
 

  

Responsible investment and investment 
performance 

There is a growing body of evidence that investors, through a combination of ESG incorporation 
strategies and active ownership practices, can make a difference to investment performance, 
ESG outcomes and reporting by investee companies.  

The materiality question – are ESG issues relevant to 
investors? 

The answer to this question is an unambiguous yes. For evidence, it is only necessary to look at 
the financial impacts on BP from the Deepwater Horizon spill, to Barclays as a consequence of 
the Libor scandal, and to Lonmin as a result of the wages disputes, strikes and deaths at its South 
African mines in 2012. 

While events such as these inevitably draw investor attention to the risks associated with ESG 
issues, there is a growing body of evidence that companies with better management of and 
performance on ESG issues are likely to make better investments over the longer-term. They are 
also likely to be regarded by investors as safer investments (using measures such as their cost of 
capital). In one of the most significant studies that has been published in this area, Eccles et al. 
(2011) conducted an empirical study of two matched sets of firms covering an 18-year period. 
They found that, over the long-term, corporations that voluntarily adopted environmental and 
social policies many years ago significantly outperformed those that had adopted almost none of 
these policies, both in terms of stock market and accounting performance.  

The effectiveness of integrating ESG into investment 
decisions 

The argument that ESG issues can be financially significant is now widely recognised and 
accepted. Moreover, there is a growing consensus that taking account of these issues is an 
integral part of investors’ fiduciary duties. However, there is, as yet, no universal agreement on 
how best to integrate ESG issues into investment processes. This is reflected in investment 
practice: when we look across the investment industry, it is clear that there is no single way to 
integrate ESG issues into investment decisions. The approaches adopted have been top down 
(e.g. looking at macroeconomic factors, at thematic or structural changes, at sectoral dynamics 
and changes), bottom up (e.g. looking at individual companies’ strategies, cashflows and profit 
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and loss statements, and asset valuations), and some combination of these. Furthermore, the 
data points that investors use, the specific ESG issues and performance measures that they 
consider, the weight that they assign to these issues and measures, and so forth vary markedly 
from investor to investor.  

All of these factors mean that measuring the investment outcomes of integrating ESG issues into 
investment research and decision-making processes is very difficult. However, a number of 
studies have found positive results (see references below). For example: 

• Deutsche Bank Climate Change Advisers (2012) recently conducted a comprehensive review 
of the literature1 and found that company performance on ESG issues2 is positively correlated 
with superior risk-adjusted returns at a securities level.  

• The following studies have found that ESG integration strategies can lead to sizable abnormal 
returns (Alphas): 
 Corporate Governance (Bebchuk et al., 2009, Gompers et al., 2003) 
 ESG Engagement (Becht et al. 2009; Dimson et al. 2012) 
 Eco-efficiency (Derwall et al., 2005) 
 Employee Relations (Statman and Glushkov, 2009; Edmans, 2011) 
 Community Relations (Kempf and Osthoff, 2007, Statman and Glushkov, 2009) 
 Green Real Estate (Eichholtz, Kok and Quigley, 2010) 
 Best in class strategies (Kempf and Osthoff, 2007; Statman and Glushkov, 2009) 
 Over the long term (Eccles et al. 2012) 

• A study has found that successful ESG investment requires specific skills (Gil-Bazo et al., 
2009)  

• Studies have found that financial institutions with more ESG appeal are found to: 
 Realise better competitive outcome in mortgage and deposit markets (Callado-Muñoz & 

Utrero-Gonzalez, 2011) 
 Have more loyal clients (Bollen, 2007) 

Looking specifically at research focused on risk: 

• Companies with high ESG scores are found to have less company specific risk (Bouslah et 
al., 2012; Boutin-Dufresne and Savaria, 2004; Lee and Faff, 2009; Bauer, Derwall and Hann, 
2009; Oikonomou et al., 2012) 

• Corporations with better ESG ratings are found to have lower cost of debt and higher credit 
ratings (Bauer et al., 2009; Bauer and Hann, 2011; Oikonomou et al. 2011). 

• ESG criteria are found to provide an insurance like protection for firms in legitimacy crisis 
(Godfrey, Merrill and Hansen, 2009) 

• ESG criteria can help to improve portfolio diversification and reduce worst case risk (Hoepner, 
2010; Hoepner et al., 2013) 

 

                                                      

1 Their review considered 100 academic studies, 56 research papers, 2 literature reviews and 4 meta-studies. 
2 They note that earlier studies use the term corporate social responsibility (CSR) whereas more recent studies use 
the term ESG. 
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Strengthening the Investment Case 

The evidence base for the integration of ESG issues into investment research and decision-
making processes remains relatively underdeveloped3, although this is an area of significant 
research at present. This is a major area of focus for the PRI’s Academic Network, which is 
encouraging investors to make their internal data (on ESG-related analysis and investment 
performance) available to researchers, to enable a fuller understanding to be gained of the 
relationship between ESG issues, corporate financial performance and investment performance 
at the stock (e.g. in terms of share price, cost of capital) and portfolio levels. 

