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Executive summary 

Socially Responsible Investing (SRI) has become a mainstream investment strategy on the major 

capital markets. Along with this development, the definition of SRI has evolved, and today the 

concept appears vague and more or less open to interpretation. 

This thesis investigates the Danish SRI market with the purpose of clarifying, whether the SRI 

funds are actually being more ethical than conventional funds. Based on the general view, that the 

constrained investment universe of the SRI funds lead to lower risk-adjusted returns, a performance 

analysis, in which these funds are being compared to their conventional peers, is conducted. By 

evaluating and attempting to explain the results, the problem statement of the thesis is sought 

answered. 

The analysis consists of 11 Danish SRI funds and 22 conventional funds, whose performance in the 

period 2001-2011 are compared. This is constructed by using the Cahart (1997) 4-factor model to 

perform multiple regressions, in order to obtain performance results. 

The results of the performance analysis results show a slight, but insignificant underperformance by 

the SRI funds of around 30-50 basis points. This small difference, combined with the statistically 

insignificance of the results, suggest that there is no signs of Danish SRI funds performing any 

different than their conventional peers.  

The second part of the analysis aims to explain the findings by examining three potential SRI 

performance drivers. First, indications are found, that old SRI funds perform slightly better than 

young SRI funds. Secondly, it is suggested that an increase in screening intensity has a negative 

effect on fund performance. Finally, no evidence of SRI stocks being more popular than 

conventional stocks, were observed. When holding the findings of these three analyses op against 

the reported performance results, suspicions arise, that the majority of Danish SRI funds are not 

being particularly more ethically concerned than their conventional peers. 

Overall, this study shows interesting trends on the Danish SRI market, which questions if a 

significant difference between SRI funds and conventional funds even exists. This casts doubts on, 

whether Danish ethical investors get what they are promised. 
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1 Introduction 

An article from July 2007 in the Danish newspaper Information proclaimed, “Ethical 

Investments pay off”.
1
 The article reviewed performance studies done on global Socially 

Responsible Investment (SRI) funds and concluded, that they have performed equally or in 

some cases even better than conventional mutual funds.  

Around 2 years later in December 2009 an article on Berlingske‟s website stated that, 

“Ethical investments do not pay off”.
2
 This article referred to a study that Morningstar 

conducted on 504 European ethical funds, which had proved to create slightly lower returns 

than the average conventional mutual funds.  

Which of these two articles should the private investor believe? 

According to modern portfolio theory, SRI comes with a financial cost, as the constrained 

investment universe, caused by ethical screenings, should limit the diversification 

opportunities and ultimately lead to lower risk-adjusted returns. Funds that are operating with 

an SRI strategy should therefore perform worse than conventional investment funds. But is 

this by definition always true? And is the constrained investment universe the only factor, 

which could affect the performance of SRI? 

Economists, journalists, investors and company directors have discussed this topic since the 

beginning of the 1970s. Opinions as well as empirical findings have been very mixed, and to 

this day it is still unclear, whether SRI funds and investors are paying a price for their ethical 

orientation.  

Ethics are being perceived differently by each individual, and no clear ethical standards 

appear to exist in the business world. SRI therefore seems like a blurry concept, which could 

be the subject of numerous definitions. As SRI has developed into a mainstream investment 

strategy that is applied on the major capital markets, the definition of it has most likely 

changed over time too. Do socially responsible investments still concern real ethical matters, 

or has the concept lost it credibility? Is it, what it pretends to be? Bauer et al. (2006) raise the 

same type of question: 

“There remains of course the question whether nowadays, ethical funds are really following 

distinct ethical investment styles, or whether they are conventional funds in disguise.” 

                                                 
1
 Cf. Appendix 1.1  

2
 Cf. Appendix 1.2 
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Regardless of the different views on the subject, it is a fact, that the concept of SRI has 

experienced massive growth over the past decades. Since the early 1970s it has been solidly 

present in the U.S., while the major European markets have followed in the beginning of the 

1980s. For many years, Denmark was far behind most of the European countries in terms of 

implementing SRI. In 2007, the SRI market in countries such Sweden, Belgium, and the 

Netherlands were more than 5 times bigger than the Danish SRI market.  

Since then, the market has in turn grown by more than 112%, according to a study by the 

Danish Social Investment Forum (Dansif, 2011). This growth rate is significantly higher than 

the rate of other countries‟ SRI markets during the same period, which makes one wonder, 

what have caused this sudden change of interest. It therefore seems relevant to investigate the 

Danish SRI market and find out, whether the Danish investors pay a price for investing 

ethically. In addition, it is found important to examine, what factors influence the 

performance of these investments, in order to see how the concept is practised in the Danish 

market, and thus clarify if the ethical investors get, what they are promised.  

1.1 Problem statement 

Based on the above problem identification, the main research question of this thesis is 

expressed as: 

 How have Danish SRI funds performed compared to conventional funds, and 

what explains this performance? 

To answer the research question in a comprehensive and qualified way, it is also found 

necessary to address the below sub questions. 

 What is SRI? 

 How widespread is SRI on the international markets and the Danish market? 

 What is the most correct method for measuring performance of Danish SRI funds? 

 What drivers could affect performance of Danish SRI funds? 

 What are the reasons for a difference/indifference in performance between SRI funds 

and conventional funds on the Danish market? 

1.2 Delimitations 

It has been chosen to analyze SRI performance by focusing on ethical investment funds. It 

would also be possible to perform this analysis based on ethical stocks or indices, but the 
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thesis delimits itself from these approaches, as it is assumed, that the vast majority of the 

private ethical investors make their investments through SRI funds, because of the 

complicated and costly screening processes. Basically, this thesis determines socially 

responsible investing, as placing money in an SRI fund  

The performance evaluation is conducted by using returns of the SRI funds, but the net return 

of the individual SRI investor is not precisely estimated in the analysis. Neither potential 

management fees nor tax-costs, which affect the private investor‟s return, are included in the 

performance analysis, as this information has been found too complicated to obtain.  

The analysis only includes SRI funds that solely invest in stocks, as it is beyond the scope of 

this thesis to find appropriate performance measures and models for other financial 

instruments – like bonds. The purpose of this delimitation is also to ensure, that the SRI funds 

are comparable, and that the selected benchmarks of the analysis invest in the same type of 

assets as the SRI funds. 

SRI funds younger than one year has not been included in the analysis, is the amount of data 

from these funds is considered insufficient for a performance study. 

In the process of identifying the best suited performance measures and models for the 

analysis, different aspects of portfolio theory is reviewed. The review does not describe the 

singles theories in detail, which means that the presentation of these is not comprehensive. an 

It is therefore expected of the reader to understand basic principles of finance and portfolio 

theory. 

Some believe, that the usually strong CSR profile of companies in SRI portfolios signals high 

managerial quality, which should affect SRI performance positively. This potential factor is 

not analyzed in the thesis, as it has been found too difficult to measure. 

Qualitative data is not applied in the analysis. In order to perform further analyses of the 

Danish SRI funds, qualitative data like interviews could potentially strengthen the conclusions 

of the analysis, but it is found to be beyond the scope of the study to include such data. 

In order to identify Danish SRI funds for the analysis, a self-expressed definition has been 

found necessary to apply. This potentially delimits the study from including funds, which 

could qualify as SRI funds from others perspective. 
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Socially responsible investing can be performed in numerous ways. No distinction is made 

between the different SRI strategies in this study, and so these are not individually analyzed.   

1.3 Methodology 

This section describes the methodological aspects of the thesis, by elaborating on the 

structure, the research approaches and methods used to answer the research question. 

1.3.1 Structure 

The structure of the thesis is visually presented in Figure 1.1. It shows how the connection 

between the different chapters has been used to construct a satisfactory analysis. 

Figure 1.1: Structure of the thesis 

 

As the above figure should illustrate, the thesis consists of two parts. The first part aims to 

explore the field of study in order to justify the relevancy of the problem statement. This is 

done by examining the concept of SRI as well as the market for it. Furthermore, theory and 

literature is reviewed in the first part, which leads up to the choice of data and methods to be 

applied in the analysis. Overall, the first part of the thesis serves as a foundation for the 

analysis in second part. This part is divided into two sections. The first section conducts the 

SRI performance analysis, and the second attempts to explain the results. 

In the following, a detailed description of the content and purpose of each chapter is 

presented. 
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1.3.1.1 Content of chapters 

Chapter 1 (this chapter) consists of an introduction to the field of study, which leads to the 

problem statement of the thesis. Furthermore, the chapter covers the areas of delimitations 

and methodology. 

Chapter 2 explores the concept of SRI, by discussing how it is defined and has evolved over 

time, as well as how it is perceived and practised today. This includes a review of the ethical 

framework in today‟s business world. This chapter provides the required understanding of 

SRI, in order to construct a relevant study. As a conclusion, SRI is defined by the authors 

based on the knowledge gained from this chapter. This definition is applied throughout the 

study. 

In Chapter 3 the market for SRI is analyzed. First, an overview of the historical development 

of the SRI markets is presented, which leads to a subsequent detailed description of the 

current SRI markets in the United States, Europe and Denmark. The purpose of the chapter is 

to investigate the relevancy of choosing SRI as the field of study, as well as justifying the 

focus on the Danish market in the analysis.  

Chapter 4 evaluates the common theory of portfolio performance measurement, including 

performance measures and benchmarking models. The chapter ends with a review of the 

potential performance drivers, which authors and economists have suggested as explanations 

on SRI performance. 

Chapter 5 presents a review of earlier empirical studies on SRI performance. The chapter 

presents and evaluates both the relevant findings and the most commonly used methodology 

in these studies.  

Chapter 6 introduces the choice of measure and model, which is to be applied in the 

performance analysis. The choices are based upon the reviews of theory and literature from 

the previous chapters. Furthermore, the chapter describes, which potential drivers behind SRI 

performance are found relevant to include in the explanatory analysis. Additionally, the 

drivers that have been left out of the explanatory analysis are mentioned, as well as the reason 

for their exclusion. 

In Chapter 7, the process of identifying, collecting and organizing data for the analysis are 

described. This covers data for:  
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 SRI funds and conventional funds 

 Factors for the Carhart (1997) 4-factor model, which are used in the analysis. 

 Potential drivers behind SRI performance 

Chapter 8 contains the results of the analysis. The first section presents and discusses the 

overall findings of the relative performance of the Danish SRI funds. The second part of the 

chapter is an analysis of the potential SRI performance drivers, which are mentioned in 

Chapter 6. The idea behind this part is to help explain the results from the performance 

analysis and thereby find indications of general trends on the Danish SRI market. 

Chapter 9 provides the final conclusion, while Chapter 10 puts it in perspective, and evaluates 

the possibilities of edging closer to a more complete answer to the problem statement.  

1.3.2 Research philosophy 

This section describes the research philosophy applied in the thesis. When attempting to 

answer the research question it is necessary to be cautious about concluding on the findings. 

As the analyzed dataset is relatively small, the findings and conclusions of the thesis will have 

an amount of uncertainty attached to them. It therefore is evident that the research question 

cannot be answered completely, but the philosophy of this thesis is to come as close to a 

satisfactory conclusion as possible by analyzing the field of study in dept. 

1.3.3 Research approach 

The thesis takes a retroductive approach, which consists of three phases: 

1. The authors identify the field of study that is sought explained. 

2. The authors empirically test for possible explanations within the field of study. 

3. The results of the tests become the inspiration for new exploration. 

A typical feature in academic studies is that the authors explore a matter and seeks answers to 

explain their findings. This is an approach, the thesis makes use of.  

The field of study has been identified by reviewing articles, theories, empirical studies and 

market reports. The Danish market is selected, due to the combination of a significant 

growing market and the non-existent number of studies with focus on Danish SRI funds. The 

approach to test empirically is a way of finding possible conclusions to help answer the 

research question of the thesis. The findings in the performance measurement alone are not 

adequate enough to base a satisfactory conclusion on, which is why further explanatory 
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analyses are conducted. These are based upon the theories of other scholars, as well as on 

self-established hypotheses, which are created from the gained knowledge on the field of 

study. 
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2 What is SRI? 

Over the last couple of decades, countless articles, books and reports have contributed to the 

complicated task that is defining SRI. The publications have resulted in numerous bids on the 

matter, but despite the great interest, a uniform definition of the concept has yet to be agreed 

upon. The purpose of this chapter is to provide a solid overview of the topic and hereby an 

essential understanding of it, by examining and discussing earlier written material. The 

chapter is split in four sections, that each helps grasping the concept. First section examines 

the different terms of the concept, which has been applied over time. The next section 

discusses the many provided definitions of SRI. Ethics in the SRI universe is studied in the 

third section, which lead directly to the final and fourth section, where the debate about the 

ethical behaviour of SRI funds is reviewed. 

Finally, the authors will provide their own definition of SRI, which is applied throughout the 

thesis, when Danish SRI funds are to be identified for the analysis. The definition will be 

based on the overall conclusion of this chapter. 

2.1 Terms of the concept 

The concept has evolved independently in several countries around the World, and has 

therefore been the subject of different terms and viewpoints. The literature on the area 

features several names such as: Socially Responsible Investment, Green Investment, Ethical 

Investment, Sustainable Investment, Screened Investment, and investment in ESG 

(Environment, Social, and Governance). 

Through time, academics have disagreed upon, whether these terms should be treated as one 

or applied to different ethical and social aspects. Especially the potential distinction between 

the two most common terms, Ethical Investment (EI) and SRI, has been discussed. In articles 

such as Moore (1988) and Sparkes (2001) a difference between the two terms is suggested. 

The latter defines EI as investments inspired by moral beliefs with no focus on profit-making, 

which is carried out by value-based organisations such as churches, charities and other NGOs. 

Sparkes (2001) then defines SRI as the less stringent concept that covers all those 

investments, which emphasizes on ethical matters, but may not be defined as 100% ethical – 

e.g. because of an additional focus on profit-making.  

Conversely, Cowton (1994) sees the two terms as interchangeable, and his viewpoints are 

supported in articles such as Scheuth (2003), Hellsten and Malling (2006), and Hofmann et al. 
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(2009). Russell Sparkes and Christopher Cowton are two of the most active authors on the 

subject of EI/SRI and have both contributed with essential points to the debate. In their joint 

article from 2004, they acknowledge that a distinction between the two terms can be made, 

but ultimately they choose to use them synonymously. They discuss whether EI can be seen 

as the old term, which reflects the personal values of investors, and if SRI then is a 

modernization with a more flexible character. To this, they argue, that it seems as if the 

constant debate on ethics has led to an aversion towards the term EI, because of the difficulty 

of meeting the criteria and the following risk of being deemed as unethical, if this is not 

accomplished. This argument is supported by Strong (2010). The view of Sparkes and 

Cowton (2004) is adopted in this thesis, which means that SRI and EI hereafter is treated as 

the same term and used alternately throughout the thesis.  

O‟Rourke (2003) should also be mentioned, as she delivers an alternative explanation to the 

topic. She believes that the large amount of different terms is due to the fund managers trying 

to differentiate their funds from others. 

Sparkes (2001) describes another term, called Socially Directed Investments (SDI), which he 

defines as: “Socially Directed Investments occurs when a subnormal return is voluntarily 

accepted for community development or other purposes.” These investments seem to 

overlook the financial aspect, and therefore a distinction between SDI and SRI can be made, 

which has also been done by Hudson (2005). SDI will not be covered further in this thesis. 

2.2 Definitions of the concept 

“…there is no one generally accepted definition of socially responsible investing. Rather it 

depends on the viewpoint of the individual, the firm, or the institutional investor.” (Chieffe & 

Lahey, 2009) 

As mentioned earlier, several proposals on a definition of SRI has been given throughout the 

past 30-40 years. Although these different definitions are formulated very similarly, none of 

them have been universally accepted throughout the business world. A reason for this could 

possibly be the lack of regulation on the area. No clear rules or restrictions exist on a general 

basis, and hence, there are no official criteria, which have to be met for a fund to achieve the 

status as socially responsible or ethical.  

This “problem” can primarily be addressed to the many different groups that our society 

consists of: Countries, cultures, social classes, families, etc. Potentially, these groupings all 
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have different views on how to act socially responsible, which mean that a universal set of 

regulations on the area seems nearly impossible to construct. As a result, the act of socially 

responsible investing is still unclear on some levels. 

In order to illustrate the situation, Table 2.1 shows a set of definitions of SRI, proposed in 

different articles over time (chronologically). All the definitions appear to be somewhat 

similar, but yet they vary at especially one point: The level of generalization. It seems as if the 

definitions are becoming more generalized over time, and thereby more flexible in terms of 

interpretation.  

In the first four definitions, the practitioner is required to specifically use/exercise different 

selection criteria in the portfolio. In the last three definitions, the practitioner is only required 

to implement social/ethical considerations when making investment decisions. The last 

mentioned type of definition is much more blurry than the first one.  

Table 2.1: Definitions of SRI 

Overall, it appears that the definition of SRI is evolving over time to be more generalized and 

less stringent. This is consistent with the aforementioned change from the rigorous term of EI 

to the flexible term SRI. The theory of the evolving SRI definition is supported by Gay and 

Klaassen (2005), and Kinder (2005), although the latter finds the evolution to occur as a 

Author Definition of SRI 

Button (1988) “…putting your money into investments which will yield a financial return 

for you, but which do not support areas of business interest that you 

disapprove of…” 

Cowton (1994) “…the exercise of ethical and social criteria in the selection and 

management of investment portfolios…” 

Mackenzie and Lewis (1999) “…all kinds of investments that mix ethical with ordinary financial 

motivations or objectives.” 

Hudson (2005) “…the use of non-financial normative criteria by investors in the choice of 

securities for their portfolios.” 

Budde (2008) “…those investments strategies that consistently and explicitly considers 

social factors as part of the investment process.” 

Renneboog et al. (2008b) “…an investment process that integrates social, environmental, and ethical 

considerations into investment decision making.” 

Eurosif (2010) “…a generic term covering any type of investment process that combines 

investors’ financial objectives with their concerns about ESG issues” 

 



14 

 

change in the actor. He argues that the early definitions included a specific actor (e.g. the 

investor), and that in the later definitions the actor is removed and substituted with more 

general words like investment process or philosophy. Even though the finding of the change 

in actor isn‟t clearly exposed in Table 2.1, the conclusion is still the same: The definition of 

SRI appears to becoming vaguer and more open to free interpretation over time. 

Kinder believes that the changing definition of SRI is caused by the entry of a new group of 

SRI-investors, which he describes as: 

“…institutional investors who do not have a mission-related commitment to social or 

environmental causes and who are uncomfortable with the responsibility for moral judgments 

which decisions on non-financial criteria imply.” 

Even though this argument is possibly only a part of the truth, Kinder definitely has a point in 

saying, that investors nowadays have a more broad view on the concept of SRI and therefore 

has many different ways of practicing it. 

Kinder goes on to say, that the concept of SRI at present can be split up into 3 sub-categories, 

which are explained below: 

 Value-based SRI: This approach is a part of the “old” definition on SRI. It aims to 

align an investor‟s portfolio holdings with his/hers/its beliefs. The investor‟s priority 

lies on the ethical beliefs rather than on the financial value. 

 Value-seeking SRI: This approach is applied by “mainstream” investors who are not 

constructing portfolios with regard to their personal values and ethics. Instead they 

believe that investing within certain generally accepted social and ethical criteria, can 

lead to better financial returns.  

 Value-enhancing SRI: Investors using this approach does not see themselves as SRI-

investors. They aim to improve financial performance of the companies in their 

portfolio by trying to make them meet different criteria, which could be of 

social/ethical character.
3
 They tend to operate with a much narrower set of criteria 

than the two other approaches. Typically, the stated criteria lie within the issue of 

corporate governance. 

                                                 
3
 This method is called Shareholder Activism or Engagement and is described later in this chapter. 
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Strong (2010) also believes that the definition of SRI needs to be segmented, in order to get 

an adequate understanding of the concept. He applies two sub-categories, which are explained 

below: 

 Core SRI: Can be related to Kinder‟s (2005) Value-oriented SRI. The term includes 

those investors, whose primary investment objective is related to SRI-criteria. 

Financial performance comes second in the screening process. 

 Broad SRI: This term covers all other SRI-related investments. Investors who fall 

under this category have a much more flexible approach to the concept. They apply 

their SRI-criteria alongside other criteria such as financial objectives in a so called 

integrated investment approach. The term can be related to Kinder‟s (2005) Value-

seeking SRI and Value-enhancing SRI. 

All in all, it seems concludable, that the process of defining SRI has evolved over time from a 

rigid and moral-based approach, derived from personal values, to the present view of the 

concept, which is much more flexible and able to be interpreted in different ways. In more 

general terms, the definition has gone from being narrow to broad-based. Sparkes (2002) 

relates this to the “mainstreaming” of SRI, which is further mentioned in Sparkes and Cowton 

(2004), who conclude that the concept has grown in popularity and gone from margin to 

mainstream on the market.  

Hawken (2004) believes that the wide definition of SRI represents a potential problem to the 

industry. In his study, he finds that 90% of the companies in the Fortune 500 index are 

included in SRI portfolios, which mean that practically any publicly-held company can be 

considered as qualified for inclusion. In the light of this, Hawken reasons the following about 

the SRI-industry: 

 “…it has no standards, no definitions, and no regulations other than financial 

regulations. Anyone can join.” (Hawken, 2004) 

Anyone can label their fund an SRI fund and thereby gain a potential marketing edge, despite 

the fact that they might not even have sincere ethical values. This could possibly result in a 

serious blow to the credibility of the SRI markets. According to Hawken (2004), SRI is facing 

the risk of becoming a meaningless term. 

Initially, the view of Hawken seems a bit extreme, but nevertheless his findings do create 

some concern: Is the definition of SRI too wide to embrace? And has the concept lost its 
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purpose due to investors with little or no ethical concern entering the market? To fully 

understand the concept and the problems of defining it, it‟s necessary to study its frameworks, 

which in this context is ethics in general. The following section will focus on this matter. 

2.3 The ethical framework of SRI 

Ethics is a concept or philosophy that serves as a guideline for morally correct behaviour – i.e. 

acting in a good and fair way with respect to other people and society. The concept is very 

impalpable and may be perceived subjectively by the individual person, according to his/hers 

personal beliefs and values. Therefore it is also difficult to establish a general perception of it, 

and people disagree upon ethics every day. It‟s fair to say though, that the set of laws in each 

country, acts as an overarching code of ethics. But as law modifies and evolves, so does 

ethics. It‟s an ever-changing concept defined by societal opinions, which is affected by factors 

such as politicians, corporate, institutional or non-governmental organisations, and the general 

population. 

