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Abstract

For the last decades, socially responsible investing (SRI) has been taking a considerable stake in the market. By means a literature review, this thesis is intended to provide a strong base for further empirical analysis. The first chapters explain the concept and the development of the SRI. This part discusses several SRI strategies, namely, screening, shareholder advocacy and community development investing. Moreover, being the fastest growing investment sector, the intrinsic and extrinsic motivations behind this pure consumers driven phenomenon will also be discussed. Aside from the basic concepts, this thesis will mainly evaluate the performance of SRI through analysis of abnormal return, systematic risk and long-term return. We find that the abnormal returns of socially responsible funds (SRFs) are comparable to that of conventional funds, however, it underperforms regular and social market indices. Additionally, the performance of social and regular indices does not show any statistical significant differences. In the systematic risk analysis, we find various results from which we believe that each analysis is highly dependent on the asset characteristics of the tested portfolio. Finally, from the long-term return analysis, we conclude that SRFs neither outperform nor underperform conventional funds in the long run.
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Chapter 1: Introduction

Introduction

Accounted for more than 12% of assets under professional management in the United States, today, socially responsible investing is worth of $3.07 trillion investment(Social Investment Forum, 2010). For the past three decades, socially responsible investing has grown rapidly. However, tracing back the origins of socially responsible investing, the concerns of investing money responsibly have been raised as early as 1700s. The Quakers and Methodist are believed to be the first group to introduce the idea of socially responsible investing. The Quakers introduced this concept by not investing in war-related activities and slave trading. On the other hand, the Methodist carefully selected their investment using a list of criteria which are now commonly called as “social screens”(Schueth,2003). Apart from the Quakers and Methodist, socially conscious people and religious people were another group which promoted the development of the socially responsible investing. These people often avoid investing in companies related to tobacco, alcohol, and gaming industries. The development of socially responsible investing was also pushed by several other factors such as anti-Vietnam war in 1960s, cold war in 1970s, labour issue, Chernobyl incident, etc which are going to be explained further in the later section. Although Quakers, Methodist, religious and socially conscious people have different ways to invest their money, their main objective is the same, i.e. to make a wise investment as well as to contribute value to the society.

Being one of the most significant investment strategies or forms in the market, socially responsible investing has caught many scholars’ attention. In the early 1980s, Anderson & Frankle are the first researchers to analyze the performance of the Socially Responsible Funds (SRF) in comparison to the conventional funds. They discovered that the SRFs abnormal return outperformed the performance of the conventional funds. However, this result appears to be contradictive to most researches conducted more recently. For example, Hamilton et al (1993), Mallin et al (1995), Guerard (1997), Goldreyer et al (1997), Bauer et al (2005), Cortez et al (2008), Statman(2000), Bello(2005) found contrary results. This paper intends to analyze on whether the socially responsible investment performs better than conventional investment. In the following chapters, several empirical analyses of the performance of the Socially Responsible Investing (SRI) from different countries and factors that might be responsible for the differences between one research and another research will be presented and discussed. Moreover, not only will the overall performance of the SRI be analyzed, but also the specific performance factors in terms of abnormal return, volatility, and long term performance on portfolios and funds will be analyzed. The analysis will try to answer these three research questions
1. Do socially responsible investments provide investors lower abnormal return than that of regular investment?

2. Do socially responsible investments provide investors lower volatility than that of regular investment?

3. Do socially responsible investments provide investors better long-term performance than that of regular investment?


In the first chapter of the thesis, the essence of the SRI and the development of SRI will be explained. This part will look further in detail into the background and history of socially responsible investing. Since most of the SRI market is still quite young, the best way to see the growth and development of Socially Responsible Investing is by looking at the growth in the U.S.. Besides the background and history, this chapter will also examine what the motivations of the investors and the forms or strategies employed in SRI are. As mentioned before, the SRI’s growth has been tremendous in the past three decades. This rocketed growth is explainable. Therefore, several factors which are boosting the growth of the SRI will also be discussed in this section.


Moreover, the performance analysis of SRFs consists of three parts, i.e. analysis on abnormal returns, volatility, and long term performance. These factors are the crucial factors in determining the performance of an investment or a portfolio, our analysis will mainly focus on these factors and will try to answer the research questions. In the first analysis on the abnormal return performance, Sharpe ratio, Treynor ratio, and Jensen’s alpha as performance measurements are employed. The following part, the volatility analysis will specifically look at the systematic risks of the socially responsible investment and compare them to that of conventional funds. The last analysis will look at the long term performance of the socially responsible funds and the conventional funds. Since socially responsible firms are often associated and promoted themselves as sustainable companies, therefore, this part will try to examine whether SRFs and companies provide investors with higher earnings over a long period of time. Finally, this last part of paper will conclude the entire analysis whether the socially responsible investments are outperforming conventional funds in terms of abnormal return, volatility, and long term return.
Methodology

Since the main objective of this thesis is to provide a better insight and understanding about the subject, the thesis employs the qualitative study, literature reviews. The analysis was based only on the most important literatures with regards of the socially responsible investing performance. These pivotal literatures are collected from the top finance and accounting journal, such as Journal of Banking and Finance, Journal of Business Ethics, Journal of Business Finance and Accounting and Journal of Quantitative Analysis. All of these journals were accessed through the Erasmus University Rotterdam (EUR) database connection. By excluding the unpublished paper, it mitigates our risk in analyzing unqualified paper and also we ensure that the quality of the paper was in accordance to the scientific paper standards. Besides, the collection of the articles also involved the publicly search engine, Googlescholar. By inputting several keywords, such as ‘socially responsible investing abnormal returns’, ‘SRI and investment risk exposure’, ‘SRI and long-run return’, etc. , it recalls the most prominent journals and articles which will be accessed through EUR database in order to get a permission to use them. 

Our determination on whether the literatures are recognized as crucial literatures was based upon the frequency of their researched being referred, the relevancy of the article, the authors’ academic achievement and the credibility of the journals. The papers of Hamilton et al (1993), Kurtz & DiBartolomeo (1999), Statman(2000), Bello(2005) and Bauer (2005,2006,2007) were paramount in examining the performance of the SRI. The recent researches used extensively the methodology to test the abnormal return, investment risk and long term return of an investment. Furthermore, the analysis by Kurtz & DiBartolomeo (1999) and Guerard (1997) were awarded Moskowitz Prizes as the best quantitative studies on socially responsible investing. 

Chapter 2: Essence of Socially Responsible Investing
Socially Responsible Investing


The idea of Socially Responsible Investing (SRI) has already been introduced quite a long time ago, however, the term of the SRI has just been popular in the 1990s. Nowadays, SRI is also known as ‘ethical investment’, ‘sustainable investment’, ‘conscious investment’, ‘social aware investing’. The definition of SRI also varies from one author to another. Cooper and Schegelmilch (1993) defined SRI as an investment which gives a financial return but it does not support the business in which tobacco, apartheid and weaponry are involved. Cowton (1994) defined SRI as a management or selection of investment portfolio in which social and ethical criteria are used as constraints. Jeucken (2004) presented a definition of SRI as an investment which is made out of a group or more of sustainable companies or sector. According to Sparkes (2001), SRI is an investment philosophy which used ethical and/or environment criteria besides the financial criteria. Among all of these definitions, the key point of SRI is an investment form which suits ones’ personal values next to from the financial goal. Of course, the personal values can be social, political, ethical and/or environmental.

Impact Investing 


Impact investing is one of the socially responsible investment strategies combined with heavy emphasize on measuring the outcomes or impact on the society. This investment strategy has an overlap with the community development investing since both strategies are focusing on the direct impact on improving quality of life of the society. The main distinction between SRI (community development investing) and the impact investing is that in impact investing, the outcomes of the investment matter the most. Therefore, the evaluation of the impact investing portfolio is on how effective the investment in improving society’s quality of life is. One of the examples is Grameen Bank found by Prof. Muhammad Yunus. Grameen Bank provides micro credit or venture capital initiatives to women in the poor villages.

Forms of SRI

There are several motivations which constitute as background to choose SRI. Schueth (2003) presented two main motivations, i.e. “feel good” investors’ motivation and “social change seeker” investors’ motivation. The “feel good” investors are motivated by the desire to invest their money in a manner that suits their personal values and priorities the most. Although this manner satisfies their personal values, it does not necessarily mean that it brings a social significant impact. This matter brings us to the second motivation. The “social change seeker” investors concern more about improving the quality of life and bringing a positive change in the society. In order to satisfy these motivations, socially responsible investing (SRI) can take several forms or strategies. There are three most common forms of SRI which are employed by investors or companies, i.e. screening, shareholder advocacy and community investing. All of these strategies are aiming at the same purpose which connects the personal values of investors with every single dollar spent or in other words, making a good investment as well as making a difference in the society(Kinder et al, 1993).

Screening strategy can be regarded as the oldest strategy for SRI. In a broad view, Louche(2004; p.114) defines screening as “…a way of assessing the degree of congruence between company’s activity and performance, and ethical investment norms.” The question is what the ethical investment norms are. The ethical investment norms are usually restrictions or criteria which include the aspects of social, environmental and/or ethical in the investment decision making. In other words, the screening strategy is basically a management/selection of funds on the portfolio using social, environmental and/or ethical criteria. There are four types of screening, such as exclusionary, inclusionary, comparative and communication with stakeholders. Moreover, the screening process for funds or indices might be different from one to another. For example, the FTSE4Good and Dow Jones Sustainability index use a combination of screens, exclusionary and comparative screens. On the other hand, Triodos MeerWaarde Funds
 uses exclusionary, inclusionary and comparative screen. Exclusionary screen means once a company involves in any activities which belong to exclusion criteria, this company is excluded from the options. However, inclusionary screen means when company’s activities are considered to contribute values to society or environment, this company is included to the list. Comparative criteria is a screen which compares the environmental and/or social performance of the management, based on this performance, the best investment is included. 

