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Abstract 

I study portfolio sustainability and capital flow dynamics in socially responsible and conventional 

mutual funds. I document that a large fraction of conventional funds systematically invests 

sustainably even without a social mandate, while several socially responsible funds persistently 

greenwash. Both conventional and socially responsible investors value sustainability as they reward 

sustainable fund portfolios, but they do not punish weak social performance to the same extent 

that they reward strong social performance. Socially responsible investors respond to portfolio 

sustainability only when the fund performs poorly financially. As a result, much greenwashing goes 

unpunished. Further, sustainable portfolios do not financially outperform conventional portfolios, 

suggesting that investors value sustainability for non-economic reasons. 
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1. Introduction 

Sustainable investing accounts for one in four dollars of  all professionally managed 

financial assets in the US (US SIF, 2018). Sustainability is no longer a niche concern of  a small 

subset of  investors and is increasingly becoming a mainstream matter. The increasing traction in 

the area raises several questions. Are sustainable investments the exclusive territory of  a small set 

of  so-called socially responsible mutual funds, or do conventional funds also prioritize 

sustainability? Are socially responsible fund portfolios more sustainable than conventional fund 

portfolios? Does the conventional investor in the market have social preferences? Are his 

preferences of  a different nature than those of  his socially responsible counterparts? 

These questions have been difficult to answer so far. Ascertaining the sustainability of  a 

fund’s portfolio requires a painstaking evaluation of  every stock held by the fund using 

sustainability parameters that are vague at best. Earlier studies have documented the intrinsic social 

preferences of  investors in socially responsible (SR) mutual funds (Riedl & Smeets, 2017), but 

these studies only characterize the subset of  investors that elect to hold such funds. Conventional 

investors’ social preferences are harder to characterize because conventional mutual funds do not 

offer their investors a reason to reveal their social inclinations. 

I overcome these challenges by using a newly released database on the sustainability of  

fund portfolios. The leading financial research service, Morningstar, began to publish monthly 

portfolio sustainability ratings for over 20,000 mutual funds starting August 2018. The agency 

assigns each fund a ‘globe’ rating ranging from one to five (where five is most sustainable) that is 

displayed on the fund’s Morningstar web page. Using these ratings, it has now become possible to 

quantify and compare the sustainability of  different fund portfolios. Further, because these ratings 

make sustainability a salient feature of  not just SR funds but also conventional funds, it is now 

possible to study how conventional capital reacts to sustainability. 

Using the Morningstar database of  mutual funds, I document a large fraction of  

conventional funds that systematically prioritize sustainable investments even without an explicit 
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social mandate. The globe ratings of  these conventional funds are highly persistent over time, 

suggesting that they did not end up with a high globe rating by accident. Moreover, sustainable 

portfolios do not outperform conventional portfolios, suggesting that conventional funds do not 

hold sustainable portfolios as a natural byproduct of  chasing returns and instead consciously 

choose sustainability for its own sake. Conventional funds with above-average globe ratings 

outnumber the entire population of  SR funds and manage assets roughly 3.5 times the collective 

value of  SR fund assets. Sustainable investing is therefore not restricted to SR funds, which form 

a rather small fraction of  the market. 

I also document a large fraction of  SR funds whose portfolios are no more sustainable 

than that of  the average fund. Because SR funds constitute roughly 10 percent of  the fund universe 

and Morningstar assigns five globes to the top 10 percent of  the universe, the five-globe category 

can theoretically accommodate all SR funds. But only a quarter of  SR funds manage a five-globe 

rating. Moreover, half  the SR funds are rated three globes or fewer, making their portfolios no 

better than an average conventional fund portfolio. By hand-collecting and analyzing the 

prospectuses of  a subsample of  seemingly unsustainable SR funds, I establish that their poor globe 

rating is neither because they are conventional funds misclassified by Morningstar as SR, nor 

because of  a mismatch between the fund’s social screening criteria and Morningstar’s social rating 

methodology. Further, I find that these poor globe ratings are highly persistent over time, ruling 

out that ratings are temporary and accidental. I conclude that these poorly rated SR funds are only 

pretending to be SR but systematically making unsustainable investments, i.e., they are 

greenwashing. 

If  social preferences motivate capital flow into SR funds, SR funds with low globe ratings 

are not giving investors what they signed up for. The existence of  both genuine and greenwashing 

SR funds in the market enables an analysis of  SR investors’ reactions to globe ratings in general 

and greenwashing behavior in particular, helping to characterize the average SR investor’s attitude 

towards sustainability. On the other hand, conventional funds with high globe ratings are giving 
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investors more than they signed up for, but it is unclear if  these investors derive additional utility 

from the sustainability attribute. I exploit the co-existence of  sustainable and unsustainable 

conventional funds in the market to make inferences about conventional investors’ social 

preferences. 

I find that conventional investors have strong social preferences. A low-globe conventional 

fund would need to offer roughly twice the excess return of  a high-globe fund to enjoy the same 

level of  capital flow. However, while conventional investors reward high-globe funds handsomely 

for their social attribute, they do not proportionately penalize low-globe funds. 

The social preferences of  SR investors are more complex. In the category of  SR funds 

whose financial performance is below the peer median, SR investors reward high-globe funds, 

indicating a willingness to sacrifice financial return for social good. However, when SR funds 

perform well financially, the globe rating appears to lose its relevance. The evidence is consistent 

with a propensity to trust an SR fund to deliver on its promise, causing the investor to fail to 

monitor globe ratings in general until the fund performs poorly financially. Poor financial 

performance elicits scrutiny and accords a salience to the globe rating, consequently allowing high-

globe funds to be rewarded. However, irrespective of  financial performance, low-globe funds are 

not punished to the same extent that high-globe funds are rewarded, and greenwashing behavior 

remains largely unpunished. 

Notwithstanding the differences in the way conventional and SR investors react to globe 

ratings, the analysis also uncovers important similarities. Both types of  investors value sustainability, 

and both react to good and bad social performance asymmetrically. The finding that weak social 

performance is not punished to the same extent that strong social performance is rewarded finds a 

parallel in existing studies that demonstrate that weak financial performance is not punished to the 

same extent that strong financial performance is rewarded (Sirri & Tufano, 1998). 

I investigate possible reasons why investors value sustainability. The motive may be non-

economic (warm glow, reputation, etc.) or due to a belief  that sustainability is associated with 
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superior financial performance. However, I find no evidence that five-globe funds outperform 

one-globe funds. The result is consistent across conventional and SR fund categories. Therefore, 

I rule out that investors value sustainability due to a rational belief  that sustainability predicts 

financial performance and find evidence in favor of  non-economic reasons.  

This paper contributes to the literature on the non-economic aspects of  investments. 

While several studies examine how investors value non-economic aspects of  investments, such as 

sin stocks (see for e.g.: Hong & Kacperczyk, 2009 and Fabozzi, Ma, & Oliphant, 2008), and faith-

consistent stocks (Louche, Arenas, & Cranenburgh, 2012), my study additionally characterizes the 

conventional investor’s attitude to such non-economic aspects of  investments, rather than just the 

subset of  investors who elect to hold such investments. 