Ethics exist in the business world as well, and has become an ever-present factor since the 

emergence of the two terms; CSR (Corporate Social Responsibility) and SRI. These 

philosophies have pioneered the recognition of business ethics and have integrated the 

concept in societies worldwide. The two terms are closely related, and one could argue that 

they are partly interdependent: As SRI investors look for companies with strong CSR profiles 

for their portfolio (Visser, Matten, Pohl, & Tolhurst, 2010), the basis for SRI would be 

considerably weakened without CSR. Conversely, SRI investors are typically demanding a 

strong CSR profile in their portfolio companies, and in many cases they are actively seeking 

to strengthen it. If SRI weren‟t in the mindset of the companies‟ shareholders, the matter of 

CSR probably wouldn‟t be taken seriously (Solomon, 2007). 

CSR is definitely a part of the SRI investor‟s concerns, and arguably serves as a substantial 

part of his/hers investment framework. The role of ethics in CSR therefore seems necessary to 

determine on the way to understand the ethical framework of SRI. Hence, the following 

subsection will provide a review of the CSR concept. It must be acknowledged though, that 

this topic is at least as wide-ranging as that of describing and defining SRI, and it‟s not within 

the scope of this thesis to provide the same level of insight in CSR. Given the volume of the 

field of study, the review of CSR will thus be brief. 
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2.3.1 Corporate social responsibility  

Howard Bowen‟s book from 1953, Social Responsibilities of the Businessman, was perhaps 

the catalyst for the evolution of CSR, but it was not until the late 60s and early 70s, that the 

concept started to gain corporate and public awareness. At that time, there was a significant 

hostility towards the capitalist business world by many students and graduates, and this 

negative attention led to a general debate about the social responsibility of corporations and 

their obligations to society. Many scholars entered the debate with published articles, and 

Milton Friedman was the first to make an essential contribution with his now classic article 

from 1970. In the article he states, that corporations have one responsibility and one 

responsibility only: Generate profits and increase shareholder value in accordance with the 

law and the ethical customs. He argues that the management team of a corporation is 

employed by the shareholders, and hence they are only responsible to them and not to society. 

It‟s an agent/principal situation, where the managers serve as agents to the shareholders – i.e. 

they must fulfil the objectives set by the shareholders. If the shareholders have CSR-

objectives, then the managers are obligated to integrate these objectives in the operations of 

the company. But only when the shareholders prefer it, and not when society does. Friedman 

doesn‟t believe that shareholders would prefer this, and he‟s convinced that CSR practicing is 

the managers acting beyond the interest of their employers and spending their money on 

undesirable matters. Supporters of Friedman‟s view generally believe that rigorous CSR-

policies are a hindrance to free trade.  

Friedman‟s article has also spawned many critics over the years. One of them is Thomas 

Mulligan who criticized Friedman in his article from 1986 by stating, that the foundation of a 

corporation is based on stakeholders and not shareholders. Everyone who has a stake in the 

company – e.g. employees, shareholders, customers, suppliers, competitors, politicians, etc. – 

are participating in the construction of the company‟s vision and mission, relatively to the size 

of his/hers stake. Therefore he argues, that if a company is operating with CSR-policies, it‟s 

because the major stakeholders have collaboratively agreed to let the management team 

practice these policies. 

Regardless of the debate, it is a fact that the concept of CSR has evolved into including more 

factors than just the responsibility of profit-making. Carroll (1979) summed up the debate and 

took all the views into consideration in his conceptualization of CSR. The model divided CSR 

into four domains, in which a corporation has responsibilities: Economic, legal, ethical, and 

discretionary (philanthropic). All the specific responsibilities of a company can be 
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categorized under one of these domains. They are ranked in the mentioned order by the level 

of responsibility that the company should address to them. In a later article from 1991, Carroll 

defined this as the pyramid of CSR (with discretionary being on top of the pyramid as the 

least important). While economic and legal are relatively straightforward categories, the 

remaining two are more indefinable and more interesting in this context. Carroll (1991) 

provides the following definitions: 

 Ethical responsibilities: Be ethical       Obligation to do what is right, just and fair. 

 Philanthropic responsibilities: Be a good corporate citizen     Contribute resources 

to the community; improve the quality of life. 

In 2002, Carroll updated the model together with Schwartz, and this resulted in an elimination 

of the philanthropic category, which instead was implemented in the economic and ethical 

categories, respectively. The hierarchical pyramid was also eliminated, as the authors 

acknowledged that none of the categories are more important or significant than the others.  

Carroll is mentioned as “one of the most prestigious scholars in this discipline” (Garriga & 

Melé, 2004), and his work must be weighted heavily. Thus, Carroll‟s articles makes it clear, 

that ethics represents an essential part of a company‟s CSR-profile and that it must be given 

equally as much attention as both the economic and the legal perspective, in order to practice 

good CSR.  

A more complicated process is determining how the companies can take ethical 

responsibility. As mentioned, the concept of ethics is very broad and can be perceived in 

many different ways. The debate on ethical behaviour is probably never-ending, and it‟s a 

topic that is difficult to conclude on. Garriga and Melé (2004) have made a very 

comprehensive meta-study of CSR, in which they assemble the most relevant CSR theories 

and approaches, and categorize them within a framework. They end up with four groupings of 

theories: Instrumental (economic), political, integrative (social) and ethical. The latter two are 

the relevant ones in this thesis (ethics and social responsibility are treated interchangeably). 

Garriga and Melé presents four general approaches attached to each of these two theories, as 

shown in Table 2.2. 
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Table 2.2: Groupings of CSR theories (integrative and ethical) 

 
The table shows, that there are several different approaches, a company can make use of to 

strengthen and maintain the ethical perspective of its CSR-profile. Within each approach there 

are furthermore numerous specific ethical matters, the company can focus on. For example, 

contributing to the common good of society can be done in a lot of ways (charity, green 

profile, community development, etc.)  

With such a large framework to operate within for CSR-companies, the table signals that it is 

a complex matter to define and delineate the ethics of CSR and ultimately SRI. An initiative 

towards mapping an ethical framework for the business world was taken in 2000 with the UN 

Global Compact.
4
 This is a set of 10 principles, which are intended as guidelines for corporate 

behaviour worldwide. The principles focus on four areas: Human rights, labour, environment, 

and anti-corruption. A company, that declares its alignment with the principles, should 

therefore emphasize on these areas in its operations. However, the UN Global Compact does 

not serve as a regulatory instrument, and the commitment of those companies that support the 

                                                 
4
 http://www.unglobalcompact.org/ 

Types of theories Approaches Short description 

Integrative theories 

(focusing on the integration of 

social demands) 

Issues management The processes of indentifying, 

evaluating and responding to social 

and political issues. 

Public responsibility Behaving according to law and 

general public policy.  

Stakeholder management Behaving according to the interests 

of the stakeholders. 

Corporate social performance Being socially responsible. Mainly 

an integration of the above theories. 

Ethical theories 

(focusing on the right thing to 

achieve a good society) 

Stakeholder normative theory Basically the same as „stakeholder 

management‟ but with focus on 

ethics and moral. 

Universal rights Focusing on human rights, labor 

rights and the environment. 

Sustainable development Processes focused on achieving 

human development now and in the 

future.  

The common good Contributing to the common good 

of society. 

 

http://www.unglobalcompact.org/
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initiative, are not being evaluated. Furthermore, the principles are relatively vague in their 

definitions, which mean that the companies themselves can determine how strict they follow 

them. The UN Global Compact is therefore only a step towards setting the ethical boundaries 

for CSR and SRI. To get a bigger clarification on the topic, the following subsection will aim 

to map how SRI works in practice by reviewing the frequently used screening criteria in the 

stock selection process. 

2.3.2 SRI in practice 

In order to create an SRI portfolio, funds must limit their investment universe to contain 

shares from companies that meet certain criteria, which is set by the fund and are within the 

common ethical framework of SRI. This is done by applying different screening processes 

when selecting shares for the portfolio. The screening processes that are most often used by 

SRI funds are described below. 

2.3.2.1 Negative Screening 

The negative process is the oldest screening method, dating back to the 1800s where it has 

religious and philosophical origins. In general, it is an avoidance method, where companies 

are excluded from the investment universe, because they are deemed as unethical/socially 

irresponsible. In the past, the shares of such companies were called sin shares, because back 

then it was primarily church funds, which made ethical investments. If a company‟s products 

or operations was in conflict with the religious views of the church, investing in that company 

was considered a sin – hence the name. 

Today almost every SRI fund applies a set of different ethical criteria that potential portfolio 

companies must meet. In the screening process, all the potential companies are analyzed with 

respect to each criterion. The companies that turn out not to meet the negative criteria are 

excluded from the fund‟s investment universe. 

The original sin shares would typically include companies related to the following industries: 

Alcohol, tobacco, gambling, pornography or defence/weapon. The criteria of the sin shares 

would typically be focused on the companies‟ products. The “sinning” companies were those 

with products, that were considered wrong according to religious beliefs, or products that 

specifically caused harm to humans. A new generation of negative screening emerged in the 

U.S. in the 1960s, where massive public debates about the Vietnam War, civil rights, 

women‟s rights, and environmental issues were at their highest. This led to a broader range of 

criteria, which not solely focused on the companies‟ products. Now, the overall behaviour of 
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the company was taken into consideration, whether it was the company‟s operations, its 

political and/or moral beliefs, its treatment of stakeholders, or its contribution to society. 

Overall, the screening criteria became more dynamic and frequently evolving. Events like the 

Apartheid regime, and the Enron scandal would go on to have substantial impact on the 

criteria. 

Some funds expand the negative screening process by exercising Second-Order Screening. 

This means that not only companies, which meet the initial negative screening criteria, are 

excluded, but also the companies that conduct business with them – e.g. a paper producer that 

sells paper to a tobacco company, or a catering business that delivers lunch to an alcohol 

company. This is a screening process that should be applied very carefully, since it might well 

eliminate the entire investment universe. Generally, the relationship between the unethical 

company, and the second-order company should be very strong, for the latter to be excluded.
5
 

Table 2.3 shows the most commonly used negative screening criteria. 

Table 2.3: Negative screening criteria 

 

Sources: Cooper and Schlegelmilch (1993), MacKenzie (1998), O’Rourke (2003), Budde (2008), Hofmann et al. (2009), Chieffe and Lahey 

(2009, FTSE4Good Criteria (2010), Social Investment Forum (socialinvest.org) 

The negative screening process has been the subject of criticism due to its nature of “avoiding 

the problems”. Johnsen (2003) argues that this behaviour doesn‟t punish or remove the 

unethical companies, since other funds that do not practice SRI, will happily place their 

money in these companies. 

2.3.2.2 Positive Screening 

The positive screening process is focused on including shares in the SRI portfolio, and thus it 

is the counterpart to negative screening. Potential portfolio companies need to fulfil the 

positive criteria set by the fund, in order to be included in the investment universe. 

This screening process places greater demands on the portfolio companies, since they have to 

be pro-active in their ethical behaviour and not just avoid unethical matters, as required by the 

negative screening. They must exercise specific ethical actions through their business 

                                                 
5
 Michelson et al. (2004), Budde (2008), Chieffe and Lahey (2009) 

Alcohol Nuclear power

Tobacco Health and safety breaches

Gambling Weapons/Defence

Pornography Animal testing

Oppressive regimes Human and labour rights abuse

Pollution Fraud and corruption
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operations to be qualified for inclusion. The positive criteria can vary a lot in character and 

are generally spread across all the company‟s activities. 

Although this screening process is perhaps more ethical than the negative process (and 

especially the two of them combined), it potentially creates great limitations of the investment 

universe, depending on the strictness and amount of positive criteria set by the fund. The 

range of positive criteria is broad, but Budde (2008) and Hofman et al. (2009) states, that 

there is a trend towards emphasizing on ESG issues. The positive criteria that appears to be 

the most commonly used, is presented in Table 2.4. 

Table 2.4: Positive screening criteria 

  
Sources: O’Rourke (2003), Budde (2008), Hofmann et al. (2009), Chieffe and Lahey (2009), FTSE4Good Criteria (2010) , Social Investment 

Forum (socialinvest.org) 

2.3.2.3 Best-in-Class Screening 

This process is a more alternative method that has proven popular in Scandinavia and 

continental Europe. It confronts the conservative philosophies of especially the negative 

screening process, since it doesn‟t immediately exclude any industries or judge them as good 

or bad. If using the method, one is in principle able to invest in all sectors of the market – 

even the tobacco industry – because the method‟s philosophy is focused elsewhere. 

SRI funds using the best-in-class process, analyze every potential company within an industry 

based on specific SRI criteria, and then choose those companies, which are displaying best 

practice, when assessed against the others. Hence, the fund ends up identifying the most 

ethical companies in each industry. The best-in-class process acknowledges that a company is 

capable of being socially responsible, even if it‟s operating in an unethical industry. A 

tobacco company can for example perform charity or be supportive of labour rights. The 

selection of best-in-class companies depends on, which SRI criteria the fund applies in the 

screening process. 

The philosophy behind this approach is that the most ethical companies in each industry are 

being rewarded for their actions. This should encourage the other companies in the industry to 

strive for that position and consequently strengthen their CSR/ESG profile. The best-in-class 

Organic products and medicine Anti-corruption

Healthcare

Community development

Environmental protection

Human and labour rights support

Corporate governance
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approach can be found controversial due to its inclusion of companies from industries that are 

labelled as unethical. On the other hand, it is found attractive among SRI investors because of 

the larger investment universe approachable, which mean it is easier to perform risk 

diversification.
6
 

2.3.2.4 Shareholder Activism 

Shareholder activism is a method that can be approached differently. In general, it means 

using the position as a shareholder to influence the company in a certain way. The level of 

influence is determined by the amount of shares owned in the company and the corresponding 

voting rights. An SRI-fund uses this power to enforce ethical behaviour in their portfolio 

companies. They typically screen the market for “worst-in-class” companies – i.e. companies 

that practice social irresponsibility – and then seek to convert them by getting them to change 

their policies and implement certain ethical values. As indicated, the method usually requires 

large holdings in order to achieve significant influence in the company, and therefore it‟s 

mostly applied by institutional investors and funds. 

The techniques to influence the company are various and ranges from passive to aggressive 

approaches. Some funds undertake a lobbyist role, where they exercise constructive dialogue 

with the company at annual general meetings and other events, to make their key issues 

known. Some apply a more aggressive twist to this approach by implicitly threaten to divest 

the company from their portfolio, if the management of the company proves unwilling to 

address the fund‟s ethical concerns. Other funds pursue a more direct influence by using their 

voting rights to engage in proxy votings for shareholder resolutions and other important 

issues, and thereby enforce their objectives. An even more aggressive approach is the 

confrontation approach (McLachlan & Gardner, 2004). Unlike the other techniques, this 

doesn‟t require a substantial amount of shares owned in the company. In fact, the investor 

shouldn‟t have too many financial resources put in the company when using this strategy. The 

confrontation approach is an attempt to embarrass the company in public and thus create a 

massive aversion towards the company and its activities, which in the end should result in the 

company changing its policies. 

Shareholder activism appears to be very idealistic, because the SRI fund is actively trying to 

improve the “bad” companies on the market and strengthen their ethical values – hence doing 

something specific for society. Compared to a negative screening, where the “bad” companies 
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 O‟Rourke (2003), Michelson et al. (2004), Hofmann et al. (2009) 
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are just avoided, this method seems more ethical. On the other hand, shareholder activism can 

be both costly and time consuming, which perhaps is why the method is not that commonly 

used.
7
 

2.3.2.5 Other screenings 

Through time, several screening methods, which are more specific and narrow-minded than 

the above mentioned, have been developed. These include screening for companies that are 

engaging in: Sustainable growth, environmental technology, charity support, community 

development, and microfinance. The different methods will not be examined further in this 

thesis, but the numerous screening methods support the impression of a very large ethical 

framework for the SRI funds to operate within. 

2.3.3 Summary 

Mapping the ethical framework of socially responsible investing is a complicated task, 

because of the subjectivity associated with this field. Since no universal code of ethics exists, 

the concept is open to free interpretation within the boundaries of the law. Consequently, 

ethics is perceived differently around the World, and ethical matters are therefore many, 

varying, and ever-changing. These facts are underlined by the above reviews of the CSR 

standards, and how SRI works in practice. Both subsections show, that ethical behaviour – an 

ultimately SRI – can be practiced in several ways and on different levels. The reviews have 

outlined an extremely comprehensive ethical framework, in which a fund can choose from 

countless of ethical matters to focus on, in order to call itself socially responsible. This 

conclusion is supported when looking at the working methods of EIRIS (Experts in 

Responsible Investment Solutions), who uses a list of around 300 ethical criteria, when 

analyzing the ethical behaviour of companies (Mackenzie, 1998).  

The scale of the ethical framework does not reduce the concerns about SRI being a vague 

term. Many scholars have questioned the ethical behaviour of SRI funds, and whether they are 

really practicing the concept, as it was intended. The following subsection will elaborate 

further on this debate. 

2.4 Are SRI funds ethical? 

According to Mackenzie (1998) there are two types of funds operating in the SRI universe: 

Market-led funds and deliberative funds. Market-led funds choose their ethical values/criteria 
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from EIRIS or other organisations, which provides consultancy about SRI. With advisory 

from these organisations, the funds try to position themselves ethically, according to the 

current views on the topic.  

Deliberative funds, on the other hand, perform screenings based on their own reasoning on 

what is ethical, and what is unethical. These funds have sincere ethical concerns, based on 

arguments developed through serious deliberations and reasoning. The ethical thinking and 

discussing is carried out by an advisory committee created by the fund, that consist of experts 

on areas such as business, investment, corporate ethics, environment, and so on. 

While the deliberative funds can be seen as being genuinely ethical, the market-led funds 

appear more dubious. Potentially, the market-led funds don‟t even have any ethical concerns, 

but only respond to the market demands by applying ethical criteria that are in the interest of 

their clients and society in general. In reality, of course, it‟s not that black and white. Some 

deliberative funds also take the ethical demands of their stakeholders into consideration, and 

some market-led funds also have ethical concerns. But the point of mentioning Mackenzie‟s 

article is to illustrate, that the broad and indefinable concept of SRI allows for different 

mentalities among the investors on the market. The general mentality of market-led funds can 

be related to Strong‟s (2004) definition of Broad SRI, in the sense that these funds have a 

more flexible approach to SRI, through which they actually focus on the financial aspect of 

their investments by giving their clients, what they want. In the same way, the mentality of 

deliberative funds relates to Core SRI, since this type of funds prioritize ethics highest when 

screening for companies. 

As pointed out earlier, Strong‟s definitions of SRI support the impression of the concept as 

being broad and unclear. Furthermore, Mackenzie‟s definition of market-led funds insinuates, 

that the players on the market exploit the lack of regulation on the area. Mackenzie and Lewis 

(1999) provide further support for this insinuation by finding, that investors generally think, it 

is enough only to be partly ethical, and to invest only a small proportion of their portfolio in 

ethical matters, because they won‟t sacrifice their initial financial requirements. Is this 

ethical? Not according to Sparkes (2001) who defines ethics as “a desire to help others even 

at a cost to oneself”. In addition, articles such as Brooks (1989) and Sparkes (2001) highlight 

that SRI funds invest in companies, which engage in unethical businesses, provided that their 

turnover from this involvement doesn‟t exceed a certain threshold. Again, is this ethical?   
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Several scholars address this topic, and they criticize the SRI funds by questioning, whether 

they‟re actually practicing ethical behaviour or just focusing on financial profit. Cowton 

(1994) initiated this debate by saying that ethical investments are just another innovative 

product in the funds‟ product portfolio, and that its occurrence are rooted in pure profit-

seeking, capitalistic thinking. He goes on to create a relation to Mackenzie‟s (1998) market-

led funds by accusing SRI funds of not sharing the values of their clients, but just giving them 

what they want in order to make money. These points were later supported by Sparkes (2001). 

Anderson et al. (1996) provides an even heavier criticism, which also focuses on the same 

points as Cowton‟s. He states, that SRI funds “…should not describe what they are doing as 

“ethical” investment”. 

Others provide more constructive criticism by giving recommendations to the funds on how 

to act socially responsible and regain credibility among the critics. Mackenzie (1998) 

recommends the funds to publish detailed ethical position statements in order to put some 

reasoning behind their activities. That way, potential ethical investors know exactly what they 

are engaging in, and if it corresponds to their personal values. An increased transparency in 

the funds‟ activities will generally make it easier for the investor and other stakeholders to 

distinguish between the ethical and the non-ethical funds. 

Schwartz (2003) elaborates on Mackenzie‟s suggestions by calling for a code of ethics for all 

funds to operate within. He contributes to the cause by recommending several points for an 

eventual code to involve. The points are categorized by two headlines: Disclosure and 

process. These are the main areas, which Schwartz thinks need to be improved. Like 

Mackenzie, he also stresses the need for more transparency on the market, and he too believes 

that the funds should justify their activities from an ethical point of view. Within the process-

area he emphasizes on three points: Screenings, advertising, and auditing. The screenings 

should not include minimum percentage investments in unethical businesses. Second-order 

screenings should also be performed, if sufficient information is available. Advertising should 

not be misleading or exploitative by for example using emotive images. Instead it should lead 

the client to take a rational decision. Finally, there ought to be a periodically ethical audit of 

SRI funds to ensure, that they are keeping in touch with the ever-changing nature of ethics.  

2.5 Partial conclusion 

This section has tried to grasp the concept of SRI. Through a comprehensive review of earlier 

written material, the central discussions and debates on the topic has been studied. The 
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process was divided in four parts, that each contributed to the task of defining SRI. The first 

part reviewed the different terms, which has been applied to the concept over time. The 

second part elaborated in this by reviewing the many definitions provided by scholars and 

institutions in attempts to specify the concept. The third part examined the ethical framework 

that SRI funds and investors operate within. Furthermore, the ethical behaviour of the SRI 

funds was discussed in the fourth part. 

The four parts provided an overall impression of the SRI concept as being very broad-based 

and open to free interpretation. It has developed into a mainstream investment strategy, and in 

the same process changed from a narrow concept that only idealists followed, to a flexible 

concept, which is practically accessible for anyone. The main reason for this lies within the 

ethical framework, which is more or less indefinable, as ethics in general is a subjective 

matter that is perceived differently. Therefore, investment funds are able to apply many 

different strategies and focus on countless ethical matters, in order to label themselves SRI 

funds. Furthermore, they are more or less free to choose their level of ethical commitment. 