	Exclusionary Screen
	Inclusionary Screen
	Comparative Screen
	Communication with stakeholders screen

	-Company in which 10% of its revenues come from tobacco and alcohol business.

-Company which is involved in producing or distributing weapon.

-Company which supplies to the production of weapon, tobacco, or alcohol.
	-Percentage of investment in the pollution control system

-Usage of renewable energy, organic farming, etc.
	-Looking at the relationship between corporations and stakeholders.

-Employee relations, EMS (environmental management system), diversity, etc.

-Selection based on the best in the category.
	-Comparison of companies which based on the mix of the three previous screens.


-Using more complex set of social, environmental, ethical, human rights indicators. (Louche, 2004)


Figure 1 – Forms of Socially Responsible Investing

Shareholder advocacy or shareholder activism is another form of SRI. Unlike the screening strategy, the shareholder advocacy form involves interacting and influencing corporate behavior. This form can occur through two different conditions. The first condition is through the interactions between institutions, e.g. a pension fund which works to steer the corporate behavior according to their favor. The second condition is when shareholders resolutions related to political, moral, environmental or social issues are filed by individuals (Hutton et al, 1998).Through these two conditions, the corporate behavior is steered positively which is believed to improve performance over time and be responsible to society and environment.

The last one is community development investing. This type of investment is the most direct way to make a difference or create an impact on the society and people, especially people and communities which have difficulty in accessing or getting a loan. It provides capital, loan and financial support for people who have low income. The idea was first started by South Shore Bank of Chicago as a community bank development in 1973 (Hutton et al, 1998). The community bank development is growing really fast especially in the third world countries. 

Chapter Conclusion
This chapter explained SRI in the sense of the concepts and several forms or strategies of SRI. At the end of this chapter, the readers should be able to understand what SRI is and how it is different from impact investing. In brief, SRI is a type of investment which pursues not only financial objective but also incorporates the social and environment aspects into the investment decision making process. More importantly, the selection of the investment suits the personal value of the investor. On the other hand, impact investing is also recognized as a SRI strategy which focuses on how impactful the outcomes of the investing activities are to the society. The main distinction of SRI and impact investing is that SRI focuses more in the selection of the funds as long as the funds include social, political and environmental aspect into consideration, however, impact investing focuses more on measuring the real impact improving the quality of life of the society. 

Furthermore, SRI can take several forms, such as screening, shareholder advocacy and community development investing. Screening is a management/selection of funds on the portfolio using social, political and environmental aspects as constraints. Within the screening strategy, there are different way of screening such as exclusionary screen, inclusionary screen, comparative screen and communication with stakeholders screen. The differences between these strategies are simply on how managers select funds in their portfolios. Another form in SRI is shareholder advocacy which focuses on influencing and steering corporate behavior internally or externally. Finally, the most recent growing investment strategy is community development investing. The community development investing is a way of socially responsible investing which focuses on creating a direct impact and improving quality of life of the society.

Chapter 3: Growth and Development of SRI

Background and Objectives of SRI

As it was mentioned in the introduction, the origins of the Socially Responsible Investing (SRI) basically started as early as 18th century (Domini,2001). The diffusion and spread of the SRI was quite rapid and can be illustrated as a chain diffusion. The history and development of the SRI in the US and UK will be described. While the US and UK are the most crucial countries in the development and diffusion of socially responsible investment. Besides that the first and most significant activists were found in the US and the development of the UK’s SRI was heavily influenced by the US. Likewise, the root of the development of the SRI in the European market gained a lot of influences from the UK.


Back in the 1700s, the idea of SRI was associated to religious related activities which were promoted by several churches’ activists. One of the first initiator was John Wesley from the Methodist group. His concerned was on the importance of the use of the money which was according to the New Testament teachings. Another activist was the Quakers group located in the North America. Quakers believed that an ethical investment was an investment free out of weapons related companies (war-related activities) and slavery. Other religious people were also taking a part in the development of the modern ethical investment. They avoided to invest in the so called “sin stocks”, such as companies which involve in the alcohol, tobacco, and gaming (Louche, 2004).


The modern development of the SRI started in the 1920s. In 1928, the first mutual fund, US Pioneer Fund, was launched to meet the demand for ethical investment. The growth of the SRI was strong and become even stronger as the political situation was getting unstable. The two important events, i.e. Vietnam war and apartheid in South Africa, forced several companies to put economic pressure on the South African economy by cutting down the investment or even shutting down the operation. Not only did these two events induce the growth of the SRI in the 1970s and 1980s, the movement for civil rights, women’s rights, labor issues, anti-war and nuclear sentiment also took part in promoting the SRI(Schueth, 2003). Nevertheless, during this period, more and more SRI mutual funds arose in the market, such as Calvert and Working Assets (Hutton et al, 1998).

In conclusion, the early history of the SRI was first led by the religious people and churches. The Methodist and Quakers tried to make investments wisely which embrace peace and take into account the political and moral aspects in making investment decisions. They used the ‘avoidance investing’ strategy which avoids investments in which political and moral aspects were not part of the consideration(Louche, 2004). From the late 1920s, the modern SRI developed and grew rapidly. The growth was pushed by impassioned political climate and concerns regarding social and environmental impacts on the society. In light of the above, the early and modern development of SRI share the same objective, i.e. incorporating personal values, political, societal and moral concerns into investment decision making process (Schueth, 2003).
SRI Stakes in the Financial Industry


The growth of the SRI over the last three decades has been tremendous. This part will look at the growth of the SRI in the US and Europe (including UK). All of the data and figures collected in this part are mainly from Social Investment Forum (SIF) and European SIF (EuroSIF). 

As the first initiator and most active market, US has the longest history of SRI. Should the growth of the number of the mutual funds in the US be looked, the total mutual fund was 55 in 1995 and this number grew to 250 in 2010 (SIF, 2010). In the 1995, professionally managed assets of SRI investment stood at $695 billion consisting of $162 billion screening type, $529 billion shareholder advocacy type and $4 billion community investing type (Schueth, 2003). Within 4 years, the investment assets of the SRI tripled to $2,159 trillion, and increase of 210%. Schueth (2003) also pointed out that in the period of 1995-1999, the growth of SRI was almost twice as much as the market growth, 238% and 133% respectively. Looking in more detail, the growth of screening type of investment had been even more dramatic. It grew from $162 billion in 1995 to $1.5 trillion in 1999, a growth of 800% growth. The growth from 1999 to 2010 was quite steady but not as dramatic as the growth in the late 1990s. According to the SIF study report 2010, the SRI was worth US$3.07 trillion in the US financial market (SIF, 2010). SIF also pointed out that during crisis circumstances, 1998, SRI performed more stable than the regular funds and even gained a “healthy growth”. 

Unlike in the US market, the European market is considered as a quite young market. However, its size and volume of the SRI has grown rapidly over years. It started to grow in the late 1980s with merely 20 funds and it has grown to 282 by the end of 2001 (Louche, 2004). According to EuroSIF, in 2005, the total assets of SRI were worth €1.138 trillion in which broad [image: image2.png]SRI ?



 took the majority. By the end of 2009, EuroSIF reported that there was a total asset of SRI under management worth of €5 trillion, consisting of €1.2 trillion core SRI
 and €3.8 trillion broad SRI.
 In other words, SRI investment has grown significantly by 340% from 2005 to 2009. Core SRI in the European market accounted for 10% of the asset management industry which is shown by the fast growth from France, Italy and Netherlands. Moreover, Netherlands led the highest market share of core SRI per domestic assets management with 25 percent among other countries (EuroSIF, 2010). Although the history of SRI in Europe is not as long as that in the US, the table below from EuroSIF report points out that Europe has the biggest stake of SRI investment compared to 4 major countries.
	 
	Total SRI (in billion)
	Total SRI ( in billion Euros)

	United States (2010)
	Total SRI
	US$ 3,069
	US$ 3,069
	€ 2,141

	Canada (2008)
	Core SRI
	Cnd$ 54.2
	Cnd$609.2
	€ 405

	
	Broad SRI
	Cnd$ 555.0
	
	

	Australia / NZ (2010)
	Core SRI
	Au$ 18.2
	Au$93
	€ 58

	
	Broad SRI
	Au$ 74.8
	
	

	Japan (2009)
	 
	¥579
	¥579
	€ 4

	Europe (2009)
	Core SRI
	€ 1,150
	€ 4,986
	€ 4,986

	
	Broad SRI
	€ 3,836
	
	

	TOTAL WORLD
	€ 7,594


Figure 2 – SRI Stakes

Source: Eurosif SRI study 2010

The Forces Behind the Growth of SRI


In the previous part we have seen that the growth of the SRI in US and Europe has been substantial and significant in such a short period. This part focuses more on what factors are fueling the growth of the SRI. There are several factors which are influencing the growth of the SRI, especially in the US market. The development of the SRI can be illustrated as an simple economic model of supply and demand. In the beginning of the popularization of SRI, the growth was purely driven by the demand side, i.e. consumers demanded a better investment in the sense that creating values back to the society. Due to this demand force, companies are pushed to meet this demand in order to survive in the market. Moreover, as more and more companies put in place the social, environment and ethical aspects in their operation, other companies in the same market are also influenced and forced to take similar form or structures in their operation in order to receive a legitimation from public. This is also often called institutionalization in the legitimacy theory of institutions.