This paper also contributes to the literature on socially responsible investing. Early 

literature on SR funds focused on the performance differential between SR and conventional funds. 

With the exception of  Geczy, Stambaugh, & Levin, 2005, most studies find that SR funds perform 

no worse than conventional funds, and that like conventional funds, the average SR fund 

underperforms benchmarks (Goldreyer & Diltz, 1999), (Statman, 2000), (Renneboog, Horst, & 

Zhang, 2008). My study reinforces these findings. Many studies find that the monthly volatility of  

flows is lower in SR funds than in conventional funds (Benson & Humphrey, 2008) and that flows 

into SR funds are more sensitive to lagged positive returns than flows into conventional funds 

(Bollen, 2007). Renneboog, Horst, & Zhang, 2008 find that SR money is less sensitive to past 

negative returns than conventional money. While these studies exploit the heterogeneity in 

portfolio sustainability between conventional and SR funds, my study additionally exploits the 

heterogeneity within each category of  funds, which allows me to characterize even a conventional 

investor’s social preferences. 

Further, this paper contributes to the literature on why individuals value sustainability. 

Existing studies find that intrinsic pro-social preferences drive demand for sustainable investments 

(Riedl & Smeets, 2017), (Hartzmark & Sussman, 2019). I add to the evidence by ruling out rational 
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economic motives for holding five-globe funds among both conventional and SR investors. 

Further, I find evidence that the demand for sustainability among investors drives even 

conventional funds to systematically and persistently invest sustainably, with the number and size 

of  such ‘sustainable’ conventional funds dominating the entire population of  SR funds. 

Finally, this paper contributes to the literature on greenwashing. While several studies 

examine the ESG characteristics of  SR fund holdings (Jolieta & Titova, 2018), evidence on 

greenwashing is more limited. Utz, Wimmer, & Steuer, 2015 find that so-called SR funds are only 

modestly more sustainable than conventional funds. Chang, Krueger & Witte, 2019 find that about 

20 percent of  SR funds do not live up to their self-proclamation. An additional contribution of  

the current work is a study of  investors’ reactions to such greenwashing. 

 

2. Data 

I use the Morningstar database for all mutual fund data. The agency scores the fund’s 

holdings on environmental, social and governance (ESG) factors using company-level ESG 

analytics from Sustainalytics, a leading provider of  ESG research. Morningstar ranks each fund 

relative to a peer group and assigns it a ‘globe’ rating that is displayed on the fund’s Morningstar 

web page. Globe ratings range from one to five, denoting respectively poor, below average, average, 

above average and high sustainability. The worst 10 percent and best 10 percent of  funds receive 

one and five globes, respectively. From the universe of  all US-domiciled funds, I retain funds that 

are rated by Morningstar on sustainability, i.e., funds with globe ratings available in the database. 

The sample consists of  5161 mutual funds. 

Morningstar categorizes a fund as socially conscious if  the fund declares a non-economic 

investment objective in its prospectus. For instance, Morningstar identifies as socially conscious 

those funds that selectively invest in environmentally responsible companies or that avoid investing 

in industries like alcohol, tobacco, gambling, etc. and declare these social screens in their 
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prospectuses. I use Morningstar’s categorization to identify the SR funds in the sample and label 

the remaining funds as conventional. 

For all funds, I gather data on the main variable of  interest – Morningstar’s monthly globe 

ratings. Note that globe ratings range from one to five and denote respectively poor, below average, 

average, above average and high sustainability. Further, I gather monthly data on each fund’s gross 

returns, excess returns, net expense ratio and total net assets (TNA), as well as time-invariant 

variables like investment style and inception date. I compute the volatility of  a fund’s monthly 

returns as the standard deviation of  the fund’s monthly returns over the prior twelve months. 

Using the fund’s TNA (adjusted for distributions where data is available) and monthly return ri,t, I 

construct the monthly dollar flow into a fund i in month t as: 

DOLLAR FLOWi,t = TNAi,t – TNAi,t-1 (1 + ri,t) 

Then, I divide the dollar flow by the fund’s size in the previous month, i.e., TNAi,t-1, to 

express capital flow as a percentage of  fund size, so 

FLOWi,t = DOLLAR FLOWi,t / TNAi,t-1 

Globe ratings are available starting August 2018. Therefore, most of  the analysis in this 

paper covers the period from August 2018 to August 2019, although data on the other time series 

variables are collected for a total of  five years starting October 2014. I winsorize all continuous 

variables at the first and ninety-ninth percentiles. 

Besides data from the Morningstar database, I hand-collect copies of  fund prospectuses 

for a subsample of  mutual funds from fund websites. I also gather data on the returns of  various 

market risk factors from Kenneth R. French’s data library on the web.  

Table 1 presents summary statistics. Panel A compares conventional and SR funds, while 

Panel B compares one-globe and five-globe rated funds. On average, conventional funds have 

lower monthly flow and excess returns than SR funds. The average conventional fund has total net 

assets (TNA) of  USD 2.2 billion and is bigger than its SR counterpart by roughly INR 500 million. 

Average fund sizes are, however, skewed by large outliers. At the median, conventional and SR 
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funds are comparable in size, with average TNAs of  USD 361 million and USD 335 million, 

respectively. The average globe rating of  a conventional fund is 2.81, while that of  an SR fund is 

3.51. As one might expect, the difference in globe rating is highly significant.  

Panel B indicates that one-globe funds, on average, have lower flows and excess returns 

than five-globe funds. They have lower volatilities, higher expense ratios, and smaller sizes than 

five-globe funds. Only 3 percent of  one-globe funds carry a self-declared SR mandate. Also, only 

27 percent of  five-globe funds have a self-declared SR mandate, meaning that the remaining three-

quarters of  five-globe funds deliver sustainability to their investors even without declaring an 

explicit SR objective. 

 

3. Anomalous distribution of  funds by globe rating 

To characterize conventional and SR investors’ social preferences, I exploit a peculiar 

variation in the distribution of  conventional and SR mutual funds by their globe ratings. Figure 1 

depicts the split of  funds by their globe rating separately for conventional and SR funds. 

First, consider conventional funds. As many as a quarter of  conventional funds are rated 

four or five globes and are therefore more sustainable than the average fund. The number of  

conventional funds with four or five globe ratings is much higher than the entire universe of  self-

proclaimed SR funds. For example, in August 2019, the latest month for which data is available, 

the sample consists of  433 SR funds in all, across the five globe ratings. In contrast, 1059 

conventional funds in the sample were rated four or five globes, eclipsing the entire population of  

SR funds. The number of  conventional funds delivering sustainable investments is higher than the 

entire population of  SR funds. Further, the collective size of  assets of  all SR funds in my sample 

is USD 826 billion. Strikingly, conventional funds with four or five globe ratings collectively 

manage USD 2960 billion in assets, roughly 3.5 times the size of  the whole universe of  SR funds. 
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There is a clear trend towards sustainability in even conventional funds, which allows me to test 

whether conventional investors too value sustainability. 

