ESG Investing

How Portfolios Can Impact the Real Economy

February 6, 2023

Many investors seek impact through their financial portfolios. To help clarify how investors can affect the direction of corporate decision
making, we analyze the two channels of influence:

1) direct control, typically through exercise of voting rights, and
2) changing the cost of capital through portfolio positioning.

There are many ways that stakeholders are engaging with corporates but we argue that there are no other first-order mechanisms for a
financial portfolio to have “impact” beyond the two mentioned above. As a real-world example, we apply these insights to the portfolio “net
zero” initiative, showing how the typical approach to net zero gradually shifts the focus from the direct exercise of control to the impact on
financing costs.

This docunent is not intended to, and does not relate specifically to any investrent strategy or product that AQR offers. It is being provided merely to provide a framew ork to assist

in the inplementation of an investor's own analysis and an investor’'s own view on the topic discussed herein.

This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or reconmrendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived fromsources believed by the
author and AQR Capital Managemnrent, LLC (“AQR) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
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