On the demand side, the forces can be divided into intrinsic and extrinsic motivations. The intrinsic motivation is driven by the education level of the people. Nowadays, investors are better educated and informed about the impact on the investment they make. Therefore, this intrinsic motivation encourages people to shift to a “better” investment which contributes value to the society and the environment. On the extrinsic side, there are several factors that induce the growth of the SRI. Those factors are the need for equality for human rights and women, labor conditions and the environment. In the survey of Schueth(2003), he pointed out that since 60% of the SRI investors are women. Women equality gained a lot of attention as a way for investing socially responsible. Labor conditions and the environment are also becoming important issues. More investors are now avoiding companies which use child labor or not environment friendly. 
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Figure 3 – SRI demand driven phenomenon

Consequently, the supply side is driven by the forces from the demand side. In order to get legitimacy from the investors, the supply side has to conform to a certain standard and rules which are socially and environmentally agreed. This process is often regarded as an institutionalization. According to Scott (1987), organizations conform to a certain standard because the reward of increase in legitimacy will in turn increase the access to resources and the survival capabilities. Institutional theory has two dimensions, i.e. isomorphism and decoupling. Isomorphism is a process in which organizations are facing similar environmental condition and they are forced to take similar form. Within the isomorphism, there are coercive, mimetic and normative isomorphisms. Coercive isomorphism arises due to an external pressure from company’s stakeholder, e.g. government is requiring the chemical manufacturers to reduce waste pollution to a certain level. Mimetic isomorphism happens when a company is copying the same forms of what the others using. Normative isomorphism happens when a company adopts a form of the others’ due to pressures from the group’s norms.

Chapter Conclusion

The main point in this chapter is to give insight in the development of SRI in US and Europe. In brief, the origin of the SRI was mainly promoted by the church and religious activists. SRI gained a lot of attention especially in the impassioned political circumstances and high concern on the social and environmental condition, such as the apartheid in South Africa and Vietnam war. SRI can also take three different forms, i.e. screening, shareholder advocacy and community investing. Each form has different strategy to include the social, political and environment aspects into its investment. 


SRI has grown significantly rapid and gained a substantial portion of the financial market. Nowadays, SRI assets under management are worth $3.07 trillion accounted for 12% of the total asset management industry in the US (SIF, 2010). In Europe, EuroSIF reported that SRI was worth at outstanding €5 trillion consisting of €3.8 trillion broad SRI and €1.2 trillion SRI in 2010. Among other European countries, The Netherlands leads as the highest SRI investment per domestic asset management. SRI is a purely demand driven phenomenon. Several factors on the demand side, such as increases concern on the sociopolitical and environmental aspect are considered as intrinsic motivations and equality for women, labor and environmental condition as extrinsic motivations. Although there are strong forces on the demand side, the legitimacy issue on the supply side also plays a role in fueling the growth. One important theoretical explanation is the institutional theory which explains the spread of the similar forms in companies.

Chapter 4: Analysis of Abnormal Return

Analysis Overview


The performance evaluation of the Socially Responsible Investment (SRI) is first analyzed based on the abnormal return of Socially Responsible Funds (SRF). Our initial expectation of the performance of the SRFs in comparison to the conventional funds, conventional indices and SRI indices is that the performance SRF will underperform other funds. The reason being is choosing SRFs as an investment will sacrifice financial performance as a compensation. 
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This part attempts to test these hypotheses through literature reviews. Several empirical analyses on abnormal return of SRFs will be used as evidences from which a final conclusion will be drawn. The analysis employs abnormal return as a parameter for the performance since it compares the performance between a specific fund and the average market performance. Therefore, when a SRF gave 5% return last year and the average market return was 4%, the abnormal return of this fund is positive, 1%. Most of the analysis will use SRI indices or conventional indices as a reflection of average market return. Examples of SRI indices are FTSE4Good Global, FTSE4Good Europe, DSI 400, and DJSI; for conventional indices are S&P 500, Dow Jones and FTSE Eurotop 100. 

Overview Table of The Abnormal Return Analysis

	Authors
	Data and Period
	Methodology
	Performance Parameters
	Findings

	Anderson and Frankle (1980)
	14 companies from Fortune 500(July 1972 – June 1973)
	Difference in return differences between unscreened portfolio and socially screened portfolio

(t – Statistics)
	Return of Weighted portfolio (adjusted for beta portfolio)
	Social disclosure firm statistically outperformed non-disclosure firm. There is a statistically significant evidence that market prices the socially responsible characteristics.

	Hamilton et al. (1993)
	32 SRFs and 320 conventional funds in the US(1981-1990)
	Difference in means of excess return

(t – Statistics)

	Jensen’s Alpha
	In absolute term, the SRFs outperformed the conventional funds, however, the differences between them are not statistically significant.

	Mallin et al. (1995)
	UK SRI 29 SRFs

(1986-1993)
	Ranking based on the return
	Jensen’s Alpha, Sharpe Ratio and Treynor Ratio
	The performance of SRFs is comparable to that of conventional funds.

	Guerard (1997)
	1300 unscreened stock and KLD screened stock in the US (1987-1994)
	Difference in means return

(F – Statistics)
	Average return
	Although SRFs outperformed conventional funds by 0.011%, this difference is not statistically significant

	Reyes and Grieb (1998)
	15 SRFs in the US

(1985-1995)
	Difference in means return and Co-integration analysis
	Sharpe Ratio
	There is no co-integration in the time series of conventional funds and SRFs and the differences in risk adjusted return between those two are not significant.

	Goldreyer et al. (1999)
	49 SRFs in the US

(1990-1997)
	Difference in means return
	Jensen’s Alpha, Sharpe Ratio and Treynor Ratio
	Although the results different in relation to the systematic risk, there is no indication of significance in the differences.

	Statman (2000)
	Social Indices and conventional indices

(1990-1998)
	Difference in means return
	Sharpe Ratio and eSDAR(excess standard deviation adjusted return)
	SRFs underperformed S&P 500 and DSI 400, however, it beaten the performance of conventional funds in terms of abnormal return.

	Bauer, Koesdijk and Otten (2005)
	103 SRFs from Germany, UK and US (1993-2001)
	Difference in means return
	Jensen’s Alpha, Multifactor Carhart model
	Both single factor model and Carhart multifactor model showed insignificance in the difference between SRFs and conventional funds in all three countries.

	Bauer, Derwall and Otten (2006)
	Unscreened and socially screened portfolio; Conventional indices and Social indices in Canada

(1994-2003)
	Difference in means return
	Jensen’s Alpha, Multifactor Carhart model
	First, the abnormal return of the SRFs was lower by 0.40% than that of social portfolio. Second, the same result is also found once it is regressed on the market indices. However, both results proved to be insignificant using a t-test statistics.

	Bauer, Otten and Rad (2006)
	25 Socially responsible equity in Australia

(1992-2003)
	Difference in means return
	Jensen’s Alpha, Multifactor Carhart model
	The single factor model and Carhart multifactor model proved that there is no financial penalty for investors who invest their money in the SRI in Australia.

	Bello (2005)
	42 SRFs in the US (Conventional funds and indices, SRI index)

(1994-2001)
	Wilcoxon sum rank test and difference in means
	Sharpe Ratio and eSDAR(excess standard deviation adjusted return)
	The performance of SRFs and conventional funds is not significantly different. Moreover, both SRFs and conventional funds underperformed regular indices and social indices.

	Cortez et al. (2009)
	88 SRFs in the Europe

(1996-2007)
	Difference in means return
	Jensen’s Alpha
	The regression analysis presented negative alphas for SRFs meaning that the SRFs perform no better than that of conventional funds. However, the result was not statistically significant.


Parameters


Before going further into the analysis, there are several parameters that should be acquainted and understood, i.e. Jensen’s Alpha, Sharpe and Treynor. Existing research uses frequently these parameters as standard of the return. It is highly important to understand the differences between them in order to get a good understanding on why an author uses a certain parameter instead of the others.

Jensen’s Alpha

Jensen’s Alpha is the most prominent return parameter which has been used for a long time. Rooted on the model of CAPM, Jensen’s Alpha measures the abnormal return of a portfolio. The basic idea behind the Jensen’s Alpha is that it measures the excess return of a portfolio in comparison to the average market return. The portfolio has a positive excess return when the return of the portfolio is higher than the average market return. The common formula for measuring Jensen’s Alpha is
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 stands for the abnormal return of the portfolio p, [image: image9.png]


 accounts for the return provided by the portfolio p, [image: image11.png]


 represents the systematic risk faced by the portfolio p, [image: image13.png]


 represents for the average market return, [image: image15.png]


 represents the risk free return from treasury bill and [image: image17.png]


 represents for the error term.
Sharpe Ratio

Different from Jensen’s Alpha, the Sharpe ratio measures the abnormal return of a portfolio per unit risk of investment asset (standard deviation of the portfolio).
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Dividing the excess return or abnormal return by total risk of the excess of the asset return, Sharpe ratio adjusts the excess return of the investment to per unit of risk.
Treynor Ratio

Treynor ratio, however, measures the abnormal return of a portfolio by dividing the return by the systematic risk of the portfolio.
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Instead of using the standard deviation of the investment asset, Treynor ratio measures how much money the investor gets for the market risk taken. There are several controversies in the discussion of what  the best measurement in measuring the performance of the abnormal return is. Bello (2005) mentioned that Jensen’s Alpha might not be an appropriate measure in evaluating the socially responsible funds since it only measures the risk adjusted performance based on the portfolio risk. Statman (2000) also proposed that the use of Sharpe and Treynor ratios is superior to Jensen’s Alpha since Sharpe accounts for the return per unit of total risks and Treynor takes into account the market risk exposed to the investment.

The Performance Analysis


In the mid of 1980s, the paper from Anderson & Frankle struck the financial market showing that the performance of the social disclosure firm statistically outperformed non-disclosure firm. The paper analyzed the performance of 14 companies from Fortune 500 which claimed disclosing social action and those which do not. However, this analysis can be classified as weak; this evidence is weak due to a small sample observation of 6 months period from January 1973 to June 1973. Moreover, the reason that social action disclosure firm performed better during this period might be due to a strong influence from the SRI activists that forced to stop the Vietnam war or simply a temporal trend.  