They can even have a percentage of their portfolio invested in unethical businesses and still 

maintain their ethical status. These conditions will tend to be exploited, and funds or investors 

may therefore not be as ethical, as they brand themselves. Many scholars criticize the 

situation and call for an SRI market that is more regulated. They especially see the lack of 

disclosure regarding the funds ethical reasoning behind their screenings as a problem that 

needs to be addressed. Investors should have the possibility to distinct between the ethical and 

the non-ethical funds, and choose the SRI funds that suit their personal ethical values. 

2.6 Providing a definition of SRI for the thesis 

One of the purposes with the section was to narrow the concept of SRI down to a definition, 

which shall be used to and screen the market and identify Danish SRI funds for the analysis. 

The overall conclusion states, that the concept of SRI is so broad and unclear, that it is 

practically open to any definition, as long as ethics or socially responsibility are incorporated 

on some level. Hence, it seems allowable to provide a self-expressed definition of SRI instead 

of relying on past ones, and no particular definition appears more correct than others. The 

stated definition should thus not be seen as complete, but nevertheless it is necessary to create 

it, in order to provide a useful and sensible framework for the analysis.  In this thesis, Socially 

Responsible Investing is defined as: 

“Applying an ethical screening process or an ethical focus in the investment decisions” 
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The definition is rather vague, and is not as specific as a definition, which for example 

declares, that SRI funds should operate with at least one screening criterion. But the above 

definition is purposely constructed this way, because the authors believe, that it correctly 

reflects the current state of the SRI concept. 

2.6.1 Problems with the definition 

It must be stressed though, that there are substantial problems associated with the fact, that the 

concept of SRI is so open to interpretation.  

The funds operate with subjective SRI definitions and selection criteria, which mean that they 

can be of very different character and operate with different investment universes. As a 

consequence, the overall performance results of a sample or a portfolio of SRI funds might 

not be reliable. This problem is likely to be present in the performance analysis, because of 

the open definition on SRI that is stated above. A more strict definition would provide a 

higher level of similarity among the funds. However, an objective of this thesis is to try and 

grasp the Danish SRI market as a whole, and thus similarity among the funds is not of the 

highest preference. Since the Danish SRI market is relatively small, a strict screening of this 

market would also result in very few qualified funds.    

Furthermore, investors, scholars and other interested parties also perceive SRI differently, and 

this has led to many views, on which funds are socially responsible, and which are not. 

Considerable differences can therefore exist in the samples of SRI fund performance studies, 

since a change in the definition of SRI could cause for more funds to be included or excluded 

in the sample. Changes in the definition of SRI can thereby affect performance results, and 

since there is no particular right or wrong when creating a definition, the possibility of 

manipulating with results exists. This also means that the comparability of performance 

studies is potentially weak. Again, it must be stated though, that the purpose is to observe 

general trends in the Danish SRI market, and the above definition is considered by the authors 

to grasp the whole market.  

Overall, the authors are aware of the problems, so the findings of the analysis in this thesis 

will be treated carefully and not become the subject of any final conclusions on the Danish 

SRI market. The problems are further addressed later in the study. 
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3 The SRI market 

This chapter focuses on the historical development of SRI, and evaluates the current market 

situation. Through a chronological review, the origin and development of the SRI market is 

outlined. This leads to the subsequent market examination, which includes detailed 

descriptions of the SRI markets in U.S., Europe and Denmark, respectively. The chapter will 

give reason for the field of study and demonstrate the relevance and timeliness of analyzing 

SRI. Furthermore, the chosen focus on the Danish market, will be justified. It should also be 

illustrated, how the change in the perception and definition of SRI has an affected the market. 

3.1 The History of SRI 

The attention towards social and environmental concern in business is said to be as old as 

civilization itself. Around 1700 years BC, King Hammurabi of Babylon introduced a code, 

which stated that builders and farmers would have to pay with their lives, if their carelessness 

caused deaths of other citizens. In ancient Rome, local business were reluctant to pay taxes, 

which financed military campaigns, while in 1622, shareholders in the Dutch East India 

Company issued complaints about management secrecy and self-enrichment.
8
 Furthermore, 

environmental concerns has also played a big part of society, as laws to protect forests and 

nature can be traced back almost 5,000 years. Some of these early events might have inspired 

others to mix ethics with investments. 

The first signs of SRI as we know it today can be dated all the way back to the 18
th

 century. 

John Wesley‟s The Use of Money (1760) reflected on the significance of using money 

productively.  

“The fault does not lie in the money, but in them that use it.”  

From a historical perspective, John Wesley‟s thoughts and theories were way ahead of its 

time, and are regarded as some of the first literature to stress the importance of ethics in the 

business world. Roughly said, the below quote might even be seen as the beginning of the 

philosophy behind SRI. 

“Gain all you can, without hurting either yourself or your neighbour in soul or body” 

After the industrialization, the focus on CSR increased, and in 1928 the first investment fund 

using ethical screening, The Pioneer Fund, was formed (Cory, 2004). The reason for its origin 

                                                 
8
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was religious, as the fund was established to meet the needs of church investors who did not 

want to invest in the so called “sin shares”.
9
 The Pioneer Fund still exists and is the third 

oldest mutual fund in the United States.  

Up through the 20
th

 Century, the focus on SRI did not change, until it experienced a major 

breakthrough in 1971. The U.S. population had become increasingly dissatisfied with the 

country‟s involvement in the Vietnam War, and the year before the Interfaith Center on 

Corporate Responsibility (ICCR) had been formed. The ICCR was a coalition of almost 300 

groups of religious investors, who sponsored shareholder resolutions on social issues.
10

 In the 

wake of these events, the Pax World Fund decided to start offering investment options that 

did not include companies involved in the Vietnam War. This was the first fund to implement 

ethical concerns that did not only focus on company products. 

In the following decade, SRI attracted more focus than ever. In 1972, the Dreyfus Third 

Century Fund introduced the first investment fund with an official social orientation, and the 

following year the first community development bank, South Shore Bank, was established. 

The bank was the first to focus on improving economic health of the local community. This 

bank was groundbreaking, as it combined the ethical and financial concerns of both their 

private and corporate clients.  

Up until this point, the United States had been the only innovators of SRI-based actions, but 

in the beginning of the 1980s the interest from the UK led to the introduction of their first SRI 

funds; Abbey Ethical Fund and Friends Provident Stewardship Fund. This was to meet the 

increased demand for SRI in the United Kingdom (Sparkes, 2002).  

In the 1970s, the SRI breakthrough came primarily due to the public‟s aversion towards the 

Vietnam War. In the 1980s, SRI gained global attention, as the growing opposition against 

South Africa‟s apartheid regime increased the interest for investing ethically. From 1984 to 

1986, SRI investments increased tenfold from $40 billion to $400 billion (Sparkes, 2002). 

This sudden explosion in the interest for SRI called for institutions to structure the market.  

In the mid-eighties the Ethical Investment Research Service (EIRIS) was created by SRI 

enthusiasts, who wanted a professional research on company activities and behaviour. Shortly 

hereafter, the Social Investment Forum (SIF) followed, which is known today as “the U.S. 

                                                 
9
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membership association for professionals, firms, institutions and organizations engaged in 

socially responsible and sustainable investing”.
11

 SIF provides various researches and tools to 

help social investors and institutions identify their investments. These two organizations made 

a difference in regards to information gathering for the social investor, and now the market 

started to take shape. 

Up until this point, the SRI market had been dominated by the public‟s resistance towards 

political issues like the Vietnam War and the apartheid regime in South Africa. The late 1980s 

saw the market generate additional focuses. The awareness of the environment had risen 

significantly, due to environmental disasters such as the Chernobyl accident in 1986 and the 

oil spill of the Exxon Valdez super tanker in 1989. This affected the SRI funds, which now 

focused heavily on negative screening strategies that excluded non-environmental 

corporations. 

In the beginning of the 1990s, SRI became more accessible to the public with the introduction 

of social indices and exchange traded funds (ETF). The first SRI index, the Domini 400 

Social Index was created in May 1990 in the UK. The index was created to track a universe of 

companies that the common social investor would find attractive.
12

 The index quickly became 

hugely popular and today there are a great number of different social indexes and ETFs on the 

global stock exchanges. 

The 1990s were also a decade, where SRI knowledge sharing became increasingly important 

to the investors. In 1995, the UK Social Investment Forum (UKSIF) was created as the UK‟s 

counterpart to the US‟s Social Investment Forum. This was instrumental in the legislation of 

pension funds in the late 90s, when the UK pension minister announced a proposal for all 

pension funds to incorporate SRI issues in their investment decisions. The legislation was 

eventually initiated in 1999, and soon the majority of European countries copied the 

initiative.
13

 This later resulted in the founding of the European Social Investment Forum 

(Eurosif) in 2001. 

The late 1990s also saw the awareness of greenhouse gas (GHG) emission increase. In 1997, 

the Kyoto Protocol was adopted by 37 countries, who thereby committed them to reduce their 

outlet of 4 types of GHG. Hence, the industries that created these GHGs became unethical. At 
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the same time, the social responsibility of oil companies and others were doubted, as their 

institutional investors demanded more transparency from companies in their portfolios. 

Though the development had been underway since the late 1980s, the quantity of mutual 

funds that invested in SRI stocks was doubled every third year from 1987 to 1999 (Sparkes, 

2002). 

In the beginning of the new millennium, investors directed their focus to SRI-based insurance 

companies. Especially the unveiling of the Enron scandal, made the SRI investors call for 

legislation to improve market transparency, and avoid corporations from making the same 

mistakes again. The Association of British Insurers (ABI) published SRI guidelines in 2002 to 

ensure a broad mainstream handling of legal issues in corporations. 

Though SRI has developed rapidly since the early 1970s, it is clear that the investors‟ ethical 

concerns depends on, what is happening in the World. Current matters such as war (in Iraq 

and Afghanistan), the financial crisis and the climate changes have affected the awareness of 

SRI hugely during the last decade. 

3.2 The SRI markets 

Now that an historical overview of the practising of SRI has been established, it is relevant to 

look at the current market for SRI. This section describes the recent empirical development 

and status of the SRI market. It hereby strived to underpin the relevancy of analyzing SRI. 

The section is divided into two parts; The International SRI markets and the Danish SRI 

market. The Danish SRI market is reviewed to compare its development and current situation 

with the international markets. Thereby it is investigated, whether focusing on this market in 

the thesis can be justified. 

3.2.1 The international SRI markets 

The review of the international markets covers the U.S. market and the European market. 

These are the relevant markets to focus on, as they are the largest in the World, and also 

because the United States pioneered the concept of SRI. The review is based on 2010 reports 

from SIF and Eurosif. 

3.2.1.1 The U.S. SRI market 

U.S. investors were the pioneers of SRI and of the development of a market for these 

investments. Today they can boast the largest SRI market of a single country in terms of 

Assets under Management (AuM). The market has over the recent years continued to grow at 
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a faster pace than its conventional counterparts. In early 2010, professionally managed assets 

that are used in SRI strategies, held $3.07 trillion, which is an increase of almost 400% since 

1995. Over the same period, the broader universe of assets under professional management 

increased “only” approximately 260% from $7 trillion to $25.2 trillion. Almost 12% of the 

total assets under management in the U.S. are the subject SRI strategies. The SIF annual 

report also highlights, that during the recent financial crisis from 2007 to 2010, the 

professionally managed assets have remained roughly on the same level, while SRI-based 

assets have enjoyed steady growth.  

Table 3.1: Development in number of SRI funds in the U.S. 

 
Source: SIF 2010 Report on Socially Responsible Investing Trends in the United States 

The number of funds operating with an SRI strategy has exploded recently. From 2007 to 

2010 the number of funds increased from 260 in 2007 to 493 in 2010 – i.e. a growth of 

89.6%. These funds include mutual funds, annuity funds, closed-end funds and ETFs. SRI 

mutual investment funds constitute more than 50% of the funds and also have the largest 

amount of AuM. 

The SIF report identifies that the SRI funds are using one of the below three strategies: 

1. The incorporation of environmental, social and governance (ESG) factors into 

investment analysis and portfolio construction. 

2. The filing or co-filing of shareholder resolutions on ESG issues 

3. Deposits or investments in banks, credit unions, venture capital funds and loan funds 

that have specific mission of community investing. 

Table 3.2 shows the development in AuM of the three different strategies. The category 

named Overlapping Strategies refers to strategies that are categorized in more than one of the 

three. Hence, it adjusts the total value of assets under management for numbers that are 

included twice. The (negative) increase in this category, therefore suggests, that the three 

definitions of SRI strategies perhaps are too broad-based.  

ESG Incorporation holds by far the biggest asset holdings, while Shareholder Advocacy has 

more than doubled its assets from 2007 to 2010. Community investing holds a minor part of 

the total assets; only 1.3% of the total assets. 

1995 1997 1999 2001 2003 2005 2007 2010

Number of funds 55 144 168 181 200 201 260 493
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Table 3.2: Development in AuM of SRI strategies in the U.S. 

 
Source: SIF 2010 Report on Socially Responsible Investing Trends in the United States 

From Table 3.2 it can be seen, that total AuM has increased by around 13% in the recent years 

(2007-2010). As this growth has been considerably higher than that of conventional assets, 

the SIF report has listed the four major reasons behind this development. 

Reason 1: Money managers are increasingly incorporating ESG factors into their decision-

making and portfolio construction.  

This is primarily due to the growing demand for ESG investment products and services from 

especially institutional investors. A survey that questioned money managers‟ reasons for 

incorporating ethical criteria into their investment decisions shows, that 85% responded 

“client demand” as the main reason.  

Reason 2: New products and fund styles are creating growth in the ESG investments.  

These new products primarily refer to ETFs and other alternative investment products. It is 

evident that the growing number of investment products has made it easier for the retail 

investors to invest ethically. 

Reason 3: Demand for environmentally themed investment products is quickly emerging. 

It is a growing desire from the investors to manage environmental risks and seize 

opportunities in green technology, alternative energy and responsible property development. 

The attention towards green energy has undoubtedly had a negative effect on companies with 

weak environmental profiles, as they potentially have ended up on the screening list of some 

funds. 

Reason 4: Legislative and regulatory developments.  

In 2009 and 2010, legislation changes have set higher standards for corporate disclosure on 

ethical issues and could help make corporate managements and boards more accountable to 

shareholders and other stakeholders. The trend in recent years has been that shareholders want 

In Billions $ 1995 1997 1999 2001 2003 2005 2007 2010

ESG Incorporation 162 529 1497 2010 2143 1685 2098 2512

Shareholder Activism 473 736 922 897 448 703 739 1497

Community Investing 4 4 5 8 14 20 25 42

Overlapping Strategies 0 -84 -265 -592 -441 -117 -151 -981

Total 639 1185 2159 2323 2164 2291 2711 3070
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to be involved and that has become more common after the financial bubble burst. It is now 

almost unthinkable for larger U.S. corporations not to have a CSR policy. 

3.2.1.2 The European SRI Market 

Although Europe did not fully engage in SRI until 1980-1990s, the market growth has since 

then been massive, and today the European SRI market is even bigger than the U.S. market. 

In early 2010, the total SRI AuM was approximately €5 trillion. Just as in the U.S., SRI in 

Europe has increased extraordinarily in the last few years, and has experienced a significantly 

higher growth than the conventional asset classes. In the 2010 report from Eurosif, which 

provides facts and figures for this review, the European SRI market consists of the 16 leading 

countries in the region. 

Eurosif has divided the concept of SRI into two terms, in order to capture the diversity in the 

market; Core SRI and Broad SRI.
14

 To analyze the numbers in the Eurosif report, it is 

necessary to fully understand these two terms. Below, are definitions provided: 

 Core SRI consists of norm- and value-based exclusion strategies (more than two 

negative criteria), combined with different types of positive screens. Norm-based 

exclusions are motivated by commonly agreed international standards and principles, 

whereas value-based exclusions refer to exclusions that are based on more than two 

criteria. 

 Broad SRI is composed of the three strategies: Simple exclusions, engagement and 

integration. Simple exclusions are based on no more than two negative criteria. 

Engagement is the same as Shareholder Activism. Integration is inclusion of ESG risk 

factors into financial analysis. 

Figure 3.1 illustrates the development of total AuM in the European SRI market, divided into 

Core SRI and Broad SRI. 

                                                 
14

 These definitions of Core SRI and Broad SRI should not be confused with Strong‟s (2004) definitions, which 

are mentioned in Section 2.2. However there are similarities among them, as both definitions express Core SRI 

to be stricter than Broad SRI.  



36 

 

Figure 3.1: Development of AuM in the European SRI market – divided in Core SRI and Broad SRI  

 
Source: Eurosif 2010 European SRI Study 

The last decade has seen the European SRI Market grown significantly in AuM. Especially 

since the financial crisis erupted in 2007, the demand for SRI-based products has intensified. 

The Core SRI has grown 20.7% since 2007, while the Broad SRI segment has increased 119 

%. The total growth of the SRI market in this period amounts to 78.5%. As can be seen on the 

X-axis, the number of countries in the Eurosif report has changed from 8 in 2002 to 14 in 

2009 (16 in 2010). This could be one of the reasons why, the European SRI market has grown 

so fast.  

While both the Core and Broad SRI has grown significantly, the numbers show that the 

demand for Broad SRI has become relatively larger. The high increase in the demand for 

Broad SRI suggests, more players are entering the market due to this less strict definition, 

which makes the market more accessible. Many national SRI markets are dominated by the 

Broad segment, which France is a good example of. With a growth rate of 407% and over 

€1.8 trillion reported AuM, France has surpassed UK as the leading SRI country in Europe. 

Eurosif concludes, that the main reason for the sudden boost in the European SRI market is, 

that many money-market mutual funds have been converted to SRI funds. This also provides 

indications, that it has become less complicated for a fund to obtain the status of being 

socially responsible.  

Figure 3.2 shows, that the Broad SRI segment dominates most of the leading countries such 

as France, Italy and UK, while smaller SRI countries mainly use Core SRI strategies. The 

allocation further underlines the advancement of the Broad segment.   
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Figure 3.2: Allocation of Core SRI and Broad SRI in the European countries 

 
Source: Eurosif 2010 European SRI Study 

When decomposing the Core segment, it is shown, that the dominating strategy are Norm- 

and Value-based exclusions, which represents 73% of the total AuM. The total allocation of 

Cores SRI strategies is illustrated in Figure 3.3.  

Figure 3.3: Allocation of Core SRI strategies 

 
Source: Eurosif 2010 European SRI Study 

The Broad segment is dominated by the Integration strategy, which is often applied by large 

institutional investors. As a fairly new strategy, Integration is still controversial in some 

European countries, as the practices and depths of it may vary significantly from country to 

country, and from fund to fund. As a result, the Integration strategy as a concept remains a 

challenge to define as it allows different interpretations. The total allocation of Broad SRI 

strategies is illustrated in Figure 3.4.  
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Figure 3.4: Allocation of Broad SRI strategies 

 
Source: Eurosif 2010 European SRI Study 

The trend in the European SRI market has developed into being more dominated by 

Integration and Engagement. The Broad SRI segment has increased, and the development 

appears to have set new and vaguer standards for SRI. As a response, the Principles for 

Responsible Investment (PRI) was established in 2005. This initiative is driven by a large 

group of institutional investors, who has created a list of general principles that should be 

followed “to achieve beneficial long-term strategies by incorporating ESG-related issues in 

investment strategies and corporate decision-making”.
15

 In April 2011, the number of 

signatories joining the PRI had grown to over 850. The prediction for the coming years is, that 

more principles will be added and more signatories will join, which could help define the SRI 

market better. 

3.2.2 The Danish SRI market 

This section focuses on the development of the Danish SRI market. The review is based on 

2010 reports from Eurosif and from the Danish Social Investment Forum (Dansif). 

Just as abroad, the SRI market in Denmark has grown rapidly in the recent years. SRI is a 

fairly new concept in Denmark and the slow start has been partly due to lack of investment 

alternatives and media focus. In November 2008, Dansif was founded with support of 

numerous institutional investors on the Danish Market. The aim of the forum is to promote, 

inform, and facilitate the concept of SRI in Denmark. Today, 88% of the 50 largest banks, 

insurance companies, pension- and mutual funds have adopted an SRI strategy. The Danish 

market has not yet reached the size of the SRI markets in other European countries, but the 

growth has in turn been significantly higher.  

                                                 
15

 http://www.unpri.org/principles/  
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Table 3.3: Development of AuM in the Danish SRI market 

 
Source: Eurosif 2010 European SRI Study 

Table 3.3 shows a growth in AuM on the Danish SRI market of approximately 112%, which 

is considerably higher the growth in U.S. and Europe, which has been found to be 13% and 

78.5% for the same period, respectively. 

The total SRI market in Denmark is estimated to €242.2 billion (DKK 1,816 billion). 

Approximately 60% of this amount represents the Core SRI segment, while Broad SRI 

constitutes 40%. 

Figure 3.5: Development of AuM in the European SRI market – divided in Core SRI and Broad SRI 

 
Source: Eurosif 2010 Eurpoean SRI Study 

The development in the Danish SRI Market has taken a turn since 2007. By then, the market 

was dominated by the Broad SRI segment, while in 2009 Core SRI has more than tripled its 

AuM since 2007. One of the reasons for the shift from Broad to Core SRI is that Eurosif 

defines norm-based strategies as a part of Core SRI, which is found strange, since norm-based 

strategies are fairly vague in its restrictions. Overall, it shows that not too much can be 

concluded, when analyzing the allocation between Core and Broad SRI strategies. What can 

be concluded is that the definitions of SRI are constantly evolving, and that the Danish SRI 

market appears to have become more mainstream, since the restrictions for being referred to 

as Core SRI seems less rigorous. 

Figure 3.6 shows that the Danish SRI strategies consist of 40% Norm-/Value-based 

exclusions, which is also the preferred strategy among the European investors. Engagement 
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and Integration plays far smaller roles among the Danish investors than in the rest of the 

world. The reason for this is that Denmark has been slower to integrate SRI.  

Figure 3.6: Allocation of SRI strategies in Denmark 

 

Dansif‟s prediction for the next five years is optimistic, and it is expected that the Danish SRI 

market continue to grow in AuM, but also in the Broad SRI segment as the rest of Europe. 

The founding of Dansif and the increased media coverage is likely to be the base of this 

development. The Danish market is still not too familiar with SRI strategies such as 

Integration and Engagement, but the growing interest for SRI could point in the direction, that 

Denmark are ready to be more open to these strategies. 

