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Abstract: In this paper, the author presents an overview of the development of socially oriented impact investing in 

country-specific markets as a development of the social finance model. This analysis focuses on socially responsible 

investing (SRI) or impact investing, which has experienced continuous growth in certain countries, including European 

(UK, particular Scandinavian) and US markets. The equity of social impact mutual fund markets has grown both in the 

number of funds and in the differentiation of the securities under the social finance model. 

Despite the fact that socially responsible investments or impact investments still lack a uniform definition under social 

finance, it mainly refers to investments that emphasize social/ecological/ethical value over monetary return. In the 

academic literature, it is not clear whether the behavior of impact investors will be sustainable toward the social finance 

paradigm, as their investment decision about the monetary return should be motivated by their economic behavior. The 

author analyzes the economic conditions of the capital market that provide long-term institutional support for socially 

oriented investments. 
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1. INTRODUCTION  

             Numerous studies have established that impact investing has developed rapidly throughout the last 

decade while typical investing has stagnated. Socially responsible investing may be defined as an investment 

process in which a voluntary and conscious selection of investment criteria and investment methods is used to 

show the investor’s responsibility for the consequences of their investments for society, the environment, and 

the sustainable development thereof as well as their personal views and convictions in regard to socially 

significant issues and sociocultural values (Benson & Brailsford, 2006). 

It is becoming a common practice in investing and finance to consider social, ethical, and environmental issues. 

Impact investing is typically undertaken through investments screening, shareholder advocacy, and 

engagements with corporations, venturing in the community, and providing capital to social enterprises. 

Although big financiers carry out most impact investments, retail investors comprise a small segment of the 

aggregate impact investments and are involved in socially responsible investments (SRI) funds (McWilliams 

& Siegel, 2001). Investors following the social finance paradigm attempt to advocate for social, environmental, 

ethical, and governance issues in the process of social impact investment. Consequently, SRI constitutes varied 

stakeholder interests ranging from institutional (workers unions), societal (NGOs, transnational institutions, 

governments, academics) to commercial (organizational and capitalist investors) investment banks. 

 The increased changes in the diversification of the social impact-oriented market throughout time are 

aligned with the transformation in the qualitative scope of the investments (ESG factors). For instance, the 
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early days of social impact investing were marked by negative screens, whereas today it is mostly on pro-

active affirmative screens and the participation of shareholders. 

  Additionally, before the 1990s, socially responsible investments were predominantly carried out by 

retail investors, whereas today most of the impact investments are done by institutional investors.  

Numerous consumers of the social finance markets and investors are looking closely today at markets 

conditions in the wake of the transnational financial crisis of 2007–2009. This close examination is in line with 

the augmented attention to transparencies and accountability in the markets. Nonetheless, the parameters of 

impact investments are clear. For example, financial assets that have been exchanged in capital markets 

historically were in indirect association with the conduct of the institutions that initially discharged the assets. 

Impact investing influences investors’ compensation through the direct effect (expected outcome). Thus, 

claims that investors who look into non-financial concerns (social impact orientation) require an adequate 

institutional mechanism in the entity affected. The financial returns may vary from those in standard investing 

compares to socially oriented investing as demonstrated by different empirical data (Bengtson, 2018). The 

inconsistency is widely pointed out in social finance-oriented literature. 

 The social finance model promotes a certain kind of economic behavior that can be considered a 

stimulant for impact investors. In other words, social finance is unequivocally linked to social, ecological, and 

ethical considerations, whereas impact investing is connected to financiers’ mechanism to execute the 

principles of social finance. Therefore, impact investing has been subsequently linked to social finance choices 

on capital markets. The capital markets’ agents practically implement social finance principles while making 

impact investment choices. 

