
KEY POINTS
	� Social loans provide support to a larger number of the UN Sustainable Development 

Goals compared to green loans.
	� Social loans allow a wider range of borrowers to access sustainable funding while 

promoting diversification in lender’s loan portfolios. 
	� The COVID-19 pandemic exposed the need and present shortfall in social funding.
	� Social loans can be a class in themselves or combined with other sources of sustainable 

finance.

Author Mindy Hauman

The social side of sustainable finance
This article looks at the rise of social loan financing spurred on recently by COVID-19 
recovery financing and discusses the challenges for borrowers and lenders in using 
the use of proceeds and sustainability-linked social loan structures. 

nWhen it comes to sustainable 
financing, green loans are the main 

debutante on the sustainable finance circuit. 
They can cite a pedigree going back several 
years; they have great structure and are 
refined and dependable. Their mysterious 
social loan cousin, however, has a less defined 
nature and was rarely seen until they burst on 
the scene during the pandemic and stole the 
show with a COVID-19 recovery financing 
party trick or two. 

HOW TO BE MORE SOCIAL 
As much of the world went through some 
form of lockdown or social distancing 
during the past year or so, we are now 
re-learning how to be more social. So, it 
is for sustainable finance, where social 
loans have increased in popularity as an 
alternative or additional sustainable option 
to the green loan market. Social loans allow 
borrowers to obtain funding that provides 
support for projects furthering the UN’s 
Sustainable Development Goals (SDGs), 
as well as providing support for specific 
socially invaluable causes (see Box 1 below). 
Currently, such support can be directed at 
projects aimed at relieving some of the social 
impacts of the COVID-19 pandemic. Social 
loans are defined as loans whose proceeds 
fund new and existing projects with positive 
social outcomes such as improving food 
security and access to education, health care, 
and financing. They constitute a relatively 
small part of the overall sustainable debt 
market, which also includes green bonds, 
sustainability bonds, green loans, and 
sustainability-linked loans and bonds. 

SDGs ALIGNMENT
Sustainability is now a mainstream issue 

for loan market participants, as lenders 
focus their portfolio alignment to aspects 
of the Paris Agreement Under the United 
Nations Framework Convention on Climate 
Change, “COP 21” and the outcomes from 
the UN’s 26th Global Climate Summit 
Conference of the Parties “COP26”. SDG 
aligned financing is increasingly becoming 
a regulatory requirement and there is 
considerable pressure on companies and 
financial institutions alike to demonstrate 
their contribution towards the SDGs. The 
scope of what could be considered a “social” 
use of proceeds can inherently cover a much 
greater number of the SDGs than green loans 
can. As a result, social loans may prove to 
be a key method of connecting institutional 
capital with commercially viable social 
projects that are less well served by other 
methods of finance.

COVID-19 RELIEF THROUGH SOCIAL 
LOANS
The wide-ranging and immediate impacts 
of the COVID-19 pandemic are still being 
felt across the world. COVID-19 is testing 
the social fabric of societies and nations. 
Chiefly, the virus is placing severe strains 
on countries’ healthcare systems, as well as 
having a significant impact on economies and 
the financial stability of many economies, 
the nature of which is unprecedented in 
modern history. However, it is also directly 
or indirectly impacting other systems and 
areas of everyday life such as education, 
employment and welfare systems, which are 
compounded in countries that are less able to 
manage the additional strain such disruptions 
have on their economies. The resulting social 
loan party trick is that any loan proceeds used 
to alleviate the impacts of COVID-19 and the 

related necessary emergency measures  
are likely to align with the SGDs. As a 
further crowd pleaser, it may then just be  
a case of having the verification and reporting 
procedures in place to be able to label the loan 
as a social loan.

THE BENEFITS OF BEING SOCIAL
There are a number of advantages to taking 
out a social loan. From the borrower’s 
perspective, it may simply be that they 
have more social based lending needs than 
green, in any case, social loans can result in 
the diversification of its funding pool. For 
lenders, social loans provide much needed 
diversification in sustainable loan portfolios 
as social loans are considered an asset 
class of their own. While green portfolios 
may be over saturated, social lending is 
underrepresented in many lender’s portfolios. 
Borrowers should note, however, that in the 
absence of clear metrics and definitions such 
as those found in Regulation (EU) 2020/852 
(the Taxonomy Regulation), it can be more 
difficult to measure the success of a social 
loan as compared to a green loan. The good 
news is that the EU is consulting on a social 
taxonomy which may have a similar affect as 
the Taxonomy Regulation did in promoting 
sustainable finance through defined criteria.

