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a framework for analysis. For social screens, two 
basic paradigms exist. The first is self-referential, 
takmg a stand on one or more issues with which an 
indwidual or institution wishes to act. The second is 
comprehensive, creating a context within whch to 
evaluate the impact of corporations on society in a 
manner that permits implemention by an investment 
manager. 

The self-referential paradigm and the 
comprehensive parahgm are both valid and, indeed, 
complement one another. As with all parahgms, the 
results of the analysis shift with new data. 

The SelfReferential Paradigm. Social invest- 
ing grew out of an impulse toward tahng a stand on 
what one did not want to own. Originally, non- 
financial assets were the focus. Quakers in the seven- 
teenth century would not own slaves; some 
Americans wdl not own a Mercedes because Daim- 
ler Benz used slave labor during World War I1 (see 
Bellon [1990]). It is but a short step from there to 
not owning conventional goods or not purchasing 
services to avoidmg securities issued by companies 
that are in the business of providing those goods or 
services. 

Some investors apply only screens of this 
type. Many more begin by applying screens of this 
type and then progress toward more comprehensive 
approaches to screening. 

As institutional investors have begun entering 
the field, some have taken a different approach, 
which has been characterized as mission-based invest- 
ing. An institution’s mission - its purpose or cahng 

- drives its investment policies. Its investments, of 
course, should generate cash for its programs, but 
they should, at a minimum, be consistent with the 
institution’s mission. Consistency leads to clarity, and 
clarity about one’s mission extends one’s reach and 
reinforces institutional integrity. 

Defining social criteria in terms of institu- 
tional mission avoids abstract discussions about what 
is and what is not “socially responsible.” While 
mission-based investing may seem to fit most closely 
with the self-referential para&-, an institution such 
as a church or a university may have a quite compre- 
hensive approach to social issues and therefore to 
screening. 

The Comprehensive Paradigm. For some 
investors and mutual funds, their social screens state 
their concept of how corporations should interact 
with society. Worlung within the constraints of what 
an investment manager can implement, their object 
is a t  once to modify corporate behavior where 
necessary and to assert to the public what they 
believe to be the proper standards. 

The screens for the Domini 400 Social Index 
and, therefore, for the Domini Social Equity Fund 
reflect a comprehensive view of the criteria to be 
applied to corporate behavior. (For obvious reasons, 
we will use them as examples here, but they are not 
unique. For instance, the Calvert Group’s socially 
screened funds express a comprehensive view.) 

It is tempting to treat screens as a phdosophi- 
cal system. But, they are not, nor could they ever be 
one. Instead, they are an attempt to reflect a person’s 

EXHIBIT 1 
EXCLUSIONARY SCREENS 

ALCOHOL GAMBLING TOBACCO 

Substantial Involvement 
Minor Involvement 

MILITARY CONTRACTING 
Substantial Involvement 
Minor Involvement 
Major Supplies 

Substantial Involvement 
Minor Involvement 

NUCLEAR POWER 

Derives Electricity 
Design 
Fuel Cycle/Key Parts 

Substantial Involvement 
Minor Involvement 

For many social investors, the exclusionary screens are absolute. For others, however, there may be gradations, 
which these bellwethers attempt to accommodate. 

0 1997 by Kinder, Lydenberg, Domini & Co., Inc. Reprinted by permission. 
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EXHIBIT 2 
QUALITATIVE SCREENS 

SCREEN STRENGTHS CONCERNS 

Community 

Diversity 

Employee Relations 

Environment 

Non-U.S. Operations 

Product 

Other 

Generous Giving 
Innovative Giving 
Support for Housing 
Support for Education 
CEO 
Promo tion 
Board of Directors 
Family Benefits 
Women/Minority Contracting 
Employment of the Disabled 
Progressive Gay/Lesbian Policies 
Strong Union Relations 
Cash Profit Sharing 
Employee Involvement 
Strong Retirement Benefits 
Beneficial Products & Services 
Pollution Prevention 
Recycling 
Alternative Fuels 
Communications 
General Non-U.S. Operations 
community 

QUAT 
R&D/Innovation 
Benefits to Economically 

Disadvantaged 

Limited Compensation 
Ownership 

Negative Economic Impact 
Investment Controversies 

Controversies 
Non-Representation 

Poor Union Relations 
Safety Controversies 
Workforce Reductions 
PensiodBenefits Concern 
Hazardous Waste 
Regulatory Problems 
Ozone Depleting Chemicals 
Substantial Emissions 
Agricultural Chemicals 
Burma 
Mexico 
General Non-U.S.Operations 
Major Product Safety 
Product Safety 
Marketing/ C ontrac ting 

Controversies 
Antitrust Disputes 
High Compensation 
Tax Disputes 
Ownership 

Quahtative screens depend on bellwethers, since it would be impossible to analyze the social records of even a 
small NYSE company with some sense of completeness. 

0 1997 by Kmder, Lydenberg, Domini & Co., Inc. Reprinted by permission. 

were the environmental concerns.. . . 
Opposition to gambling - or gaming, as 

many proponents now call it - has deep roots 
among evangelical Christians. Secular reformers had 
good reason to adopt the cause, too. Its association 
with other forms of vice and political corruption, as 
well as its costs to individuals, put it beyond the pale. 

Gambling &d not figure as a screen until the 1960s, 
because very few publicly traded companies had 
casinos or racetracks. Only in the 1980s &d “leisure” 
come to mean “gambling.” At the same time, lotter- 
ies became the preferred means by which states 
increased their revenues. 