One of the important analyses on the performance of SRFs was conducted by Hamilton et al. (1993). They analyzed the performance of 32 SRFs compared to 320 randomly drawn conventional funds in the US within the period 1981 – 1990. The abnormal return of the SRFs was indicated by Jensen’s Alpha model. They tested the difference between the means of excess returns of SRFs and conventional funds. Within 32 SRFs, they divided into two groups, i.e. before 1985 and after 1985. The group ‘before 1985’ compared 17 SRFs to 170 conventional funds and the group ‘after 1985’ compared 15 SRFs to 150 conventional funds. The results showed that in the group before 1985, the mean excess return of SRFs is lower than that of conventional funds by 0.92%. Likewise in the group after 1985, the conventional funds also outperformed the mean excess return of the SRFs, - 0.5% and -3.33% respectively. Although in absolute terms that the SRFs underperformed the performance of the conventional funds, statistically tested (t-test) the differences between these two means were not significant. Therefore, it can be concluded that the performance of 32 SRFs in 1981 – 1990 was comparable to that of conventional funds. In other words, investors can suspect no financial loss when they invest their money in socially responsible funds.


The analysis of Guerard (1997) also supported the evidence that the difference between unscreened and screened equity does not statistically exist. Guerard (1997) used the data of 1300 unscreened stocks from 1987 to 1994 and compared it to socially screened equity provided by KLD. The monthly mean returns of unscreened and socially screened equity were 1,068% and 1,057% respectively. The difference between them was really small, 0.011%, and according to F-test statistics, this difference was not statistically significant. Therefore, his analysis provided more evidence that the difference between unscreened and socially screened equity is comparable.


More evidence is also provided by Reyes & Grieb (1998) analysis on the performance of 15 SRFs in the US from 1985 to 1995. The paper analyzed the co-integration relationship and return between SRFs and conventional funds. The co-integration analysis allows us to see whether the trend between the SRFs and conventional funds is the same, meaning that both of them share the same trend in the time series from 1985 to 1995. The results proved that there is no co-integration between SRFs and conventional funds which means that the SRFs and conventional funds do not drift together in the same trend. Moreover, it also means when the SRFs portfolio are socially screened, there will be an indication of changing in temporal behavior of the SRFs compare to the regular funds.  Performance wise, the risk adjusted return of 4 out of 15 SRFs was higher than the regular funds , however, the Jobson-Korkie significance test confirmed that the differences were not statistically significant. 

In 1999, Goldreyer et al(1999) conducted a research on 49 mutual funds throughout US financial market within period of 1990-1997. They classified these 49 mutual funds into several groups based on the size and volatility (beta) and examined the performance of SRFs in terms of several performance measurements and investment strategy. There are 9 groups in which the size and risk of the company is classified into 3 classes (large, medium and small for size and high, medium and low beta). As performance measures, Goldreyer et al (1999) used Jensen’s Alpha, Sharpe and Treynor ratios. From Jensen’s Alpha results, it showed an ambiguous result. For big companies with high beta, medium company with medium beta, and small companies, the SRFs have higher alphas. However, for the remaining classification, the conventional funds have higher alphas. From Sharpe ratio result, conventional funds have higher performance than SRFs in overall. On the result of Treynor ratio, it tends to favor conventional funds especially in large companies with high and medium beta; also the medium-size companies with high beta. Although the results were variable, statistically speaking there was not any significance in the result. Thus, it can be concluded that the performance of the SRFs is comparable to that of conventional funds. This result was also confirmed by the research of Mallin et al. (1995) who used the similar methodology except they included two more performance measures, Treynor and Sharpe.

Statman (2000) again challenged the performance of SRI index with respect to conventional index. He compared the performance of SRFs, Domini Social Index 400 to the S&P 500 and conventional funds. Using the data collected from 1990 to 1998, Statman (2000) analyzed the performance of equal size funds based on its Jensen’s Alpha. He showed that the raw return of DSI 400 outperformed S&P 500. However, once the risk adjusted return measurement put in place, the S&P 500 beat the DSI 400. The differences between these two returns, raw return and risk adjusted return, were not statistically significant and can be concluded that both performance are comparable. Furthermore, Statman (2000) proved that the common expression of “doing well while doing good” to be true. The SRFs outperformed conventional funds but did no better than DSI 400 and S&P500. In mathematical term, the performance can be illustrated as follow

Conventional funds < SRFs < (DSI 400 ≈ S&P 500)

Bauer and Otten are also two important authors who analyzed the development of SRI across countries. They analyzed the performance of SRI in several countries, such as US, UK, Germany, Canada and Australia. In 2005, Bauer, Koedijk and Otten performed three-country analysis on the SRFs performance. It incorporated the data of 103 SRFs from Germany, US and UK within period of 1990-2001. Bauer et al. (2005) analyzed the performance using Jensen’s Alpha (CAPM 1 factor model) and Carhart Multi-factor model. In the first analysis using CAPM model, the performance of SRFs in Germany, UK and US were compared to the domestic indices and international indices. German SRFs Jensen’s Alpha was lower than domestic indices by 3.03%. Moreover, the performance of SRFs in UK and US showed similar result which is SRFs performed better than domestic and international indices. Consistent with previous observation by Statman (2000), Goldreyer et al. (1999) and Hamilton et al. (1993), although in absolute term the return mostly higher for SRFs, this was statistically insignificant. Besides CAPM model, Bauer et al. (2005) also tested the performance using the Carhart multifactor model. The reason being, unlike CAPM single factor model, Carhart multifactor model controls the market risk, book-to-market and momentum in examining the difference between SRFs and conventional funds. However, the difference in return between SRFs and conventional funds were not significant for Germany, UK and US. In 2006, the same evidence had been found in Canada and Australia. Bauer et al. (2006) employed the same methodology which tested the performance against single factor model and Carhart multi factor model. In the case of Canada, the data was collected from 1995 to 2003. The first analysis regressed the social responsible portfolio and conventional portfolio on the market proxy or value-weighted market portfolio. The Jensen’s Alpha for social responsible portfolio was lower than conventional portfolio by 0.40%. The second analysis regressed the social responsible portfolio and conventional portfolio on the market indices. The performance of the social responsible portfolio was lower than the conventional portfolio with regards to the market index, however, this was statistically insignificant which means that there is not enough statistical evidence to conclude that there are differences between the return of SRFs, conventional funds, social indices and conventional market indices. Surprisingly, the [image: image21.png]


of the model regressed on the market index was higher than that on social index. This means that the conventional index is a better measure to predict the fluctuation on the social responsible portfolio which is unusual because normally the socially screened indices should be a better explanandum for socially responsible portfolio. In the case of Australia, 25 SRFs were investigated on whether investing on the SRFs will sacrifice the financial objective. The sample was taken from 1992 to 2003 and tested on the Carhart multifactor model. However, the same results persisted and therefore, a general conclusion is that there is no financial penalty for investing in SRFs in the Germany, US, UK, Canada and Australia.

Bello (2005) also conducted an analysis on 42 SRFs in US over period of 1994-2001. He analyzed the characteristics using a non-parametric test, Wilcoxon sum rank test, and tested statistically the differences between the return of SRFs, conventional funds, DSI 400 and S&P 500. The results came out that the characteristics of SRFs and conventional portfolios were not significant. Bello (2005) also pointed out that Sharpe and eSDAR (excess standard deviation adjusted return) are better measures for the performance than Jensen’s Alpha since both Sharpe and eSDAR adjust the return on the total variability risk whereas Jensen’s Alpha employs systematic risk. After all, the results still showed that the performance of the socially screened portfolio and conventional funds are not significantly different. Consistent with the paper of Statman (2005), the SRFs and conventional funds underperformed both social indices and regular indices. Additionally, the use of Sharpe and eSDAR as performance measurement do not affect the insignificancy of the differences in return between SRFs and conventional funds.


The most recent evidence which tested the performance of the SRFs against SRI index and conventional index is from the paper of Cortez et al. (2009). They analyzed the 88 SRFs throughout Europe over period 1996-2007. The model regressed the SRFs on the SRI indices and conventional indices. From the regression analysis, it can be concluded that although the SRFs were not able to outperform both indices provided with the negative alphas, this result was not statistically significant. Similarly, once the regression analysis included the time variation on the alpha and on the systematic risk, the result remained unchanged, i.e. the SRFs provided negative alphas but these alphas were not significant. Strikingly, the [image: image23.png]


of the SRFs regression on the conventional indices was higher than that on the SRI indices. This phenomenon was also discovered in the research of Bauer (2006) in Canada. Thus, it can be concluded that investors can lose nothing when they invest on the European SRFs.
Chapter Conclusion

In conclusion, this part examined on the performance of the SRI (SRFs and social indices) relative to the conventional investment (conventional funds and indices). The table above summarized all of the methodology of each analysis. This part is intended to answer each of the hypotheses presented in the beginning of the part.

First, based on the analysis of Hamilton et al. (1993), Mallin et al. (1995), Guerard (1997), Goldreyer et al. (1999), Reyes & Grieb (1998), Statman (2000), Bauer et al. (2005;2006) and Cortez et al. (2009), we believe that these are a strong evidence that the performance of the SRFs is neither outperforming nor underperforming conventional funds. Although Anderson & Frankle(1980) pointed out that the performance of SRI is better than the conventional funds, this analysis is recognized as a merely temporal trend due to small sample observation and short time horizon. Therefore, the hypothesis (Ho) should be accepted and the alternative hypothesis (Ha) of SRFs and conventional funds should be rejected. Second, the performance of the social index in comparison of the regular index was analyzed by Bello (2005) and Statman (2000). We believe that there is enough evidence to conclude that the performance of these two indices is comparable. Consequently, the hypothesis (Ho) should be accepted and the alternative (Ha) is also rejected in this case. Furthermore, should the performance between the SRFs and market indices (Social index and regular index) be identified, Bello (2005) and Statman (2000) pointed out that both market indices beat SRFs. This leads to a acceptance of the alternative hypothesis and rejection to the null hypothesis.
Chapter 5: Analysis of Investment Risk

Analysis Overview

Besides the abnormal return, risk exposure on a portfolio is also a major factor in investment decision making process. High return is not always the sole determination of an investment decision making, however, investors also put heavy emphasize in the risk faced in the investment. This chapter will specifically look at the risk faced by socially responsible and conventional portfolio. There are two main points will be discussed in this chapter, i.e. the risk indicator and the performance analysis risk point of view. In the next part, we will explain what risk indicator is used in the analysis. Furthermore, the analysis will try to answer one main question by accepting one of these hypotheses below:
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Overview Table of the Investment Risk Exposure Analysis

	Authors
	Data and Period
	Ground Theory
	Findings

	Hamilton et al. (1993)
	32 SRFs and 320 conventional funds in the US(1981-1990)
	CAPM Model

	The SRFs before 1985 was 30% less sensitive to the market movement. However, the SRFs after 1986 presented a very high standard deviation relative to the conventional funds and NYSE index. 