SOCIAL CHARACTERISTICS
There is currently no legal definition of a 
“social loan”, and there is arguably considerably 
less clarity on what constitutes a social loan 
when compared to a green loan now that the 
Taxonomy Regulation is final. However, one 
internationally accepted criteria that sets out 
key characteristics of what makes a loan “social”, 
as opposed to a conventional loan, are the 
Social Loan Principles (SLP). The SLP were, 
as with the Green Loan Principles (GLP), 
developed by the Loan Market Association 
together with the Asia Pacific Loan Market 
Association and the Loan Syndications and 
Trading Association (together the Loan 
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Associations) and launched in April 2021 
in order to strengthen the integrity of the 
social loan market and promote financing 
socially beneficial projects for specified target 
populations. 

The key characteristics of a social loan  
is that it finances activity used to support  
or mitigate social issues and challenges as  
a category in its own right. The SLP evolved 
from a combination of the existing Loan 
Association’s GLP and the Social Bond 
Principles published by the International 
Capital Market Association and there may be 
crossover between the products. For example, 
an issuer may issue social bonds, then on-lend 
the proceeds in the form of social loans.

The SLP are voluntary market guidelines 
that set out transparency, reporting and 
disclosure recommendations for social based 
loans. Disclosure of “social” use of proceeds is 
the cornerstone of a social loan, however the 
SLP do not have a prescriptive formula for 
it. The “Use of Proceeds” section of a typical 
social loan is flexible enough to describe the 
project(s) the borrower desires to use the 
proceeds for while enabling lenders to assess 
whether the level of “social use” is compatible 
with their investment objectives and needs.

STRUCTURALISM 
The SLP provide recommendations on 
process and disclosure that borrowers, 
lenders and other market participants may 
use to understand the characteristics of a 
particular social loan. The key sections are: 
	� “Use of Proceeds”: loan proceeds for 

social projects are designated social 
projects that should provide clear benefits 
of a social nature, which, where feasible, 
will be assessed, quantified, measured and 
reported by the borrower. They can form 
one or more tranches of a loan facility 
and may be made by way of a term loan or 
revolving credit facility.
	� Project evaluation and selection: social 

projects should directly aim to address 
or mitigate a specific social issue and/or 
seek to achieve positive social outcomes 
especially but not exclusively for a target 
population(s). The borrower of a social 
loan should clearly communicate the 
social objectives and criteria to the lender.

	� Management of Proceeds: the proceeds 
of a social loan should be tracked and 
labelled to ensure transparency.
	� Reporting: borrowers should make 

available (at least annually) up to date 
information on the use of proceeds 
including a list of the social projects to which 
the social loan proceeds have been allocated 
and a brief description of the projects.

REPORTING FOR TRANSPARENCY 
AND PURPOSE
The main challenge for social loans is the lack 
of common definitions or a social taxonomy 
to use as a criteria to define the social nature 
of the financing. However, robust and 
transparent reporting can help:
	� The report should demonstrate beneficial 

outcomes for the target population of the 
social loan.
	� It should demonstrate the targets hit 

or the impacts and benefits the loan 
is trying to achieve from the use of 
proceeds to the targeted outcome or 
population. 
	� It should show the investment returns.
	� The report should be published at least 

once a year and/or on each social loan.
	� It should discuss the outcomes/impact 

granularly, eg how many jobs retained/ 
created, how many housing units 
provided etc.
	� If the report is prepared internally, it should 

be verified by an external third party. 