3.3 Partial conclusion 

The global SRI markets have grown at a tremendous level especially in the last decade. The 

last couple of years (2007-2009) AuM on the SRI markets have increased by 13% and 78.5% 

in U.S. and Europe, respectively. This growth is significantly higher than the growth of the 

conventional markets in the same period. The attention among SRI investors has turned 

towards Broad SRI, which could indicate that the market has become more accessible for 

investors with vaguer ethical concerns. Given the great development of the markets and the 

uncertainty surrounding the definition, the relevancy of investigating SRI is higher than ever. 

The Danish SRI market has recently exploded and more than doubled its AuM between 2007-

2009 years. The total growth amounts to 112%, which is notably higher than the above 

figures for U.S. and Europe. It is therefore an interesting and relevant market to explore, and 

the authors believe, that it has an adequate size to base a study on.  

Even though AuM has increased at an excessive level, it should be noted that the definition of 

SRI has also changed to meet a more broad approach.  
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4 Theory 

This chapter is divided into two parts. The first part examines the common theoretical 

methods to measure and assess stock portfolio performance. The second part examines the 

potential drivers behind SRI performance that scholars have presented through the years. The 

chapter aims to create an overview of the theoretical framework for the analysis. 

4.1 Portfolio performance measurement 

In this section, the different aspects of the common theories on portfolio performance 

measurement are reviewed. The purpose is to examine the pros and cons of the different 

measures and models, in order to provide basis for the choice of an appropriate method for the 

performance analysis. 

4.1.1 Return 

The assessment of a portfolio‟s performance can simply be described as comparing its returns 

to the returns of other portfolios. To obtain useful results, it is essential, that the compared 

portfolios operate within the same investment universe and posses other similar 

characteristics. Markowitz (1952) used this approach in his published work on the expected 

return-variance rule for portfolio theory, Portfolio Selection. The return of an investment fund 

includes both the return on stock and payout of dividends. The calculation of the return in 

period t can be written as: 

Equation 4.1 

   
     

    
   

Where: 

Rt = Return at time t 

Pt = Price at time t 

Dt =Dividend at time t 

Pt−1= Price at time t-1 

Analysts often use continuous returns instead of discrete returns, which mean applying the 

natural logarithm (LN) to the returns. This method simplifies the returns, as it is possible to 

sum continuous returns over time, which makes it easier to turn daily returns into monthly and 

yearly figures. Furthermore, “log returns” reduce the effect of any potential skewness in the 

return distribution (Kreander, Gray, Power, & Sinclair, 2005). 

Hence, the returns of the funds analyzed in this thesis are calculated as follows: 
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Equation 4.2 

      
     

    
  

In a performance analysis it is not satisfactory to just to compare absolute returns of the 

investment funds. Other factors are relevant to take into consideration when measuring 

portfolio performance.  

4.1.2 One-dimensional performance measures 

Several performance measures have been developed through the years, and they have all been 

the subject of discussions about, what measure is the most optimal. In this section, the most 

commonly used one-dimensional performance measures are presented and evaluated. They 

are all based on the philosophy of the Capital Asset Pricing Model (CAPM), which is briefly 

described to begin with. 

4.1.2.1 Capital Asset Pricing Model 

The CAPM model can basically be explained as the relation between return and risk (Bodie, 

Kane, & Marcus, 2009, pp. 279-292). Figure 4.1 illustrates this relationship, which is called 

the Security Market Line (SML). 

Figure 4.1: The Security Market Line 

 

The X-axis represents the systematic risk (beta), while the Y-axis represents the expected 

return of the portfolio. The expected return is calculated by looking at historical returns. The 

risk (beta) is defined as the volatility of the returns compared to the entire market. Positive 

beta suggests that the observed returns are positively correlated with the market, while 

negative beta suggests the opposite. 

The formula for the Security Market Line can be written as: 
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Equation 4.3 

                  

Where: 

    = Expected return on asset i 

βi = Beta for asset i 

    = Expected return on the market portfolio 

RF = Risk-free rate 

4.1.2.2 Sharpe ratio 

William F. Sharpe developed this performance measure in 1966 as a “reward-to-variability 

ratio”, which is designed to measure how well the return of an asset compensates the investor 

for the risk taken. The Sharpe ratio uses the difference between expected return of a portfolio 

and the risk-free asset and divides it by the standard deviation of the portfolio (Sharpe, 1966).  

Equation 4.4 

              
     

        
 

Where:  

σi = Standard deviation on the excess return of portfolio i against the risk-free rate 

Sharpe ratio is graphically the slope of the Capital Market Line. It can therefore be used to 

rate portfolios in accordance to, which have the largest slope and thereby, which portfolio will 

provide the largest risk-adjusted return. 

The Sharpe ratio has limitations. It cannot be used to compare portfolios to the market as no 

market components are taken into consideration in the formula.  Furthermore, it can create 

problems, if the expected return is lower than the risk-free rate. This leads to a negative 

Sharpe ratio, which will be even more negative, if the standard deviation decreases. In 

finance, this is illogical, as a low standard deviation is defined as being preferable for the 

investor. Therefore one should be careful to use negative Sharpe ratios as base for any 

conclusions on portfolio performance. 

4.1.2.3 Treynor ratio 

The Treynor ratio is a measure named after Jack L. Treynor. The Treynor ratio was developed 

as a “reward-to-volatility ratio”, in order to evaluate portfolio performance. Where the Sharpe 

ratio take the total risk into consideration, the Treynor ratio only focus on the systematic risk 

(beta) of the portfolio (Bodie, Kane, & Marcus, 2009, p. 826). 
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Equation 4.5 

               
     

  
 

Where:  

βi = Beta for portfolio i 

Graphically, Treynor ratio is a measure of the slope on the Security Market Line. As the 

Sharpe ratio, this measure cannot be used to compare returns of a portfolio with the market. 

The calculation does include beta, but the return of the market is not considered.  

As with the Sharpe ratio, the Treynor ratio becomes negative, if the return of the portfolio is 

smaller than the risk-free rate. As this is not an unusual scenario, one cannot base conclusions 

on results that show negative Treynor ratios. 

4.1.2.4 Jensen’s alpha 

The third CAPM-based performance measure is Jensen’s alpha. The idea behind Jensen‟s 

alpha is to measure portfolio performance by comparing the observed return with the 

expected returns from CAPM (Jensen, 1969). The difference between the observed return and 

the expected return is the alpha of the portfolio, and can be written as: 

Equation 4.6 

                     

This implies that portfolios located above the SML have a positive alpha and have 

outperformed the market/benchmark. On the other hand, portfolios located below the SML 

have a negative alpha and therefore have failed to perform as well as the market/benchmark. 

Jensen‟s alpha is often preferred over Sharpe ratio and Treynor ratio as the performance 

measure in empirical studies. The main reason for this is, that Jensen‟s alpha is regarded as a 

more complete measure, as it compares the risk-adjusted return to the market/benchmark and 

shows the difference. Jensen‟s alpha is calculated by using linear regression, where beta is the 

slope of the regression line, and alpha is the intersection on the Y-axis.  

4.1.2.5 Information ratio 

The Information ratio divides the alpha of a portfolio by the portfolio‟s non-systematic (also 

called tracking error). It thereby measures the abnormal return per unit of risk, which 

principally can be diversified away by investing in the market index portfolio (Bodie, Kane, 

& Marcus, 2009, p. 826). Earlier known as the appraisal ratio, the performance measure 
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indicates the portfolio manager‟s ability to generate excess returns, relative to a benchmark. It 

also shows how consistent the portfolio manager is in selecting assets. 

Equation 4.7 

                   
  

     
 

Where: 

αi = Jensen’s alpha for portfolio t 

σ(αi) = Standard deviation of the alpha for portfolio t  

4.1.2.6 Criticism of one-dimensional performance measures 

In regards to analyzing portfolios, one-dimensional performance measures do have its 

shortcomings, which were pointed out by Elton et al. (1993). This article reviewed a study by 

Ippolito (1989), who claimed that U.S. investment funds created an alpha of 0.4%, compared 

to the S&P 500 index. However, Elton et al. (1993) found, that Ippolito‟s study did not select 

a suitable benchmark, since a number of the investment funds not only invested in S&P 500 

stocks, but also in small cap stocks. Because small cap stocks had performed well in the 

analyzed period, this led to the false conclusion, that the investment funds had outperformed 

the market in the period. By using a multi-factor model, Elton et al. (1993) showed, that the 

investment funds had actually underperformed by 1.59% instead of Ippolito‟s (1989) result of 

a slight outperformance (0.4%).  

This illustrates how the potential problem of using one-dimensional performance measures, as 

they only apply one benchmark (the market factor). When using these measures, it is therefore 

essential to make use of the correct benchmark, but in some cases, that will not sufficient, as 

other factors could affect performance. 

4.1.3 Multi-factor models 

Over the past 20-25 years, the use of multi-factor models in determining portfolio 

performance has increased extensively. It was particularly when Fama and French (1993) 

developed their three-factor model (which is addressed later in this section), that a widespread 

recognition of this evaluation method began to materialize. Multi-factor models are thought to 

explain portfolio returns better than the single-index CAPM model, because they include 

several relevant factors, and therefore are able to capture the movement of the different assets 

in a portfolio. 
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The concept of multi-factor models is based on the Arbitrage Pricing Theory (APT), which 

was initiated by Ross (1976). This theory says that the expected return of a financial asset can 

be modelled as a function of various market-indices or other macro-economic factors. The 

inferred rate of return is then used to calculate the asset‟s price. If the actual price of the asset 

diverges from the APT-modelled price, arbitrage should bring it to the equilibrium level. The 

APT model states that the function of an asset‟s expected return can be described as: 

Equation 4.8 

               

 

   

 

Where:  

Ri = Return on asset i 

ai = Expected return on asset i if all factors have a value of zero 

bij = Sensitivity of asset i to a change in factor j 

Fj = Value of factor j that impacts the return on asset i 

ei = Random error term   

The obvious difference between the CAPM model and the APT model is that the APT model 

relies on several factors to explain the return of an asset, whereas CAPM only apply the 

market index when estimating the appropriate return. The APT model is constructed, so that 

every variable, which is thought to influence the return of a specific asset, can be included. 

The key is then to identify the relevant factors, and many scholars have taken on this 

challenge over the years with mixed results. The following subsections will review some of 

the most used and renowned multi-factor models. 

4.1.3.1 Multi-index model 

As mentioned in Section 4.1.2.6, Elton et al. (1993) illustrated the problem of using a single-

index model to analyze performance: If a fund or a portfolio consists of several different 

assets, a single index may not be able to fully cover its investment universe, and hence it will 

be an insufficient benchmark. Elton et al. (1993) proposed a solution to the problem by 

adding two more indexes to the original single-index approach of Ippolito (1989), in order to 

captivate the effect of each asset class in the benchmarking of the analyzed funds‟ 

performance. 

This type of model is known as the multi-index model, which can be depicted as follows: 



47 

 

Equation 4.9 

                                                       

Where: 

Rit – RFt = Excess return on portfolio i against the risk-free rate at time t 

αit = Jensen’s alpha for portfolio i at time t 

Rjt = Return on index j at time t 

bij = Sensitivity of portfolio i to a change in index j 

εit = Random error term at time t 

The multi-index model has gained wide acceptance, and several scholars have made use of it 

in their studies(Elton & Gruber, 2003, pp. 646-647). The values of alpha and the sensitivity 

factors are estimated through multiple regression analysis, in which a test of these values‟ 

statistical significance is also conducted.  

A typical statistical test is the so called student’s t-test, which is used in Excel‟s regression 

application. It tests, if the values obtained in the regression analysis are significantly different 

from 0, by setting up two hypotheses. If the alpha values were to be tested, the hypotheses 

would appear as follows: 

 H0: αi = 0 

 H1: αi ≠ 0 

H0, or the null-hypothesis, is the one that is tested for. This is done by estimating, how many 

standard deviations the obtained value differs from the tested value (0), which is measured in 

t-values. The test can be conducted on different significant levels, but usually the level is set 

to be 5%. Then, if the t-value is higher than 1.96 or lower than -1.96, the values deviates so 

much from zero, that the null-hypothesis can be rejected. Instead the alternative hypothesis, 

H1, becomes acceptable, which means that the alpha value is significantly different from zero. 

If the t-value lies within the critical range (-1.96; 1.96), then H0 cannot be rejected, and it is 

therefore statistically possible, that the alpha value is a random number, which could just as 

well be zero and therefore unreliable.  

If the values, obtained through a multi-index model, are statistically significant (i.e. H1 is 

accepted), it indicates a high level of predictability in the model.      

4.1.3.2 Fama and French (1993) 3-factor model 

After concluding in their article from 1992, that the CAPM model only had an explanatory 

power of 70% on average stock portfolio returns, Fama and French (1993) set out to construct 
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a new asset pricing model, with the intention of explaining the remaining 30%. The approach 

was to identify other relevant factors, not related to beta, and then include them in a multi-

factor model. This resulted in the development of the 3-factor model, which is said to explain 

about 90% of a well-diversified portfolio‟s returns (Fama & French, 1992). It is based upon 

several empirical studies of explanatory variables, which overall indicate that two classes of 

stocks tend to outperform the market: Small Cap stocks and Value stocks (stocks with a high 

book-to-market ratio). Fama and French therefore developed the original CAPM model to 

include a size factor and a book-to-market factor, in order to adjust for a portfolio‟s exposure 

to them, when calculating its return. 

The size effect is included in the model as the difference in return between small cap stocks 

and large cap stocks. More specifically, Fama and French ranged all stocks in their investment 

universe by market value, and then constructed portfolios of the 30% smallest stocks and the 

30% largest stocks, respectively, which were rebalanced every month. The returns of these 

two portfolios were subtracted from each other to create the SMB-factor (Small Minus Big). 

It should be mentioned that the investment universe, and hence the SMB-factor, varies, 

depending on the investment focus of the portfolio or fund, that is evaluated. 

The book-to-market effect is included by using the same type of approach as the above 

mentioned. The difference in return between value stocks and growth stocks is calculated by 

constructing monthly rebalanced portfolios of the 30% stocks with the highest and the lowest 

book-to-market ratio, respectively, and then subtracting their returns from each other. This 

gives the HML factor (High Minus Low). 

The final 3-factor model is as follows:  

Equation 4.10 

                                          

Where: 

Rit – RFt = Excess return on portfolio i against the risk-free rate at time t 

αit = Jensen’s alpha for portfolio i at time t 

RMt  = Return on the market portfolio at time t 

SMBt = Difference in return between small cap portfolio and large cap portfolio at time t 

HMLt = Difference in return between value portfolio and growth portfolio at time t 

βi, si, hi = Sensitivity of portfolio i to a change the three factors 

εit = Random error term at time t 

Just like the multi-index model, a multiple regression analysis is to be conducted, in order to 

calculate Jensen‟s alpha and the sensitivity factors.  
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4.1.3.3 Carhart (1997) 4-factor model 

In an attempt to develop a model with higher explanatory power than Fama and French‟s 

(1993) 3-factor model, Carhart (1997) expanded it with a fourth factor. This factor is based on 

the study of Jegadeesh and Titman (1993), which found that it is possible to realize significant 

abnormal stock returns when performing an investment strategy, called momentum investing. 

This strategy is followed by buying stocks on the market that performed well in the previous 

period, and selling stocks that performed badly. In detail, Jegadeesh and Titman reported an 

annual abnormal return of about 12%, when performing momentum investing. 

In order to adjust for this market anomaly in the calculation of portfolio returns, Carhart 

(1997) included a momentum factor in his model. This was done by constructing a portfolio 

of the 30% best performing (winning) stocks over the past 11 months and one portfolio of the 

30% worst performing (losing) stocks over the same period, and then rebalancing the 

portfolios every month. The returns of the two portfolios were then subtracted from each 

other to create the MOM-factor (momentum).
16

 The original factors of the 3-factor model 

were calculated the same way, as Fama and French (1993) did it. 

The Carhart (1997) 4-factor model is as follows: 

                                                 

Where:  

pi = Sensivity of portfolio i to a change in the momentum factor. 

MOMt = Difference in return between winning portfolio and losing portfolio at time t. 

Carhart (1997) found that the 4-factor model returns a monthly mean absolute error of 0.14%, 

compared to 0.35% and 0.31% from testing the CAPM model and the Fama and French 

(1993) 3-factor model, respectively. This indicates that the 4-factor model is the most 

complete model to date for explaining stock portfolio returns. 

4.1.3.4 Problems of using multi-factor models 

A continuing problem of using multi-factor models is the risk of multicollinearity. This is a 

statistical phenomenon that arises, when two or more factors in a multi-factor model are 

correlated with each other. Even though multicollinearity doesn‟t reduce the explanatory 

power of the model as a whole, the coefficients of the individual factors will be invalid, since 

they will not reflect the effect of the particular factor but also a part of the other factors 

correlated with it. This will also result in an incorrect intercept term (alpha). 

                                                 
16

 Carhart (1997) calls it the PR1YR factor in his article. 
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Multicollinearity does probably exist in the 4-factor model, since the factors in this model 

intuitively should correlate. For example should both the SMB, HML, and the MOM-factor 

correlate with the market factor, because the market portfolio contain stocks, which probably 

appear in the other factor-portfolios as well, including small cap stocks and value stocks. 

To adjust for multicollinearity when using multi-factor models, one could use the method of 

orthogonalization, as it is described by Elton et al. (2003). The orthogonalization-process is 

performed in steps. For example, if the factors in a 3-factor model were to be orthogonalized, 

the first thing to do is to identify the factor, which is thought to have the highest explanatory 

power. For example that factor could be called “Factor 1”. “Factor 2” is then orthogonalized 

by regressing it against Factor 1 and using the obtained residuals as the new values of Factor 

2. The residuals constitute the part of Factor 2 that isn‟t correlated with Factor 1 and thus isn‟t 

explained by it. In order to orthogonalize “Factor 3” as well, this should be regressed against 

Factor 1 and the residuals of Factor 2. Same method is used on any number of factors, 

depending on how many the model includes. 

4.2 Drivers behind SRI performance 

Ever since the concept of SRI was introduced to the mainstream investor, scholars have 

provided their thoughts on, how such a strategy should perform theoretically. This has 

resulted in numerous published studies on SRI performance, in which the authors typically 

propose different factors, which they believe should affect the performance. Then they follow 

up on their theoretical arguments with an empirical performance analysis of SRI, either in the 

form of stocks, indices, or funds. The hypothesised factors (or drivers) are very different from 

one study to the other, with some supporting a relative SRI underperformance, compared to 

conventional investment strategies, and some supporting an outperformance.  

To get an overview of the general thoughts on this matter, the most notable proposed drivers 

behind SRI performance are presented in the following. In the next chapter, these drivers are 

held up against the empirical findings of the performance studies, in order to get an idea of, 

which drivers could be the most relevant to analyze. 

4.2.1 The proposed drivers 

The first landmark theory on portfolio performance was introduced in 1952 by Harry 

Markowitz in his article Portfolio Selection. This has been a very persistent theory in the 

world of finance and is today viewed as an essential part of modern portfolio theory, which 

leaves the investor to assess investments solely from a “risk-and-return” point of view. The 
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overall key point in Markowitz‟s study is, that all investors prefer high expected returns at the 

lowest possible risk, and that a well-diversified portfolio reduces or even neutralizes 

unsystematic risk. Investors can therefore reduce the total risk of their investments by holding 

a portfolio of different securities instead of just placing their money in one type of assets. A 

limited investment universe means limited diversification opportunities, which should 

ultimately lead to lower risk-adjusted returns.  

Operating with an SRI strategy typically limits the investment universe, because of the 

different screening criteria, which prevents the investor or the fund from investing in 

particular companies or sectors. According to Markowitz (1952), an SRI portfolio should 

therefore be less diversified than a portfolio created from an unconstrained investment 

universe, and should then provide a lower risk-adjusted return. Many investors and scholars 

still believe that the constrained investment universe is the main driver behind SRI 

performance. 

Markowitz‟s theory was barely questioned in the 1950s and 1960s, when the general investor 

were not familiar with the concept of SRI. But in the wake of the mainstream breakthrough of 

SRI, Moskowitz (1972) released one of the first groundbreaking studies on performance of 

companies with corporate social awareness, in which he claimed that, “The socially aware 

corporation possesses the special sensitivity that will enable it to surpass competitors”. 

Moskowitz stated that, “...there is no real evidence that capital markets will be materially 

affected by social performance at this point”, but he strongly implied that there could be a 

positive link between Corporate Social Performance (CSP) and Corporate Financial 

Performance (CFP), and that other aspects than just return vs. risk should be considered when 

evaluating portfolio performance. 

The study of Moskowitz indicated that the performance of SRI is affected by other factors 

than the constrained investment universe. This inspired numerous of other scholars to do 

research on the subject, and eventually many became less sceptical about SRI performance. 

Some were even rating SRI portfolios higher than the conventional ones, because of different 

hypothesized drivers, thought to affect SRI performance positively.  

A report from KLD (1997)
17

 suggested that stocks with a clearly defined CSR policy have an 

advantage over conventional stocks. Waddock and Graves (1994) supported this by claiming 

that socially responsible companies “often are more innovate and growth minded”, which is 
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why their performance often will be equal or superior to the market. Another supportive view 

came from Renneboog et al. (2008), who outlined that, “social and environmental 

performance signals good managerial quality, which translates into favourable financial 

performance”.   

The above hypotheses also imply that socially responsible companies are more sustainable. 

This has led to some scholars believing, that socially responsible companies would 

outperform conventional companies in the long run. Cox et al. (2004) and Renneboog et al. 

(2008b) are among the scholars who supports this view. The latter believe that a long-term 

outperformance also could be due to the stock markets, mispricing information on CSR in the 

short run. 

Despite considerable development in the perception of SRI, many theorists still believe, that 

this strategy should underperform conventional investment strategies. In addition to the 

argument of the constrained investment universe, several scholars also claim that SRI funds 

have higher management and administration fees, because of the complex screening 

processes, which is often outsourced to external screening companies (Derwall & Koedijk, 

2009). This should also have a negative effect on SRI performance. 

4.2.2 Summary  

A summary of the most notable proposed drivers behind SRI performance shows that several 

different factors are believed to have an impact, and that disagreements about the topic exist 

among the scholars. Some believe that SRI should outperform conventional investment 

strategies, and some believe the opposite. The hypothesized drivers can therefore be divided 

into two groups: Those, believed to affect SRI performance negatively, and those, which 

should affect it positively. Table 4.1 provides an overview. 

