
Sustainable 401(k) Investments for
Employees
Workers may appreciate retirement investment plans that eliminate
environmentally and socially harmful funds from investment options. 

The Impact
By making retirement plan options more sustainable, employers ensure that this often

overlooked part of their operations is brought in line with the rest of their sustainability objectives. Doing
so may also increase employee engagement. A Povaddo survey of Fortune 1000 companies in 2017
found that 74 percent of employees felt it was important that their employer provide socially responsible
funds to invest in.

Where It's Been Implemented
One example is Stok, a commercial real estate firm in San Francisco that prioritizes

sustainability. Stok worked with HIP Investor, an organization that rates the social and environmental
impact of various stocks, bonds and mutual funds, to find fossil-free options at every level of risk
tolerance. As a result, 401(k) employee participation rates at Stok increased from 14 percent to 100
percent. 

Description
Sustainable, responsible and impact investing (SRI) is an investment strategy that incorporates

environmental, social and corporate governance (ESG) criteria, prioritizing long-term financial returns
as well as positive social impact. As Americans had $7.3 trillion invested in 401(k)s in 2021, employers
have considerable financial influence through their 401(k) investment plans. To make investments more
sustainable, employers should first gauge interest among employees for adding a sustainable
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investment option. This survey can help them understand what types of SRI funds to prioritize. Then,
employers should work with their 401(k) consultant and/or plan administrator to build a portfolio. They
may choose to screen out fossil fuel funds and/or diversify options with purposefully chosen SRI funds.
Groups like HIP Investor, Fossil Free Funds and Green Century Funds offer guides and toolkits for
sustainable investing. As You Sow’s screening tools help employers find funds that are screened based
on metrics such as gender equality, guns, deforestation and prisons. 

Key Drivers
A considerable amount of money is needed to finance solutions to the global climate problems

we face today. According to the World Economic Forum, the global community will need to invest a
combined $5.7 trillion per year in renewable energy, efficient buildings, sustainable transportation,
agriculture and water-saving technologies to make a difference.

The most popular SRI funds are fossil free. To date, more than 1,510 institutions have divested
from fossil fuels, totaling a value of over $40.57 trillion. A 2017 research report by Carbon Majors
Database found that just 100 fossil fuel producers are responsible for approximately 71 percent of
global carbon emissions. Shifting investments from drivers of the fossil fuel industry to those pursuing
renewable energy can put financial and social pressure on the fossil fuel producers, helping phase out
the use of fossil fuels. Proponents of the divestment movement have looked to how divestment helped
end apartheid in South Africa. Not only is it important to limit or eliminate support for the fossil industry,
but also renewable energy companies need increasing investments if our society is to make energy use
sustainable. 

In addition, SRI investments increase employee engagement. In a 2017 survey, Morgan
Stanley’s Institute for Sustainable Investors found that 86 percent of Millennials are interested in
sustainable investing or investing in companies or funds that aim to generate market-rate financial
returns, while pursuing positive social and/or environmental impact. Employers with more sustainable
investment options might also experience a competitive advantage in attracting new employees. 

Key Factors for Success
Working with sustainable investment advisers and consulting fund analysis sites like Fossil Free

Funds and HIP Investor is crucial to making informed and financially responsible decisions. As You Sow
offers a handy “Invest Your Values” tool that helps investors figure out which funds are aligned with their
values.

Key Obstacles
Making a shift in 401(k) plans is more challenging for larger companies. Even with recent surges

of interest these past years, just 2.9 percent of 401(k) plans have even a single fund dedicated to
environmental, social and governance issues, according to a recent Plan Sponsor Council of America’s
member survey. It is easier to gather support at smaller companies, as there are fewer moving pieces.
Employees can engage their managers more effectively, and there are fewer steps to change
investment options. At larger firms, decisions on changing investments must go through a chain of
command and be approved by boards of directors, resulting in less flexibility and longer approval times.
However, if this issue is raised enough, and sustainability fits within the company's image and mission,
it should be possible for all organizations to have sustainable options in their investment portfolios. 

Resources and References
● Paul Herman, CEO, HIP Investor, rpaulh@hipinvestor.com
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● Guide to Fossil Fuel Free Investing at Trillium
● The New York Times, October 13, 2021. “How to Get Socially Conscious Funds Into Your

401(k)”
● Human Impact + Profit Investing (investment strategies and ratings)
● Fossil Free Action Toolkit
● Green Century Funds
● As You Sow’s Screening Tools
● SRI Resource Guide for Plan Sponsors
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