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Interest in impact investing is growing within the asset management industry, but there is still some confusion
about it. We view impact investing’s defining feature as the explicit intention to generate positive, measurable
social and environmental outcomes alongside a financial return. In the first of a three-part series, our Franklin
Real Asset Advisors team, in collaboration with consulting firm Tideline, provide an overview of what impact
investing is—and isn’t.

Impact investing is a form of responsible investing with the explicit intention to generate positive, measurable
social and environmental outcomes alongside a financial return.

It is distinct from other sustainable and responsible investing strategies, including the exclusion of certain
investments based on an investor’s ethical or religious values; thematic investing, which focuses on sectors or
trends that affect society, but does not intentionally seek impact outcomes; and environmental, social and
governance (ESG)-tilted strategies, which focus on selecting companies based on their ESG practices and
potential.

Each of these strategies may also incorporate material ESG factors (ESG integration) into fundamental research
to provide a comprehensive view of an investment’s value, risk and return potential.

The impact investing market is growing in both size and diversity. According to Global Impact Investing Network
(GIIN) estimates, more than 1,340 organizations currently manage US$502 billion in impact investing assets

worldwide 2


https://us.beyondbullsandbears.com/pdf.php?p=11832#_ftn1

Impact investors have identified “win-win” opportunities where impact and financial returns align with and often
reinforce one another, across a diverse range of sectors and asset classes. The latest survey from GIIN, for
example, identified financial services, energy, microfinance, and food and agriculture as major sectors of focus
and listed private debt, private equity, public equity and real assets as the most popular instruments for making

impact investments.2
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Approaches to Responsible Investing

Summarizing Franklin Real Asset Advisors’ approach to leveraging key frameworks
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Values-driven ESG-tilted Thematic Impact-focused

Designed to suit clients’
beliefs, these strategies
include or exclude certain
investments to meet specific

Environmental, Social and
Governance (ESG)-tilted or
best-in-class investment
solutions select companies
with leading ESG practices, or

Thematic investment solutions
focus on companies that

address social, environmental
or climate-change challenges

Impact-focused solutions aim
to invest with the explicit
intention of generating positive
and measurable social and
environmental outcomes.

with their products and
services.

criteria, such as religious or

ethical values. companies with a trajectory of

improving ESG standards

Source: Franklin Templeton. For illustrative purposes only.

Integrating Impact into the Investment Process

Impact investors are committed to understanding and improving the social and environmental benefits of their
investments, and impact management has increasingly become the standard approach for doing so. A few years
ago, impact investors were primarily concerned with quantifying and validating the impact of their investments,
advocating for the practice of measuring impact ex post. As the practice has matured, the focus has evolved to
managing impact over the lifetime of an asset.

Put simply, impact management is the process of determining which of an investment’s effects on people and the
planet are relevant and trying to prevent the negative effects and increase the positive ones. In practice, impact
management goes beyond impact measurement to integrate impact considerations into each stage of the
investment process: from setting investment goals and conducting due diligence, to portfolio management and
reporting.

The sheer number of initiatives and organizations involved in developing and systematizing impact management
is indicative of the growing size and importance of this market. It also speaks to the impact industry’s complexity
and need for multiple approaches.

Examples of these initiatives include the International Finance Corporation’s Operating Principles for Impact
Management, the United Nations’ Sustainable Development Goals, the GIIN’s catalog of metrics and the Impact
Management Project, to name a few.

As impact investing grows, the clarity and efficiency of impact management practices will likely continue to
increase with the introduction of new frameworks and the refinement of best practices. Keeping pace with this
constant evolution will require commitment from investors and managers. After all, continued improvement on
impact management lies at the heart of achieving social and environmental outcomes through investment, with
authenticity and rigor.


https://us.beyondbullsandbears.com/pdf.php?p=11832#_ftn2
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As part of the evolution of impact investing, many frameworks and tools have been developed to categorize and
guide investments seeking positive social and environmental outcomes. There is no single, unified best practice
or approach.

Most commonly, multiple frameworks are used in combination, along with some customized elements to fit an
investor’s strategy. According to a 2019 GIIN survey, respondents use a variety of metric sets and standard

frameworks, among other methods.2 The survey found most investors use a blend of these tools to understand
and manage their impact.

To understand these frameworks and their roles in impact management, it is useful to classify them in five broad
categories: objectives, standards, certifications, methodologies and metrics.

In our next post in this series, the team will dive into these “five building blocks” in more detail.

To get insights from Franklin Templeton Investments delivered to your inbox, subscribe to the Beyond Bulls &
Bears blog.

For timely investing tidbits, follow us on Twitter @FTI_US and on_Linkedin.

Important Legal Information

This material is intended to be of general interest only and should not be construed as individual investment
advice or a recommendation or solicitation to buy, sell or hold any security or to adopt any investment strategy.
It does not constitute legal or tax advice.

The views expressed are those of the investment manager(s) and the comments, opinions and analyses are
rendered as of the date of publication and may change without notice. The information provided in this material
/s not intended as a complete analysis of every material fact regarding any country, region or market.

Data from third party sources may have been used in the preparation of this material and Franklin Templeton
Investments (“FT1”) has not independently verified, validated or audited such data. FTI accepts no liability
whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and
analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the United
States by other FTI] affiliates and/or their distributors as local laws and regulation permits. Please consult your
own professional adviser for further information on availability of products and services in your jurisdiction.This
information is intended for US residents only.

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

What Are the Risks?

All investments involve risks, including possible loss of principal. Actively managed strategies could
experience losses if the investment manager’s judgment about markets, interest rates or the attractiveness,
relative values, liquidity or potential appreciation of particular investments made for a portfolio, proves to be
incorrect. There can be no guarantee that an investment manager’s investment techniques or decisions will

produce the desired results.

1. Source: Global Impact Investment Network (GIIN): Sizing the Impact Investing Market, April 2019.

2. Ibid.
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