	Kurtz and DiBartolomeo (1999)
	Domini Social Index and S&P 500

(1990-2000)
	CAPM Model
	The beta for DSI was slightly higher than that of S&P 500 by 5.7%.

	Statman (2000)
	Social SRFs and conventional funds

(1990-1998)
	CAPM Model
	SRFs possess a significantly lower risk as much as 15% compare those conventional funds and indices.

	Vermeir and Corten (2001)
	MSCI Europe, DJSI and Dow Jones Global index
	CAPM Model
	Socially Responsible Portfolio presents investors with a higher volatility.

	Bauer, Koesdijk and Otten (2005)
	103 SRFs from Germany, UK and US (1993-2001)
	CAPM Model and Carhart Multifactor model
	The risk exposure SRFs were lower than that of conventional funds. For Germany, The UK and The US, the differences were 8%, 12% and 4%, respectively.

	Bauer, Otten and Rad (2006)
	25 Socially responsible equity in Australia

(1992-2003)
	CAPM Model and Carhart Multifactor model
	Similar to the previous result, the ethical investment in the Australian market presented 75% lower risk exposure in the single factor (CAPM Model).

	Copp et al. (1007)
	SRFs in the Australia

(1994-2009)
	CAPM Model
	The risk exposure of ethical investment in the Australia was increasing much faster than that of conventional funds. Thus, social managers are breaching their fiduciary duties if they go “long” in this investment.

	Bollen (2007)
	152 SRFs in comparison to 452 conventional funds

(1995-2002)
	CAPM Model
	The SRFs and conventional funds provide investors with 8.3 % and 10% standard deviation, respectively.

	Sanchez and Sotorrio (2009)
	60 SRFs and matched conventional funds

(2003-2007)
	CAPM Model
	Socially responsible portfolio provides a higher risk exposure compare to that of conventional funds. The result is statistically significant under 10% significance level.


Parameter


The risk indicator used for measuring the performance of a portfolio in this analysis is systematic risk. Often called as non-diversifiable risk, it is a risk which cannot be reduced further by diversification of the portfolio. This systematic risk or beta (β) measures the sensitivity of an investment with respect to the overall market return (Berk & DeMarzo, 2009). The higher the beta the more the effect of a systematic shock in the market on a stock or portfolio will be amplified. Berk & DeMarzo (2009) pointed out that the beta of a portfolio tells the investor an expected change in the abnormal return of a portfolio or stock given that 1% changes in the abnormal return of market portfolio. Therefore, the main reason of using beta as a risk indicator is that we would like to see how much an ethical portfolio will be affected due to a systematic shock in the market.

Analysis of Volatility


There are only a few specific analyses on the risk of the socially responsible investment in comparison to the conventional funds or market indices. Initially, these analyses suspected that the SRF outperformed conventional funds in terms of risk-performance. This is due to the SRI tends to be less depended to any systematic shocks in the market.This part will evaluate the risk exposure (beta β as indicator) of several SRI and socially responsible portfolios in comparison to the regular funds and portfolios. We will present several empirical analyses and try to come up with an accepted hypothesis as an answer in the conclusion.


First, Bollen (2007) and Benson & Humphrey (2007) pointed out that the risk-performance of the SRI outperforms the regular investments meaning that the SRI provides investors with lower risks. Bollen(2007) analyzed the monthly fund flow volatility of 152 SRFs in the US and compare it to 456 regular funds. In his paper, the beta of the SRFs and conventional funds became an important variable in determining the risk faced by both SRFs and regular funds. He measured the means of the risk for both and came up with a result that on average, the performance of SRFs is roughly 2% less sensitive to the market than the conventional funds. The means of risk exposure for SRFs and conventional funds were 8.3% and 10%, respectively. Thus, should we invest $100 million in both fund, we can expect to face $8.3 million monthly standard deviation on the SRF and $10 million on conventional funds. The difference between these means are tested against t-statistics and proved to be statistically significant. Therefore, Bollen (2007) concluded that the systematic risks faced by SRFs are less variable than that of conventional funds. This result was also discovered by Benson and Humphrey (2007) in their paper. They argued that during crisis time, investors tend to be more reluctant in abandoning their investment, simply, because social investor do not seek only for profit, but also contribute some values to society. Thus, social investors arguably tend to not abandoning their investment in SRI whereas they might do so in case of conventional funds investment.


Earlier in the study, Bauer (2005) also discovered that the risk exposure of ethical funds was lower than conventional funds, especially in Germany, The UK, and The US. This result was statistically tested and confirmed through both single factor model and multi factor model Carhart. In the single factor model, the absolute differences in risk exposure between SRFs and conventional for Germany, UK and US were 8%, 12% and 4%, respectively. Similar to the Australian SRFs investigation, Bauer et al (2006) found that the beta of ethical investment both in domestic and international market were significantly lower. The difference between ethical and conventional fund risk exposure was 0.30 in absolute term which accounted for almost 75 percentage difference. Should we compare it to the previous findings by Bollen (2007), the differences were much higher in the Australian market. Statman (2000) also found supporting evidence that the SRFs post investors with a lower risk indicator of investment. According to his analysis from 1990 to 1998, Statman (2000) pointed out that the beta of possessing SRFs was significantly lower than conventional funds by 15%. Hamilton et al. (2000) also provided us with the same findings. He found that the risk exposure of SRFs before 1985 was 30% less than that of conventional funds meaning that the change in the average market return will affect the performance of the conventional funds by 30% more variable either positively or negatively. However, this figure turned the exact opposite direction in the anaylsis after 1986. The standard deviation of the SRFs after 1986 was even higher than that of the NYSE index and almost 100% more volatile than that of conventional funds. 


Aside from the supporting evidences, Bauer et al (2006) investigated the market in Canada and discovered that the β (beta) measures in the CAPM model (regular market index as a benchmark) showed higher risk exposure. However, the risk-performance of the ethical portfolio was lower once they regressed the model on the Jantzi social index. However, this difference was not much, furthermore, it is not statistically significant. Probably, the most arguably risk-performance was that in Australia. In 2007, a year after the research of Bauer et al (2006) on Australian SRFs, Copp et al (2007) investigated specifically on the risk-performance of the Australian as well as international SRFs during crisis time and normal time. Copp et al (2007) finding was the betas of SRFs in Australian and international markets were increasing much faster than that of conventional funds during economic downturn. In other words, the volatility of the SRFs in Australian market and international market become more volatile and therefore, managers holding SRI often breach their fiduciary duties if they go “long” in the SRFs during crisis time. Not only did the evidence appear on the Australian market, European market also showed the same proof. Sanchez & Sotorrio (2009) analyzed the performance of 60 SRFs in the European market from 2003 to 2007 and found that the socially responsible portfolio consistently present investors with higher risk compared to the conventional portfolio. This result was statistically significant under the 10% significance level. Vermeir & Corten (2001) also analyzed the absolute and relative volatility of socially responsible portfolios, MSCI Europe, Dow Jones Sustainability index and Dow Jones Global index. They found that the volatility of socially responsible portfolio relative to conventional indices was higher. Moreover, Kurtz & DiBartolomeo (1999) analyzed the performance of the Domini Social Index (DSI) and the S&P 500 between 1990 and 2000. Using CAPM as a model, it can be concluded that DSI has a slightly higher beta of 1.10 on average compared to 1.04 for S&P 500. 

Chapter Conclusion


In light of all the above, there are several things that needs to be summed up. First, risk exposure of an investment is a critical factor in investment decision making process besides the abnormal return. Second, existing research uses mostly the betas (β) as risk indicator which measures how much a stock or portfolio will be affected by a systematic shock in the market. In other words, the beta (β) represents the range of return in which a return of a stock or portfolio can deviate from the mean. 


Third, the results of the analysis turned out to give ambiguous results. On the one hand, Bollen (2007), Benson & Humphrey (2007), Bauer (2005, 2006: Australian case), Statman (2000) and Hamilton et al (1993) discovered that the risk performance of the SRFs was better than that of conventional funds. Bollen (2007) illustrated that should we invest $100 million in both funds, we can expect to face $8.3 million (8.3%) and $10 million (10%) standard deviation in return for SRFs investment and conventional funds, respectively. On the other hand, Bauer et al (2006; Canadian case), Copp et al (2007), Sanchez & Sotorrio (2009), Kurtz & DiBartolomeo (1999) and Vermeir & Corten (2001) presented a contrary result. From the research of Copp et al (2007), they pointed out that the volatility of SRFs was significantly higher than that of conventional funds during economic downturn. Therefore, holding SRI during crisis time is recognized as an irrational action. Additionally, Kurtz & DiBartolomeo (1999) analysis also provided evidence that the Domini Social Index (DSI) has slightly higher beta than that of S&P 500.


