approach are:

§§  Is the company’s business subject to increasing risks  
as a result of climate change? (environmental)

§§  Does the company monitor its supply chain for potential 
human rights violations or health and safety issues? (social)

§§  What is the structure of executive compensation, and  
what measures do they have in place to combat 
corruption? (governance)
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Responsible investing provides the opportunity to address the long-term goals of retirement planning while 
focusing on sustainability. Talk to an advisor about how to incorporate responsible investing into your portfolio.

Environmental
Are there ongoing 
environmental investigations 
and/or have environmental 
fines been levied? Is the 
company’s business subject 
to increasing risks as a result 
of climate change? Is the 
company in a high carbon-
emitting industry and if so, is it 
disclosing its carbon emissions 
and taking meaningful steps to 
reduce them? 

Social
Does the company monitor 
its supply chain for potential 
human rights violations or 
health and safety issues? 
Does the company have high 
employee dissatisfaction 
and turnover which could 
impact productivity? Are 
there any significant product 
safety concerns?

Governance
Does the board of directors 
have relevant expertise and 
are they independent? Does 
the compensation plan align 
the interests of management 
with the interests of 
shareholders? Does the 
company’s disclosure 
provide meaningful 
information to investors?

The benefits
Essentially, integrating ESG into the decision-making process 
allows for a deeper understanding of companies, in turn 
providing insight into how the company will perform and the 
value it may add to a portfolio.

From an organizational perspective, research indicates that 
companies with strong ESG-related practices have lower 
risks, lower cost of capital, better operational performance 
and generally better share price performance over the  
longer term.

Here are some examples of strong versus weak ESG practices:

Company Focus Strong ESG Weak ESG

Employees Engagement, strong 
culture, innovation

Lack of training, unsafe 
conditions, high turnover rate

Customers Responsiveness, 
availability, dispute 
resolution 

No returns policy, poor 
labelling, over-charging

Suppliers Timely payment, good 
production planning 

Reputational risk, lack of 
audit, lack of quality control

Environment Emissions control, 
sustainable sourcing, 
renewable energy

Pollution, high cost carbon

Source: RBC GAM June 2017

What ESG isn’t
Integrating ESG does not involve negative screening or 
values-based judgments about a particular security or 
sector, such as strategies used in socially responsible 
investing (SRI) funds. Instead, ESG integration involves 
an enhanced analysis of companies, beyond traditional 
financial metrics, in order to better understand their  
ESG-related risks. For example, a fund that integrates  
ESG factors may hold companies with high ESG risks  
or poor ESG practices, but it will be able to better identify 
and understand those risks and then engage with those 
companies to improve their ESG-related policies  
and practices.

For investors who prefer to exclude certain industries  
or sectors they object to, RBC GAM offers a suite of  
SRI funds that integrates exclusionary screens into  
the investment processes.

https://www.rbcgam.com/en/ca/about-us/responsible-investment/socially-responsible-investment