Among Roman Catholics and some evangeli- 
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tutions that held stock in companies that declined to 
shed their South African holdings. By the time 
federal legislation effectively proscribed operations in 
South Africa in 1987, “divestiture” was the screen 
most commonly applied. Thus, over thirteen years, 
anti-apartheid screening had evolved (with American 
public opinion) from a system of gradations and 
options to an absolute, as on tobacco. 

The South African paradlgm seems likely to 
repeat itself, although no issue at this moment is an 
obvious candidate. 

Evaluating Social Performance 

Evaluating the performance of signatories 
requires something not seen before in social screen- 
ing: a quahtative evaluation of a company’s perfor- 
mance. It is a very different thing to determine 
whether a company is making progress toward the 
“nonsegregation of the races in all  eating, comfort, 
locker room, and work facilities” than whether a 
company is in the gaming business.1° 

Complex questions should produce nuanced 
answers, not “making good progress,” or “needs to 
become more active,” as the Sullivan raters might 
respond. Such was the criticism then of the Suhvan 
ratings, and such is the criticism now of quahtative 
screens. 

A somewhat contradictory but completely 
understandable complaint about screens of this sort is 
that they rest on data that are not comparable, as, say, 
the data used to calculate financial ratios are. When 
evaluating environmental impact, “good progress” by 
a surface mining company would amount to some- 
thing quite different fiom “good progress” by a soft 
drink manufacturer. 

In addltion, the data on which a qualitative 
judgment will be based are nec,essarily partial. 
Companies with substantial operations in South 
Africa, such as General Motors or 3M, could not 
expect individualized appraisals of their operations. 
Instead, the Sullivan ratings rested on the companies’ 
responses to bellwether questions from which the 
raters drew their conclusions. 

QUALITATIVE SCREENS 

Today’s qualitative screens are the lineal 
descendants of South Africa screening. They may 
spring, in part, fiom a desire for personal or institu- 
tional consistency of purpose. Nonetheless, they 
represent an assertion of what the proper role of 
corporations in society should be. 

The earliest of the non-South Africa quahta- 
tive screens is probably the environment. And, like 
the South Afi-ica screen, it has evolved. 

In the 1970s and early 1980s, environmental 
screening relied on lists such as Environmental 
Action’s “Filthy Five” or the National Clean Air 
Coalition’s list of the fifty top emitters of toxic pollu- 
tants (see Domini and Kinder [1984, pp. xv and 
1311). Almost without exception, these lists focused 
on negatives. By their nature, they could not 
account for nuances, such as industry group, that 
would d e c t  both their relative and absolute perfor- 
mance. They could not compensate for the implied 
comparison of, say, banks and chemical companies. 
And, most important, they could not reflect progress 
or excellence. Std, they were a starting point. 

Environment, community, diversity, non-U.S. 
operations, and product screens share their origins in 
list-driven, negative screens. But, today’s screens 
attempt to capture a more nuanced view of corpo- 
rate performance - both positive and negative. By 
so doing, they express expectations and aspirations 
inconceivable in social investing before South Africa. 

Qualitative Screens Today 

Qualitative screens rely on bellwethers, indlca- 
tors fiom which broad conclusions about a company 
may be drawn. Bellwethers should point to areas of 
strength in a company or to aspects of corporate 
performance that should concern the investor. In the 
employee relations area, a positive bellwether would 
be a history of strong relations with unions, whde a 
negative would be a recent pattern of willful viola- 
tions of health and safety regulations. As these indi- 
cate, bellwethers lack the virtue of list-driven screens 
- someone must make the judgment about the 
company’s history; someone must evaluate the 
company’s record. 

Exhibit 2 lists bellwethers associated with a 
representative sample of contemporary qualitative 
screens. They share the common characteristic of 
being topics on whch verifiable information is avail- 
able fiom public and company sources. Each reflects 
a particular characteristic of the company from 
which a broader conclusion may be drawn. For 
instance, a company with a notable -history of 
promoting women and minorities to line positions is 
likely to carry this attitude into its hring throughout 
its operations. 

Qualitative screens have become an essential 
part of many of the better known SRI mutual finds. 
Among those notable in this regard are the Calvert 
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meticulous readers of the business or legal press see 
day-to-day are persuading analysts to look farther 
afield. 

In this change in focus, the securities industry 
is behind the very companies it analyzes. Last 
summer, when asked to comment on the Clinton 
Administration’s vacillation on the threats of food 
shortages and plant and animal extinctions due to 
global warming, the Chairman and CEO of 
ALCOA, Paul H. O’Neill, said, “It’s frightening that 
this is being handled like a regular political issue” 
(“Global Warming” [1997, p. 391). Where compa- 
nies go, analysts will surely follow. 

the convenience of the manager outweighs the client’s beliefs, a view 
few clients share. 

’In the U.K., an alcoholic beverages screen can be consid- 
erably more difficult to implement than it is in the U.S. There, retail 
outlets carrying beer and wine would fail the screen. Apparently 
similar social screens can vary widely across cultural boundaries. 

*Since this article focuses on screening, we have space only 
to acknowledge the critical role that shareholder activism played 
here. 

9Long before apartheid ended, Mr. Sullivan disassociated 
himself &om the Principles. He had given up hope that they would 
force change in South Afiica. 

‘“‘1983 Sullivan Principles Ratings for Firms Doing Busi- 
ness in South Ahca,” as quoted in Domini and Kinder [1984, p. 2301. 

“By the end of the Principles’ usefulness, the task of rating 
had devolved onto Arthur D. Little & Co., Inc. 
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