
From SRI to ESG: The Evolution of Socially Responsible Investing 

As Socially Responsible Investing (SRI) continues to evolve, it remains a hot topic with investors, investment fund managers, plan 

sponsors, and plan participants alike. Gone are the days when responsible investing meant simply steering clear of buying shares 

of companies in industries like tobacco, firearms, or gambling. Now, investors can make investment decisions through assessing 

a broad range of corporate behaviors across all industries. These behaviors fall into three categories – environmental, social, and 

governance or ESG. The acronym ESG is the latest stage in the evolution away from merely screening out industries or companies. 

It’s also a step beyond “themed-based” narrow objectives such as focusing on a clean water or climate change fund. 

SRI Investment Market has grown from $2.83 billion in 2015 to $17.67 billion through November 20191

Most ESG portfolios not only avoid certain business areas of interest, they integrate industry-specific factors (i.e. reduce the 

use of plastic or increase privacy and data security or decrease the effects on climate change) into the fundamental research 

process and thus favor companies that actively promote best practices on ESG issues. As a result, ESG investing is sometimes 

also referred to as “impact” investing.

Impact investing considers many factors and therefore results in a myriad of options structured around those varying factors. 

Looking at the various aspects helps to explain some of the ambiguity that ESG investing entails. 

Environmental concerns are reflected in actions taken by a company that threaten climate change or 

a depletion of natural resources. One example is nuclear energy. Responsible investing may preclude an 

investment in a company that is associated with the construction or operation of nuclear power plants. Some 

funds, on the other hand, only exclude “high risk” facilities, arguing that nuclear energy does have a role to play 

in the world’s energy requirements. 

Social concerns, such as diversity in the workplace, human rights, consumer protection, and animal welfare, 

are topics that often garner the headlines. Apple Inc., a few years back, had been in the news for its use of 

sweatshops in China. For some ESG funds, this issue may make an investment in Apple off limits. Other funds 

may be less rigid and invest in Apple because they consider that its overall ESG factors are better than average. 

Corporate governance concerns may also be factors but since they refer mostly to management structure, 

executive compensation, and accounting practices, they are usually easier to discern and quantify. 
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Interchangeable terms to be aware of: Socially Responsible 
Investing (SRI) Environmental, Social, and Corporate Governance 
(ESG) Investing, and Impact Investing

Growth in the ESG Investment Market

ESG investments have seen significant growth in assets under management 

the last 10+ years, as the number and type of options have increased across 

asset classes. So far, the growth has mostly come from the institutional space, 

as university endowments and foundations, for example, have come under 

greater pressure from alumni and students to make ESG investing a part of 

portfolio construction. Also, some state pension funds have now dropped or 

are considering the elimination of investments in coal and energy companies, 

in favor of more environmentally friendly investments. 

A New Generation Drives a New Model

Beyond institutional investors, there has been increased interest among 

individual investors. Many attribute this growth to the millennial generation. 

With the new generation of investors, the younger demographics are more apt 

to favor companies that are socially and environmentally responsible. Such 

investors are more likely to invest in companies that follow ESG principles, as a 

way to align investment goals with the investor’s values. 

Two Challenges 

Currently, there are two central challenges in the broad adoption of ESG investing: 

1.  Difficulty in distinguishing between responsible and irresponsible firms.

Considerations include: 
• No standard definition of a responsible company.

• No standard rating system. 

 - Ratings are being developed but have been slowly adopted and usually are on a 

scale rating system. 

 - Examples include from 1-5 or AAA-CCC. 

 - Many investment firms have their own internal proprietary rating systems

• Companies not required to disclose ESG behaviors and associated risks. 

• A company’s record or reputation can be an inadequate predictor of its future behavior. 

 - Example: Dow, a chemical manufacturing company. Should Dow be excluded from 

a SRI investing portfolio because of past industrial pollution violations or included 

because of its recent initiatives to reduce the environmental impact of its products?

2.  The perception that investing with ESG standards could have a negative impact 

on the performance, by either reducing return or increasing certain risks. 
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Morningstar, a leading 

investment research firm 

for individual investors 

and financial advisors, 

launched a sustainability 

rating system for funds 

in 2017. The new rating 

underscores the growing 

importance in ESG 

investing and will enable 

investors to evaluate mutual 

funds and exchange-

traded funds based on 

how well the companies 

held in their funds are 

managing their ESG risks 

and opportunities. The 

Morningstar Sustainability 

Rating is calculated based 

on underlying fund holdings 

and company-level ESG 

research and ratings from 

Sustainalytics, a leading 

provider of ESG research, 

Morningstar initially made 

an investment in April 2017 

and recently completed 

the acquisition in July 

2020. Now investors and 

advisors can compare both 

performance and ESG 

analysis for a large number 

of mutual funds.



Considerations include: 
• Performance is the top determinant for fund or stock selection for many investors.

• Ambiguity in the law. 

 - Some investment advisors and consultants have been reluctant to promote 

impact investing, because the consideration of factors beyond the overall risk and 

return would be in violation of the advisor’s fiduciary duty. 

 - In October 2015, the U.S. Department of Labor (DOL) rescinded a 2008 ruling 

and ruled that a plan’s fiduciary duties under the Employee Retirement Income 

Security Act (ERISA) “do not need to treat commercially responsible investments 

as inherently suspect or in need of special scrutiny merely because they take into 

consideration environmental, social, or other such factors.”

 - In June 2020, the DOL announced a proposed rule that seeks to clarify fiduciary 

responsibilities when considering ESG factors in the fund selection process for 

defined-contribution plan investment menus. This is a fluid situation, with the 

final regulation yet to be released. The proposed rule would prohibit the use of 

ESG themed funds as a Qualified Default Investment Alternative (QDIA). 

What the Future Holds

Recent studies have looked at the impact on risk and returns when 

integrating ESG factors. It is too soon to know if ESG investing leads to long-

term outperformance, but it seems clear that it does not raise the risk of 

underperformance. Integrating ESG factors could eventually be seen simply 

as a more complete approach to investing. This realization is now leading to an 

increasing focus on the analysis of ESG factors in the overall investment process.

The increased reporting on social practices and increased rating methodologies 

will likely result in a more standard definition of ESG in the future. Industry 

standardization will drive further rigor and discipline across ESG investing and 

eventually fade the lines between ESG and traditional investing altogether.

In the future, investors should have a much easier time deciphering the ESG 

practices of the investment managers. The increasing focus on environmental 

and societal trends will likely increase the demand for products and be an integral 

part of portfolio construction, as investors look to do well with their performance 

and “do good” with the companies or products in which they are investing.

To learn more about impact or socially responsible investment considerations, 

contact your MMA representative. You can also read MMA’s Corporate Citizen 

Report here. 

Brad Pike is the Director of Investments at Centurion, a Marsh & McLennan Agency company. 

He has over 20+ years of experience and holds the Chartered Financial Analyst® designation. 

His primary responsibility is investment oversight. This includes in-depth market research, 

portfolio development, research, and ongoing due diligence of mutual funds and other 

retirement investment vehicles. 
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