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A growing population of socially conscious investors has energized socially responsible investment (SRI) strategies in the 
past decade. The Forum for Sustainable and Responsible Investment defines SRI as the process of integrating personal 
values and societal concerns into investment decision making. SRI has increased in the U.S. from $639 billion in 1995 to 
$6.6 trillion in 2014. These assets account for roughly 17% of total dollars under management in the U.S.  

1 Forum for Sustainable and Responsible Investing, 2014 Report on U.S. Sustainable, Responsible and Impact Investing Trends

Exhibit 1: Growth of SRI in Billions

Source: U.S. SIF Foundation 

Accordingly, the universe of SRI investments has increased 929% over the past ten years.1 Institutions can select 
investments that match a wide variety of values and offer comparable investment returns to traditional investments.

Traditional SRI has parented what is today known as impact investing. Impact investments incorporate personal values 
and societal concerns, but are also made with specific intent to create social/environmental impacts as well as financial 
returns. Most significantly, impact investments must measure social/environmental impacts and report progress towards 
defined goals.
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In this newsletter we review the history of SRI, different approaches to incorporating values into investment decision 
making, methods to implement impact investments within a portfolio, and first steps for new impact investors.

History of SRI

SRI began hundreds of years ago as an extension of organized religion. These early pioneers recognized the power of 
their investment decisions and were unwilling to displace their spiritual values for financial gain. 

More recently, interest in SRI has bloomed in response to various social movements. For example, investors in the 1970s 
held prevalent fears about nuclear power and boycotted companies tied to the nuclear energy industry. Years later in 
the 1980s, investors vehemently opposed apartheid and many refused to invest in companies with any ties to South 
Africa. The Chernobyl and Exxon Valdez disasters of the 1990s led many investors to consider environmental issues in 
investment decision making. 

The marketplace has responded to investor values by offering an increasingly diverse selection of socially minded 
investments.

Approaches to SRI

Investors can choose from a variety of approaches to SRI depending on their goals for social and environmental impacts, 
return expectations, and desired level of engagement.

Exhibit 2: Levels of Investor Engagement
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Negative and positive screenings are well-established methods for investors to incorporate their values into investment 
decision making. However, investors who seek an active approach with greater social and environmental impacts should 
explore shareholder activism and impact investments.

Negative Screening / Exclusionary Approach

Historically, the most common SRI strategy has been the exclusionary approach, which filters out investments that clash 
with the investor’s values. 
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Exhibit 3: Common Negative Screens

Exhibit 4: Common Positive Screens

Alcohol Tobacco Firearms Gambling

Human rights violations Environmental violations Nuclear power Animal testing

Often known as “sin stocks”, companies that sponsor gambling or produce alcohol, tobacco, or firearms are frequently 
excluded. Other firms may be rejected because they have been charged with human rights or environmental protection 
violations. Investors also eliminate companies known to conduct business with corrupt international governments that 
do not observe the developed world’s social values. 

The overarching mantra of exclusionary investors is, “Not with my money, you don’t!” The negative screening approach 
can be a first good step for investors looking to create a positive social or environmental impact, but negative 
screens simply eliminate potential investments rather than financially supporting companies that promote social and 
environmental impacts.  

Positive Screening / Inclusionary Approach

The inclusionary approach to SRI takes the negative screening of exclusionary funds one step further. Investors look to 
support corporations with environmentally friendly products and socially responsible business practices. 

In addition to - or instead of - rejecting irresponsible companies, these funds also target companies that consciously 
improve social welfare, reduce actions harmful to the environment, invest in their communities, or adopt fair governance 
policies. By investing in these companies investors are encouraging behaviors that are in alignment with their missions 
and values.
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Inclusionary SRI funds can be more difficult to manage because potential investments must be rated and monitored for 
their corporate responsibility practices. Investors collect data and generate scores to measure a company’s social and/
or environmental impact. These scores are used to establish the investment’s eligibility for inclusion. This approach is 
highly subjective, as the specific investor determines the importance of various corporate behaviors based on his or her 
own values. Managers often must adopt custom approaches to accommodate the variability of values among investors. 