In conclusion, this part does not reject any hypotheses presented at the beginning of the chapter. Due to variable results, we believe that there should be a lurking variable in the research. This lurking variable could be the characteristic of the SRFs analyzed in every research, such as the market exposure of the stock. Since beta (β) represents the correlation between the return of a stock to another within the portfolio, Therefore, we suspect that the more a fund is exposed to the market, the higher the risk exposure is. Applying this concept to the analysis above, the stock exposure to the market of SRFs could be different from one period to another period and from one country to the other, thus, this reason might explain the difference between one research and another research.

Chapter 6: Analysis of Long-Run Performance

Analysis overview

 
In this part, the long-run performance of the socially responsible investment (SRI) will be analyzed. Should the previous part of analysis of abnormal return have concluded that the performance of the SRI and conventional SRI is comparable to that of conventional funds, the current main question would be how this result would change if the analysis is conducted over a long period of time. 
Overview Table of the Long-term Abnormal Return Exposure Analysis
	Authors
	Data and Period
	Ground Theory
	Performance Parameters
	Findings

	Shank, Manullang and Hill (2005)
	SRFs, SRMFs and benchmark conventional funds 

(1992 – 2003)
	CAPM Model
	Jensen’s Alpha
	Short term (3 year) analysis and medium term (5 year) anaylsis :

The result consistent with the findings of Statman(2000) and Hamilton et al (1993) who discovered that the performance of the SRFs were not statistically different from conventional funds.

Long term (10 year) analysis:

Comparing 5 SMRFs with other conventional funds, they found no statistical evidence between the performance of SMRFs and conventional funds.

However, when 11 Socially Responsible Firms compared to the 10 dominant firm in the market, the result turned out that the socially responsible firms performed better than conventional funds.

	Cortez et al. (2009)
	88 SRFs in the Europe

(1996-2007)
	CAPM Model with addition of time varying variable of abnormal return and systematic risk (lagging variable)
	Jensen’s Alpha
	The long run analysis is performed in a 10 year period without a break in the period. Based on the conditional and unconditional model, the regression analysis showed negative alphas for SRFs meaning that the SRFs underperform conventional funds. However, the result was not statistically significant. Therefore, we can conclude that the performance the SRFs was neither outperforming nor underperforming conventional funds.


There are only a few analyses on the performance of the SRI in a long horizon, for example Shank et al (2005) and Cortez et al (2009). The main problem in assessing the long-term performance of the SRFs is collecting the data which is often not kept in a long period of time. As it will be seen later, the analysis of Shank et al (2005) also impeded by the data of SMRFs for a 10-year-period analysis. They only found 5 SMRFs which has the data and this shows a rather small sample. Therefore, the long-term analysis used 11 socially responsible firms and 10 dominant player in the market instead. Shank et al (2005) and Cortez et al (2009) focus the analysis over a long horizon which means that the analysis takes at least a range of ten-year sample which will be examined in the following part whether the SRI is outperforming conventional investments based on previously mentioned researches. 
Long-run Performance of SRFs Analysis


Shank et al (2005) ran a regression analysis on SRFs in the US to analyze the long-term performance of these SRFs. Basically, his analysis was challenging the findings of Hamilton et al. (1993) and Statman (2000) which mentioned that the performance of the SRFs were comparable to that of conventional funds. They realized that there is barely any research analyzing the performance of SRFs in comparison to conventional funds, specifically in the long horizon. Most of the researches conducted used a sample of three to five year range of data. Therefore, in order to test the performance and the result consistency of their paper, Shank et al (2005) conducted three analyses the “short-term”, “medium-term” and “long-term” analyses. Firstly, they tested the performance of both socially responsible portfolios and conventional funds over a period of three years. In this first analysis, the abnormal return 29 out of 31 socially responsible mutual funds (SRMFs) are mostly negative and not statistically different from zero. Secondly, the same methodology is repeated except that the regression runs for over five year period and with 21 SRMFs. Likewise, the performance of SRMFs remained unchanged, i.e. the abnormal return of most SRMFs was not statistically different from zero. Both the first and the second result were consistent to the researches of Hamilton et al (1993) and Statman (2000) saying that the market does not price the socially responsible characteristics. However, once the regression is run over ten-year period, the result showed the contrary. Shank et al (2005) gathered all SRMFs with a return history of ten-year period and regressed them on the regular market index. After all, they ended up with only 5 SMRFs with ten-year history of return. Although all of the 5 SMRFs presented positive excess returns, this result was not statistically significant. Strikingly, if we look at the performance of the ethical portfolio from the most SRFs, the abnormal return of this portfolio per year was 15.08% positive and statistically significant. This means that the performance of the socially responsible portfolio outperformed the market index as much as 15.08% per year for over ten-year period. 


In contrast, among all of researches, the only analysis employing the sample of ten-year period was the paper of Cortez et al (2009). This is the most recent research conducted throughout Europe. Using the CAPM model as abased of analysis, Cortez et al (2009) analyzed the performance of 88 SRFs on a ten-year period. However, as it was mentioned in the previous part, the difference in the results was not significant although it was higher in absolute term.

Chapter Conclusion


Concluding the analysis above, analyses on the long-term performance of the SRMFs or SRFs were not that many. From the two analyses presented above, there are two different results from two different countries analysis. The first analysis of Shank, Manullang and Hill (2005) ran the regression analysis in short-term and medium-term. The short-term and the medium-term time length used three-year and five-year time range. These are the time length often used in most researches. Consistent with Hamilton et al (1993) and Statman (2000), they came up with conclusion that the market does not price the socially responsible characteristics in funds, especially in the short-term and medium term period analysis. On the other hand, the results changed significantly once the performance analyzed over a long term period of ten-year time. The result of a collective portfolio from 11 SRFs was significantly positive and outperformed the regular market index by roughly 15%. Therefore, Shank et al (2005) final conclusion was that the performance of the SRMFs in the US over three- to five-year period was not significantly different from the conventional managed portfolio, however, the performance of a portfolio consisted from 11 firms representing the SRFs outperformed the market by 15.08% per year over ten-year period. Finally, they also mentioned that the common expression of “doing well while doing good” really depends on the time horizon. This result was argued by Cortez et al (2009) who performed the analysis on the European market over ten-year period. Their findings supported the result of Hamilton et al (1993) and Statman (2000) that the performance of SRFs was comparable to that of conventional funds.


This paper, however, is supporting the conclusion that market does not price the social responsible characteristics for several reasons. The main reason is the superior performance of the SRFs showed in the analysis of Shank et al (2005) could have been biased by financial crisis 2000. It is very important to know that the comparison made in the analysis of Shank et al (2005) was between 11 firms (most SRFs) and 10 dominant firms in the financial market (among others are Cisco, Intel and Microsoft). Moreover, we know that the bubble burst DOTCOM happened during period of 1995-2000 and it greatly struck the IT intensive companies relative to the others. Hence, the comparison made in the analysis does not make any sense since the benchmarking firms will suffer the most from the crisis and of course, the discrepancy in the findings arose. We believe that this analysis could have been improved by taking larger sample of firms and a fully diversify portfolio. In the end, this part will still stick to the conclusion that the long-run performance of SRFs is not significantly different to conventional funds.

Chapter 7: Conclusion

This thesis evaluated the performance of the socially responsible investing based upon the three most determining factors in investment decision making, i.e. abnormal return, systematic risk and long-term return. By means a literature review, the analysis provides the reader a good understanding of what socially responsible investing is and what research have been conducted so far. This thesis can be used as a basis and supports further empirical analysis. 

The first two chapters evaluate the concept of the socially responsible investing (SRI) and the development over years. There are several important findings that should be emphazised. Basically, the idea of SRI is an investment strategy which includes socio-political and/or environment aspects of an individual into investment decision making process. This strategy can take different forms, such as screening, shareholder advocacy and community development investing. However, these strategies should not be confused with the impact investing. Although there is a bit overlapping between impact investing and community development investing, the impact investing distinguishes itself by focusing on the outcome measurement of the investment instead of how the investment is allocated to the community. Moreover, the origin of the SRI was heavily promoted by churches and social conscious people. It gained a lot of attention especially on the impassioned political condition and high concern on environment. The growth and development of SRI in many countries have been phenomenal. Accounted for 12% and 10% of the asset industry in the US and Europe respectively, this growth was mainly driven by the demand side in which extrinsic and intrinsic motivations push companies to be more responsible in the operation. 

The rest of the chapters analyze the performance of SRFs compared with conventional funds, indices and social indices. Several major empirical analyses focus on the abnormal return analysis, namely, Hamilton et al (1993), Statman (2000), Bauer et al (2005, 2006, 2007), Bello (2005) and Cortez et al (2009). The analysis uses Jensen’s Alpha, Sharpe ratio and Treynor ratio as measures of abnormal return. There are three main conclusions in the abnormal analysis. Firstly, the performance of the SRFs is comparable to that of conventional funds. Secondly, a line with Statman (2000) and Bello (2005), we conclude that there is no significant difference between the performance of regular indices and social indices. Thirdly, the performance of the abnormal return of SRFs is lower than that of regular and social indices.

In the volatility analysis, we find various results from several analyses. Nonetheless, we believe that the risk-performance of the SRMFs will be varied according to the market exposure of the portfolio. Since the analysis employs beta (β) as a measure of systematic risk, it defines the correlation of the return between a stock and the general market movement. Therefore, the more a portfolio is exposed to the market the higher the beta will be, subsequently, the more sensitive the portfolios to movements in the market.