Now consider SR funds. The globe rating would be trivial if  all SR funds mechanically 

managed a high globe rating by employing a social screen, but Figure 1 makes it clear that only a 

small proportion of  SR funds is rated highly on the SR attribute. Morningstar assigns five globes 

to the top 10% of  the universe of  all funds, and SR funds constitute less than 10% of  this universe. 

Therefore, theoretically, the five-globe category can accommodate all the SR funds. However, only 

a quarter of  the SR funds manage a five-globe rating. Further, as many as half  the self-proclaimed 

SR funds are rated three globes or fewer, meaning that they are no better than the average fund in 

the degree of  their social responsibility. 

Contrary to the expectation that the majority of, if  not all, SR funds would have high globe 

ratings, the significant number of  SR funds with low globe ratings is odd. I consider four possible 

explanations for this result. First, Morningstar may have misclassified some of  these funds, i.e., 

these funds may be conventional but incorrectly classified as SR by Morningstar. Second, these 

funds may have social objectives that are different from the standardized criteria used by 

Morningstar to evaluate sustainability. For instance, a fund may employ a unique religious principle 

in choosing its investments, and these principles may reflect in the Morningstar globe rating 

methodology, leaving the fund with a poor globe rating that does not necessarily reflect a lack of  

social responsibility. Third, these funds may end up in the low-globe category by accident. For 

instance, a sudden unanticipated reversal in the sustainability practices of  the firms these funds 

invest in could place them in a low-globe category purely by chance. Fourth, these funds may be 

greenwashing, i.e., only pretending to be SR and cheating investors. 

I rule out the first two possibilities by hand-collecting the prospectuses of  all SR funds 

with a one-globe rating and documenting the social objectives listed on these prospectuses. In 

unreported results, I find that all these funds explicitly stated social objectives in their prospectuses, 

so no fund was incorrectly labeled as SR by Morningstar. Further, all funds indicated fairly standard 
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environmental, social, and governance (ESG) objectives aligned with Morningstar’s criteria, and 

only one fund employed an additional non-mainstream social screen (Biblical principles) that may 

have escaped the Morningstar globe rating methodology. Therefore, the poor globe rating of  these 

SR funds is neither because of  a Morningstar misclassification nor because of  a mismatch between 

the fund and Morningstar’s respective social criteria. 

The third and fourth possibilities are related in that each precludes the other. I check 

whether the anomalous globe ratings of  SR funds are a matter of  accident or conscious choice. If  

the anomalous ratings are accidental, they rule out greenwashing. However, if  they are not 

accidental, then they directly suggest greenwashing, a systematic effort by fund managers to 

pretend to be socially responsible without actually using any meaningful social screens in choosing 

investments. To establish whether the ratings are accidental, I check for persistence in globe ratings 

of  SR funds. Additionally, I also perform this check for conventional funds. The existence of  a 

significant number of  conventional funds with high globe ratings raises the question of  whether 

conventional funds actively prioritize sustainability, or their high globe ratings are merely a 

coincidental byproduct of  their investing strategies. 

At the outset, it is unlikely that the observed anomalous ratings are accidents, because 

Morningstar’s globe rating methodology takes into account not only a fund’s current portfolio but 

its portfolio over the trailing twelve months. Therefore, it is difficult for a fund to accidentally 

secure a high globe rating in a given month unless it persistently invested in SR stocks over the 

past twelve months. However, while extreme globe ratings are difficult to obtain by accident 

because of  the Morningstar methodology, they are not impossible. In Morningstar’s methodology, 

historical portfolios are weighted less than more recent ones, with the month t portfolio carrying 

a weight of  twelve times the t-12 portfolio in determining the fund’s globe rating at t. Therefore, a 

large portfolio turnover in the current period in favor of  buying high SR stocks can, in principle, 

increase a fund’s globe rating. Analogously, a large turnover in favor of  removing SR stocks from 
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the portfolio or buying poor sustainability stocks can lower a fund’s globe rating in the current 

month. 

To rule out that the anomalous globe ratings are accidental, I check for persistence in 

ratings using the transition matrix shown in Table 2. If  the anomalies were accidental, the 

composition of  funds in the globe categories would be highly dynamic. In particular, the 

conventional high-globe fund category and the SR low-globe fund category would see high churn. 

I find the opposite evidence. Globe ratings are highly persistent for both conventional and SR 

funds. For both types of  funds, the probability of  transitioning from globe rating i in month t-1 

to globe rating j at time t, where i and j are distinct, is less than 0.1. More than 90 percent of  funds 

with a globe rating of  i in month t-1 retain the same globe rating i in month t. Assuming that the 

probability of  a fund staying within its globe category in a given month is 0.9, using the properties 

of  the negative binomial distribution, a fund can expect to continue in the same category for an 

average of  9 months. Even when a fund transitions out of  its globe category, the chances of  

moving into a globe category other than the immediately adjacent ones is close to zero. 

The persistence of  globe ratings suggests that conventional funds with high globe ratings 

did not get those ratings by accident and that they consciously prioritized sustainable investments. 

Similarly, SR funds with a low globe rating did not end up in the low globe category by chance as 

they persistently stay in that category over time. 

The peculiar behavior of  these funds may be driven by demand from their corresponding 

investors. Conventional investors may have social preferences, putting pressure on conventional 

funds to seek out SR investments. Similarly, SR investors may not systematically react negatively 

to greenwashing, or at least may not demand an especially strong globe rating, thereby limiting the 

repercussions for SR funds’ greenwashing behavior. SR investors’ utility from sustainability may 

derive from the act of  investing in a self-declared SR fund rather than to the actual performance 

of  that fund along the SR dimension. The anomalous distribution of  both types of  funds across 
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globe ratings, while interesting in and of  itself, presents a unique variation that I use to tease out 

separately both conventional and SR investors’ attitudes towards sustainability. 

A note on terminology: I use the term ‘SR investors’ to refer to investors in SR funds. I 

assume these investors have social preferences, as they reveal their social inclinations by seeking 

out and investing in SR funds. It is theoretically possible that these investors hold SR funds only 

by accident, i.e., these funds are coincidental optimal choices in the investors’ portfolio 

optimization exercise, and that the investors in these funds do not have any intrinsic social 

preferences. However, because the literature has repeatedly established that intrinsic social 

preferences are the predominant reason that investors hold SR funds, I assume in the current study 

that investors in SR funds are socially inclined and do not merely hold SR funds by accident (Riedl 

& Smeets, 2017). I use the term ‘conventional investors’ for investors who invest in conventional 

funds. With this terminology in place, I now proceed to characterize the social preferences of  

conventional and SR investors. 

 

4. The social preferences of  conventional and socially responsible investors 

If  social preferences motivate capital flow into SR funds, SR funds with low globe ratings 

are not giving investors what they signed up for. The existence of  both genuine and greenwashing 

SR funds in the market enables an analysis of  SR investors’ reactions to globe ratings in general 

and greenwashing behavior in particular, helping to characterize the average SR investor’s attitude 

towards sustainability. 