Table 4.1: Proposed drivers behind SRI performance 

Type Drivers 

Negative Constrained investment universe 

Management fees 

Positive Managerial quality 

Long-term performance 

 

It is unclear, which of these drivers that has the most decisive effect on SRI performance, 

although many believe it to be the constrained investment universe. Nevertheless, they all 
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represent a possible explanation for obtained performance results. In the following chapter, a 

summary of the empirical findings on SRI performance is provided. These findings could give 

an indication of, which of the above mentioned drivers are the most critical, and therefore 

should be considered in the analysis in Chapter 8. 
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5 Empirical findings on SRI fund performance 

Chapter 5 summarizes the empirical findings on relative SRI fund performance over the past 

20 years. The purpose is to indentify general trends in both empirical findings and applied 

methodology, as these could provide thoughts on, how the analysis of this study should be 

conducted. Additionally, it is also examined, whether the findings favours one or several of 

the proposed drivers on SRI performance, which was reviewed in the previous chapter. 

Numerous studies have approached the subject of SRI fund performance, and it‟s beyond the 

scope of the thesis to review all of them in detail. The section will therefore only summarize 

some of the most notable articles, and then present the overall findings of the whole literature 

review.  

The field of study dates back to the famous paper of Moskowitz (1972), which provided a 

positive view on SRI stock performance. The interest in the subject increased during the 

1980s. Over this decade and into the 1990s several scholars therefore examined the 

performance of stocks, indices, and funds, which were based on SRI criteria. But it was not 

until Hamilton et al. (1993) published their article that studies began to focus on the relative 

performance of SRI funds, compared to conventional funds. 

5.1 Hamilton et al. (1993) 

As mentioned, Hamilton et al. (1993) was the first to compare the financial performance of 

SRI funds to that of conventional funds, and their study laid out the general framework for 

many research papers to come. 32 U.S. SRI funds were identified with help from Lipper 

Analytical Services, and held up against 320 randomly selected conventional funds in the 

period 1981-1990. Both types of funds were divided in two portfolios, based on their 

establishment year, and then the performance of the portfolios was compared. In detail, a 

portfolio of 15 SRI funds were compared to a portfolio of 150 conventional funds in the 

period 1981-85, and a portfolio of 17 SRI funds compared to one of 170 conventional in the 

period 1986-1990. Performance was measured as the portfolio‟s monthly mean excess return 

(Jensen‟s alpha) over the return of the NYSE Composite Index. 

Hamilton et al. (1993) found differences in the excess return between the portfolios, but these 

were not statistically significant. As a result, they concluded, that the market doesn‟t price 

SRI specifically, which means that the investors should not experience any financial effect of 

being socially responsible. 
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5.2 Mallin et al. (1995) 

In their study from 1995, Mallin et al. further developed the methodology of Hamilton et al. 

(1993) by including the “matched pairs approach”.
18

 Basically, this means to match data 

samples on the basis of various criteria. Mallin et al. (1995) argued that the fund samples 

should be matched by age and size, since these factors could influence a fund‟s financial 

performance and therefore result in a skewed picture of its relative performance, compared to 

others.
19

 Although they do not specify, how and why these two factors affect performance, 

their approach does make sense from a logical point of view. Funds that have only existed for 

a short time, typically doesn‟t possess as much experience and knowhow as the older funds, 

which could tend to result in superior returns in the latter‟s favour. The same goes for fund 

size, where the large funds can exploit advantages such as economies of scale and a 

comprehensive network, in order to achieve superior returns. 

The authors applied the matched pair approach by selecting 29 UK SRI funds and then match 

each one with a conventional fund that had the same age and approximately the same size. 

Ethical funds were defined as funds that operate with either negative or positive screening 

criteria. In measuring and comparing performance, Mallin et al. (1995) used annualized 

returns from the period 1986-93, which they benchmarked against the FTASA Index.
20

 They 

differed from the approach of Hamilton et al. (1993) by comparing each pair of funds instead 

of constructing portfolios. The fund‟s performance was assessed by using 3 measures – 

Sharpe Ratio, Treynor Ratio, and Jensen‟s Alpha – instead of just one. This study found 

several indications on the SRI funds outperforming the conventional funds, albeit providing 

inferior returns compared to the market. The results were however statistically insignificant 

and therefore inconclusive. 

5.3 Gregory et al. (1997) 

This paper introduced the use of multi-factor models in calculating SRI fund performance, by 

partly taking the approach of Fama and French (1993). In the article‟s literature review, the 

authors concluded, that while Mallin et al. (1995) was on the right track by controlling for the 

factors of fund age and size when measuring performance, they also implicitly assumed that 

funds with similar characteristics made the same type of investments, since the size of the 

portfolio companies weren‟t considered. Gregory et al. (1997) pointed out that several 
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scholars have showed that the investments of ethical funds are skewed towards small cap 

companies. Hence, they found it relevant to control for this factor, as the evidence of Fama 

and French (1993) showed, that small cap stocks tend to outperform large caps. 

The study selected 18 UK SRI funds from the EIRIS database and used the matched pairs 

approach to identify 18 equivalent conventional funds, based on age, size, type, and 

investment focus. Data on returns from 1986-94 were gathered and regressed against the 

FTASA Index and the size factor, in order to calculate an adjusted Jensen‟s alpha for the 

funds. Furthermore, the authors performed two cross-sectional regressions on a much larger 

sample of funds to examine the impact of several factors on the performance, where the most 

interesting one was the “Ethical factor”, which indicated whether being an ethical fund has a 

significant effect on performance. 

Results suggested that the SRI funds underperform compared to both the conventional funds 

and the market, but again, the evidence is not statistically significant. This is supported in the 

cross-sectional analysis, which showed that the ethical factor has no significant impact on 

performance. However, the authors did find, that SRI funds have a greater exposure to small 

cap stocks. 

5.4 Bauer et al. (2005) 

Bauer, Koedijk and Otten wrote one of the most recognized and critically acclaimed papers on 

SRI fund performance, in which they applied the Fama and French (1993) 3-factor model and 

also added the Carhart (1997) momentum factor. The study was relatively comprehensive, as 

it analyzed a total of 103 SRI funds from U.S., UK and Germany, respectively, which were 

identified through the databases of Morningstar, EIRIS, and Ecoreporter. They compared the 

ethical funds to 4384 conventional funds in the period 1990-2001. The conventional funds 

were not matched specifically with the SRI funds. All funds were just divided into two 

groupings based on their regional investment focus; domestic or international.  

Performance was measured and compared by using Jensen‟s alpha. The alpha values were 

calculated through both the single-index CAPM model and the Carhart (1997) 4-factor model. 

The four factors were constructed by using the same approach as Carhart (1997). Several 

indices were tested as the market benchmark in the CAPM model, but ultimately no 

considerable difference in the results from the original approach of using the Thomson 

Worldscope Index were observed. The authors obtained higher R
2
 values when using the 4-

factor model, and thereby confirmed their expectation, that this model explained the fund 
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returns better. Neither model provided statistically significant results on the difference in 

performance between SRI funds and conventional funds. 

Bauer et al. (2005) did instead make another interesting finding. They investigated the impact 

of time on SRI fund performance by splitting up the results in three time periods. The method 

showed that the fund‟s relative performance generally improved over time. This indicated that 

the SRI funds underwent a “catching up” phase before performing similar to the conventional 

funds, which Bauer et al. (2005) ascribed to learning. Arguably, the results therefore support 

the hypothesis, that SRI is a long-term investment strategy. 

5.5 Overall findings 

In the following, the overall findings of the literature review are presented. The section 

consists of two parts: Findings on relative SRI fund performance, and findings on general 

applied methodology. 

5.5.1 SRI fund performance 

In this literature review, a total of 22 studies on relative SRI fund performance, published in 

the period 1993-2010, have been examined. They have been divided into 3 groups based on 

the general results of the study. The first group consists of those articles, which found that 

SRI funds outperformed conventional funds, and the second group is for those, which found 

that the SRI funds have underperformed. The studies that reported mixed results or similarity 

in performance between the two types of funds, is assembled in the third group. Figure 5.1 

presents the percentage allocation of the studies to each group. 

Figure 5.1: Allocation of previous studies based on relative SRI fund performance results. 

 
Source: Appendix 6.1 
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The allocation shows, that past performance results of SRI funds relative to conventional 

funds have been mixed. While 50% of the articles report either out- or underperformance of 

the SRI funds, the remaining 50% find performance results that are either very mixed or 

approximately identical to the conventional funds‟ performance. The findings are therefore 

fairly inconclusive, or at least they indicate that the market generally doesn‟t price SRI 

differently from conventional investment strategies. The studies are further examined in 

Figure 5.2, which allocates, them based on the statistical validity of the reported performance 

results. If the results in an article are statistical significant, the null hypothesis, stating that the 

performance of SRI funds and conventional fund are similar, can be rejected. If the results are 

insignificant, this hypothesis cannot be rejected. 

Figure 5.2: Allocation of previous studies based on statistical validity of performance results 

 
Source: Appendix 6.1 

Overall, it has not yet been possible to conclude, that SRI funds are performing significantly 

different from conventional funds, as the figure shows. This supports the indication, that SRI 

are not priced any differently from other investment strategies, and that a fund will not 

experience any impact on financial performance by applying an SRI strategy. 

The fact that the scholars potentially use different definitions of SRI in their studies should be 

taken into account. This problem also appears in the above review of the four studies, as 

Mallin et al. (1995) apply their own definition, whereas the others instead rely on different 

databases to identify the SRI funds. Overall, the possibility exists, that samples of SRI funds 

differ considerably in character from each study to the other, and if so, the results would not 

be perfectly comparable. Still, the purpose of the literature review was to observe a general 

trend in SRI performance, and despite the potential differences, this is considered 

accomplished. 
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5.5.2 Drivers behind performance 

As seen in the above presentation, the empirical performance results are almost as different as 

the factors, believed to affect them. In general, the results therefore do not provide clear 

evidence, on which drivers have the most critical impact on SRI performance. Some of the 

findings do still give strong indications, though.  

Generally, the empirical findings on SRI performance do not prove, that SRI funds are 

underperforming compared to conventional funds, and this questions the impact of the 

constrained investment universe. The effect has been more specifically tested by focusing on, 

how screening intensity (number of applied screening criteria) affects fund performance. The 

findings on the effect of screening intensity are more mixed. Renneboog et al. (2008a) report 

a significant negative correlation between performance and screening intensity, by showing 

that the implementation of one additional screening criterion is associated with a drop in risk-

adjusted return of 1%. On the other hand, Gil-Bazo et al. (2010) finds that, the amount of 

applied screening criteria has no significant effect on performance. 

Gil-Bazo et al. (2010) and several other scholars find that the expense ratios
21

 of SRI funds 

are not significantly different from those of conventional funds. Gil-Bazo et al. (2010) inform 

that the only exception to these findings comes from Benson and Humphrey (2008), who 

actually report a significantly higher expense ratio for the conventional funds. Overall, 

empirical findings do not support the hypothesis, that it is more expensive to be an SRI fund. 

The study of Cox et al. (2004) supports the hypothesis of SRI as being a long-term investment 

strategy, as they find a positive correlation between CSP and long-term institutional 

investments. This signals, that the investors believe SRI to result in future excess returns. 

Bauer et al. (2005) find evidence for this long-term performance in their study, which shows 

that SRI funds improve their relative performance over time.  

5.5.3 General characteristics of applied methodology 

The reviewed articles differ on both data material and methodology, but it was still possible to 

detect some relevant general trends: 

 Jensen‟s alpha is used to measure and compare performance. 
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 SRI funds and conventional funds are either compared by constructing portfolios and 

calculating portfolio alphas or by calculating alphas of each fund and then the total 

averages. 

 CAPM is widely used to calculate alphas. 

 Newer studies apply both the CAPM and the Carhart (1997) 4-factor model to 

calculate alphas. 

 Many studies perform a cross-sectional regression on the results to test for influence 

of different factors. 

 The “matched pairs approach” is widely used. 
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6 Approaches to the analysis 

In this chapter, the chosen approaches to the analysis are presented and justified. The choices 

are primarily based on the observations in the previous literature review, as well as on the 

examination of theories in Chapter 4.  

6.1 Measure and model 

Jensen‟s alpha is chosen as the measure to compare performance between SRI funds and 

conventional funds, since it has been used as the primary performance measure in all of the 22 

empirical studies from the literature review.  

To conduct the analysis and calculate the risk-adjusted alpha values, it has been decided to 

apply the Carhart (1997) 4-factor model. According to Section 4.1.3.3 it seems, that multi-

factor models generally tend to explain portfolio returns better than the CAPM, and that the 

Carhart (1997) 4-factor is also the multi-factor model with the highest explanatory power. 

Even though most of the studies from the literature review use CAPM to calculate alphas, 

there is a trend, that more recent studies additionally apply the Carhart (1997) 4-factor model. 

Furthermore, they generally obtain higher R
2 

values from this model than from the CAPM. 

Thus it is found appropriate to apply the 4-factor model in the performance analysis. 

The performance measurements will be approached by both calculating average figures from 

individual regressions of the funds and by constructing portfolios and regress these to obtain 

portfolio alphas. Both approaches have been chosen, because the two are widely used in the 

history of SRI fund performance studies. By using both approaches, the robustness of the 

results is also assessed. 

Additionally, a cross-sectional regression of the performance results will be conducted, in 

which the alphas are regressed against an SRI factor. The obtained coefficient then gives an 

indication of how, an SRI strategy is affecting fund performance. This serves as a final 

robustness check of the performance results. Several SRI performance studies conduct a 

cross-sectional regression, to test if different factors such as age, size, expenses, turnover, and 

ethical status are significantly related to performance. But in this study, the purpose of the 

regression is mainly to potentially underpin the obtained performance results and thereby 

strengthen the conclusions. 
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6.2 Potential performance drivers to be analyzed 

The following subsections describe those potential SRI performance drivers, which will be 

analyzed in the study, and the reasoning behind the choices. Drivers, excluded from the 

analysis, are also presented. 

6.2.1 Long-term performance 

Several studies have suggested that SRI is a strategy that pays off in the long run, because it 

involves investing in companies with a strong CSR profile, which are thought to be better 

long-term performers.
22

 With the empirical findings indicating a correlation between long-

term performance and CSP, considerable evidence exist, that this hypothesis is correct. For 

that reason, the correlation is also to be tested in this study as a possible driver behind the 

performance of SRI funds. 

This is done by dividing the SRI funds into two groups, depending on years of existence, in 

order to assemble the “young” funds in one group and the “old” funds in another. According 

to the hypothesis, the old funds should provide the best performance results, as they are 

experiencing the above mentioned correlation. Hence, the hypothesis further suggests a 

positive relationship between SRI fund age and relative SRI fund performance. By comparing 

the performances of the funds in the two groups, this relationship is assessed. 

6.2.2 Screening intensity 

Previous studies have tested the theory, about the constrained investment universe leading to a 

lower performance of the SRI funds, with mixed results. As mentioned in Section 5.5.2, this 

effect has been tested by analyzing the relationship between screening intensity (number of 

applied screens) and performance. The empirical results on these tests vary, and so it has not 

been possible to conclude, that SRI funds are negatively affected by the screening intensity. 

The effect of screening intensity is tested in this study as well, but the purpose is not solely to 

assess the impact of the constrained investment universe. Since the concept of SRI is so broad 

and unclear, with only a minimum of ethical regulations or standards attached to it, the SRI 

funds are principally able to implement very few screening criteria and still be labelled as 

ethical. The authors suspect many SRI funds to use this strategy, because the less constrained 

investment universe should improve their performance. Additionally, it would reduce the 
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 Cf. Section 4.2 
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costs they incur, by performing intensive ethical screening. All this while they still maintain 

their “marketing advantage”, gained from their status as SRI. 

On the base of these thoughts, the authors have established Hypothesis 6.1, which serves as 

the primary motivation for analyzing the effect of screening intensity. 

Hypothesis 6.1 

The majority of SRI funds are operating within approximately the same investment universe 

as conventional funds. 

If a significant negative relationship between screening intensity and fund performance can be 

observed, it will indicate, that the constrained investment universe does influence the results. 

If in addition it is found, that Danish SRI funds are performing similarly to their conventional 

peers, it will be possible to suggest, that the above hypothesis is true – i.e. that the majority of 

Danish SRI funds operates with the approximate same investment universe as conventional 

funds. 

The relationship will be analyzed by dividing the SRI funds into two groups, depending on 

the number of applied screening criteria, in order to assemble the funds, who are operating 

with few criteria, and those who are operating with many. By comparing the relative 

performances of the funds in these two groups, the relationship between fund performance 

and screening intensity is assessed.  

6.2.3 Popularity of SRI stocks 

As a third potential driver, the popularity of SRI stocks is considered in the analysis. This 

factor is yet to be thoroughly examined, but the authors have found it relevant to test for its 

potential impact. Over the last two decades, the focus on ethical business has increased 

heavily, and CSR are now a commonly implemented philosophy in companies worldwide. 

This trend might have caused ethical companies to be popular among investors and therefore 

create abnormal returns in the stock markets. As SRI funds invest in those stocks, it should 

improve their performance. This could outweigh the price paid for operating within a 

constrained investment universe. 

The above have led to the creation of Hypothesis 6.2, which is the main motivator for 

analyzing SRI stock popularity. 
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Hypothesis 6.2 

SRI stocks are popular among investors, and therefore SRI funds tend to perform similar to 

conventional funds. 

If it can be shown, that SRI-stocks are more popular than conventional stocks amongst the 

investors, it is possible to suggest that the hypothesis is true.    

In order to examine the popularity of SRI stocks compared to conventional stocks, different 

measures and ratios will be used. There is no universal method to assess stock popularity.  

Initially it seems logical to compare stock returns, but it would be unwise only to look at this 

measure. Several irrelevant factors could have an impact on the stock returns, and it is 

therefore important to examine other measures besides return, in order to better illustrate the 

popularity.  

A widely used measure to assess the popularity of a stock is the Price/Earnings ratio (P/E). 

This shows how much an investor is willing to pay for 1 unit of earnings, in order to own a 

share in the company. It would appear that 1 unit of earnings should only cost 1 unit, but if 

the investor believes, that the company will create future value, he may be willing to pay 

more. A high P/E of a stock therefore signals, that the stock is popular, since investors will 

pay much more for the company, than the value it currently creates.  

Some believe that the Price/Sales ratio (P/S) is a more accurate measure of a stock‟s 

popularity, because it is not affected by different accounting principles.
23

 Therefore, this 

measure is included in the analysis as well. 

As a final measure, trade volume is also included. A popular stock is typically the subject of 

heavy trading. However, it is important to look at the trade volume in combination with the 

other measures, as an unpopular stock could also have a high trade volume, because investors 

would want to sell it. 

6.2.4 Exclusions 

Many scholars have investigated the effect of management fees on SRI fund performance, 

based on the assumption, that it is more expensive to operate with an SRI strategy because of 

the complicated screens, which must be conducted. Management fees of SRI funds should 

therefore be higher than the corresponding fees of conventional funds, and thereby affect the 

relative performance negatively. 

                                                 
23

 http://www.nordnetbloggen.dk/ps-analyse-af-vestas/ 

http://www.nordnetbloggen.dk/ps-analyse-af-vestas/
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The original thought was to test for the hypothesis in this study as well, but it was not possible 

to achieve sufficient data on the funds‟ management fees. On the other hand does nearly every 

study of management fees show, that there isn‟t a significant difference in fees between SRI 

funds and conventional funds. Hence, it does not seem necessary to perform this analysis. 

The effect of managerial quality has also been excluded from the analysis. A proper method 

to analyze the potential effect of this factor has been found very complicated to construct, and 

it is therefore beyond the scope of this study to test for it. 
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7 Data 

Now that the appropriate theory for measuring and analyzing the relative SRI fund 

performance has been chosen, it is necessary to identify the relevant data to be used for the 

study. In the following, the process of identifying, selecting, organizing and assessing the data 

is thoroughly described.  

7.1 SRI funds 

As concluded in Chapter 2, the definition of SRI is open to interpretation, due to the lack of 

regulation and uniformly agreed criteria on this area. Today, investment funds individually 

define their SRI strategy, and it is practically possible for any fund to brand itself as being 

ethical. In order to identify the Danish SRI funds, it has therefore been necessary to create a 

self-perceived definition of, what Socially Responsible Investing is. This definition was 

created in the end of Chapter 2 and is based on the findings of that chapter. 

In this study, SRI is defined as:  

“Applying an ethical screening process or an ethical focus to the investment decisions” 

Funds, that appear to meet this definition through their investment strategy, are thus 

considered to be included in the analysis. By thoroughly examining the descriptions of the 

Danish funds, it is found out, if they meet the definition. If it‟s clearly described, that a fund 

applies an ethical or socially responsible orientation in its strategy, the fund is thought to be 

qualified for inclusion.  

It is important to have the problems, addressed in Section 2.6.1, in mind. The indefinable 

character of the SRI concept means, that it has been interpreted and defined in many ways 

over the years, and that practically no definition appears more correct than others. Previous 

performance studies may have applied different definitions on SRI, and thus 

included/excluded other types of funds in their sample than this study. Results can therefore 

vary considerably, depending on the definition applied, and this weaken the comparability of 

the performance studies. With the above definition it is thought to grasp the entire Danish SRI 

market in the analysis, in order to observe general trends. Because of the relatively small size 

of the market, it is preferred to include as many funds as possible in the sample. Furthermore, 

the authors believe, that the definition correctly illustrates the current indefinable character of 

the SRI concept. 
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7.1.1 Indentifying the Danish SRI funds 

This thesis focus solely on the Danish SRI market, and the first step was therefore to get an 

overview of this market and identify those funds that potentially can be deemed as socially 

responsible. Other studies have identified SRI funds by using a database called “SRI Fund 

Service”, which is created by Vigeo
24

 in cooperation with Morningstar. This database lists 

over 500 European ethical funds, which are analyzed, screened and rated according to a set of 

different ethical criteria. In the time of writing, the database is unfortunately being updated, 

and for the same reason it has been unavailable since the beginning of 2011. Therefore it was 

not possible to use it to identify the Danish SRI funds.   

The funds were instead identified through an extensive research, in which Morningstar‟s fund 

database, articles, reports, fund‟s homepages, and information from Investeringforeningsrådet 

(IFR), was examined, in order to find information on Danish SRI funds. Initially, the 

Morningstar fund database was explored with purpose of locating Danish funds with 

keywords in their names such as “SRI”, “Ethical”, or “Sustainable”. To verify if these funds 

were actually ethical, and to identify other SRI funds that do not include such a word in their 

name, the other mentioned information sources were examined. Furthermore, a list of Danish 

SRI funds was received from IFR, although it proved to be somewhat deficient. 

