ESG IN FINANCIAL MARKETS:

WHY SHOULD WE CARE?
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INTRODUCING THE PRESENTATION

Why ESG matters?

What is driving investors’ interest and how Asset Managers respond to that?

ESG as a growth catalyst for asset managers to attract new mandates

How does ESG complement fundamental analysis?
Governance: what are the advantages of an effective board oversight in capital markets?
Brexit: identifying outliers combining Equity Research and ESG Analysis

Regulatory scrutiny: how to predict fines?
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WHY ESG MATTERS?

Macro trends: Understand what is driving ESG integration and how Asset Managers
respond to this growing demand
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ESG RISKS — THE WORLD IS CHANGING
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WHAT IS DRIVING INTEREST IN ESG

France
United Kingdom
Germany
Norway
United States
Netherlands
Canada

Italy
Australia
Sweden
South Africa
Brazil
Switzerland
Finland
Japan

Spain
Denmark
New Zealand
Iceland
Austria
Guernsey
Luxembourg

UNPRI Asset Owner Signatories AUM, 2014
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HOW AM HAVE RESPONDED TO ESG DEMAND

Billion AUM

UNPRI Asset Owner AUM by Country, 2014
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ESG: A GROWTH CATALYST ACROSS AM?

Growth AUM 2015 - 2012: ESG strategy vs none
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HOW AM HAVE RESPONDED TO ESG DEMAND
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Incorporate ESG criteria to
enhance long term return,
manage ESG financial risk
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Align portfolio with investor's
ethical or political values
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Generate measurable social
or environmental benefits as
well as financial returns



HOW DOES ESG COMPLEMENT
FUNDAMENTAL ANALYSIS?

Case studies on how and where ESG can add value in the financial sector




CASE STUDY 1: EFFECTIVE BOARD OVERSIGHT

Why: It represents a concern in terms of effective representation of shareholders’ interest, questioning the time
directors have to devote to their responsibilities.

Action: We compared companies to country practices in the whole MSCI Governance Metrics Universe to find outliers.

Results: One third of companies in this industry exhibited at least one over-boarded non-executive director, UBS,
Daiwa and Nomura were outliers.

Over-boarding in Capital Markets, MSCI ACWI
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CASE STUDY 1: EFFECTIVE BOARD OVERSIGHT

Why: It may undermine directors’ understanding of the business and their ability to satisfy shareholders’ interests.
Action: We compared companies to country practices in the whole MSCI Governance Metrics Universe to find outliers.

Results: Two thirds of companies lacked of risk expertise in the industry. Daiwa and Northern Trust underperformed
their industry and home market peer groups.

Lack of Key Expertise in Capital Markets, MSCI ACWI
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CASE STUDY 1: EFFECTIVE BOARD OVERSIGHT

INTEGRITY AND NEGATIVE VOTES

Negative votes against directors

Why: To identify potential deviation from shareholders’

interests. Cdmpdnies
Schroders
Results: In Capital Markets, 17% of the companies were TD Ameritrade
flagged for having (at least) one director with more than
Blackrock

10% negative votes against from shareholders.
Platinum Inv.
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Investec

Deutsche Bank

Controversies and Bankruptcy
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Including
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Misconduct

Why: To identify potential risks to efficient management Companies
at the companies where they hold mandates. Blackrock
Invesco

Results: In Capital Markets, 19% of companies were
flagged for board integrity and only one company is
flagged for executives’ misconducts.

Northern Trust
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CASE STUDY 1: EFFECTIVE BOARD OVERSIGHT

Profitability in Capital Markets, 2011-2015 Financial Stability in Capital Markets, 2011-2015
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CASE STUDY 2: THE IMPACTS OF BREXIT

MSCI Equity Research published a study which explained UK

sectors’ performance after Brexit with the use of two metrics.

Economic exposure: the geographic distribution of

companies’ revenue had a considerable impact on
stock price, especially in events of shock, such as the
Brexit.

Economic sensitivity: Sensitivity to economic activity’s

variation explained nearly half of the performance of
cyclical sectors relative to defensive sectors in the two
weeks that followed Brexit.