The last part of the thesis analyzes the long-term performance of ten-year period between SRFs and conventional funds. There is quite little analysis on the long term return of the SRFs. The reason being is the lack of sources of SRFs return history. Even in the analysis of Shank et al (2005), they had a really small sample of 5 SMRFs in which case they employed 11 firms which has a socially responsible characteristic and compared it with 10 regular firms as a benchmark instead. Although Shank et al (2005) argued that SRFs provide a higher long-term return; we have a stronger believe in the findings of Cortez et al (2009) who pointed out that the differences are not significant. We doubt the findings of Shank et al (2005) due to a small sample, 10 firms, taken as a benchmark for the performance comparison. If we look in more detail, the benchmark might be biased by the inclusion of high proportion of IT companies. Since the data was collected in period of 1993-2003 in which the financial crisis of DOTCOM bubble burst took place, we believe that this event distorted the analysis greatly. Therefore, our final conclusion is in line to the findings of Cortez et al (2009), i.e. the socially responsible characteristics of funds are not priced in the market both in the short-run and long-run.
In light of the above analysis, this thesis adds several values especially in the investment decision making process. As we conclude that the performance of SRFs and conventional funds is not statistically different, therefore, investors or fund managers who are considering investment opportunities should go for SRI since they might expect to sacrifice no financial return from SRI relative to conventional funds in the short-run as well as long-run. We believe that investing in SRI is a win-win situation for both investors and society at large. On the one hand, they invest their money in investment which will not give them any financial performance deficiency with regards to the conventional funds. On the other hand, they contribute a unique value to the society and environmental which regular funds do not offer. Whether the SRI provides higher risks or not, it is purely driven by the market exposure of the funds. Backed up with strong evidences, we support the proposition of the SRI in the financial market which is in line with the expression of “Doing well while doing good” (Hamilton et al, 1993). There are several research suggestions for future research. Since the main objective and claim of the socially responsible firms is to create a sustainable business, we believe that sustainable business should be examined on a long period of time. Therefore, in order to answer this claim, more empirical evidence on the long-term performance of SRI is needed. Moreover, research of Hamilton et al (1993) pointed out that the social characteristics of funds are not priced in the market. Future research will need to clarify whether this causal-effect relation and the characteristics comparison between SRFs and conventional funds. It will be very important to assess whether the SRFs perform as well as regular stocks due to its socially responsible characteristics or maybe that the firms is already financially stable. Therefore, it will be also interesting whether the characteristic of SRFs and conventional funds, such as company capital structure, is significantly different.
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	Title
	Country
	Methodology
	Measures
	Findings

	
	
	
	
	Abnormal return
	Systematic risk
	Long term performance

	Cortez, Maria Ceu, Florida Silva, and Nelson Areal. “The Performance of European Socially Responsible Funds.” Journal of Business Ethics 87(2009): p573-588.
	Europe
	Differences in means
	Jensen's Alpha and allowing time variation on alpha and systematic risk
	Data 88 SRF throughout Europe. (1996-2007)

1st model: SRF regressed on Conventional indices and SRI indices

Results :(table 3 paper)

SRF cannot outperform the SRI and conventional indices, evidenced by the negative alphas. However, these alphas are not statistically significant in most cases ( statistically sign. negative alpha 28/77 conventional indices and 8/66 SRI indices)

Alpha is slightly higher when the SRFs are regressed on SRI indices than that regressed on conventional indices. [image: image26.png]


 in SRI indices is lower than that in the conventional indices. 
SRI indices regressed on conventional funds.FTSE4good Europe and global regressed on conventional funds. Alpha : positive, beta 1.036 and 1.065 (both statistically significant), [image: image28.png]


 are high (mean that the very strong correlation between the excess return of both indices).

2nd model: Including time variation into the model.


Results : idem (alpha, [image: image30.png]


, beta)

Investors can choose European mutual funds that screen on social criteria without sacrificing financial performance since the performance is comparable.
	 

1st model and 2nd model : Relatively less than conventional indices and SRI indices. (statistically significant) 


	Using the data with period of 10 years, Cortez et al (2009) presented a result which points out that the performance of the 88 SRFs across Europe was not statistically significantly different to that of conventional funds.

This result was confirmed by two different model, single factor model (CAPM) and time varying model (include lagging variable of alpha and beta).

	 Bello, Zakri Y. “Socially Responsible Investing and Portfolio Diversification.” The Journal of Financial Research 28(2005): p.41-57.


	United states
	-ANCOVA 

-Wilcoxon two sample rank sum test ( testing the SRFs characteristics)

-Difference in means(F-test)
	Jensen’s Alpha, eSDAR, Sharpe and beta.
	1994-2001 (42 mutual funds)

 Characteristics of socially responsible mutual funds are not significantly different from that of conventional funds.

Differences in alpha between SRFs and Conventional funds are not significant.

Sharpe and eSDAR (are the correct measures of investment performance) Jensen’s Alpha uses systematic risk as the measure of portfolio risk and both Sharpe and eSDAR employs total variability if returns.

There are no significant differences between investment performance of the socially screened portfolios and conventional investment.(risk adjusted return)

Sharpe and eSDAR analysis:

SRFs and conventional funds underperformed the DSI400 and S&P 500 providing that the alphas are negative. However, the differences between the alpha of conventional funds and SRFs are not statistically significant.


	 

SRFs exhibit a significantly higher beta than conventional does. This evidence appears both in the regression of the S&P 500 and DSI 400 as a benchmark.
	 N/A

	Bauer, Rob, Roger Otten and Alireza Rad.”Ethical Investing in Australia: Is There a Financial Penalty?” Pacific Basin Finance Journal 14(2006): p.33-48.
	Australia
	-CAPM Model

-Carhart Multifactor model

-Difference in means (t-test)
	Jensen’s Alpha, 4 factor alphs and beta.
	Bauer et al investigated on 25 ethical equity fund in the period of 1992-2003 whether there is a financial penalty for being an ethical investor in Australia, meaning that whether the ethical funds in Australia is underperforming the conventional funds.

Using the Carhart 4 factors asset pricing model, it controls several factors, i.e. size, book-to-market and stock price momentum. From this analysis, the authors discovered that there is no statistical significance between the return of the ethical funds and conventional funds.


	Under the 4 factor Carhart model, the market beta showed lower figures for ethical portfolio than that of conventional funds. This finding also persists in the international market analysis.
	N/A

	Bauer, Rob, Jeroen Derwall, and Roger Otten. “The ethical Mutual Fund Performance Debate: New Evidence from Canada.” Journal of Business Ethics 70(2007): p. 111-124.
	Canada
	-CAPM model

-Carhart multifactor model

-Difference in means (t-test statistics)


	Jensen’s alpha, 4 factor alpha and market beta.


	This paper examines the performance and the risk sensitivity of the SRFs in Canada and conventional funds.

The analysis setting is in Canadian funds and from period of 1995 – 2003. 

The paper deploys two models in identifying the performance of the SRFs and conventional funds in Canada, Jensen’s Alpha and Carhart multi factor model. Since the Jensen’s Alpha (single factor model) is perceived as a quite biased measure, the author uses Carhart model which controls the return associated with several common investment styles, such as based on size, book-to-market, and stock price momentum.

The results are there is no significant evidence in return differences between ethical funds and conventional funds; and Canadian investors can invest money in the ethical funds without experiencing any financial penalty.


	The beta of the ethical portfolio presented a slightly higher value compared to that of conventional portfolio. This figure also appears the same should we compare it to the Jantzi social index. Moreover, the beta on the regression of the regular market index is higher than that regressed on the social index.
	N/A

	Bauer, Rob, Kees Koedijk, and Roger Otten. “International Evidence onEthical Mutual Funds Performance and Investment Style.” Journal of Banking & Finance 29(2005): p.1751-1767.
	Germany, UK and US
	-CAPM model

-Carhart multifactor model

-Difference in means (t-test statistics)


	Jensen’s alpha, 4 factor alpha and market beta.


	The analysis examines 103 ethical mutual funds in three different countries from 1990-2001.

Using multifactor model (Carhart 4 factor asset-pricing model), the analysis also take into account the difference in market risk, size, book-to-market and momentum. However, both single factor model and Carhart multifactor model showed insignificance in the difference between SRFs and conventional funds in all three countries.
	The betas of SRFs were lower compared to that of the conventional funds. The differences between them were 8%, 12 and 4% for Germany, UK and US respectively.
	N/A

	Statman, Meir. “Socially Responsible Mutual Funds.” Financial Analysts Journal 56.3(2000): p.30-39.
	United States
	-CAPM model

-Difference in means return (t-test statistics)
	Jensen’s Alpha, Sharpe and eSDAR (excess standard deviation adjusted return)
	Comparing the Domini Social index and SRFs with the S&P 500 and conventional funds.

Performance measure : 

Jensen’s Alpha

Raw returns: DSI beats S&P500

Risk adjusted returns: S&P500 beats DSI

Overall Performance :

1. DSI performs as well as S&P 500

2. Socially responsible mutual funds did worse than S&P 500 but better than conventional funds.

Using Sharpe and eSDAR, Statman found that the performance of:

S&P500 and DSI > Socially responsible mutual funds > Conventional funds.


	βDSI : 1.034 = this means that DSI’s systematic risk is slightly higher than the regular index (in this case is S&P500)

In other words, from May 1990-September 1998, the DSI showed a higher risk than that of  S&P500.
	N/A

	Goldreyer, Elizabeth F., Parvez Ahmed, and David Diltz.”The Performance of Socially Responsible Mutual Funds: Incorporating Sociopolitical Information in Portfolio Selection.”Managerial Finance 25.1(1999): p.23-36.
	United States
	-CAPM model

-Difference in means return (t-test statistics)
	Measure: Jensen’s Alpha, Sharpe ration, and Treynor ration.


	49 mutual funds socially screened and compared to the randomly selected conventional funds. (1990-1997)

This paper investigates whether the type of screening employed by a fund’s management has any effect on portfolio performance.

The result is that socially screened portfolios neither outperform, nor underperform, relative to the conventional funds.

The analysis classifies the SRFs and the matched conventional class based on the size and systematic risk.

Jensen’s Alpha: the analysis gives an ambiguous performance advantage between the SRFs and conventional funds. Meaning that in the medium size and small companies, it yields higher alpha(thus, more excess return).