On the other hand, conventional funds with high globe ratings are giving investors more 

than they signed up for, but it is unclear if  these investors derive additional utility from the extra 

reward of  sustainable investments. The existence of  both low-globe and high-globe conventional 

funds in the market allows us to tease out whether conventional investors value sustainability. 
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Because there exist a large number of  conventional funds that systematically prioritize socially 

conscious investments, I hypothesize that conventional investors value the social attribute. 

An investor may value sustainability for many reasons. These reasons could be non-

economic (warm glow, reputation, etc.) or economic (a belief  that sustainable investments yield 

better returns, etc.). The analysis in the current section focuses on whether investors value 

sustainability, disregarding the question of  why they value it. I explore the ‘why’ question in Section 

5. 

 

4.1. Conventional investors value sustainability 

To estimate the value that conventional investors place on sustainability, I study how capital 

flow into conventional funds is affected by these funds’ globe ratings. I estimate the following 

model: 

Flowi,t =  + 1 Globei,t-1 + 2 Excess returni,t-1 + 3 Globei,t-1  Excess returni,t-1 + 4 Controls + i,t 

Flowi,t is the dollar flow into fund i at time t divided by the fund’s total net assets (TNA) at 

t-1. Globei,t-1 is a dummy that for fund i at time t-1 takes a value of  one for a specific globe rating, 

based on the specification. Excess returni,t-1 is fund i’s return in t-1 in excess of  the 91-day treasury 

bill interest rate in the same period. I also include the interaction of  globe rating with excess return 

to study interaction effects, if  any. 

As controls, I include four variables. First, I include the standard deviation of  the fund’s 

monthly returns over the prior twelve months as a measure of  risk. Second, I include the fund’s 

net expense ratio. As opposed to alternative measures like the management fee, the net expense 

ratio accounts for all types of  fees and expenses retained by management. Third, I include flows 

into other funds of  the same investment style to account for sectoral flows. As a final control, I 

include the log of  the fund’s TNA, as smaller funds are likely to have disproportionately higher 

percentage flows and larger funds smaller percentage flows. 
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Although excess return and standard deviation of  returns are only crude measures of  

return and risk, Sirri and Tufano, 1998 argue that these crude measures are more easily accessible 

to investors than more nuanced measures such as three-factor alpha or portfolio beta. Consumers 

of  standard investor information services like Morningstar, U.S. News, Barron’s, etc. have ready 

access to, and in many cases, have access only to these rudimentary performance measures. In line 

with Sirri and Tufano, 1998, I include only these rudimentary measures of  risk and return to 

explain flow (Sirri & Tufano, 1998). Further, a fund’s capital flow may react differently to good 

and bad financial performance. To allow the coefficient on excess return to vary for good and bad 

performance, I estimate the model separately for observations with Excess returni,t-1 greater than 

and lesser than, respectively, the median value in the fund’s investment style category. 

All specifications include time fixed effects. Standard errors are robust and clustered by 

fund. I restrict the analysis to only conventional funds to study conventional investors’ preferences. 

The results are in Table 3. If  conventional investors care about sustainability, high globe funds 

should have higher capital flow after controlling for fund and sectoral characteristics. In the first 

specification, I set the globe dummy to one for all five-globe funds and zero for one-, two-, three- 

and four-globe funds. The first column depicts results for funds with above-median excess return 

relative to their peer group, and the second column for funds with below-median excess return. 

The coefficient on the globe dummy is insignificant, but the coefficient on the interaction term is 

positive and significant, suggesting that investors in five-globe rated conventional funds are more 

sensitive to the fund’s returns than investors in lower-globe conventional funds. The result holds 

for funds on both sides of  the median excess return. Further, the coefficient is sizeable. To 

illustrate, a 0.1 percentage point increase in monthly excess return elicits an incremental 0.9 to 1.2 

percentage points of  capital flow in a conventional fund rated less than five globes. A five-globe 

fund receives over double the flow – between 2.2 to 2.7 percentage points – for the same increase 

in excess return. In unreported results, I repeat the estimation after excluding all one-globe funds 
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from the analysis to ensure that disproportionate outflows, if  any, from the worst globe funds do 

not drive results. The coefficients and their significance levels are virtually unchanged. 

The results indicate that conventional investors have social preferences. Given a choice 

between a five-globe and a lower-globe fund with identical returns and other fund characteristics, 

the average investor strongly favors the high-globe fund. A given increase in excess return is doubly 

rewarded in a high-globe conventional fund relative to a low-globe conventional fund. The result 

holds irrespective of  the level of  the fund’s current financial performance, as the corresponding 

coefficients are not materially very different for funds above and below the median level of  

financial performance. The estimates suggest that a low-globe conventional fund would need to 

offer roughly twice the excess return of  a high-globe fund to enjoy the same level of  capital flow, 

assuming the two funds are identical in every other way. 

I now check if  flows into low-globe funds reinforce these results. In the next specification, 

I set the globe dummy to one for all one-globe funds and zero for two-, three-, four- and five-

globe funds. Columns 3 and 4 of  Table 3 show results for funds with above- and below-median 

excess return respectively. For funds with above-median excess return relative to their peer group, 

the coefficient on the dummy is negative and highly significant. One-globe conventional funds, on 

average, receive 0.5 fewer percentage points of  flow than other conventional funds. The coefficient 

on the interaction term is insignificant. For funds with below-median excess return, both 

coefficients are insignificant. While conventional investors reward high-globe funds handsomely 

for their social attribute, they do not proportionately penalize low-globe funds. Although a subset 

of  conventional funds is indeed penalized for a low globe rating, this penalty is disproportionately 

small relative to the high-globe reward. In unreported results, I repeat the estimation after 

excluding five-globe funds to ensure that large inflows into five-globe funds are not driving the 

results. The findings remain unchanged. 

Therefore, while conventional investors derive utility from sustainability, they do not derive 

much disutility from advancing their money towards investments not deemed sustainability. They 
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reward a responsible portfolio but do not proportionately penalize one that is not. The finding 

that weak social performance is not punished to the same extent that strong social performance is 

rewarded finds a parallel in existing studies that demonstrate that weak financial performance is not 

punished to the same extent that strong financial performance is rewarded (Sirri & Tufano, 1998). 

Clearly, the asymmetric relationship between financial performance and capital flow also obtains 

between social performance and flow. 

 

4.2. SR investors do not penalize greenwashing 

To estimate the value that SR investors place on sustainability, I now study flows into SR 

funds. Table 4 replicates the results of  Table 3 for SR funds. I estimate the following model: 

Flowi,t =  + 1 Globei,t-1 + 2 Excess returni,t-1 + 3 Globei,t-1  Excess returni,t-1 + 4 Controls + i,t 

All variables are as defined earlier, but this time the model is estimated for SR funds rather 

than conventional funds. Columns 1 and 3 of  the table use only observations with above-median 

excess return relative to their peer group based on investment style, and columns 2 and 4 replicate 

the specifications of  columns 1 and 3 respectively for observations with below-median excess 

return. As before, all specifications include time fixed effects, and standard errors are robust and 

clustered by fund.  