UK economic exposure post-Brexit performance
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UK Economic Economic Performance
GICS Sectors Exposure Sensitivity after Brexit
Health care 3.4% -0.57 16.4%
Energy 11.4% -0.24 13.3%
Consumer Staple 11.7% -0.51 10.5%
Materials 4.3% 0.23 10.2%
Utilities 67.1% -0.47 7.7%
Telecom 36.9% -0.19 -1.6%
IT 17.6% 0.25 -2.4%
Industrials 29.0% 0.36 -3.0%
Consumer 39.6% 0.27 -8.2%
Discretionary
Financials 48.8% 0.12 -14.1%

Source: MSCI ESG Research
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Results: Companies with higher UK economic exposure and
positive economic sensitivity to share prices were the most
exposed to the impacts of Brexit, which resulted in negative
performance .

Source: MSCI Equity Research, 2016, “Why economic exposure matters?”
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CASE STUDY 2: THE IMPACTS OF BREXIT

UK economic exposure within Capital Markets (%)
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CASE STUDY 2: THE IMPACTS OF BREXIT

We mapped the UK economic exposure of each company in the Capital Markets industry with our internal Human Capital
Management (HCM) scores. We selected the companies with higher exposure and the lower HCM scores as outliers to sudden
turnover and corporate change affecting employees.

Human capital performance vs. economic exposure
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CASE STUDY 3: REGULATORY SCRUTINY

US and EU banks are mainly targeted by US regulators, but UK banks are mainly regulated by UK authorities.

US regulators have increased their focus outside US since 2012.

% of fines paid to US Regulators by Region, 2009-2015 Volumes of pay-outs paid to US regulators, 2012-2015
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CASE STUDY 3: REGULATORY SCRUTINY

is the result of the combination of our internal controversy data with company size
(measured using rolling three year average equity). Using the RVR and historical pay-out data, we generated a regression
formula to estimate future pay-outs for each company in our sample.
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CASE STUDY 3: REGULATORY SCRUTINY
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FINAL REMARKS e o

MORE INFORMED DECISIONS

Why ESG matters?

. : integrating ESG factors can be a differentiator for assets growth — asset managers
with strong ESG strategies saw a higher AUM growth between 2014 and 2015 than those without
notable ESG strategies.

How does ESG complement fundamental analysis?
. : Companies with stronger board efficacy practices tended to manage investors’

money more efficiently (higher ROE in the last five years) and had lower leverage ratios (in the last
five years).

: Combining ESG data to UK economic exposure, we were able to identify those companies
at a potentially weak position for sudden turnover and corporate change affecting employees.

: US regulators are increasing their focus on European institutions and we are
able to estimate those future fines based on a metric that combines size and corporate behavior of
financial institutions.




ABOUT MSCI

About MSCI ESG Research Products and Services

MSCI ESG Research products and services are provided by MSCI ESG Research LLC., and are designed to
provide in-depth research, ratings and analysis of environmental, social and governance-related business
practices to companies worldwide. ESG ratings, data and analysis from MSCI ESG Research LLC. are also used
in the construction of the MSCI ESG Indexes. MSCI ESG Research LLC. is a Registered Investment Adviser
under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.

About MSCI

For more than 40 years, MSCI’s research-based indexes and analytics have helped the world’s leading
investors build and manage better portfolios. Clients rely on our offerings for deeper insights into the drivers
of performance and risk in their portfolios, broad asset class coverage and innovative research.

Our line of products and services includes indexes, analytical models, data, real estate benchmarks and ESG
research.

MSCI serves 98 of the top 100 largest money managers, according to the most recent P&I ranking.

For more information, visit us at
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msci.com/esg
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MORE DATA

NOTICE AND DISCLAIMER I s —

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect
suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced or
redisseminated in whole or in part without prior written permission from MSCI.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in
connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data,
information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE
INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT
LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including
lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death
or personal injury to the extent that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors. Information containing any historical information, data or analysis should not be taken as an indication or
guarantee of any future performance, analysis, forecast or prediction. Past performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. All Information is impersonal and
not tailored to the needs of any person, entity or group of persons. None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index. MSCI does not issue, sponsor,
endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the
performance of any MSCl index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment adviser or
fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor may pay to
purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested performance results and actual results subsequently achieved by any
investment strategy. Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may
include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCl index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC. and Barra LLC, may be used in calculating certain MSCI indexes. More information can be found in the relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations section of
www.msci.com. MSCI ESG Research LLC. is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, neither MSCI nor any
of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI’s products or services are not intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI,
and may also purchase research or other products or services from MSCI ESG Research. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the
United States Securities and Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD, FEA, InvestorForce, and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of
MSCI or its subsidiaries in the United States and other jurisdictions. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s. “Global Industry Classification Standard (GICS)” is a service
mark of MSCl and Standard & Poor’s.
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