 According to Carlsen (2012), it will cost an investor up to one percent in return on an investment 

annually if the investor should choose to invest according to an SRI strategy. However, the investor is 

participating in changing the financial paradigm. In a similar scheme, Der Speigel (2009) stated and showed 

that ethical investment had outperformed the rest of the market because of the demand for pollution-reducing 

technologies (Scott, 2009). This started the environmentally themed mutual funds innovations (green energy 

funds) currently leading in the market. 

 The social finance model provides a prosperous outcome that has an enormous impact on individual 

investors as well. For example, if an investor wants to act ethically, then they might contemplate between 

achieving a superior return or “global good.” From the early 1970s, the academic world has sought answers to 

questions on whether an investor is worse-off by making an investment in a socially oriented portfolio relative 

to a current collection. The result of the relative social impact performance is mixed. Consequently, some 

papers indicate outperformance, some same performance, and some underperformance (Brief, 2016). 

2. DIVERSIFIED STRUCTURE FOR FINANCIAL INSTRUMENTS 

Many comparative studies have been conducted to investigate markets in different countries. Markets in the 

framework of developed countries (European and US) are characterized by a diversified structure for financial 

instruments and becoming more complex as the market develops. 

In the market for impact investments, practically the entire range of financial instruments for the 

capital market (such as corporate and state/municipal bonds), money market instruments and securities in 

investment funds (such as mutual funds and closed-end funds, index funds (ETF), money market funds), 
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venture funds, hedge funds, variable annuities, and derivatives is used. The asset structure for investors in the 

market for impact investments is dominated by stocks (see Figure 1), which is due both to the structure of the 

capital in the United States and the United Kingdom, and to the historically stronger positions of shares as a 

tool for influencing companies. 

 

 
   United States     United Kingdom 

 

   □ Other instruments (such as cash) 

   ■ Fixed yield securities 

   ■ Stocks 

 

Figure 1. Asset structure in the market for social impact investments by type of financial instrument 

 

 

 
  United States      United Kingdom 

 

■ Institutional investors  

■ Private investors 

 

Figure 2. Asset structure in the market for social impact investors by type of investor 

 

Source: USA - United States Social Investment Forum; United Kingdom - 2018 European SRI Study 

 

At the same time, the proportion of bonds in the market for impact investments may be rather high 

and for traditional investments significantly lower. 
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The high level of development of the securities market provides investors in the market with a large selection 

of securities of companies in various industries as shown by the industry breakdown for fund indexes in the 

market for SRI, e.g., the Dow Jones Sustainability Index United States (DJSI United States) and the Domini 

Social Index 400 (DSI 400). The main issuers (first and fifth place in the index) are companies in the IT sector, 

consumer sector (goods and services), healthcare, the financial sector, and heavy industry. 

Despite the fact that impact investments have a direct connection with casual finance directly, it seems essential 

to determine comparatively what universally drives social finance models in different nations and whether 

these forces are similar to those propelling impact investments (Sparkes, 2008). 

Nevertheless, these investigations do not research comparatively to determine whether the elements play any 

part; thus, the absence of an ideal model of social finance that can be used as a standard to explain why 

countries are at different levels of the social impact markets developments. This study outlines the factors 

affecting impact investments development to explain the different levels among countries. 

TABLE 1. Country-specific properties of the market for impact investments development 

Factors affecting the market Parameters of the market for impact investments development 

Socioeconomic conditions Economic and political stability: a high standard of living of the 

population has created a level of development of society and 

business such that the population, institutions, and corporations are 

starting to do impact investments voluntarily and/or in accordance 

with the social finance paradigm. 

 

Standard of life A significant number of individual and institutional investors 

interested in impact investments and of non-profit organizations 

dealing with the development of socially responsible investments—

the market for EGS is a sufficiently high proportion of the capital 

market (10–20 percent of the assets). 

Well-diversified and continually 

innovative financial instruments 

A diversified structure for financial instruments in the market for 

impact investments, including but not limited to stocks, bonds, 

mutual funds, structured products, venture investment, and real 

estate. 