In the first specification, I set the globe dummy to one for all five-globe funds and zero 

for one-, two-, three- and four-globe funds. Columns 1 and 2 indicate results for funds with above- 

and below- median excess return respectively. For funds with above-median excess return, the 

coefficients on both the globe rating dummy and its interaction with excess return are insignificant, 

suggesting that for SR funds with strong financial performance, globe ratings do not result in 

bonus capital flows.  

On the other hand, for funds with below-median financial performance, the coefficient on 

excess return is insignificant, while the coefficients on both the globe rating dummy and its 

interaction with excess return are highly significant at the 1% level. For funds with below-median 
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financial performance, a high globe rating substantially increases the sensitivity of  flows to excess 

return. A 0.1 percentage-point increase in excess return in a high-globe SR fund elicits a dramatic 

3.6 percentage-points of  incremental flow relative to a low-globe fund.  

Given a choice between a low-globe and a high-globe SR fund with identical below-median 

financial performance and other fund characteristics, the SR investor’s choice is clear – he strongly 

favors the high globe fund. However, given a choice between a low-globe and high-globe SR fund 

with identical above-median financial performance, the SR investor’s choice is no longer clear – he 

appears almost indifferent to the globe rating in this case. It appears that the globe rating assumes 

salience only when financial performance is weak. Put differently, SR investors appear 

unconcerned about globe rating in the event of  strong financial performance, whereas in the event 

of  weak financial performance, they seek compensation through the assurance of  a highly 

sustainable portfolio. As earlier, in unreported results, I re-run the regression after omitting all 

one-globe funds to ensure that outflows from these funds do not cloud results. The results are 

unchanged. 

In the next specification, I set the globe dummy to one for all one-globe funds and zero 

for two-, three-, four- and five-globe funds. Columns 3 and 4 denote results for above- and below-

median excess return respectively. Both the coefficient on the globe rating dummy and its 

interaction with excess return are insignificant, suggesting that investors in SR funds do not 

penalize greenwashing, irrespective of  whether the fund belongs to the above-median or below-

median category in terms of  excess return. The result in Column 3 reinforces the earlier finding 

that globe rating does not assume salience in an SR investor’s mind when the fund performs well 

financially. The result in Column 4 suggests that when the fund underperforms its peers, investors 

fail to penalize low-globe funds, even though they may reward high-globe funds as indicated in 

Column 2. In unreported results, I repeat the analysis after omitting all five-globe funds to ensure 

the disproportionate flow into five-globe funds does not drive results. The results are unaltered. 
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In summary, most specifications attempted above indicate that the relationship between 

SR investors’ capital flow and a fund’s globe rating is only weak. When an SR fund delivers high 

excess return, i.e., it performs well financially, its investors appear unconcerned about its globe 

rating. Neither a five-globe nor one-globe rating matters to investors in the event of  a strong 

financial return in the previous period. However, when an SR fund delivers a below-median 

financial performance, it finds favor among its investors if  it carries a five-globe rating relative to 

an average rating, but it is not penalized proportionately if  it carries a one-globe rating. In other 

words, SR investors do not react to portfolio sustainability when the fund performs well financially, 

and when the fund performs poorly, like their conventional counterparts they reward a strong 

social performance but fail to punish poor social performance. 

Figure 2 represents peculiar relationship between flow and globe rating for SR funds, and 

the corresponding relationship for conventional funds. Whereas for conventional funds, the 

median flow appears to correlate positively with a fund’s globe rating, clearly indicating 

conventional investors’ social preferences, the corresponding relationship for SR funds is 

conspicuous by its absence. Flows appear to have no meaningful relationship with SR funds’ globe 

ratings, indicating that globe ratings are not salient in influencing SR investors’ capital allocation 

decisions in general. 

Why do SR investors not penalize greenwashing? It is plausible that these investors are 

unaware. Unlike conventional investors whose only source of  information on a fund’s level of  

sustainability is its globe rating, investors in SR funds may trust their funds to deliver on their 

stated promise and, therefore, not feel the need to monitor globe ratings as much as their 

conventional counterparts. This would explain the apparent lack of  any meaningful relationship 

between globe ratings of  SR funds and capital flow. 

 

5. Performance by fund type and globe rating 
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I now turn to the reason that investors value sustainability. The motive may be non-

economic (warm glow, reputation etc.) or due to a belief  that sustainability predicts financial 

performance. I analyze whether high-globe funds outperform low-globe funds financially in both 

the conventional and SR fund categories to shed light on possible economic motives that may 

drive both conventional and SR investors to favor high-globe funds. 

 

5.1. High-globe conventional funds do not outperform low-globe conventional funds 

To compare the financial performance of  low-globe and high-globe conventional funds, I 

construct relevant fund portfolios. Specifically, I construct four portfolios: an equal-weighted 

portfolio of  one-globe conventional funds, an equal-weighted portfolio of  five-globe conventional 

funds, a value-weighted portfolio of  one-globe conventional funds, and a value-weighted portfolio 

of  five-globe conventional funds. I then compare the financial performance of  the first two 

portfolios, and of  the last two portfolios. The value-weights in the value-weighted portfolios are 

fund TNAs in the corresponding periods. To derive a measure of  financial performance, I estimate 

the following model: 

Excess returni,t =  +  Risk factorst + i,t 

Excess returni,t-1 is portfolio i’s return in t-1 in excess of  the 91-day treasury bill interest rate 

over the same period. To specify risk factors, I use the Jensen one-factor model, Fama-French 

three-factor model, Fama-French-Carhart four-factor model, and Fama-French five-factor model. 

I treat the alpha generated by these models as a measure of  financial performance not explained 

by the risk factors and compare the alpha of  the one-globe portfolios with that of  five-globe 

portfolios to assess whether high-globe funds outperform low-globe funds. Further, I restrict the 

analysis to funds that predominantly invest in domestic equity as the risk factors are only relevant 

for domestic equity markets.  

Table 5 presents the results. Panel A depicts results for the one-globe conventional fund 

portfolio and Panel B for the five-globe conventional fund portfolio. Panel C compares the alphas 
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of  the one-globe and five-globe portfolios. The alpha is insignificant across specifications. This 

result holds for both the one-globe and five-globe fund portfolios, suggesting that neither category 

of  funds outperforms the market on average. Panel C compares the alphas and finds the difference 

to be highly insignificant, suggesting that five-globe funds do not outperform one-globe funds 

financially. 

Therefore, if  conventional investors believe that sustainability correlates with better 

financial performance, such a belief  is not supported by the data. It follows that conventional 

investors favor sustainability either because of  an unsubstantiated belief  that sustainability is 

associated with better financial performance or because of  non-economic motives. 