Overall, the research resulted in a preliminary list of 23 Danish funds, which are deemed as 

being socially responsible. Some funds were then excluded from the list, because of reasons, 

which are described in the following subsection. 

7.1.1.1 Exclusions 

Table 7.1 presents the funds that were excluded from the original list, as well as the reason for 

their exclusion. 
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 Vigeo is one of Europe‟s leading suppliers of financial analyses. 
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Table 7.1: Excluded funds 

 

After the preliminary list of the 23 Danish funds was created, each fund was further 

investigated, in order to clarify, if they meet the definition of SRI that is utilized in this thesis. 

The first five funds in Table 7.1 were considered not to, as all of them are funds that perform 

environmentally investments. It can be argued that these Climate/Green funds acts ethical, 

since they are helping to protect the climate and maintain the society. However, the reason for 

the exclusion is that the five funds are not describing themselves as operating with an 

ethically oriented investment strategy. Instead, they seemingly operate from the belief, that 

the climate/environment is a profitable and growing sector, which can create a high return on 

investments. Hence, their strategy is primarily focused on financial benefits, and they are 

consequently excluded from the study. 

Funds with less than one year of history were also excluded, since the data from these funds 

are considered insufficient to provide valid results in the performance analysis. This criterion 

is in line with Bauer et al. (2005), among others.  

The two Investin funds do not exist anymore, and it has been impossible to find historical data 

on them. This may well overestimate the average performance of the analyzed SRI funds, as 

dead funds have a tendency to be worse performers than active funds (Brown et al. 1992). 

Furthermore, bond-based funds were excluded, as these types of funds are delimited from the 

study, cf. Section 1.2.  

The final list consists of 11 Danish SRI funds, who are the subject of the performance 

analysis later in the study. These are presented in Table 7.2. 

Fund name Reason for exclusion

Alm. Brand Invest Miljøteknologi Not meeting the definition

KlimaInvest Not meeting the definition

LD Invest Miljø & Klima Not meeting the definition

Nordea Invest Klima og Miljø Not meeting the definition

Nordea-1 SICAV Climate and Environment Equity Fund Not meeting the definition

Carnegie WorldWide Globale Aktier SRI - AK Insufficient data

Investin SRI Aktier Dead fund – no data

Investin EUROTOP Sustainability Dead fund – no data

Etik Invest Danske Obligationer, Vælger Inc Invests in bonds

BankInvest SICAV Global Emerg Mkt Debt SRI R Invests in bonds

Sparinvest SICAV Ethical High Yield Value Bonds EUR R Acc Invests in bonds

BankInvest Virksomhedsobligationer Etik (SRI) Invest in bonds / Insufficient data
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Table 7.2: Danish SRI funds 

 

7.1.2 Data collection 

After narrowing down the list, it was attempted to achieve historical data for each separate 

fund. Three databases were used in the collecting process: Datastream, FundCollect, and 

Bloomberg. Initially, the focus was placed on Datastream, but ultimately most of the funds 

could not be found through this database, thus FundCollect was contacted. FundCollect are 

the facilitator of data from the Danish mutual fund industry, and they distribute data to more 

than 150 stakeholders in the market. Their services normally cost money, but they proved 

willing to help without charge, as they provided data for the majority of the SRI funds. Data 

for the remaining funds were found through the Bloomberg database. 

The type of data to be collected was the daily Net Asset Value (NAV) of the funds, which is in 

line with earlier studies, e.g. Renneboog et al. (2008a). NAV is the total value of a fund‟s 

assets (portfolio holdings) less its liabilities, divided by the number of outstanding shares. 

This value is considered the most appropriate for calculating fund returns, since the particular 

demand for a fund is not affecting it. As some of the funds pay dividends, their historical 

dividend payments were also necessary to collect, in order to adjust for them in the funds‟ 

returns. Daily data was chosen, because a potential dividend payment affects the NAV from 

day to day. The data time series preferably range from the launch of a fund to the end of May 

2011. However, as can be seen in Table 7.2, this has not been entirely possible.  

In Datastream, the funds were located by searching on their name or ISIN code (International 

Securities Identification Number). After locating the funds, NAVs were extracted by choosing 

“Price (adjusted)” as the desired type of time series data. It is explained in the help menu of 

the database, that “Price (adjusted)” represents the NAVs, when the source of data is a mutual 

No. Name

Launch 

year

Time 

series

Domi-

cile Investment focus

1 BankInvest Global Equities (Ethical Screening) 2005 2005-2011 DK Global Equity

2 BankInvest SICAV Global Equities SRI R 2007 2007-2011 LUX Global Equity

3 BankInvest SICAV Global Emerging Markets Equities SRI R 2007 2007-2011 LUX Global EM Equity

4 Carnegie Worldwide Ethical 2000 2001-2011 LUX Global Equity

5 Danske Invest Europa Bæredygtig Indeks 2002 2002-2011 DK Euro Equity

6 Etik Invest Nordiske Aktier, Vælger 2001 2002-2011 DK Nordic Equity

7 Jyske Invest Globale Aktier Special 2010 2010-2011 DK Global Equity

8 Nordea Invest Engros Absolute Return Equities II - Etisk Tilvalg 2009 2009-2011 DK Global Value Equity

9 Nykredit Invest Globale SRI Aktier 2004 2004-2011 DK Global Equity

10 Sparinvest Ethical Global Value EUR R 2008 2008-2011 LUX Global Value Equity

11 Sparindex DJSI World 2003 2003-2011 DK Global Equity
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fund. Furthermore, this data type is adjusted for stock splits and other holding-related 

changes. It is not adjusted for potential dividend payments though, and therefore it has been 

necessary to extract this data as well. Historical dividend payments were collected by using 

the data type “Dividend per share”. The extracted data was ultimately exported from 

Datastream to Excel. 

By sending an email to FundCollect containing ISIN codes on the desired funds, they were 

able to provide an Excel spreadsheet with daily NAVs and dividend payments for the funds.   

In the Bloomberg database, the funds have been located through their ISIN codes. The data 

were extracted through a “Bloomberg function” in Excel, as it is possible for these two 

programs to interact. More specifically, the command “BDH” are used, in which fund name, 

start/end date, and desired data type, are entered. The NAVs of the funds are thus extracted by 

entering “PX LAST” as data type. Bloomberg defines this data type as equal to NAV, when 

the extracted data comes from funds. Dividend payments were also extracted by using the 

command “DVD”. 

It is assumed in this study, that Danish funds use DKK as their main currency. This is 

consistent with the extracted data from the three databases, since almost all NAVs are 

reported in DKK. The NAVs, that are not DKK-based are instead EUR-based, which is 

because some of the funds have domicile in Luxembourg. This issue is addressed later in the 

chapter.  

7.1.3 Data organization 

The data from each fund have been copied into a separate Excel file, to keep track of the 

individual calculations in the performance analysis. The NAVs and potential dividend 

payments were placed side by side, in order to calculate the daily log returns are, as Equation 

4.2 prescribes. The dividends have been added to the NAV on their ex-dividend date
25

, which 

is when NAV should be affected by the dividend payout. By adding up the daily log returns, 

monthly returns have been produced. The majority of previous studies and articles use 

monthly returns in their analyses, and so the same is done in this study, to strengthen 

comparability. 
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 The date on which, the investor is no longer entitled to the dividend of that period. 



71 

 

7.1.4 Bias 

Several factors could have a negative effect on the validity of the performance results. These 

factors are described in the following. 

7.1.4.1 Size of the dataset 

In order to ensure statistical validity, the analyzed dataset must contain a large number of 

observations. Compared to other studies, this analysis operates with a relatively small number 

of funds, and consequently the number of observations is equivalently small. Probably, it will 

therefore not be possible to draw clear conclusions from the results of the analysis. However, 

the purpose of the study is not to provide statistical facts, but instead observe potential 

interesting trends on the Danish SRI market. 

Another thing to be aware of, when analyzing a small set of data, is the so called outliers. 

These are observations so distant from the rest of the dataset, that they can affect the results to 

provide an inaccurate image of the studied area. Small datasets are more exposed to outliers, 

and the results in this analysis will therefore be the subject of several robustness checks, to 

perhaps identify outliers and modify the conclusions. 

7.1.4.2 Stock picking abilities of the portfolio managers 

If the collected amount of data is relatively small, there is a possibility that the fund 

managers‟ stock picking skills have a notable effect on the results of the study. This risk can 

be minimized or eliminated by using a bigger dataset, which is not possible to obtain on the 

Danish market, so the analysis is subject of this risk. However, the dataset in this thesis is 

judged to be sufficient and versatile enough to overshadow the role of the risk. 

7.1.4.3 Management fees 

The size of management fees can have an effect on the findings in a fund performance 

analysis. As NAV includes the management fees in the price calculation, it will affect the 

results of the analysis, if the management fees for SRI funds and conventional funds are 

significantly different. One can assume that the cost of applying SRI strategies is higher than 

for conventional funds, as the ethical stock screening process is both costly and time 

consuming. To eliminate the role of management fees the NAV values should be adjusted for 

these fees. Unfortunately it has not been possible to obtain information regarding the fees, and 

so the results of the analysis could potentially underestimate the performance of the SRI 

funds.  
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7.1.4.4 Survivorship bias 

As mentioned in Section 7.1.1.1, the exclusion of dead funds from the analysis, could lead to 

an overestimation of the average performance of the SRI funds, since dead funds tend to 

perform worse than active funds. This is called survivorship bias. The Danish SRI market 

contains two dead funds, and it was attempted to include them in the analysis, but after an 

extensive investigation it was concluded, that data from these two funds were practically 

impossible to achieve. Therefore, it has not been possible to clean the dataset for survivorship 

bias. 

In the process of identifying conventional funds, dead funds were purposely left out. Since 

both groups are then subject of survivorship bias, their performance results should still be 

comparable, and hence this bias will not have a serious impact on the analysis. Only the 

funds‟ relative performance to the market can be subject to survivorship bias. 

7.1.4.5 Geographic placement of funds 

In the examination process of the SRI funds, it was found that some of the Danish funds has 

domicile in Luxembourg – primarily because of tax reasons. It was discussed, whether to 

exclude these funds from the analysis, but ultimately it was decided to keep them. 

It is unsure, whether this inclusion could lead to a bias in the results, but there a several 

reasons, why it should not: 

 Although the analyzed SRI funds are Danish, all of them operate with an international 

investment universe. Hence there should not be any particular difference in the 

investments of the DK- and the Luxembourg-based funds. 

 The main currency of the Luxembourg funds is EUR, but this should not have an 

effect on performance, since DKK follows the value of the Euro. 

 NAVs are used to calculate fund returns in the analysis. A possible increased demand 

for investment funds in Luxembourg should therefore not affect the performance 

results, since NAV represents the total value of a fund‟s portfolio securities, and 

therefore is only affected by the stock market. As concluded above, that market is 

more or less the same for both the DK- and the Luxembourg-based funds. 

One factor that could cause for bias in the performance results is the tax reason. It is 

presumably cheaper to operate an investment fund in Luxembourg, and therefore the expense 

ratio of these funds could be lower than for the DK-based funds, which could lead to an 
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overestimation of the performance results. A possible way to clean the data for this bias is to 

identify Danish conventional funds, which also has domicile in Luxembourg, and use them as 

benchmark to the Luxembourg-based SRI funds. It has been possible to locate some 

conventional funds with this domicile, but not so many, that they cover each Luxembourg-

based SRI fund sufficiently. Hence, the dataset is not completely cleansed of this bias, but its 

effect of the overall results is considered insignificant. 

7.2 Conventional funds 

When measuring fund performance it makes sense to include a group of reference funds for 

comparisons. This study seeks to examine if there is a financial cost associated with operating 

in a constrained investment universe, and the group of reference should therefore consist of 

conventional investment funds, that isn‟t operating with any clear constraints.  

7.2.1 Identifying the conventional funds 

In order to identify conventional funds, that are comparable with the set of SRI funds, the 

matching pairs approach was applied (cf. Section 5.2). This approach has been used by 

several scholars, who have analyzed a relatively small set of funds, and it is therefore deemed 

appropriate for this analysis. The conventional funds are chosen on the basis of three criteria: 

 They must be managed by a Danish company. 

 They must operate with the same investment focus as their comparable SRI fund.
26

 

 They should have the approximate same launch year as their comparable SRI fund. 

The first two criteria are the strictest ones, as these are considered the most important. The 

funds have therefore been matched almost 100% correctly with attention to these criteria.  

The last criterion is not as rigid, and some of the SRI funds have been matched with 

conventional funds that are a few years older. This is due to the relatively small size of the 

Danish fund market, which makes it difficult to locate funds with the exact same investment 

focus and age. However, it is considered not to have a significant effect on performance, if a 

conventional fund differs from the age of an SRI fund with 3-4 years. The selected funds, 

which do not match on age, are those with a launch year closest to that of the comparable SRI 

fund. All in all, the age criterion has been met satisfactorily.  

                                                 
26

 Investment focus is defined as: The asset class, which the fund invests in, combined with the geographical 

focus of the investments. 
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It should also be added, that it was preferred for the funds to have the same domicile as well, 

but as mentioned in Section 7.1.4.5, this was not completely possible for the Luxembourg-

based SRI funds. 

For each SRI fund, two conventional funds were selected for benchmarking, which means 

that overall 22 matching conventional funds had to be located. It can be argued, that the more 

conventional funds used in comparison with the ethical funds, the more accurate these 

comparisons will be. It was originally preferred to use 3 conventional funds per ethical fund, 

but again the size of the Danish fund market proved to be a limitation, as there simply aren‟t 

enough funds, to identify 33 funds, that all match an SRI fund in terms of investment focus 

and launch year. 

The 22 conventional funds were primarily identified through Morningstar‟s fund database and 

the homepages of those investment companies that manage the funds. These sources proved 

sufficient to gain information about investment focus and age. Morningstar divides all the 

funds in their database into categories of investment focus, and this has proven helpful in the 

process of determining the focus of each fund.  

The 22 conventional funds are presented in Table 7.3. The numbers in the left column are 

equivalent to the numbers in Table 7.2, and thereby refer to the corresponding SRI fund of the 

two conventional funds, that appears in the next cell. For example, SRI fund no. 1 refers to 

BankInvest Global Equities (Ethical Screening), who has BankInvest Basis Pension and LD 

Invest Aktier as its conventional funds.    

Table 7.3: Conventional funds 

 

SRI 

fund no. Conventional fund 1

Launch 

year Conventional fund 2

Launch 

year

1 BankInvest Basis Pension 2003 LD Invest Aktier 2005

2 BankInvest Global Equities 2007 Nykredit Invest Engros Global Opportunities 2006

3 Danske Invest Nye Markeder Akk 2006 BankInvest New Emerging Markets Equities R 2007

4 Nykredit Invest Globale Aktier 2000 Danske Invest Global Stockpicking 2000

5 Danske Invest Europa Fokus 1998 SEBinvest Europa Stockpicking 2000

6 Alfred Berg Invest Nordiske Aktier 2000 Danske Invest Norden Indeks 1999

7 Stonehenge Globale Aktier 2010 World Wide Invest 2010

8 ValueInvest Global Akk 2006 Sparinvest Momentum Aktier Akk 2005

9 Independent Invest Global 2003 Jyske Invest Favorit Aktier 2001

10 LD Invest Value Aktier 2005 Nordea Invest Global Value 2003

11 Jyske Invest Aktier Pension Akk 2001 Gudme Raaschou Selection 2000
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7.2.2 Data collection 

The data for the conventional funds have been found by using DataStream and Bloomberg, 

where daily NAVs and dividend payments have been exported from both. However, a 

problem occurred in Bloomberg, since this database does not report a NAV on those days, 

where the value doesn‟t change. This left out some large gaps in the time series, but it was 

found out, that the problem could be solved by modifying the earlier mentioned “Bloomberg 

function” in Excel. If “Days=w” is written in the command, the function ensures that prices 

from all possible trading days are included.   

7.2.3 Data organization 

The data of the conventional funds are copied into the Excel file of the corresponding SRI 

fund – albeit in another spreadsheet. Just as for the SRI funds, the daily log returns for each of 

the two conventional funds are calculated. The two funds are not compared individually with 

the corresponding SRI fund. Instead they are seen as an equally-weighted portfolio, and the 

average daily return of the two funds is therefore calculated.  

Since the funds were only matched on the launch year and not the launch month, some of the 

conventional funds turned out to be a couple of months younger than the SRI fund. This is not 

a problem, as long as at least one of the conventional funds has sufficient time series data to 

cover the SRI fund. In those months, where only one conventional fund provides data, the 

daily average return is just that fund‟s return. The other conventional fund is then “attached” 

to the average return later in the time series. Finally, the daily returns are converted into 

monthly returns.  

7.2.4 Bias 

The conventional funds are obviously subject to many of the biases, described in Section 

7.1.4, so these are not further mentioned. Only additional biases are described in this section. 

7.2.4.1 Fund size bias 

In order for the conventional funds to be even more comparable to the SRI funds, they should 

be matched on fund size as well. It has not been possible to achieve historical data on fund 

size, and so this factor is not taken into account, when matching the funds. This could cause 

for a bias in the performance results, as large funds are assumed to be better positioned than 

small funds, when it comes to creating high returns. However, as the funds from the dataset 

are approximately matched on age, the effect of fund size bias should be minimized, and it is 

considered not to have a significant influence on the performance results. 
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7.3 Factors for Carhart (1997) 4-factor model 

In this section, the process of identifying and collecting data for construction of the four 

factors is described. It is important to choose the correct data for these factors, in order to 

ensure a proper benchmarking of each individual set of funds (one SRI fund + two 

conventional funds) and thereby achieve valid performance results. Difficulties caused by the 

level of comprehensiveness and the lack of data-resources were encountered, when 

constructing the factors. On these occasions alternative solutions have been utilized to 

sufficiently compensate for the deficiencies.  

7.3.1 The market factor 

To calculate the market factor from the original CAPM model, a risk-free rate and a market-

index must be selected.  

7.3.1.1 Risk-free rate 

The risk-free rate must represent the return that investors can realize by placing their money 

in a riskless asset. Possible options would therefore be to use returns on either treasury bills or 

government bonds as the risk-free rate. Instead the interbank rate is chosen – mainly because 

this has been the approach in several previous studies (e.g. Bauer et al. (2005), Renneboog et 

al. (2008a)). More specifically, the used interbank rate is the one month Copenhagen 

Interbank Offered Rate (CIBOR). This is chosen because the funds in the analysis are Danish, 

and because it is assumed, that all of them use DKK as their main currency.  

7.3.1.2 Market index 

An appropriate market index must be chosen for each SRI fund and its two conventional 

funds. The index should reflect the performance of the specific market, which the particular 

funds operate within. Therefore, it is essential to find market indexes that cover the funds‟ 

investment focus – i.e. a fund that invests in global equity should be benchmarked against a 

global equity index. This approach is also used in the thesis, and thus each set of funds has 

been assigned to a market index, which covers their investment focus.  

At first, it would seem logical to benchmark SRI funds against SRI indices, but this would not 

provide the correct performance results. The purpose of the analysis is not to find out, which 

SRI funds are best at picking stocks for their portfolio, but instead if there‟s a financial cost 

combined with their investment constraints. Thus it makes sense to use standard market 

indices for the market factor. 
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There are a lot of indices to choose from, and it can be difficult to identify those, that suit the 

funds best. A research on this area has therefore been conducted, in which the funds‟ 

homepage were examined. The purpose was to find out, what indices each fund benchmarks 

itself against. To provide a second source of information, the Morningstar fund database was 

also inspected to see what indices, Morningstar use to benchmark these funds.  

It was generally observed, that the majority of the funds use MSCI indices as their market 

benchmark. This observation is supported by Morningstar, who also apply MSCI indices for 

almost any of the analyzed funds. Morningstar‟s choice of benchmark has been matched with 

the fund‟s own choice, in order to pick out one specific benchmark to be used across the funds 

for each investment focus. This has been done to ensure consistency in the performance 

analysis, since funds with the same investment focus may interpret it differently and thus use 

different indices. As an example, the Global Equity funds could be examined. These funds 

choose differently between several MSCI indices that all encompass the Global Equity 

universe: MSCI World, MSCI AC World, MSCI World Free, etc. In this particular case, the 

MSCI AC World is applied as the market index of all the Global Equity funds.  

To sum up, MSCI indices has been chosen as suitable for the funds, and one specific index 

per investment focus has been applied. The selected indices are all DKK-based and unhedged 

to other currencies, because of the earlier mentioned assumption that all the funds operate 

with DKK as their currency. 

Another option would have been to choose indices, which were used in previous studies. 

Many studies have applied the Thomson Worldscope Indices, since they are said to cover 

98% of the market, which is considerably better than the coverage, provided by the MSCI 

indices. However, both Bauer et al. (2005) and Renneboog et al. (2008a) concludes, that it has 

no influence on their results, whether Thomson or MSCI are being used. Consequently, the 

MSCI indices are considered sufficient to use as benchmarks in the analysis. 

Monthly time series data on the market indices are collected through Datastream. Instead of 

choosing “Price Index” as data type, “MSCI Total Return Index” is applied, since this type 

includes dividends. From the data, the monthly log return of each index has been calculated.   

7.3.2 The SMB factor 

As mentioned in Section 4.1.3.2, Fama and French (1993) and Carhart (1997) created the 

SMB factor by constructing portfolios of small cap and large cap stocks from their specific 
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investment universe, and then subtracted the portfolios from each other. It would be beyond 

the scope of this thesis to use the same approach – especially considering, the portfolios 

would have to be constructed for each of the investments universes that the funds operate 

within. Moreover, it would be complicated to acquire the sufficient data. 

An alternative approach to the creation of the SMB factor were proposed in 2004, were 

Robert Faff tested the possibility of using market specific indices instead of constructed stock 

portfolios. The tests were performed on Australian data, and he therefore used the 

ASX/Russell indices. The SMB factor was then created by subtracting the average returns of 

the large cap growth index and the large cap value index from the average returns of the 

complementary small cap indices. A similar method was used to create the HML factor as 

well. Faff (2004) found, that the results for both factors, obtained by using this method were 

consistent with the results of the original approach by Fama and French (1993).  