Market liquidity and capitalization A wide range of issuers in the market. A diversified structure for 

issuers, including, but not limited to consumer goods and services, 

the financing sector, industry, the utility sector, telecommunications, 

IT, and the health industry. 

Capital market development  Investors’ portfolios in the capital market are dominated by mutual 

funds. At the same time, the proportion of bonds is sufficiently high 

(significantly higher than for traditional investments), which is due 

to the high proportion of institutional investors, who are aiming at a 

more stable return and low risk. 

Informational transparency A developed infrastructure for the market for SRI and the presence 

of specialized information/analysis agencies that support 

organizations and regulatory initiatives. A significant amount of 
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Factors affecting the market Parameters of the market for impact investments development 

information on SRI issues disclosed by market participants, voting 

policies for funds, the use of SRI criteria and methods, and the non-

financial aspects of the companies’ activities. 

Social impact-oriented economic 

behavior among private investors 

A degree of trust and willingness of private investors using financial 

market tools (EGS consideration). Private investors are important 

market participants who determine the trends in capital market 

development; however, their holdings are lower when compared to 

institutional investors. Market participants’ cooperation methods 

have become widespread. 

Institutional structure of the capital 

market 

A developed institutional structure for financial intermediaries in the 

market for impact investments, such as banks, investment 

companies and funds, and management companies. 

Institutional investors in the securities 

market (e.g., pension funds) 

Domination of institutional investors in assets in the market though 

they are widely diversified. A high/growing proportion of state 

pension funds in the market for SRI. 

Social finance paradigm popularity 

among market participants 

For investors in the market for SRI, the financial results of 

investment play an important role that is on a level with non-

financial factors, so the first-order mission for market participants is 

effective asset management. 

Methods for socially responsible 

investing ideas popularization 

Important criteria for individual investors are, first of all, ethical 

ones (negative criteria are tobacco, alcohol, gambling, and arms 

production) along with social and environmental criteria: preventing 

armed conflicts, protecting the environment, making investments, 

compliance with labor laws, and quality of products/services. 

Institutional investors use the negative selection method to a lesser 

degree; their priorities are positive social and environmental criteria 

along with criteria associated with corporate governance. 

Religious consideration  Religious factors might be a dominant factor among SRI criteria and 

are used by religious investors and organizations in certain 

countries. 

 

In the market for impact investing, the financial results of investments play as important a role as non-financial 

ones, but with a positive influence on society and the environment. This postulate is confirmed by the 

widespread use of fund indexes in the market for SRI, the continued attention paid by researchers to the results 

of activities of the socially responsible funds, and the fluctuations of social fund indexes compared to 

traditional indexes. 

The most important criteria for private investors in the market are ethical ones associated with 

propaganda for a healthy lifestyle and a strong social opinion (tobacco, alcoholic products, gambling, military 

activity), concern with global problems (such as environmental protection), and human rights other than the 

basic ones (such as the rights to education, medical assistance, and legal defense). 

At the same time, the highest priorities for institutional investors, in addition to the standard ethics 
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criteria (tobacco products and alcohol), are social and environmental criteria, e.g., compliance with human 

rights, protection of the environment, equal opportunity, and issues of social significance at the global level, 

which reflects the orientation of institutional investors toward responsible economic behavior. This study 

attempts to develop a model that connects the social finance phenomenon to market conditions development.  

3. CONCLUSION 

 This thesis gives an interesting perspective on the Scandinavian market. This is not just because the 

performance of SRI funds appears to be worse-off compared to their conventional counterparts, but knowing 

that the Scandinavian market is not the same as other socially responsible investment markets. Therefore, a 

different approach is needed to explore the actual performance of SRI mutual funds. 

The importance of the market conditions provides a framework for socially oriented investments and indicates 

the existence of negative filters among purely monetary returns and social impact economic choices among 

investors that could yield an exciting field of future study. 
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