 

5.2. Five-globe SR funds do not outperform one-globe SR funds 

I now repeat the analysis of  the previous sub-section for SR funds, to evaluate whether 

high-globe funds in this category outperform their low-globe counterparts. To compare the 

financial performance of  low-globe and high-globe SR funds, I construct the following four 

portfolios composed of  only SR funds: an equal-weighted portfolio of  one-globe SR funds, an 

equal-weighted portfolio of  five-globe SR funds, a value-weighted portfolio of  one-globe SR funds, 

and a value-weighted portfolio of  five-globe SR funds. I then compare the financial performance 

of  the first two portfolios, and of  the last two portfolios. As earlier, I estimate the following model: 

Excess returni,t =  +  Risk factorst + i,t 

Variables and risk factors are defined exactly as earlier. The estimation considers only 

equity-oriented funds. Table 6 presents the results. Panel A depicts results for the one-globe SR 

fund portfolios and Panel B for five-globe SR fund portfolios. Panel C compares the alphas of  the 

one-globe and five-globe portfolios. In all specifications, the alpha coefficient is insignificant, 

suggesting that neither one-globe nor five-globe SR funds outperforms the market risk factors on 

average. Panel C compares the alphas and finds the difference to be highly insignificant, suggesting 

again that five-globe funds do not outperform one-globe funds financially. 
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The results for SR finds echo the findings for conventional funds. In neither category of  

funds does the level of  sustainability correlate with financial outperformance. In unreported results, 

I also compare the financial performance of  all conventional funds with all SR funds and again 

find that neither category outperforms the other. 

Therefore, like their conventional counterparts, it is likely SR investors favor sustainability 

because of  non-economic motives. If  at all their motive is economic, it represents an irrational 

belief  that is unsupported by facts. 

 

6. Conclusion 

This study examines a sample of  SR and conventional mutual funds using a newly released 

database of  fund portfolio sustainability ratings. Morningstar’s globe ratings have made it possible 

for any investor to ascertain the sustainability of  a fund’s portfolio. They also allow an examination 

of  whether SR funds are truly sustainable, whether conventional funds invest sustainably, whether 

conventional investors value sustainability and whether SR and conventional investors vary in their 

attitudes towards sustainability. 

I document a large fraction of  conventional funds that systematically prioritize sustainable 

investments even without an explicit social mandate. I also document a large fraction of  SR funds 

whose portfolios are no more sustainable than that of  the average fund. I find that these poor 

globe ratings are highly persistent over time, ruling out that ratings accidental and indicating 

greenwashing. Using the anomalous existence of  conventional funds with highly sustainable 

portfolios, I find that conventional investors have strong social preferences. The social preferences 

of  SR investors are more complex. The globe rating appears to influence capital flow only when 

an SR fund performs poorly financially. The evidence is consistent with a propensity to trust an 

SR fund to deliver on its promise, causing the investor to fail to monitor globe ratings in general 

until the fund performs poorly financially. Poor financial performance elicits scrutiny and accords 
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a salience to the globe rating, consequently allowing high-globe funds to be rewarded. Both 

conventional and SR investors fail to punish poor social performance to the same extent that they 

reward strong social performance. Lastly, I investigate possible reasons why investors value 

sustainability and find evidence in favor of  non-economic reasons (warm glow, reputation, etc.) 
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Figure 1: Distribution of conventional and socially responsible funds into Morningstar globe 
rating categories 
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Figure 2: Plot of capital flow by globe rating for conventional and socially responsible funds 
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Table 1: Summary of fund-level characteristics of mutual funds 
 
This table reports summary statistics of fund-level characteristics for the mutual funds in our sample. Panel 
A compares conventional funds with socially responsible (SR) funds. SR funds are those categorized by 
Morningstar as ‘socially conscious’ based on their prospectus. Panel B compares one-globe rated funds with 
five-globe rated funds. Data used to construct these variables is extracted from Morningstar and span Sept 
2014 to Aug 2019, except globe rating data which is available only starting Aug 2018. All continuous 
variables are winsorized at the first and ninety-ninth percentiles. Globe rating ranges from 1 to 5 in 
increasing order of portfolio sustainability. Means are calculated as equal-weighted averages across funds, 
across time, except for age which is averaged cross-sectionally. ***, ** and * denote significance of 1%, 5% 
and 10% respectively.  
 

Panel A: Comparing conventional and socially responsible funds 

 Conventional funds 
Socially responsible 

funds 
Diff: Conventional – 
socially responsible 

 Mean Std. dev. Mean Std. dev. 
Diff. in 
means 

t-stat for 
diff. 

Age (years) 13.87 10.99 13.07 11.29 0.81 (1.48) 
Monthly flow / TNA (%) -0.26 5.06 0.38 4.55 -0.65*** (-9.81) 
Monthly excess return (%) -0.48 2.46 -0.33 2.23 -0.14*** (-4.44) 
Std. dev. of monthly returns (%) 4.30 1.57 4.22 1.45 0.08*** (3.79) 
Monthly net expense ratio (%) 0.09 0.05 0.09 0.04 0.00*** (3.32) 
TNA (USD millions) 2212 5881 1720 3849 491*** (8.44) 
Morningstar globe rating 2.81 1.08 3.51 1.16 -0.70*** (-42.70) 
Observations (fund month-years) 54365  5400    

 
Panel B: Comparing one-globe and five-globe funds 

 One-globe funds Five-globe funds 
Diff: One-globe – 

five-globe 

 Mean Std. dev. Mean Std. dev. 
Diff. in 
means 

t-stat for 
diff. 

Age (years) 13.23 10.43 12.59 9.64 0.64 (1.01) 
Monthly flow / TNA (%) -0.53 5.21 -0.01 4.49 -0.53*** (-5.86) 
Monthly excess return (%) -0.66 2.81 -0.33 2.11 -0.34*** (-7.41) 
Std. dev. of monthly returns (%) 4.28 1.83 4.31 1.39 -0.03 (-0.99) 
Monthly net expense ratio (%) 0.10 0.05 0.09 0.04 0.01*** (14.47) 
TNA (USD millions) 1339 4452 2048 4775 -709*** (-8.16) 
SR mandate 0.03 0.18 0.28 0.45 -0.25*** (-36.21) 
Observations (fund month-years) 6897  4909  11806  
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Table 2: Transition matrix of globe ratings of conventional and socially responsible funds 
 
The tables below report the average transition probabilities of funds from globe categories at t-1 to globe 
categories at t. Proportions are percentages. Panel A depicts results for conventional funds and Panel B for 
socially responsible (SR) funds. A total of 168,604 conventional fund month-years and 19,978 SR fund 
month-years are depicted. Globe ratings data used to construct these matrices is extracted from Morningstar 
and span Aug 2018 to Aug 2019. Globe rating ranges from 1 to 5 in increasing order of portfolio 
sustainability. 
 