FIRST STEPS FOR PROSPECTIVE 
SOCIAL BORROWERS
The first step prospective social borrowers 
must take is to consider and identify  
what aspects of its business model or 
financial obligations, present or future, 
would be eligible for social loan financing. 
Initiatives relating to the promotion of 
healthcare, education, gender equality, 
employment, affordable housing, poverty 
relief and access to financial services would 
all be strong candidates for social loan 
financing, which could also encompass many 
projects relating to relieving the effects of the 
COVID-19 pandemic and the emergency 
containment measures implemented in 
relation thereto. 

The next step is formalising the proposals in 
a “social framework” (see Box 2 opposite), setting 
out the methodology for selecting which projects 
will be financed via a social loan, and tracking the 
proceeds so they can be applied to eligible social 
projects. Once this social framework is in place, 
the process of integrating the framework and 
mechanics for social borrowing into existing  
debt financing is relatively straightforward.

SUSTAINABILITY LINKED LOANS 
(SLLs) AND THE SUSTAINABILITY 
LINKED LOAN PRINCIPLES (SLLP)
It is worth mentioning the SLL structure 
briefly as it may provide access to social 
lending for borrowers who do not have  
a pipeline of social lending projects or those 
borrowers who want to make a holistic shift 
to a sustainable business model. SLLs do 
not have a dedicated project focused use of 
proceeds such as social or green loans; instead 
they focus on overall performance according 
to sustainable criteria, with a reward in terms 
of pricing according to the performance.

SLLs BASED ON THE SLLPs
SLLs operate dynamically as both a “carrot and 
a stick” with the interest rate of the product 
increasing (stick) or decreasing (carrot) to reflect 
changes to the sustainability performance of 
the borrower. Sustainability-linked structures 
mark a change in approach compared to the 
use of proceeds model. Unlike conventional use 
of proceeds loans which solely revolve around 
the use of the loan monies, sustainability-
linked loans are tied to the overall sustainable 
performance of the borrower and use pre-
agreed metrics and verification processes. The 
advantage of this structure is that the borrower 
does not have to come up with a large one-off 
project or a deep pipeline of projects that require 
sustainable funding (this can be difficult even 
for big companies). For sustainable lenders, 
it provides a certainty that the borrower 
has committed its whole organisation to 
moving towards sustainable goals rather than 
just committing to a one-off project. The 
sustainability-linked structure often makes the 
most commercial sense for small and medium 
sized companies, who need loan monies for 
general corporate purposes and are not able to 
earmark funds for specific large-scale projects.
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MECHANICS OF SLLP BASED LOANS
The SLLPs were originally published by the 
Loan Associations in 2019 and supplemented 
by guidance published in 2020. They set 
out voluntary market standards for what 
constitutes a sustainability linked loan.  
The SLLPs set out five core components of 
a sustainability-linked loan. 
	� selection of Key Performance Indicators 

(KPIs); 
	� Sustainability Performance Targets 

(SPTs); 
	� key loan characteristics (ie an economic 

outcome is linked to the borrower’s 
performance against its predetermined 
KPIs/SPTs); 
	� reporting (at least annually); and 
	� external verification of the borrower’s 

performance against each SPT for each KPI.

In addition to these five core components, 
two additional features distinguish SLLs. 

MARGIN RATCHETS
Margin rises or falls depending on whether the 
borrower meets its pre-determined SPTs, which 
are linked to its sustainable goals (such as a 50% 
reduction in gas emission from operations over 

10 years or funding x% of sustainable social 
housing). The benefit for the borrower is a 
decrease in margin for hitting targets. This can 
lead to discounts and penalties, which can vary 
between 1.5 to 5% of the interest rate. 

BOX 1: SOCIAL SGDs
A social taxonomy based on international principles and goals such as the following SGDs 
will make it possible to identify investments in these activities as eligible for Social loan 
finance.
1. No poverty
2. Zero hunger
3. Good health
4. Quality education
5. Gender equality
8. Decent work and economic growth
9. Industry innovation and infrastructure
10. Reduced inequalities 
11. Sustainable cities and communities 
12. Responsible consumption and protection

See the full list of UN SGDs here: https://sdgs.un.org/goals

BOX 2: SAMPLE SOCIAL LOAN ELIGIBILITY CRITERIA

SL ELIGIBLE 
PROJECT CATEGORY

ELIGIBLE SOCIAL PROGRAMS AND/OR PROJECTS TARGET POPULATION

Access to essential 
services (eg health, 
education and 
vocational training, 
healthcare, financing 
and financial services)