Shareholder Activism

An investor who owns shares in a publicly traded company has a variety of opportunities for engagement on social and 
environmental issues. Shareholder activism, which is an active way to encourage SRI friendly behaviors from corporations, 
often includes voting proxies and filing shareholder resolutions. 175 institutions and 27 investment managers filed or co-
filed shareholder resolutions between 2012 and 2014, targeting $1.72 trillion in assets.2 Whereas screening only denies 
investment in poor SRI performers, active investors seek to incite change in companies they own on issues of corporate 
social responsibility. This approach requires a time commitment that varies based on the activity.

2 Forum for Sustainable and Responsible Investing, 2014 Report on U.S. Sustainable, Responsible and Impact Investing Trends
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Investors can join like-minded groups to combine votes and increase their ability for impact. As an example, The 
Interfaith Center on Corporate Responsibility (ICCR) is a coalition of faith and values-driven organizations who view the 
management of their investments as a powerful catalyst for social change. ICCR represents 300 varied organizations 
including unions, pension funds, universities, faith-based institutions and socially responsible asset management 
companies. The following are three examples of how groups can influence change at public companies:

3 ICCR Press Release, June 27, 2014

4 P&I Daily: “Investors withdraw proposal after Exxon Mobil agrees on fracking disclosure” April 4, 2014

5 Accord on Fire and Building Safety in Bangladesh, bangladeshaccord.org/about

6 GIIN & J.P. Morgan, Eyes on the Horizon: The Impact Investor Survey, May 4, 2014

•	 In June 2014, Panera Bread committed to using sustainable palm oil in its restaurants and to ensure responsible 
sourcing as a result of shareholder engagement from ICCR members.3 This change will reduce deforestation and 
greenhouse gas emissions attributable to unregulated palm oil plantations.

•	 In April 2014, Exxon Mobil agreed to increase disclosure of environmental and public risks associated with its 
fracking procedures in response to a shareholder resolution.4  The New York City Pension Fund was the lead co-filer 
of the group, which included asset managers and faith-based institutions. These disclosures provide information to 
stakeholders that allow for better informed decisions. In addition, the data creates a greater level of accountability 
for Exxon Mobil’s fracking practices.

•	 In response to the April 2013 Rana Plaza building collapse in Bangladesh that claimed nearly 1,200 garment 
factory workers’ lives, ICCR organized a group of institutional investors to advocate for reform in the apparel sector. 
The coalition encouraged companies to join The Accord on Fire and Building Safety in Bangladesh, a legally binding 
agreement focused on making garment factories safe workplaces. Over 200 apparel companies from more than 20 
countries worldwide have signed The Accord.5

Impact Investing

Impact investments are investments made in companies, 
organizations, and funds with the intention to generate 
measurable social and environmental impact alongside a 
financial return. Impact investing is not philanthropy, but seeks 
a market-rate return on investment. This approach differs 
from traditional socially responsible investment strategies 
in its requirement for specific intent and measured impacts. 
Investments that create social good as an unintentional 
externality are not considered impact investments.

As interest and demand has grown, the universe of available 
investments has responded with a diverse supply of options. 
Today, the impact investment universe totals over $45 billion 
in assets and continues to grow.6

Is it a True Impact Investment?

Impact Intent
Intent to generate social and/or 
environmental impact

Market-Rate Returns
Expects to generate a financial return 
on capital (or at a minimum a return of 
initial investment)

Impact Measurement
Measure and report social and 
environmental performance

Exhibit 5: Impact Investment Checklist

Implementing Impact Investments

Impact investments are not a separate asset class, but an approach to selecting investments within well-established asset 
class frameworks. Just like a typical investment, they fit a variety of return expectations, industries, and geographies, and 
can take on the form of equity, debt, real assets, and more.
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Equity

Today, over $20 billion in equity investments combine return expectations with social impact requirements in their 
portfolio objectives.7 

Equity impact investments, or impact enterprises, create positive social change through some type of commercial 
enterprise. Investors fund companies that sell products/services that benefit a target population or geographic area, or 
perhaps provide employment to underserved populations. These companies look beyond outputs, the focal point of 
traditional businesses, and seek to understand how short-term outputs can lead to long-term outcomes.

Successful impact enterprises create positive impacts in commercial markets by becoming innovators, enhancers, or 
by developing new processes.  Innovators create a product or service that does not exist yet, which can be risky and 
requires additional market analysis and due diligence. Enhancers operate within an established market and therefore 
have less risk, but more competition. Within processes, a social enterprise can adopt policies to hire minorities or women, 
incorporate sustainable sources in its supply chain, or use energy efficient technology to produce its product/services.

