
It’s probably safe to say that people choose an investment with the assumption that it will add financial value to a portfolio. However, 
more investors are considering other values when making investment decisions — the way a company does business, the way it treats 
employees, and the social and environmental impact of its products and services.

This type of value-based investing is called by various names, including socially responsible investing; sustainable and responsible 
investing; and sustainable, responsible, and impact investing. Typically, the acronym SRI is used to represent all these terms, and the 
principles are similar regardless of terminology. Investing based on your social beliefs does not necessarily reduce the potential for 
financial gain. In fact, SRI stocks tend to perform similarly to the broader stock market (see chart).

Interest in sustainable and responsible investing has grown steadily since it was first tracked in 1995, but growth has accelerated over 
the last two years. U.S. assets invested according to SRI principles increased by 76% from 2012 to 2014, rising from $3.74 trillion to 
$6.57 trillion — equivalent to about one out of six professionally managed U.S. investment dollars.1 Globally, the increase was 61%, 
rising from $13.3 trillion to $21.4 trillion.2

Strategies and Advocacy

SRI strategies typically incorporate environmental, social, and corporate governance (ESG) factors to analyze and construct investment 
portfolios. This is often done by professional investment managers for large institutional investors, but individual investors might con-
sider these factors when developing their own portfolios. Along with screening individual stocks, investors can choose from more than 
450 ESG mutual funds.3

ESG factors include such issues as employee relations, environmental practices, product safety and utility, and respect for human rights. 
For example, an SRI approach might include companies that produce “green” products or are proactive in community and employee 
relations; it might screen out companies that produce tobacco or alcohol products, engage in questionable employment practices, or 
invest in countries with poor human rights records. A more targeted ESG approach, often called community investing, channels dollars 
to benefit individuals or organizations that have been underserved by mainstream financial institutions.

In addition to considering ESG factors when choosing investments, shareholders are increasingly using voting power and other influ-
ence to encourage corporate management to follow practices that might improve the company’s ESG efforts. This may reflect share-
holders’ personal values as well as the belief that greater ESG engagement could improve business results and increase share value.
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Consider the Risks

Although the number of companies and funds that consider ESG factors continues to grow, focusing on SRI strategies limits the total 
universe of available investments and could make it more challenging to diversify and maintain your desired asset allocation. Diversifi-
cation and asset allocation do not guarantee a profit or protect against loss, but they may help manage risk.

Like all investments, SRI stocks and funds entail risk and could lose money, and they may underperform similar investments not 
constrained by social policies. There is no guarantee that an SRI-focused investment will achieve its objectives, and different companies 
may use different definitions of ESG factors and SRI strategies. You should take the time to learn about a potential SRI stock or fund 
before making a commitment to purchase it.

Mutual funds are sold by prospectus. Please consider the investment objectives, risks, 
charges, and expenses carefully before investing. The prospectus, which contains this and 
other information about the investment company, can be obtained from your financial 
professional. Be sure to read the prospectus carefully before deciding whether to invest.

1, 3) The Forum for Sustainable and Responsible Investment, 2014
2) Global Sustainable Investment Alliance, 2015

The information in this article is not intended as tax or legal advice, and it may not be 
relied on for the purpose of avoiding any federal tax penalties. You are encouraged to 
seek tax or legal advice from an independent professional advisor. The content is derived 
from sources believed to be accurate. Neither the information presented nor any opinion 
expressed constitutes a solicitation for the purchase or sale of any security. This material 
was written and prepared by Emerald. Copyright 2015 Emerald Connect, LLC.
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