Expenditures related to healthcare services, supplies, equipment,  
and pharmaceuticals. Examples include: 
	� Research, development, procurement, and/or production of medical 

equipment and pharmaceuticals to prevent, diagnosis, and/or treat 
COVID-19 (rapid test kits and diagnostic equipment, masks, gloves, 
disposable scrubs, beds, respirators, intensive care equipment, ambulance, 
alcohol gel and antiseptics) 
	� Conversion of manufacturing facilities of equipment to produce supplies 

and equipment for the prevention and/or treatment of COVID-19
	� Development, expansion, operation and maintenance of accessible 

services/infrastructure (hospitals, clinics, etc) in an effort to increase 
capacity in response to COVID-19 
	� Hiring and training of medical personnel including doctors to assist in 

prevention and/or treatment of COVID-19

Populations affected by 
COVID-19 which may include 
the general public given 
the extensive nature of the 
COVID-19 crisis

Employment 
generation including 
through the 
potential effect of 
SME financing and 
microfinance

Expenditures related to emergency aid to employment and income 
maintenance, emergency aid to states and municipalities and credit to finance 
payroll. Examples include: 
	� Loans or other financial support SMEs, mid-cap enterprises, states and 

municipalities negatively impacted by COVID-19
	� Financing medical equipment and healthcare sector companies facing 

increased demand for equipment or services related to COVID-19 
	� Financing infrastructure companies to alleviate supply or demand side 

operational disruptions 
	� Projects and/or programs intended to prevent and/or alleviate 

unemployment and income maintenance 

Populations affected by 
COVID-19 which may include 
the general public given 
the extensive nature of the 
COVID-19 crisis
 
SMEs 
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UNDERTAKINGS IN RELATION TO 
REPORTING OBLIGATIONS
It is usual for SLLs to have undertakings to 
provide lenders with the contents of the third-
party report and transparency of compliance 
with the pre-determined SPTs.

SSLs COMBINE SOCIAL AND 
ENVIRONMENTAL KPIs/SPTs
As a borrower shifts its whole business to 
align with the SGDs, the flexibility of the 
SLL structure will enable the borrower to 
set KPIs and SPTs in line with a variety of 
social and environmental SGDs across its 
sustainable funding.

SOCIAL CHALLENGES
Social loans suffer from a lack of tangibility 
when compared to green loans. The goal 
of green loans and therefore tracing the 
impact of a green loan such as decreasing 
carbon emission or other science-
based targets is inherently tangible and 
quantifiable. There are no such universal or 

science-based metrics for social loans. In 
reality, some impacts, such as a change in 
attitudes towards women, are difficult or 
impossible to attribute to specific causes, 
but the challenge is measuring that impact 
without clear causal attribution. While 
the sustainable Taxonomy Regulation 
uses science-based targets, a social 
taxonomy will be based on international 
principles and goals such as the promotion 
of: 
	� adequate living standards for individuals 

and groups; 
	� basic human needs; 
	� basic economic infrastructure; 
	� the provision of peaceful societies; or 
	� the respect for human rights. 

WILL SOCIAL BE THE BELLE OF THE 
SUSTAINABLE FINANCE BALL? 
Green loans have a higher profile on the 
sustainability circuit aided by long-standing 
notoriety, influential backers in the form of 
market volume and track record and sound 

promotion and foundations through the 
Taxonomy Regulation (and other similar). 
However, the strains on social infrastructure 
and the consequent failure to consider the 
social dimension of supply chains were 
exposed as having very material affects in the 
COVID-19 crisis. This increased need for 
social based funding may result in social loans 
being more sought after than their green loan 
cousin. n

Further Reading:

	� ESG integration and Social 
Taxonomy developments in the EU 
Sustainable Finance Framework 
(2021) 8 JIBFL 568.
	� Socially useful finance: an overview 

of social housing bond issues (2019) 
1 JIBFL 15.
	� LexisPSL: Banking & Finance: 

interactive toolkit: Sustainable 
business toolkit.
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