Sharpe and Treynor Ratios: both ratios are in favor to the large size conventional funds rather than any of the categories in the SRFs.

In overall, the performance advantage of the SRF compared to conventional funds is not significantly proved. Although conventional funds performs better in several circumstances, SRFs also outperforms conventional funds in the other cases.


	N/A
	N/A

	Reyes, Mario, and Terrance Grieb.” The External Performance of Socially Responsible Mutual Funds.” American Business Review 16.1(1998):p.1-7.
	United States
	-Co-integration analysis (Enger granger test and Dicky-Fuller test)

-Difference in means return (t-test statistics)
	Jensen’s Alpha and Sharpe ratio.
	Extending the paper of Hamilton et al(1993).

15 Sociallly Responsible Funds (SRF)

Co-integration analysis to scrutinize the temporal behavior of 15 SRFs relative to their respective group(non-socially screened and screened funds with similar investment objectives).

Ho: SRF and peer group index do not behave in a similar trend

Ha: SRF and peer group index behave in a similar trend

Result: Ho is not rejected, social screens in all SRFs in the sample will lead to different behavior in comparison to the respective peer groups.

Performance evaluation(Sharpe measure):

Although 4 out of 15 SRFs outperformed the peer funds, the risk-adjusted performance is not statistically significant according to the Jobson-Korkie significance test.
	N/A
	N/A

	Guerard, John B. “Is There  a Cost to being Socially Responsible in Investing?” Journal of Forecasting 16(1997): p.475-490.


	United States
	-Difference in means return (F-statistics)
	Average return
	Guerard(1997) analyzed the time series of socially screen equity and compared it with 1300 unscreened stocks.  Guerard used F-test to see whether the differences between the two time series are significant.The analysis is run over period of 1987-1994.

They found that SRFs outperformed conventional funds by 0.011%, this difference is not statistically significant.
	N/A
	N/A

	Mallin, C.A., Saadouni, B., Briston, R.J.. “The Financial Performance of Ethical Investment Funds” Journal of Business Finance and Accounting 22.4(1995): p.483-495.


	United Kingdom
	-CAPM model

-Ranking based on the return 
	Jensen’s Alpha, Sharpe ratio, and Treynor ratio.
	Analyzing 29 SRFs in the UK in period of 1986-1993, Mallin et al (1995) discovered that the performance of the SRFs is comparable to that of conventional funds. This results persisted eventhough the analysis employed risk-adjusted return as an indicator of abnormal return.


	N/A
	N/A

	Hamilton, Sally, Hoje Jo and Meir Statman. “Doing Well While Doing Good? The Investment Performance of Socially Responsible Mutual Funds.” Financial Analysts Journal 49(1993): p.62-66.


	United States
	-CAPM model

-Difference in means (t-test statistics)
	-Jensen’s Alpha
	Before 1985 , 17 socially responsible mutual funds’ mean excess return -1.68% per year. This is lower but not statistically different than the mean of the conventional funds -0.76% 

After 1985, 15 socially responsible mutual funds’ mean excess return -0.5%. This is higher than the mean excess return of the conventional mutual funds(-3.33%) but it is not statistically different from this number.

“The market does not price social responsibility characteristics. Investors can expect to lose nothing by investing in socially responsible mutual funds; social responsibility factors have no effect on expected stock returns or companies’ cost of capital.”(Hamilton et al,1993)

Eventhough, in absolute term, the SRFs outperformed the conventional funds, however, the differences between them are not statistically significant.


	They found that the risk exposure of SRFs before 1985 was 30% less than that of conventional funds meaning that the change in the average market return will affect the performance of the conventional funds by 30% more variable either positively or negatively. 

However, this figure turned the exact opposite direction in the anaylsis after 1986. The standard deviation of the SRFs after 1986 was even higher than that of the NYSE index and almost 100% more volatile than that of conventional funds. 


	N/A

	Anderson, John C. and Alan W. Frankle. “Voluntary Social Reporting: An Iso-Beta Portfolio Analysis.” The Accounting Review Vol. LV.3 (1980): p. 467-479.


	United States
	-Difference in means (t-test statistics)
	- Return of weighted portfolio (risk –adjusted return)
	The analysis examine the performance of the raw return of the ethical portfolio from 14 companies from  Fortune 500 over period of July 1972- June1973. 

Social disclosure firm statistically outperformed non-disclosure firm. There is a statistically significant evidence that market prices the socially responsible characteristics only in the period of January-June 1973.


	N/A
	N/A

	Bollen, Nicholas P.B.. Mutual funds attributes and investment behavior. Journal of financial and quantitative analysis volume 42 .3(2007): p.683-708. 


	United States
	-CAPM model
	-Beta of the portfolio
	Bollen (2007) analyzed the performance of the 152 SRFs in comparison to 452 regular funds. He found that the performance of the SRFs compared to that of regular funds was comparable.
	Bollen (2007) found that the SRFs was relatively less sensitive to the market fluctuation by 2% than the regular funds. This means that suppose, we have an investment of $100 million. SRI will face 2 million less standard deviation than that regular funds faces.


	N/A

	Coop, Richard, Michael L. Kremer and Eduardo Roca. “Should Funds Invest in Socially Responsible Investments During Downturns ?” Accounting Research Journal 23.3 (2010): p. 254-266.


	Australia
	-CAPM model
	-Beta of the portfolio
	N/A
	Copp et al (2010) specifically analyzes the beta of the socially responsible investment in Australia. They found that SRFs exhibit investors with higher investment risks compared to that of conventional funds exhibit. 

Therefore, they conclude that managers often violate their fiduciary duties by going long in their SRI.


	N/A

	Sanchez, Jose L.F. and Ladislao L. Sotorrio. “The Performance of European SRI Funds Vs. Conventional Funds.” Erasmus University Library Connection.  5 May 2011.
	Europe
	-Risk-return model
	Sharpe ratio, mean return and systematic risk(volatility).
	Sanchez et al ran a performance analysis on the raw return of the performance and concluded that the performance of the 60 SRFs in the Europe was lower than that of conventional funds. 

They believed that investing in SRI will take away some financial gain as compensation.


	In the risk analysis, SRFs consistently provided investors with greater overall risk than conventional funds.
	N/A

	Kurtz, L. and Dan diBartolomeo. “Managing Risk Exposures of Socially Screened Portfolio” Boston: Nothfield Information System, 1999.


	United States
	-CAPM model
	Jensen’s Alpha
	Kurtz & DiBartolomeo (1999) found that the performance of non-socially screened portfolio is slightly higher than that of the socially screened portfolio. However, this difference is not significantly different tested against the t-test statistics.


	Between 1995 and 2000, Kurtz & 

DiBartolomeo (1999) examined the performance of the DSI and S&P 500. They pointed out that the risk exposure of DSI was slightly higher than that of S&P 500 by 0.06 beta.


	N/A

	Vermeir,Wim and Filip Corten. “ Sustainable Investment: The Complex Relationship Between Sustainability and Return.” Banken Financiewezen, January 2010. 


	Europe and United States
	-Return weighted model

-BARRA risk model
	Annual return, P/E ratio, dividend yield and standard deviation
	Analyzing the performance of the social index and regular market index within period of 1997-2000, Vermeir & Corten (2010) found that the performance of the regular index is higher than that of the social index. This evidence was showed by the time series of Ethibel, MSCI Europe, S&P 500 and Domini Social index.
	Vermeir & Corten (2010) 

analyzed the performance of the volatility of the regular and social indices in Europe and US. They discovered that although in the absolute term the risks presented were the same, it presents a higher volatility for the social indices compare to regular indices when it is measured in the relative term.


	N/A

	Shank, Todd, Daryl Manullang and Ron Hill. ““Doing Well While Doing Good” Revisited: A Study of Socially Responsible Firms’ Short-Term versus Long-term Performance.” Managerial Finance 31.8(2005): p. 33-46.
	United States
	-CAPM model

-Difference in means (t-test statistics)
	-Jensen’s Alpha
	Regressing on the market index, Shank et al (2005) showed that the difference in performance of the abnormal return of the socially responsible mutual funds (SRMFs) was statistically insignificant compared to that of the regular mutual funds.

This analysis was performed in the range of 3 to 5 year performance.
	N/A
	The long term analysis uses the data of 10 year abnormal return of the SRMFs and 11 socially responsible firms. Among 31 SRMFs, only 5 SRMFs has the data of the 10-year. Based upon this data, it is statistically proved that the performance was not different to the performance of conventional funds.

On the other hand, the returns of 11 socially responsible firms showed statistically higher return in the long run in comparison to the 10 non-socially responsible firms.  This analysis, however, might be biased due to the small number of the companies employed as a benchmark.
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SRFs and Conventional Funds


Ho: The volatility of socially responsible portfolio is the same with conventional funds.


H1: The volatility of socially responsible portfolio is lower than conventional funds.


H2: The volatility of socially responsible portfolio is higher than conventional funds.
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SRFs and Conventional Funds


Ho: The abnormal return of Socially Responsible Funds is comparable conventional funds.


Ha: The abnormal return of Socially Responsible Funds is higher than conventional funds.


Social Index and Regular Market Index


Ho: The abnormal return of Socially Responsible Index is comparable to regular indices.


Ha: The abnormal return of Socially Responsible Index is higher than regular indices





SRFs and Indices (Social and Regular Market Index) 


Ho: The abnormal return of Socially Responsible Funds is comparable to social and regular indices.


Ha: The abnormal return of Socially Responsible Funds is lower than SRI and regular indices.
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� Sustainable equity funds in the Netherlands.


� Core SRI consists of any combinations of SRI strategies such as exclusionary(with 3 or more criteria) or positive screening(including best-in-class and thematic SRI funds).


� Broad SRI consists of any combination of SRI strategies such as simple screening(with 1 or 2 criteria), engagement and integration.
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