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The history of responsible investing

Religious roots and traditional SRI

The principle that social considerations should be part of any investment activity is common
across all organized religions. However, the extent to which this principle is translated into
specific moral rules condemning specific types of investment activities, or limiting their practice,
has changed over the years.

In Judaism, Christianity, and Islam, for-example, lending money at interest was initially prohibited
(the Bible refers to interests as ribbit; the Qur'an prohibits riba, which means “increase”) and
encouraged lending money without interest in the form of philanthropy. Over the centuries, these
prohibitions were relaxed and refocused on usury, which is lending money at excessive interest
rates, and were progressively lifted. Specific economic activities were also condemned as immoral
or were shunned (for example, business activities related to pork or alcohol in Islam were referred
to as haraam, which means “sinful and prohibited”).

The more proximate seeds of the modern responsible investment movement were sowed in the
Protestant tradition. Beginning in 1758, the Quaker community urged its members to free their
slaves and prohibited them from investing in slave trading. John Wesley—one of the founders
of the Methodist Church—in his Sermon XLIV, The Use of Money, admonished his parishioners
to consider that their investment might be “hurting our neighbor,” by promoting gaming,
harmful lending, alcohol, or engaging in bribery. He even singled out the nascent chemical
industry as “absolutely and totally unhealthy,” along with the polluting practices of the tanning
industry. These principles eventually translated into specific ethical investment rules that
members of this community, and other Protestant denominations in the United States, began
using to screen certain investment activities out of the investable universe.
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Modern socially responsible investing (SRI) only became a (niche) field in asset management in
the 1970s in the United States. As Amy Domini, founder of Domini Investment and Kinder,
Lydenberg & Domini (KLD) as well as one of this movement’s leaders, puts it,

The strategy and mechanics of social investing evolved out of faith-based standards for
investments, moved through the early environmental movement, the influence of the war in
Vietnam, the civil rights struggle in the United States, and came of age during the synthesis
of international efforts geared toward alleviating suffering in South Africa. (Domini 2001).

The confluence of these political forces led several young finance professionals to launch new asset
management firms focused on socially responsible investing and serving a new breed of savers who
were politically more active and more concerned about the social impact of their investment
activity: Walden Asset Management (1975), Calvert (1976), Parnassus (1984), Domini Investment
(1989), and KLD (1988) the first boutique SRI data provider.

In terms of investment practices, SRl moved from traditional exclusions based on moral criteria
toward a broader set of social and environmental concerns. Moreover, they began
experimenting with positive screening—that is, weighing a portfolio more toward firms leading
in social and environmental practices. Finally, SRI funds began to engage directly with the
companies in which they invested, a practice referred to as shareholder engagement, by
leveraging proxy voting and annual general meetings (AGMs) to influence them.

From SRI to ESG: the UN-sponsored principles for responsible investment (PRI)

From the 1970s until the 2000s, SRI remained a relatively small niche in the asset management
world, serving primarily retail investors and religious institutions. In the 1990s, the United
Nations established a partnership between its UN Environment Program (UNEP) and the
financial sector: the UN Programme Finance Initiative (UNEP FI). This group launched numerous
initiatives in the field of sustainable finance. In a 2004 report,* for example, they suggested that
the investment process should consider environmental, social and governance factors, thereby
giving rise to the acronym ESG (see Figure 1).

Figure 1
Environmental, social, and governance (ESG) factors

While there is no agreement on the complete list of ESG issues, and different investors and data providers might
organize issues differently, PRI lists the following macro issues (see the data provider section for a more detailed list):

fin o3

ENVIRONMENTAL SOCIAL GOVERNANCE
« Climate change « Human rights « Board structure
« Circular economy « Decent work « Executive remuneration

« Biodiversity « Diversity, equity, and inclusion « Tax fairness
« Deforestation « Responsible political
engagement

Source: “What is Responsible Investment?” Principles for Responsible Investment (PRI), last modified September 21, 2024,
https://www.unpri.org/an-introduction-to-responsible-investment/what-is-responsible-investment/4780.article.
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UNEP-FI also led the launch of the most impactful initiative in the space: the Principles for
Responsible Investment (PRI) launched by Kofi Annan in April 2006. The initiative listed six
principles that responsible investors were required to pledge to uphold. The initial signatories
were primarily pension funds (CalPERS, PGGM, NYC Employees Retirement System, CDC, etc.)
but also a sovereign wealth fund (Norwegian Government Pension Fund Global) and a re-
insurance giant (Munich Reinsurance AG), across nine countries. Over the years, the signatory
group expanded to asset managers, including the world’s largest ones (BlackRock, Fidelity,
Vanguard). By March 2024, PRI had 5,345 signatories with over $128 trillion of assets under
management (AUM). Of these, 736 were asset owners (see Figure 2). The reduction in
signatories was the result of 435 delistings, which are occasionally the results of mergers or
consolidation of memberships in large asset managers and at other times organizations
leaving the PRI.

PRI signatories committed to following six principles (see Figure 3) centered around two key
pillars: the integration of ESG factors in the investment process, and the pledge to be an active
owner in relation to ESG issues. These two pillars are the basis of most of the investment
strategies that are discussed later.

Reflecting on the PRI’s achievements in 2013, James Gifford, who had led the initiative since its
inception, stated,

If you could encapsulate it within one concept, it is that we have made responsible
investment normal. It's becoming a norm. When the PRI'was launched, I'd say it was right out
on the edge. [Now] Fund managers who aren’t signatories—and this is from their own
words—have said to me that they feel conspicuous by their absence. | think that alone is a
huge achievement for this initiative.?

Figure 2
PRI signatories

140 5750
120
100
80
60

40

l-"'.
: giih
I-'
u =
0

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

mmmm Assets under management (USS trillion) AO AUM (S US trillion) ==@=Number of AOs Number of Signatories

Source: Prepared by authors based on PRI data. “About the PRI.” Principles for Responsible Investment, last modified
September 24, 2024, https://www.unpri.org/pri/about-the-pri.
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