Exhibit 6: Equity Funds by Theme

Source: ImpactBase, data as of August 2014
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Fixed Income

Similar to equity investments, debt can be analyzed by a screening system combined with fundamental analysis. Both 
negative and positive screens can be used to narrow the investable universe. Asset managers then apply credit analysis 
to identify the most suitable bonds for investment.

7 Allman, K. (2015). Impact investment: A practical guide to investment process and social impact analysis. John Wiley & Sons, Inc.: Hoboken, New 
Jersey.
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Besides screens, fixed income investors can also utilize the following themes to create impact:

•	 Affordable housing

•	 Redevelopment of distressed communities

•	 Small business development

•	 Provide public services

•	 Environmental sustainability

Exhibit 7: Fixed Income Funds by Theme

Source: ImpactBase, data as of August 2014
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While debt investments cannot offer the high returns of equity ownership, these investments beget far less risk. Payments 
to debt holders generally take priority over equity investors and debt holders can seek collateral if payments are missed. 
Today, social impact bonds and green bonds are among the most popular for impact investors.  

Social Impact Bonds

Social impact bonds (SIBs), also known as “pay-for-performance” bonds, direct capital to social service organizations 
in exchange for achievement of specific social outcomes. Government bodies contract with private sector financiers to 
create a funding vehicle for social projects. The financier issues bonds to private investors to create operating capital for 
the project, with the promise they will be repaid with the government’s contract payment.

Social service organizations are often strapped for the necessary capital to achieve their goals and cannot handle the 
risks if performance targets are not met. Through SIBs, private investors absorb most of the risk normally faced by 
social service organizations, and subject their investments to rigorous scrutiny. Financiers will conduct due diligence to 
convince prospective investors of the program’s merits. Investors and financiers are incentivized to monitor the program 
and help to improve performance. As a result, evaluation of impact is embedded into the program’s DNA and service 
providers are constantly learning which methods work. Whereas government agencies often fund existing programs, the 
SIB model creates incentives for social service providers to try new methods.
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Green Bonds

Green bonds are specifically targeted to environmental impacts. These investments indicate in their official documentation 
that the proceeds of the investment are to be used for projects such as the development of energy efficient infrastructure 
or the construction of environmentally certified buildings. 

Green bonds have experienced rapid growth over the last couple of years due to high demand from institutional 
investors.  At the end of 2013, the green bond market stood at $11 billion. It grew to $36.6 billion through the end of 
2014 and is estimated to hit $100 billion by the end of 2015.8  

Below are several broad categories for the use of green bond proceeds:

8 Climate Bonds Initiative 

9 The World Bank

•	 Renewable energy

•	 Energy efficiency

•	 Sustainable waste management

•	 Sustainable land use

•	 Biodiversity conservation

•	 Clean transportation

•	 Clean water and/or drinking water

Since it surfaced in 2007, the green bond market has made successful strides to develop transparency and structure in 
support of investors. In January 2014, the International Capital Markets Association released the Green Bond Principles 
to promote transparency in the market and encourage standard disclosures and reporting. Later that year, MSCI and 
Barclays collaborated to launch a green bond index that provides investors an essential performance evaluation and risk 
assessment tool.  These necessities provide a strong foundation for future growth.

Exhibit 8: Green Bond Project Examples9

Country Tunisia Brazil Mexico

Approval Date May 19, 2009 May 28, 2009 January 31, 2012

Closing Date March 31, 2015 December 31, 2016 February 28, 2017

Commitment Amount $30.6 million $125 million $350 million

Purpose To promote better water 
management

To improve the treat-
ment and final disposal of 
urban solid waste

To strengthen Mexico’s 
forest management
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Real Assets

Investors can create impact through property ownership and land conservation by devoting capital to real asset 
investments. Two of the most popular options are through real estate and timberland investments.