Panel A: Conventional funds (N = 49,211) 
 

 Globe rating at t 

 1 2 3 4 5 

Globe rating at t-1      
1 93.17 6.31 0.45 0.05 0.02 
2 3.09 91.68 5.13 0.09 0.02 
3 0.14 4.48 92.02 3.33 0.03 
4 0.00 0.70 7.01 89.88 2.41 
5 0.03 0.37 1.27 8.10 90.23 

      

  
Panel B: Socially responsible funds (N = 4,887) 

 

 Globe rating at t 

 1 2 3 4 5 

Globe rating at t-1      
1 92.79 6.25 0.96 0.00 0.00 
2 1.44 93.06 5.24 0.13 0.13 
3 0.14 2.42 93.51 3.87 0.07 
4 0.00 0.41 4.50 90.83 4.26 
5 0.00 0.16 0.40 4.18 95.26 
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Table 3: Relationship between capital flow and sustainability in conventional funds 
 
This table reports the results of an OLS regression with dependent variable equal to the dollar flow into 
conventional fund i in month t divided by the fund’s total net assets (TNA) at time t-1. Only conventional 
funds are included in the regression. Independent variables include the fund’s excess monthly return over 
91-day treasury bills, standard deviation of prior 12 months’ monthly returns, monthly net expense ratio 
and dummies for globe ratings, all measured at t-1. Regressors also include log of the fund’s TNA at t and 
total percentage flow into all other funds of the same investment style as fund i at t. High globe dummy 
equals 1 for a globe rating of 5, and 0 otherwise. Low globe dummy equals 1 for a globe rating of 1, and 0 
otherwise. Specifications (1) and (3) include only those observations with Excess returni,t-1 >= median value 
for the fund’s investment style in that period, and similarly specifications (2) and (4) include only those 
observations with Excess returni,t-1 < median. All specifications include time fixed effects. Standard errors are 
robust and clustered by firm. Data used in this table is extracted from Morningstar and span Aug 2018 to 
Aug 2019. All continuous variables are winsorized at the first and ninety-ninth percentiles. t-statistics are 
provided in parentheses. ***, ** and * denote significance of 1%, 5% and 10% respectively.  
 

 Conventional funds 

Dependent variable = Flowit (1) (2) (3) (4) 

High globei, t-1 -0.00 0.00   
 (-0.38) (0.48)   
     

High globei, t-1  Excess returni, t-1 0.13* 0.15*   

 (1.91) (1.85)   
     
Low globei, t-1   -0.005*** -0.003 
   (-3.99) (-1.40) 
     

Low globei, t-1  Excess returni, t-1   0.04 -0.01 

   (0.89) (-0.13) 
     
Excess returni, t-1 0.09*** 0.12*** 0.09*** 0.13*** 
 (4.60) (5.24) (4.58) (5.50) 
     
Standard deviation of returnsi, t-1 -0.04 -0.07* -0.04 -0.07** 
 (-1.07) (-1.96) (-1.17) (-1.99) 
     
Net expense ratioi, t-1 -6.09*** -6.58*** -5.91*** -6.46*** 
 (-5.81) (-6.15) (-5.61) (-6.07) 
     
Investment style flowi, t 0.44*** 0.40*** 0.44*** 0.40*** 
 (6.40) (4.74) (6.41) (4.75) 
     
Log TNAi, t -0.00*** -0.00** -0.00*** -0.00** 
 (-3.50) (-2.36) (-3.70) (-2.43) 
     
Constant 0.02*** 0.02*** 0.02*** 0.02*** 
 (4.99) (3.45) (5.22) (3.52) 

Time fixed effects Yes Yes Yes Yes 
Fund included if Excess returni, t-1 >=median <median >=median <median 
Observations 26289 25805 26289 25805 
R2 0.01 0.02 0.01 0.02 
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Table 4: Relationship between flow and sustainability in socially responsible funds 
 
This table reports the results of an OLS regression with dependent variable equal to the dollar flow into 
socially responsible fund i in month t divided by the fund’s total net assets (TNA) at time t-1. Only socially 
responsible funds are included in the regression. Independent variables include the fund’s excess monthly 
return over 91-day treasury bills, standard deviation of prior 12 months’ monthly returns, monthly net 
expense ratio and dummies for globe ratings, all measured at t-1. Regressors also include log of the fund’s 
TNA at t and total percentage flow into all other funds of the same investment style as fund i at t. High 
globe dummy equals 1 for a globe rating of 5, and 0 otherwise. Low globe dummy equals 1 for a globe 
rating of 1, and 0 otherwise. Specifications (1) and (3) include only those observations with Excess returni,t-1 
>= median value for the fund’s investment style in that period, and similarly specifications (2) and (4) 
include only those observations with Excess returni,t-1 < median.. All specifications include time fixed effects. 
Standard errors are robust and clustered by firm. Data used in this table is extracted from Morningstar and 
span Aug 2018 to Aug 2019. All continuous variables are winsorized at the first and ninety-ninth percentiles. 
t-statistics are provided in parentheses. ***, ** and * denote significance of 1%, 5% and 10% respectively.  
 

 Socially responsible funds 

Dependent variable = Flowit (1) (2) (3) (4) 

High globei, t-1 0.00 0.01***   
 (1.00) (2.62)   
     

High globei, t-1  Excess returni, t-1 -0.11 0.35**   

 (-0.94) (2.26)   
     
Low globei, t-1   -0.01 0.00 
   (-0.76) (0.12) 
     

Low globei, t-1  Excess returni, t-1   0.16 0.06 

   (1.04) (0.41) 
     
Excess returni, t-1 0.17*** 0.02 0.14** 0.07 
 (2.87) (0.41) (2.51) (1.24) 
     
Standard deviation of returnsi, t-1 0.11 0.01 0.11 0.02 
 (0.86) (0.10) (0.93) (0.15) 
     
Net expense ratioi, t-1 -3.45 -12.38*** -3.57 -12.75*** 
 (-0.67) (-3.54) (-0.69) (-3.58) 
     
Investment style flowi, t 0.07 0.10 0.09 0.12 
 (0.23) (0.38) (0.27) (0.47) 
     
Log TNAi, t -0.00** -0.00*** -0.00*** -0.00*** 
 (-2.56) (-3.26) (-2.68) (-3.48) 
     
Constant 0.04** 0.04*** 0.04*** 0.05*** 
 (2.57) (3.79) (2.76) (4.07) 

Time fixed effects Yes Yes Yes Yes 
Fund included if Excess returni, t-1 >=median <median >=median <median 
Observations 2596 2503 2596 2503 
R2 0.02 0.03 0.02 0.03 
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Table 5: Financial performance of conventional funds by globe rating 
 
This table reports the results of an OLS regression of excess returns of a portfolio of conventional funds 
on the Jensen, Fama-French and Carhart risk factors. Panel A reports results for one-globe funds, with the 
first four columns depicting results for an equal-weighted portfolio of funds and the last four columns 
depicting results for a value-weighted portfolio of the same funds, with each fund weighted by its total net 
assets (TNA) in the corresponding period. Panel B repeats the results of Panel A for five-globe funds. Panel 
C compares the alpha obtained for one-globe funds with that for five-globe funds. Only conventional funds 
are included in this table. Returns data used in this table is extracted from Morningstar and span Sept 2014 
to Aug 2019. Risk factors data is extracted from Kenneth R. French’s website. t-statistics are provided in 
parentheses. ***, ** and * denote significance of 1%, 5% and 10% respectively.  
 