In this thesis, a modified version of Faff‟s (2004) approach has been utilized. Instead of using 

averages of value and growth indices, the SMB factor is created from one small cap and one 

large cap index. Specific indices have been picked out for each set of funds, so that they 

match the funds‟ investment focus. For instance, MSCI Europe Small Cap and MSCI Europe 

Large Cap are utilized for those funds that invest in European stocks. Indices are DKK-based 

and unhedged to other currencies. Monthly “MSCI Total Return Index” data on the indices 

have been collected from Datastream, and the log return is then calculated. A problem 

occurred when searching for indices to match the fund, Etik Invest Nordiske Aktier and its 

two conventional funds. MSCI Nordic indices were the preferred option, but the MSCI 

Nordic Large Cap index has base date in 2007 and is therefore unable to cover the longevity 

of Etik Invest Nordiske Aktier, which were launched in 2002. Instead, the FTSE Nordic Large 

Cap index is used as the large cap proxy to be subtracted from the MSCI Nordic Small Cap 

index. In Datastream, “Total Return Index” is used as the type of data for the FTSE index, 

instead of “MSCI Total Return Index”.  

7.3.3 The HML factor 

In line with the above approach, the HML factor has also been created by using stock indices. 

DKK-based MSCI Value and MSCI Growth indices were identified to cover the different 

investment universes. Data was extracted in Datastream, monthly log returns were calculated, 

and finally the returns of the growth indices were subtracted from the equivalent returns of the 

value indices, in order to create the HML factor.  
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7.3.4 The MOM factor 

Faff (2004) did not analyze the momentum factor in his article and therefore did not suggest 

an alternative approach to the creation of this factor. In order to use his approach on this 

factor, it would be required to locate indices which tracked the winners and losers on the 

stock market of the past 11-12 months. It wasn‟t possible to locate such indices, but instead a 

“Momentum Index” was indentified. Through research it was found out, that FTSE constructs 

momentum indices called FTSE ActiveBeta Momentum, which follow the original 

philosophy of momentum investing and also use the approximate same approach as Carhart 

(1997). The minor differences are:
27

  

 Past 12-month stock return is assessed instead of the original 11-month return. 

 33% winner stocks are bought, and 67% loser stocks are sold, instead of the original 

equal split. 

These differences are considered not to have significant influence on the analysis results. 

Again, specific DKK-based versions of the momentum index were picked out to cover the 

different investment universes of the funds, but it turned out that FTSE doesn‟t construct a 

Nordic momentum index, as well as a Global Value momentum index. The Europe-based 

index is instead used for the Nordic-oriented fund, and the World-based index is used for the 

Global Value funds.  

Although the Europe-based index does cover the Nordic market, it also covers the rest of the 

developed markets in Europe. Hence, there could possibly appear deviations in the index‟ 

performance compared to the Nordic market, and as a result, the fund‟s alpha could 

potentially be over- or underestimated. Obtained performance results of the Nordic-oriented 

funds must therefore be treated with caution. 

The World-based momentum index is considered an adequate proxy for the Global Value 

funds, and the potential bias in performance results from using this index, should be 

insignificant. 

Monthly “Total Return Index” data is collected from Datastream, and log returns are 

calculated. The returns are then used to emulate the momentum proxy. 

                                                 
27

http://www.ftse.com/Indices/FTSE_ActiveBeta_Index_Series/Downloads/FTSE_ActiveBeta_Index_Series_Gr

ound_Rules.pdf 

http://www.ftse.com/Indices/FTSE_ActiveBeta_Index_Series/Downloads/FTSE_ActiveBeta_Index_Series_Ground_Rules.pdf
http://www.ftse.com/Indices/FTSE_ActiveBeta_Index_Series/Downloads/FTSE_ActiveBeta_Index_Series_Ground_Rules.pdf
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7.3.5 Data organization 

Data for the 4-factor model are copied into the Excel file of each corresponding set of funds 

(one SRI fund + two conventional funds). They are placed in their own spreadsheet, where 

each factor are being constructed by first calculating the monthly log returns of the different 

indices, and then performing the relevant subtractions to create the factors. 

The applied indices for construction of the 4 factors are presented in Table 7.4: 

Table 7.4: Indices for 4-factor model 

 

7.3.6 Orthogonalization of the factors 

The factors are orthogonalized in order to remove to potential multicollinearity between them 

and thereby isolate the exact effect of each factor. The orthogonalization process is 

performed, as described in Section 4.1.3.4. In this thesis, the market factor is considered the 

one with the highest explanatory power. Therefore the other factors are regressed against the 

market factor. Regressions are performed in a separate spreadsheet in each of the SRI fund‟s 

Excel files. 

7.4 Data for performance driver analysis 

In order to appropriately analyze and assess the potential drivers behind SRI performance, 

additional information and data had to be found. The identification and collection process are 

described in the following.  

7.4.1 Screening intensity 

To analyze the relationship between fund performance and screening intensity, information 

about the funds‟ applied screening criteria is required, so that it becomes clear, how many 

criteria they are operating with.  

Rm - Rf SMB HML MOM

MSCI All-Countries World MSCI AC World SC MSCI AC World V FTSE All-World ActiveBeta Momentum

MSCI All-Countries World MSCI AC World LC MSCI AC World G FTSE EM ActiveBeta Momentum

MSCI All-Countries World MSCI EM SC MSCI EM V FTSE Dev. Europe ActiveBeta Momentum 

MSCI Emerging Markets MSCI EM LC MSCI EM G

MSCI All-Countries World V MSCI AC World V SC MSCI Europe V

MSCI Europe MSCI AC World V LC MSCI Eurpoe G

MSCI Nordic MSCI Europe SC MSCI Nordic V

MSCI Europe LC MSCI Nordic G

MSCI Nordic SC

FTSE Nordic LC
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This information has been obtained by either searching the funds‟ websites or calling up the 

funds. The applied screening criteria for all of the 11 SRI funds are presented in Appendix 

7.1. 

Many of the analyzed SRI funds operate with one or several criteria, which concerns ESG 

(Environmental, Social, and Governance). These criteria are relatively vague and are mostly 

described as guidelines, which are being complied with or taken into consideration by the 

funds. Hence, they do not serve as clear screening criteria, such as a negative screening of 

tobacco companies. The funds base their ESG-criteria on several different conventions, with 

many focusing on the UN Global Compact (described in Section 2.3.1). Common to all these 

conventions is that they primarily concern the following issues: Human rights, child labour, 

environment, anti-corruption, and corporate governance. In the identification process of the 

funds‟ applied screening criteria, the different ESG-conventions were treated, as they are 

completely similar. Thus, they have all been unified as one screening criteria, called ESG, for 

those funds, who takes these issues into concern. The exception is the two funds, BI Global 

Equity (Ethical Screening) and BI SICAV Global Equity SRI, who are both complying with 

the Ottawa Landmines Convention. This convention differs enough from the ESG-

conventions to be treated as a single screening criterion. 

Likewise, no classification of the negative screening criteria are made, in order to rate the 

strictness of them. This means that all negative criteria are judged to be equally ethical. 

7.4.2 Popularity of SRI stocks 

The assessment of stock popularity required the identification and selection of SRI stocks and 

conventional stocks. This was done by thoroughly examining the asset holdings of the SRI 

funds and their respective conventional peers.  

SRI stocks were defined as stocks, which feature in most of the SRI funds‟ portfolios. They 

could also feature in the conventional funds‟ portfolios as well. Conventional stocks were 

then defined as stocks, which feature in most of the conventional funds‟ portfolios but not in 

the SRI funds‟ portfolios, as it is assumed, that these stocks are excluded by the SRI funds, 

because they do not meet one or several of the screening criteria.  

In total, 50 SRI stocks as well as 50 conventional stocks were identified. To adjust for country 

bias, it has been strived to select stocks from different countries worldwide. Sector bias has 
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also been adjusted for by selecting stocks from five different business sectors: Consumer 

goods, health/pharma, IT/tech, heavy industry. 20 stocks have been selected for each sector. 

The financial data on the stocks has been collected through reuters.com and 

finance.google.com. The collected data on return, P/E, and P/S, respectively, represent the 

values of the trailing twelve months. Data on trade volume are the average values of the past 

month. An overview of the stocks and their financial data can be seen in Appendix 7.2. 
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8 Analysis 

After the data has been identified, collected, and organized, the analysis is ready to be 

conducted. The chapter is divided in two parts. The first measures the relative SRI fund 

performance, compared to conventional funds, and the results are presented and commented 

on. The second part focuses on explanations for the obtained performance results. Through 

various analyses, it is attempted to identify critical factors, which could have an effect on 

relative SRI performance.  

8.1 Relative performance of SRI funds 

The performance of SRI funds and conventional funds is measured by both looking at average 

performance and portfolio performance, in order to assess the consistency of the results. Also, 

both approaches are widely used in previous studies. Performance results are obtained by 

using the Carhart (1997) 4-factor model. Finally, a cross-sectional regression is conducted on 

the obtained alphas, to test the relationship between SRI and fund performance. This serves as 

a final check of the performance results, to see if the observed trends are underpinned. 

8.1.1 Average performance 

In line with previous studies, the alpha of each SRI fund and its pair of conventional funds are 

estimated individually, after which the average alpha of the funds are calculated, in order to 

illustrate the overall performance. The monthly returns are thus regressed against the 4 factors 

for each set of funds. The regression provides the funds‟ monthly alphas and their sensitivity 

coefficients for each of the factors. Instead of using the monthly alphas, these have been 

annualized in line with previous studies.
28

 The results of the regression analyses are presented 

in Table 8.1.  

The table shows, that annual alpha values are overall negative, which means that both the SRI 

funds and the conventional funds have underperformed the market. On average, this 

underperformance amounts annually to -0.92% and -0.62% for the two groups of funds, 

respectively. So the SRI funds appear to have performed slightly worse than the conventional 

fund, but the difference is very small (30 basis points), and many of the alphas are not 

statistically significant – especially for the conventional funds. The risk of outliers, which 

were addressed in Section 7.1.4.1, could also be present and affect the average results. 

Conclusions must therefore not be drawn on these figures alone. It is also important to assess 

the individual funds. A closer look at the alphas reveals that five of the SRI funds are 

                                                 
28

 αyearly = (1 + αmonthly)
12

 -1  
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outperforming their respective conventional funds, and that the remaining six are beaten by 

them. This underpins the average figures, as it shows that an investor has approximately a 

50% chance of experiencing either over- or underperformance, by investing in either SRI 

funds or conventional funds. The expected return of investing in each type of fund is thus 

approximately equal.  
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Table 8.1: Performance of SRI funds and conventional funds 

 
 Alphas are annualized. The values of β, SMB, HML, and MOM are the funds’ sensitivity coefficients for the factors. Adjusted R2 values show the determination coefficient of the regression analysis for each fund. 

Simple average values are shown in the bottom. 

* Significant at 10% level. 

** Significant at 5% level. 

 

 

 

 

Fund Alpha β SMB HML MOM R^2 adj. Alpha β SMB HML MOM R^2 adj.

1 -0,03% 1,03 ** 0,07 -0,21 ** 0,13 0,91 1,57% 0,92 ** 0,15 -0,15 * 0,14 0,91

2 -4,20% * 0,94 ** 0,12 -0,09 -0,11 0,93 -1,12% 0,94 ** -0,12 -0,16 ** 0,13 0,96

3 -4,62% ** 0,99 ** 0,07 0,23 -0,13 0,97 -0,62% 0,90 ** 0,02 0,16 0,12 0,90

4 -0,92% 0,91 ** -0,09 -0,27 ** 0,51 ** 0,80 -2,96% * 0,98 ** 0,12 * -0,39 ** 0,08 0,91

5 -3,32% ** 0,99 ** -0,04 0,02 -0,12 ** 0,97 -4,90% ** 1,10 ** 0,09 -0,23 ** 0,06 0,87

6 -2,59% 0,84 ** 0,16 ** 0,16 ** 0,13 * 0,92 -3,62% 0,90 ** 0,17 ** -0,05 0,13 0,85

7 -1,29% 0,84 ** 0,59 ** -0,40 0,29 0,86 -0,20% 0,63 ** 0,50 -0,67 0,68 0,49

8 8,40% ** 0,53 ** -0,16 -0,34 * -0,50 0,69 1,45% 0,80 ** -0,02 -0,05 -0,37 0,57

9 2,15% 1,05 ** 0,47 ** 0,00 0,05 0,88 1,60% 0,18 0,09 -0,02 -0,55 -0,01

10 -2,27% * 0,99 ** -0,22 ** -0,12 -0,10 0,93 -0,85% 0,90 ** 0,11 -0,59 ** 0,51 ** 0,76

11 -1,48% 0,99 ** 0,75 ** -0,21 -0,10 0,85 2,84% 0,87 ** 0,55 ** -0,74 ** -0,25 0,87

Average -0,92% 0,92 0,16 -0,11 0,00 0,88 -0,62% 0,83 0,15 -0,26 0,06 0,73

SRI funds Conventional funds
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The 4-factor model provides a higher number of statistically significant values, as well as a 

higher adjusted R
2
 value, for the SRI funds, which indicates that it fits them better than the 

conventional funds. An average adjusted R
2
 value of 0.88 is high, and the model thus appears 

to adequately explain the variation in the funds‟ returns.  

Even though the combination of the 4 factors may seem to be a good fit for the SRI funds, 

many of the obtained factor coefficients is still statistically insignificant. This signals, that 

except for the market factor which is overall significant, the remaining three factors might not 

have an individually significant influence on some of the funds‟ returns. A reason for this 

could be that the proxies chosen for the factors are incorrect for some of the funds. It is more 

likely though, that the lack of significance is due to the relatively few observations in the 

regressions.  

As mentioned, nearly every fund‟s returns are significantly influenced by the market factor, 

and for many of the funds, the correlation with the market is almost perfect. As hypothesised 

earlier, this factor clearly explains the largest part of the funds‟ returns. The higher average 

sensitivity coefficient for the SRI market factors could indicate that the SRI funds are more 

exposed to the general development on the market than the conventional funds.  

The average SMB coefficient is approximately the same for both groups of funds, but the SRI 

funds have a higher number of significant coefficients. Hence, they generally appear to invest 

slightly more in small cap companies. A negative average HML coefficient is also observed 

for the two groups, and this could be a sign of exposure towards growth-oriented companies 

in the portfolio. In this case, it is the conventional funds, which boast the most significant 

values, as more than 50% of them show significant exposures. The results for the MOM 

factor reveal that none of the funds are particularly exposed to it, and therefore doesn‟t seem 

to be operating with a momentum strategy. 

Scholtens (2005) conducted a performance analysis of Dutch SRI funds, where he used the 

same approach as in this analysis. With 12 SRI funds, the Dutch SRI market is approximately 

of the same size as the Danish and thus comparable to it. Seen in that light, it is therefore 

interesting, that his obtained results have many of the same characteristics as the presented 

results in Table 8.1. He too finds a little and insignificant relative underperformance of the 

SRI funds, albeit with a considerably lower R
2
 value than in this analysis. The exposure to the 

4 factors is also of a similar nature. Overall, the findings of Scholtens (2005) therefore 
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support the results in Table 8.1, especially because of the similar characteristics among the 

two studies. 

In Section 7.3.4, a problem with the Nordic-oriented funds was detected. Since it was not 

possible to identify a proper momentum index for these funds, a Europe-based index was 

instead used to proxy the momentum factor. This could lead to a bias in the performance 

results. Examining the results of the Nordic-oriented funds (no. 6 in Table 7.2 and Table 7.3) 

it is observed, that the MOM factor for the SRI fund is actually significant, so for this fund, 

the index has turned out as an adequate proxy. On the other hand, this is not the case for the 

conventional funds, which has an insignificant coefficient. However, other factors could also 

have an influence on this, and furthermore is seems like a general trend among the funds, that 

a momentum strategy is not applied. Ultimately, the problem is therefore not considered to 

have a decisive impact on the results. 

8.1.2 Portfolio performance 

Another approach to measure the relative SRI performance is to construct portfolios of SRI 

funds and conventional funds, respectively, and then estimate portfolio alphas. This approach 

is perhaps more relevant when operating with a large dataset, but it is still conducted in this 

analysis as a robustness check of the obtained results in the previous section.  

The two portfolios are constructed by using all the funds and their full data time series. The 

funds are then included in the portfolio, when their time series begin. This means, that the 

total time series of the portfolio ranges from the start of the oldest SRI fund (Carnegie 

Worldwide Ethical), which is Jan 2001, to May 2011. The portfolio weights are thus being 

rebalanced over time, as the funds are continually included. Monthly portfolio returns are 

calculated by multiplying the weight of each fund (the portfolio is equally-weighted) with its 

return and then adding up the weighted returns of all the funds.  

The factors in the model are created by using the same approach. So if the portfolio at a 

specific time consists of 50% funds that invest in Global Equity, then the weight of Global 

Equity indices in the benchmarks should be 50% at that time. This goes for all the factors in 

the model. Weighted benchmarks are widely used in the investment markets – especially by 

balanced funds.
29

 

                                                 
29

 http://www.ehow.com/how_8476604_create-index-balanced-retirement-fund.html 

http://www.ehow.com/how_8476604_create-index-balanced-retirement-fund.html
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In line with Bauer et al. (2005), a “difference” portfolio is also constructed, by subtracting the 

returns of the conventional portfolio to those of the SRI portfolio. Returns of the three 

portfolios are regressed against the weighted benchmarks of the 4-factor model, and results 

are presented in Table 8.2. 

Table 8.2: Portfolio performance results 

 
Alphas are annualized. Adjusted R2 for the difference portfolio is not presented, as it is not relevant for the analysis. 

* Significant at 10% level. 

** Significant at 5% level. 

Again, the alphas are negative, which show that both portfolios are beaten by the market. The 

SRI portfolio underperforms the conventional with around 50 basis points, which is close to 

the difference between the average alphas in Table 8.1. None of the portfolio alphas are 

significant, and this is also fairly consistent with the results from the previous section, as well 

as with results from other studies (cf. Figure 5.2). 

Both portfolios‟ returns are highly and significantly affected by the market factor. The small 

and insignificant difference between the coefficients, suggests that their exposure is equal. 

The HML and MOM coefficients are also consistent with the previous results – both in terms 

of exposure-level and statistical significance. Furthermore, the difference in HML exposure 

between the two portfolios is also significant.  

More surprising are the SMB coefficients, which indicate that the conventional portfolio has 

the most investments in small cap stocks, with the difference being significant at the 10% 

level. This does not match the results in Table 8.1, which suggest that the SRI funds are more 

significantly exposed towards small cap stocks than the conventional funds. The reason for 

the difference in results could be, that some of the older SRI funds have a higher impact on 

the portfolio performance, as these provide more data, than the young funds. If some of the 

old funds are not exposed to the SMB factor, their heavy influence on the portfolio will cause 

it not to be overall SMB-exposed as well.  

This problem is connected to the small dataset, as it will typically occur when analyzing a 

portfolio of few funds with different ages. The more funds included in the portfolio, the more 

reduced the effect will be. An optimal portfolio would contain many funds that are equally 

Alpha Rm - Rf SMB HML MOM R^2 adj.

SRI portfolio -2,46% 0,94 ** 0,04 -0,07 0,13 0,90

Conv. portfolio -1,96% 0,98 ** 0,17 ** -0,36 ** 0,06 0,94

Difference -0,51% -0,04 -0,13 * 0,29 ** 0,07
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old, but it is not possible on a small SRI market like the Danish to identify sufficiently many 

funds with the same age.  

Nevertheless, the portfolio performance does support some of the previous results from 

Section 8.1.1 and also, the high adjusted R
2
 values indicate that the model fits both portfolios 

satisfactorily. Actually, this value is higher for the conventional portfolio, which is the reverse 

situation of the average results in Table 8.1. This is interpreted as being a strong indication of, 

the Carhart (1997) 4-factor model fitting both the SRI funds and the conventional funds. 

8.1.3 Cross-sectional regression 

As a final robustness check of the performance results, a cross-sectional regression on the 

obtained alphas has been conducted. The purpose is to test, whether the performance of a fund 

would be affected, if the fund implemented an SRI strategy – i.e. if there is a relationship 

between fund performance and SRI. 

All the obtained alphas – both SRI and conventional – are therefore regressed against an SRI 

factor, which is a dummy variable, that returns the value of 1, if the alpha is from an SRI 

fund, and 0 if it‟s from a conventional fund. Results of the regression are presented in Table 

8.3. 

Table 8.3: Regression of fund alphas against SRI factor 

 
Alphas are annualized. The values in parenthesis are the corresponding t-values of the coefficients. 

The regression results in a small negative coefficient for the SRI factor, which suggests that 

funds will perform slightly worse, if using an SRI strategy, compared to using a conventional 

strategy. However, the underlying t-value shows, that the coefficient is highly insignificant, 

and thus it cannot be concluded, that there is a negative correlation between fund performance 

and socially responsible investments. 

8.1.4 Partial conclusion 

The first part of the analysis served the purpose of properly measuring relative SRI fund 

performance on the Danish market.  

Intercept SRI

Fund alphas -0,00619 -0,00304

(-0,66375) (-0,23046)
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By using the Carhart (1997) 4-factor model for the fund returns to be regressed against, alphas 

for SRI funds and conventional funds were estimated and compared. The performance was 

measured by first looking at average results of the individual funds‟ performances, and 

secondly by comparing performance of portfolios, constructed of SRI funds and conventional 

funds, respectively. 

The presented results of both the average and the portfolio approach shows a slight, but 

insignificant underperformance of the SRI funds, compared to the conventional funds, of 

around 30-50 basis points. The final cross-sectional regression supports these findings, by 

resulting in a small and insignificant negative correlation between fund performance and SRI. 

Hence, given the small differences in performance and the statistical insignificance of the 

results, it is generally not possible to conclude, that the Danish SRI funds are performing any 

differently than their conventional peers.  

The high adjusted R
2
 values of the regressions signal that the Carhart (1997) 4-factor model 

was well chosen to explain the variation in the funds‟ returns.  

On the other hand, many of the obtained alphas and coefficients are statistically insignificant, 

and this weakens the validity of the results. Of the 4 factors in the model, it was only the 

market factor, which proved to have a completely significant influence on fund returns. 

Exposures to the other factors were not concludable, but some trends could still be detected. 

The findings indicated that both SRI funds and conventional funds are exposed to small cap 

stocks. Furthermore, the conventional funds appear to be significantly more exposed to 

growth stocks, than the SRI funds. A preference to invest in value stocks, were not spotted 

among the funds. Finally, none of the funds seem to be operating with a momentum strategy. 

The lack of statistical significance in the results suggests that the dataset is too small to base a 

performance analysis on. Nevertheless, the comprehensive review of previous SRI 

performance studies showed, that the vast majority of empirical findings are insignificant. The 

obtained results can therefore also be interpreted as supporting earlier findings. This is 

underpinned by the high level of robustness in the results, which was clarified, as all three 

approaches in the analysis (average, portfolio, and cross-sectional regression) produced 

similar results.  