Exhibit 9: Real Asset Funds by Theme

Source: ImpactBase, data as of August 2014
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Real Estate

Real estate differs from the other asset classes discussed in that it is a physical asset.  In addition, it is considered 
an illiquid asset class as most real estate investments require a long term time horizon. Nonetheless, it offers unique 
opportunities for investors to make impacts such as:

•	 Energy efficiency

•	 Reduced carbon emissions

•	 Affordable housing

•	 Urban revitalization

Timberland

Timberland investments also offer unique opportunities for investors to create impact in targeted areas. These 
investments often focus on land conservation, whereby the investor acquires threatened land and restores it for a 
sustainable purpose. Investors can decide to preserve land for timber or crop farming, to purify the community’s water 
supply, and preserve dwindling biodiversity in threatened areas. This asset class is particularly effective for investors 
passionate about environmental impacts.
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Investor Concerns

Performance

Even with social values in mind, the biggest concern for potential impact investors is whether they will sacrifice financial 
returns for charitable intent. An impact program by nature offers reduced diversification benefits and may be vulnerable 
to sector-specific vulnerabilities. However, the most recent data available from the Global Impact Investing Network 
(GIIN) indicates that portfolios mostly offer financial returns in line with expectations. Furthermore, nearly all of the 
impact investments included met or exceed expectations for social and environmental impacts.

Exhibit 10: Impact and Return Expectations in 2014

Source: GIIN & J.P Morgan, “Eyes on the Horizon” May 4, 2015
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Fiduciary Liability

A growing population of institutional investors believe that responsible investments do not violate their fiduciary 
responsibility and today institutions consider social and environmental factors in over $4 trillion of assets, a 77% increase 
from 2012 to 2014. To alleviate concerns of the remaining institutions, the United Nations Environment Programme’s 
Finance Initiative hired the law firm Freshfield Bruckhaus & Deringer to discredit the traditional definition of fiduciary 
responsibility. The final report, which has come to be known as the “Freshfields Report”, reviews regulations in countries 
all over the developed world and identifies common, core responsibilities imposed on fiduciaries.

The report argues that fiduciary duty is not to maximize investment returns, but to provide financial benefits for 
beneficiaries. As long as Trustees are prudent in their selection of investments, they can include value-based principles 
in their decisions. For instance, if two companies are found to be equal in all aspects except value-based characteristics, 
choosing the more responsible company is permitted. Interestingly, if social or environmental concerns are found 
financially relevant to the company’s returns, these factors are obligatory to consider. 

Fiduciaries should feel confident that they can fund impact investments as long as they make educated decisions. Your 
consultant will work with you to develop an impact investing program that meets your impact and financial return goals.
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Getting Started

Marquette Associates serves as a partner to clients as they develop and implement impact investing programs for their 
portfolios. These programs must be tailored to the specific values and goals of the client, and our consultants adopt an 
entrepreneurial approach to each initiative. 

We ask our clients to consider the following questions regarding the framework of their impact investing programs:

•	 Which areas of SRI are most important to you?

•	 Do you have specific goals, companies, geographical locations, or other issues that you want to target?

•	 How actively involved do you hope to be with your impact investing program?

•	 What level of risk are you willing to bear?

•	 What are your portfolio return needs / expectations?

Once the investor chooses the format of impact investment, he or she can also weigh investments based on priorities. 
Those concerned with meeting financial returns can focus on “financial-first” investments, which seek market-rate, 
risk-weighted returns. Institutions with fiduciary responsibilities to beneficiaries are more likely to choose financial-first 
investments that seek ancillary social benefits. 

Some investors seek investments that place the achievement of social benefits first but with a financial floor, willing to 
accept lower than market-rate returns. Religious organizations and foundations are commonly impact-first investors, as 
these investments are often made towards causes that parallel their organizational missions.

Marquette has the resources and expertise to help clients develop an investment program that offers social and 
environmental impacts alongside investment returns. Investors should work with their consultant to evaluate impact 
investments in the context of the overall portfolio, and design a program that best fits their needs.
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The sources of information used in this report are believed to be reliable.  Marquette Associates, Inc. has 

not independently verified all of the information and its accuracy cannot be guaranteed.  Opinions, estimates, 

projections and comments on financial market trends constitute our judgment and are subject to change without 

notice.  References to specific securities are for illustrative purposes only and do not constitute recommendations.  

Past performance does not guarantee future results. 

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs 

with a focused three-point approach and careful research. Marquette has served a single mission since 1986 – 

enable institutions to become more effective investment stewards. Marquette is a completely independent and 

100% employee-owned consultancy founded with the sole purpose of advising institutions. For more information, 

please visit www.marquetteassociates.com.