Panel A: One-globe conventional funds 

 Equal-weighted portfolio Value-weighted portfolio 

 
One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

Alpha (const) -0.005** 0.001 -0.000 0.001 -0.002 0.002 0.002 0.003 
 (-2.60) (0.25) (-0.03) (0.26) (-1.04) (0.95) (0.83) (0.97) 
         
RMRFi, t -0.09** -0.20*** -0.22*** -0.20*** -0.31*** -0.37*** -0.37*** -0.38*** 
 (-2.36) (-5.45) (-5.09) (-4.01) (-9.57) (-9.08) (-7.49) (-7.02) 
         
SMBi, t  0.41*** 0.39*** 0.37**  0.24* 0.24* 0.19 
  (4.08) (3.72) (2.67)  (2.20) (2.01) (1.29) 
         
HMLi, t  0.09 0.03 0.12  0.10 0.09 0.14 
  (1.38) (0.29) (1.38)  (1.28) (0.77) (1.55) 
         
MOMi, t   -0.05    -0.00  
   (-0.84)    (-0.05)  
         
RMWi, t    -0.10    -0.17 
    (-0.40)    (-0.63) 
         
CMAi, t    -0.08    -0.15 
    (-0.57)    (-0.96) 

Observations 13 13 13 13 13 13 13 13 
R2 0.34 0.77 0.79 0.78 0.89 0.93 0.93 0.94 

 
Panel B: Five-globe conventional funds 

 Equal-weighted portfolio Value-weighted portfolio 

 
One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

Alpha (const) -0.002 0.003* 0.004** 0.003* -0.003 0.003 0.004 0.003 
 (-1.37) (2.04) (2.37) (2.03) (-1.50) (1.54) (1.50) (1.34) 
         
RMRFi, t -0.00 -0.09** -0.08** -0.06 0.03 -0.05 -0.04 -0.02 
 (-0.04) (-2.82) (-3.23) (-1.87) (0.87) (-1.21) (-0.83) (-0.46) 
         
SMBi, t  0.31*** 0.32*** 0.28**  0.32** 0.32** 0.23 
  (4.23) (4.65) (2.98)  (3.12) (2.97) (1.68) 
         
HMLi, t  0.15* 0.16*** 0.15**  0.21** 0.24* 0.21** 
  (1.97) (3.46) (2.51)  (3.04) (2.20) (2.49) 
         
MOMi, t  -0.01     0.02  
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  (-0.30)     (0.36)  
         
RMWi, t    -0.09    -0.24 
    (-0.55)    (-0.99) 
         
CMAi, t    0.047    0.00 
    (0.47)    (0.00) 

Observations 13 13 13 13 13 13 13 13 
R2 0.00 0.73 0.73 0.75 0.06 0.62 0.63 0.67 

         
Panel C: Difference in alpha between one-globe and five-globe conventional funds 

 Equal-weighted portfolio Value-weighted portfolio 

 
One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

Diff. in alpha -0.003 -0.002 -0.004 -0.002 0.001 -0.001 -0.002 0.000 
p-value: diff=0 0.20 0.15 0.12 0.29 0.62 0.69 0.63 0.81 
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Table 6: Financial performance of socially responsible funds by globe rating 

This table reports the results of an OLS regression of excess returns of a portfolio of SR funds on the 
Jensen, Fama-French and Carhart risk factors. Panel A reports results for one-globe funds, with the first 
four columns depicting results for an equal-weighted portfolio of funds and the last four columns depicting 
results for a value-weighted portfolio of the same funds, with each fund weighted by its total net assets 
(TNA) in the corresponding period. Panel B repeats the results of Panel A for five-globe funds. Panel C 
compares the alpha obtained for one-globe funds with that for five-globe funds. Only SR funds are included 
in this table. Returns data used in this table is extracted from Morningstar and span Aug 2018 to Aug 2019. 
Risk factors data is extracted from Kenneth R. French’s website. t-statistics are provided in parentheses. 
***, ** and * denote significance of 1%, 5% and 10% respectively.  
 

Panel A: One-globe SR funds 

 Equal-weighted portfolio Value-weighted portfolio 

 
One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

Alpha -0.004 0.005 0.005 0.005 -0.002 0.009 0.007 0.008 
 (-1.25) (1.42) (1.24) (1.26) (-0.56) (1.66) (1.24) (1.40) 
         
RMRFi, t 0.00 -0.14** -0.15* -0.15 -0.02 -0.16* -0.22* -0.11 
 (0.06) (-2.54) (-2.14) (-1.83) (-0.28) (-1.89) (-2.25) (-0.95) 
         
SMBi, t  0.56*** 0.56** 0.56**  0.57** 0.51* 0.44 
  (3.65) (3.33) (2.51)  (2.43) (2.16) (1.34) 
         
HMLi, t  0.16 0.14 0.17  0.32* 0.11 0.29 
  (1.50) (0.87) (1.21)  (1.98) (0.49) (1.43) 
         
MOMi, t   -0.01    -0.15  
   (-0.10)    (-1.16)  
         
RMWi, t    -0.01    -0.36 
    (-0.02)    (-0.61) 
         
CMAi, t    -0.03    0.10 
    (-0.14)    (0.28) 

Observations 13 13 13 13 13 13 13 13 
R2 0.00 0.60 0.60 0.60 0.01 0.44 0.52 0.48 

 
Panel B: Five-globe SR funds 

 Equal-weighted portfolio Value-weighted portfolio 

 
One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

Alpha -0.001 0.000 0.001 0.000 0.002 0.001 0.001 0.001 
 (-0.98) (0.11) (0.26) (0.08) (1.28) (0.60) (0.65) (0.34) 
         
RMRFi, t -0.02 -0.06 -0.05 -0.01 -0.06** -0.06 -0.05 -0.01 
 (-0.75) (-1.12) (-1.11) (-0.18) (-2.57) (-1.80) (-1.31) (-0.34) 
         
SMBi, t  0.09 0.10 0.03  0.01 0.02 -0.08 
  (0.76) (0.91) (0.22)  (0.13) (0.21) (-0.76) 
         
HMLi, t  0.03 0.07 0.04  -0.03 -0.01 -0.08 
  (0.28) (0.90) (0.38)  (-0.51) (-0.06) (-1.13) 
         
MOMi, t  -0.03     0.02  
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  (-0.39)     (0.36)  
         
RMWi, t    -0.18    -0.25 
    (-0.66)    (-1.29) 
         
CMAi, t    0.12    0.15 
    (0.75)    (1.35) 

Observations 13 13 13 13 13 13 13 13 

R2 0.05 0.17 0.16 0.28 0.37 0.40 0.41 0.62 

         
Panel C: Difference in alpha between one-globe and five-globe SR funds 

 Equal-weighted portfolio Value-weighted portfolio 

 
One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

One-
factor 

Three-
factor 

Four-
factor 

Five-
factor 

Diff. in alpha -0.003 0.005 0.004 0.000 0.000 0.008 0.006 0.007 
p-value: diff=0 0.33 0.23 0.25 0.10 0.46 0.17 0.19 0.12 
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