Overall, the performance measurement has therefore provided notable indications, that Danish 

SRI funds are performing approximately similar to their conventional peers.  
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8.2 Explaining performance results 

By analyzing the effect of three potential drivers behind SRI performance, this section aims to 

explain the obtained performance results from the previous section and thereby point out 

general trends on the Danish SRI market. As it was reasoned in Chapter 6, the three analyzed 

drivers are those considered most likely to have a decisive effect on SRI performance. In the 

first two subsections, it is tested, whether fund age and screening intensity, respectively, 

affects fund performance. Finally, the hypothesis of SRI stock popularity is examined. The 

results of the three analyses is presented and discussed. 

8.2.1 Fund age 

Several scholars have hypothesized that companies with a strong CSR profile are generally 

more sustainable and thereby better long-term performers. Since SRI funds are investing in 

such companies, they should also perform well in the long run, according to the hypothesis. 

Old funds should therefore perform better than young funds. Empirical findings have 

indicated that this is actually the case, and so the hypothesis is tested in this study as well. 

To examine the potential positive relationship between SRI fund age and SRI fund 

performance, the funds have been divided into two groups. 

 Young       Funds established in the last 1-4 years. 

 Old       Funds established more than 4 years ago. 

Five funds have been placed in the young group and six funds in the old group. 

As described in the previous section, the measurement of SRI fund performance can be done 

either by comparing individual and average alphas, or alternatively by creating portfolios and 

compare the results of those. Both methods are applied to gather as many trends and 

tendencies as possible, although comparing the average alpha of the individual funds are still 

regarded as the most accurate approach when using a small dataset. 

Since the funds are divided into two groups, the dataset for each group will be relatively small 

and thus more sensitive to possible outliers. It is therefore important also to look at the 

number of out/underperforming SRI funds, as the total results could be biased. Table 8.4 and 

Table 8.5 present the results for average and portfolio performance, respectively. 
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Table 8.4: Funds divided by age 

 

None of the average alphas are significant, which is still fairly consistent with the results from 

the previous tests. The young group underperforms the conventional funds with 52 basis 

points, while the old group underperforms with 12 basis points; a slightly better performance 

by the long-term group. 3 of the 5 short-term funds (marked in red) have performed worse 

than the conventional funds, where 1 fund is significant on a 10% level and 1 fund is 

significant at a 5% level. 4 of 6 long-term funds (marked in green) have performed better than 

their reference funds, while the average alpha shows a better performance by the conventional 

funds. This is primarily due to a couple of outliers in the dataset, more specifically Fund 8 and 

Fund 11. 

The portfolio method shows a bigger difference in alpha in the short-term group, while the 

long-term SRI funds have performed slightly better than the conventional funds. 

Table 8.5: Portfolios based on fund age 

 

Overall, the results indicate a positive relationship between the age of SRI funds and their 

relative performance, albeit this cannot be concluded, as most of the results are not 

statistically significant. Nevertheless, the observed trends are still interesting, since they are 

Fund no. SRI alpha Conv. alpha Fund no. SRI alpha Conv. alpha

2 -4,20% * -1,12% 1 -0,03% 1,57%

3 -4,62% ** -0,62% 4 -0,92% -2,96% **

7 -1,29% -0,20% 5 -3,32% ** -4,90% *

8 8,40% ** 1,45% 6 -2,59% -3,62%

10 -2,27% * -0,85% 9 2,15% 1,60%

11 -1,48% 2,84%

Average -0,79% -0,27% Average -1,03% -0,91%

Young (1-4 years) Old (>4 years)

Young (1-4 years) Alpha Rm - Rf SMB HML MOM R^2 adj.

SRI funds -3,45% 0,95 ** 0,27 ** -0,19 -0,29 0,96

Conventional funds -0,49% 0,90 ** 0,07 -0,35 ** -0,18 0,96

Difference -2,97% 0,05 0,21 0,16 -0,11

Old (>4 years) Alpha Rm - Rf SMB HML MOM R^2 adj.

SRI funds -2,27% 0,94 ** 0,02 -0,06 0,16 0,90

Conventional funds -2,35% * 0,98 ** 0,18 ** -0,36 ** 0,10 0,93

Difference 0,08% -0,04 -0,16 ** 0,30 ** 0,06
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consistent with earlier findings. It is certainly possible, that CSR companies are more 

sustainable and thereby benefits the SRI funds in the long run. 

Another explanation comes from Bauer et al. (2005), who also found evidence of a better 

long-term performance by SRI funds, but instead believe that it is because, the funds 

undergoes a catching-up phase, possibly due to learning. The authors do not elaborate on what 

exactly, the SRI funds learn over time.  

8.2.2 Screening intensity 

Modern portfolio theory does not favour SRI funds, as it says, that the constrained investment 

universe should lead to lower returns, compared to conventional funds. Many scholars have , 

if this is actually true, and one of the applied methods to test for the effect, is to examine the 

relationship between screening intensity and fund performance. 

The following analysis aims to investigate if the amount of ethical screens applied by an 

investment fund affects the financial performance of the fund. A negative effect will indicate 

that the constrained investment universe influences the funds‟ performances. As in the 

previous chapter, the SRI funds have been divided into two groups: 

 Low intensity        Funds operating with 1-4 screening criteria. 

 High intensity       Funds operating with more than 4 screening criteria. 

Again, performance results are obtained by using both the average and the portfolio approach. 

Like in the previous section, the dividing of the dataset into two groups does make each group 

of data more sensitive to outliers, and the total results must therefore be treated with caution. 

Hence, the number of out/underperforming SRI funds is also considered, when assessing the 

results. The findings of the analysis are presented in Table 8.6 and Table 8.7. 

Table 8.6: Funds divided by screening intensity 

 

Fund no. SRI alpha Conv. alpha Fund no. SRI alpha Conv. alpha

4 -0,92% -2,96% * 1 -0,03% 1,57%

5 -3,32% ** -4,90% ** 2 -4,20% * -1,12%

6 -2,59% -3,62% 3 -4,62% ** -0,62%

10 -2,27% * -0,85% 7 -1,29% -0,20%

11 -1,48% 2,84% 8 8,40% ** 1,45%

9 2,15% 1,60%

Average -2,11% -1,90% Average 0,07% 0,45%

Low intensity (1-4 screening criteria) High intensity (>4 screening criteria)
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The average alphas are not significant, even though a few of the individual funds show 

significance at a 5% and 10% level. SRI funds that operate with 1-4 screening criteria 

underperform the conventional funds slightly with 21 basis points, while the group of funds 

with more than 4 screens underperform the conventional funds with 38 basis points. 3 out of 5 

funds (marked in green) in the low intensity group perform better than the conventional funds, 

while 4 out of 6 funds (marked in red) using many ethical screens have underperformed their 

reference funds. As in the previous analysis, the average performance of each group is 

affected by a few outliers – especially Fund 8 in the second group that provides an unusually 

high alpha of 8.4%, which makes the average SRI performance of the high intensity group 

look better. 

When looking at the groups as portfolios, the low intensity portfolio shows a slightly bigger 

alpha than its conventional peers with a difference of 0.11%. The high intensity portfolio 

underperforms the conventional funds with 0.07%.  

Table 8.7: Portfolios based on screening intensity 

 

Assembling all the tendencies in these results does not give reason for any significant 

conclusions, but despite the small dataset with a high risk of outliers causing inaccurate 

results, both methods points towards a negative correlation between screening intensity and 

fund performance. The effect of the constrained investment universe therefore appears to be 

present. Earlier findings on this area are mixed, but among others, Renneboog et al. (2008a) 

supports the above results. The trend is interesting, because the obtained performance results 

in part one of the analysis showed, that SRI funds and conventional funds tend to perform 

similarly on the Danish market. If the SRI funds‟ return are negatively affected by the 

screening intensity, the above mentioned similarity in performance between these funds and 

Low (0-4 screening criteria) Alpha Rm - Rf SMB HML MOM R^2 adj.

SRI funds -2,75% 0,91 ** 0,02 -0,02 0,18 * 0,90

Conventional funds -2,85% ** 0,97 ** 0,19 ** -0,30 ** 0,10 0,93

Difference 0,11% -0,05 * -0,16 ** 0,28 ** 0,09 0,13

High (>4 screening criteria) Alpha Rm - Rf SMB HML MOM R^2 adj.

SRI funds 1,37% 0,99 ** 0,26 ** -0,04 0,07 0,94

Conventional funds 1,44% 0,93 ** 0,18 * -0,14 0,45 ** 0,93

Difference -0,07% 0,06 ** 0,08 0,10 -0,38 ** 0,19
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their conventional peers could mean, that the two types of funds mainly operate with the 

approximate same investment universe. At least, it is not possible to reject Hypothesis 6.1, 

which implicitly suggest, that there are no significant difference between SRI funds and 

conventional funds, due to the lack of SRI regulation 

This hypothesis could also serve as an explanation to the findings on fund age vs. 

performance from the previous section, and to the “learning-phase”, which Bauer et al. (2005) 

talked about as the reason for the improved SRI performance over time. Hypothesis 6.1 would 

then suggest, that the funds – as they get more experienced – learn about the lack of ethical 

regulation on the market, and thereby finds out that little is required of them as an SRI fund. 

In line with this learning-phase, they will thus weaken their ethical profile and drop some of 

their previous applied screening criteria, because it improves their performance without 

hurting their status as ethically oriented.  

For this explanation to be true, the old funds should therefore operate with fewer screening 

criteria than the young funds. The average number of applied screening criteria of the young 

funds and the old funds from this analysis has therefore been calculated. It turns out, that the 

young funds are operating with an average of 5.2 screening criteria, while the old funds use 

3.7 screening criteria. Although the dataset is small and insufficient, this is still an interesting 

finding, which supports the hypothesis, that SRI funds are not that different from 

conventional funds. 

8.2.3 Popularity of SRI stocks 

Hypothesis 6.2 says that SRI stocks should be more popular among investors than 

conventional stocks, because of the current focus on ethical behaviour in the business world. 

This effect would improve the performance of SRI funds and thereby outweigh the negative 

effect of the constrained investment universe. Ultimately, SRI funds, should therefore perform 

similar to conventional funds.  

To test for this hypothesis, financial data on SRI stocks and conventional stocks have been 

collected and compared. As the data is only based on the last 12 months, this analysis 

functions as a screenshot of the current market, and so trends over several years have not been 

examined. The overall popularity of 50 SRI stocks have been compared to that of 50 

conventional stocks by examining the average values of: Return, P/E, P/S, and trade volume. 

The stocks are selected from five different business sectors. The average financial data for 

each sector, as well as the total average, are presented in Table 8.8. 
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Table 8.8: Financials on SRI stocks and conventional stocks 

 
Return, P/E, and P/S is the value over the past trailing twelve months. Trade volume is the average of the past month. 

Simple average values are shown in the bottom. 

The table shows that the SRI stocks have generally created lower returns than the 

conventional stocks. The average trading volume supports these figures by implying, that the 

conventional stocks have been traded almost twice as much as the SRI stocks. On the 

contrary, SRI stocks have higher P/E and P/S ratios on average – albeit the difference is only 

0.6 and 0.2, respectively.  

So while the two last mentioned ratios speak for the SRI stocks to be more popular, the other 

two measures indicate otherwise. The analysis does therefore not provide any clear evidence, 

that SRI stocks should be more or less popular among investors than conventional stocks. 

This is underlined by the fact, that differences between the two types of stocks are relatively 

small for P/E, P/S, and return. The only large difference appears in trading volume, and, as 

stated earlier, this measure does not provide any plausible indications if it‟s not supported by 

the other figures. It generally appears that there exists similarity among the stocks of SRI 

portfolios and those of conventional portfolios. This is consistent with the performance results 

in Section 8.1.  

The findings on stock popularity suggest that, either investors are pricing SRI stocks and 

conventional stocks similarly, or else SRI funds and conventional funds are generally 

investing in the same kind of stocks. The latter hypothesis are supported by Hawken (2004), 

which was mentioned back in Section 2.2, as he finds that 90% of the Fortune 500 companies 

are included in SRI portfolios. His study therefore indicates, that the portfolios of SRI funds 

contain roughly the same stocks as conventional fund portfolios, which ultimately means, that 

the funds should perform similarly. 

This furthermore supports Hypothesis 6.1, which says that most of the SRI funds are subject 

to approximately the same investment universe as their conventional peers.  

Sector Return P/E P/S Trade vol. Return P/E P/S Trade vol.

Consumer goods 12,4% 15,4 1,3 1.901.415        18,7% 17,5 1,7 3.680.478        

Health/Pharma 18,6% 17,0 2,3 2.866.264        14,7% 19,9 2,4 7.511.158        

Energy 25,1% 15,9 2,0 4.843.234        18,0% 11,8 0,7 6.819.109        

IT/Tech 6,6% 20,2 2,3 6.166.039        31,8% 17,1 2,2 5.688.796        

Heavy industry 20,2% 17,6 1,4 2.973.970        20,7% 16,5 1,4 7.159.913        

Average 16,6% 17,2 1,9 3.750.184     20,8% 16,6 1,7 6.171.891     

SRI stocks Conventional stocks
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8.2.4 Partial conclusion 

The second part of the analysis aimed to explain the obtained relative performance results of 

the Danish SRI funds from part one. The approach was to analyze three potential SRI 

performance drivers, which has been recognized as those most likely to affect the results. 

First, it was examined, whether the relative SRI fund performance is positively correlated 

with the age of the fund. The Danish SRI funds were divided into two groups; “young” funds 

and “old” funds. Performances of the funds in the two groups were then compared by using 

both the average and the portfolio approach. Results overall shows that the old funds have 

performed best, compared to their conventional peers. Even though the results are mainly 

insignificant, they still indicate, that SRI is a long-term strategy. It therefore appears that CSR 

companies are more sustainable, which SRI funds benefit from in the long run. However, 

Bauer et al. (2005) believes, that the improvement in performance over time is because, the 

SRI funds undergo a “learning-phase”, and this also serves as a possible explanation. 

The second analysis focused on the relationship between screening intensity and fund 

performance, which is a way of assessing the negative effect of the constrained investment 

universe that SRI funds should be subject to. Again, the analyzed funds were divided in two 

groups; funds with low screening intensity, and funds with high screening intensity. When 

comparing performance using both the average and the portfolio approach, results shows that 

low intensity funds tend to achieve better relative performance, than high intensity funds. 

Again, the results are mainly insignificant, but still imply that screening intensity has a 

negative effect on fund performance, which supports the theory of the constrained investment 

universe. As the Danish SRI funds are overall performing similarly to their conventional 

peers, it therefore seems that many of them are operating within the same investment 

universe. In any case, Hypothesis 6.1 cannot be rejected. Furthermore, the hypothesis 

potentially explains the “learning-phase” from the previous analysis, by suggesting that SRI 

funds gradually learn about the lack of ethical regulation, which makes them able to relax 

their ethical profile without hurting their status. This could lead to the funds, dropping some 

of their applied screening criteria over time and thus improve performance. By testing for this 

explanation on the analyzed funds, it was found out, that the old funds actually operated with 

fewer screening criteria than the young funds, on average. 

Finally, Hypothesis 6.2 about SRI stock popularity was tested. By comparing average values 

of return, P/E, P/S, and trade volume from 50 SRI stocks to those of 50 conventional stocks, it 
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was assessed whether SRI stocks are experiencing greater popularity among the investors. 

Ultimately, this cannot be concluded, as the majority of the compared values are 

approximately similar. This suggests that SRI stocks and conventional stocks are not that 

different, which is also consistent with the similarity in the obtained fund performance results. 

Hence, the findings support  

Hypothesis 6.1, which states that Danish SRI funds operates with approximately the same 

investment universe as their conventional peers. 
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9 Conclusion 

Socially Responsible Investing (SRI) is a concept that has continually grown in the 

consciousness of investors worldwide, over the past four decades.  

Supporters of modern portfolio theory would find this development strange, as the 

constrained investment universe, that SRI are subject to, should decrease the possibility of 

diversification and thereby cause for lower risk-adjusted returns, compared to conventional 

investments. Despite what theory says, it has not yet been possible to conclude, that the usage 

of an SRI strategy comes with a price. This has resulted in many discussions over the years, 

regarding how SRI should be defined, and which factors affect SRI performance.  

The high growth, that SRI are experiencing, therefore raise the question, if SRI funds are 

actually being ethical, since theory states that there should not be any financial incentive to 

implement such an investment strategy. The thesis has assessed this matter by examining the 

relative performance of SRI funds, compared to conventional funds, as well as trying to 

explain the difference/indifference in performance. Thereby it is investigated, whether or not 

SRI funds differ significantly from conventional funds, and ultimately if the SRI funds appear 

ethical. Focus has been put on the Danish SRI market, as this has experienced a sudden and 

explosive growth over the past three years, which exceeded the growth of other SRI markets. 

The relevancy of investigating the Danish market increases by the fact that no previous study 

has dealt with it.  

The thesis has been divided into two parts. The first part sought to establish the foundation for 

the analysis, which has been conducted in the second part as a performance measurement, 

followed by three explanatory analyses. 

First, the concept of SRI, as well the current SRI markets was explored. The examination 

showed an unclear and indefinable concept, which is more or less open to interpretation. SRI 

has developed over time from being narrow-based and only applied by minorities, to a 

mainstream investment strategy with a solid footing in the major capital markets.  

In the performance analysis, it was chosen to measure and compare the performance of 

Danish SRI funds, by using Jensen‟s alpha. The alpha values were then to be obtained 

through the Carhart (1997) 4-factor model. Additionally, it was decided, that the relative SRI 

fund performance could be explained by analyzing the following three potential performance 

drivers: 
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 Fund age (positive correlation with SRI performance) 

 Screening intensity (negative correlation with SRI performance)  

 SRI stock popularity (positive correlation with SRI performance) 

The motivation for analyzing the last two drivers has also been supported by self-established 

hypotheses, which are based on the knowledge, gained by the authors from exploring the field 

of study.  

Hypothesis 6.1 states: 

The majority of SRI funds are operating within approximately the same investment universe 

as conventional funds. 

Hypothesis 6.2 states: 

SRI stocks are popular among investors, and therefore SRI funds tend to perform similar to 

conventional funds. 

The analysis included 11 Danish SRI funds, whose performance were compared to that of 22 

conventional funds in the time period 2001-2011. Results show a slight underperformance of 

the SRI funds, compared to the conventional funds. Alpha values are around 30-50 basis 

points lower for the SRI funds, and a final cross-sectional regression also reports a small 

negative correlation between fund performance and SRI. However, nearly all of the results are 

not statistically significant. Given the relatively small difference in the results and the 

statistical insignificance, it has not been possible to conclude, that SRI funds are performing 

differently from conventional funds. This is consistent with the vast majority of earlier 

findings. 

In the first of the three analyses of SRI performance drivers, a positive, but insignificant 

relationship between fund age and relative performance was found for the SRI funds. Despite 

the insignificance of the results, these provide considerable indications of an age-effect, which 

is also supported by the findings from previous performance studies. 

The second analyses shows, that SRI fund performance is negatively affected by the level of 

screening intensity. Again, the results are statistically insignificant, but still points towards the 

existence of a negative effect, caused by the constrained investment universe.  
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Hypothesis 6.1 should therefore not be rejected as a possible explanation for the implied 

similarity in performance between SRI funds and conventional funds. The hypothesis also 

suggests that, the observed positive relationship between fund age and performance is a signal 

of SRI funds, undergoing a learning-phase. In this phase, they become familiar with the loose 

boundaries of the SRI market and therefore relax their ethical profile over time, in order to 

improve performance. This is supported by the finding, that the old SRI funds use less 

screening criteria than the young funds, on average. 

Finally, the analysis on SRI stock popularity does not provide any evidence, that these stocks 

should be more popular among investors. Instead, most of the financial values are 

approximately similar to the values of the conventional stocks. Hence, it has not been possible 

to accept Hypothesis 6.2 as a possible explanation for the performance results. On the other 

hand, the findings support  

Hypothesis 6.1 by implying, that SRI funds and conventional funds are investing in the same 

types of stocks. 

This thesis does overall provide notable indications that the majority of Danish SRI funds are 

not particularly different from their conventional peers, as it generally seems that they operate 

with approximately similar investment universes.  

As the concept of SRI is defined today, economists might never find the true financial effect 

of ethics. The open and almost uncritical approach, the market has to the concept, makes the 

results from the studies on the field uncertain. During the last couple of years, the Danish SRI 

market has exploded, which indeed shows the desire from the investors to invest socially 

responsibly. But the question still remains, if that is in fact what they do, when they place 

their money in a Danish SRI fund. 
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10 In perspective 

Working with this thesis has been a learning process. Countless scholars and economists have 

studied SRI, and it has been a necessary task to cover all the relevant material, in order to 

grasp the concept. As expected, it turned out to be a challenge to come up with a clear 

definition of SRI. Due to the lack of legislation and ethical standards on the field, the concept 

is more or less open to interpretation. In principle, any investment fund has the prerequisites 

for labelling itself as socially responsible. This makes it problematic to measure the true 

financial effect of ethics, as each fund operates with different conditions and interpretations of 

the concept.  

This study operates with a relatively small and uneven dataset, which makes the findings 

incomplete and a subject of exposure to potential outliers. Though the findings in the analysis 

might be inconclusive, it cannot be denied, that the results are indications, that when 

assembled, lead up to a satisfactory and interesting conclusion, which suggests that the 

majority of SRI funds and conventional funds are not that different.  

In order to come even closer to a more complete conclusion, the next step would be to provide 

the study with qualitative data, such as interviews with fund managers and a generally deeper 

exploration of the funds‟ SRI profile. The approaches of Shareholder Activism, Integration 

and Best-In-Class have become more common among ethical investors. Since these strategies 

principally do not exclude any investment opportunities, practitioners of them potentially 

operate with the same investment universe as conventional funds. This may be a part of the 

explanation for the reported indifference in performance between SRI and conventional 

investment strategies. Therefore, it would be relevant to include the practice of SRI strategies 

in the explanatory analysis. This should also feature a more thorough examination of the SRI 

funds‟ portfolios, to compare the asset holdings with the conventional funds‟. 

Overall, qualitative data would strengthen the study, and further clarify if SRI funds are 

actually being more ethical than conventional funds. However, it has been beyond the scope 

of the thesis to add this dimension to the analysis. This study have laid the foundation for a 

subject that should be further analyzed, as it is certainly obvious, that there is a need for 

further classification and definition of the SRI concept. 
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12 Appendices 

All appendices can be found on the attached CD. 
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