References/Further Reading 

Rob Bauer and Daniel Hann (2011), ‘Corporate Environmental Management and Credit Risk’, 
Working Paper, http://ssrn.com/abstract=1660470 

Rob Bauer, Daniel Hann and Jeroen Derwall (2009), ‘Employee Relations and Credit Risk’, 
Working Paper presented at the 2009 Academy of Management Meeting/ 2009 Meeting of the 
American Accounting Association, http://ssrn.com/abstract=1483112 

Lucian Arye Bebchuk, Alma Cohen and Allen Ferrell (2009), ‘What Matters in Corporate 
Governance?’, Review of Financial Studies, Vol. 22, No. 2, pp. 783- 827 

Macro Becht, Julian Franks, Colin Mayer and Stefano Rossi (2009), ‘Returns to Shareholder 
Activism: Evidence from a Clinical Study of the Hermes UK Focus Funds’, The Review of 
Financial Studies, Vol. 22, No. 8, pp. 3093-3129. 

Nicholas P.B. Bollen (2007), ‘Mutual Fund Attributes and Investor Behavior’, Journal of Financial 
and Quantitative Analysis, Vol. 42, No. 3, pp. 683– 708 

Kais Bouslah, Lawrence Kryzanowski and Bouchra M’Zali (2011), ‘Relationship between firm risk 
and individual dimensions of social performance’, Proceedings of the annual conference of the 
Administrative Science Association of Canada, Vol. 32, No.1, pp. 105- 122 

Francois Boutin-Dufresne and Patrick Savaria (2004), ‘Corporate Social Responsibility and 
Financial Risk’, The Journal of Investing, Vol. 13, No. 1, pp. 57- 66 

Alon Brav, Wei Jiang, Frank Partnoy and Randall Thomas (2008), ‘The Returns to Hedge Fund 
Activism’. ECGI Law Working Paper N°.098/2008, http://ssrn.com/abstract=1111778 

Francisco José Callado Muñoz, Jana Hromcová and Natalia Utrero González (2011), 

                                                      

3 The notable exception relates to negatively screened funds. For information on the performance and screening 
criteria for US SRI funds, see http://ussif.org/resources/performance.cfm and for a compendium of research on the 
performance of ethical/SRI funds, see www.fsinsight.org  

 

http://ssrn.com/abstract=1660470
http://ssrn.com/abstract=1483112
http://ssrn.com/abstract=1111778
http://ussif.org/resources/performance.cfm
http://www.fsinsight.org/


 

4 

‘Transformation of payment systems: the case of European Union enlargement’, Applied 
Economics Letters, Vol. 19, No. 18, pp. 1787- 1791 

William Carleton, James Nelson and Michael Weisbach (1998), ‘The Influence of Institutions on 
Corporate Governance through Private Negotiations: Evidence from TIAA-CREF’, Journal of 
Finance, Vol. 23, No. 4, pp. 1335-1363. 

Jeroen Derwall, Nadja Guenster, Rob Bauer and Kees Koedijk (2005), ‘The Eco-Efficiency 
Premium Puzzle’, Financial Analysts Journal, Vol. 61, No. 2, pp. 51- 63 

Deutsche Bank Climate Change Advisers (2012), Sustainable Investing. Establishing long term 
value and performance. June 2012 (DBCCA, New York). 

Elroy Dimson, Oguzhan Karakas and Xi Li (2012), ‘Activism on Corporate Social Responsibility’, 
http://www.inquire-europe.org/research.html 

Robert Eccles, Ioannis Ioannou and  George Serafeim (2011), ‘The Impact of a Corporate Culture 
of Sustainability on Corporate Behavior and Performance’, Harvard Business School Working 
Paper Series 12-035, http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1964011   

Alex Edmans (2011), ‘Does the Stock Market Fully Value Intangibles? Employee Satisfaction and 
Equity Prices’, Journal of Financial Economics, Vol. 101, No. 3, pp. 621- 640 

Piet Eichholtz, Nils Kok and John M. Quigley (2010), ‘Doing Well by Doing Good? Green Office 
Buildings’, American Economic Review, Vol. 100, No. 5, pp. 2492- 2509 

Javier Gil-Bazo and Pablo Ruiz-Verdú (2009), ‘The Relation between Price and Performance in 
the Mutual Fund Industry’, The Journal of Finance, Vol. 64, No. 5, pp. 2153- 2183 

Paul C. Godfrey, Craig B. Merrill and Jared M. Hansen (2009), ‘The relationship between 
corporate social responsibility and shareholder value: an empirical test of the risk management 
hypothesis’, Strategic Management Journal, Vol. 30, No. 4, pp. 425- 445 

Paul Gompers, Joy Ishii and Andrew Metrick (2003), ‘Corporate Governance and Equity Prices’, 
The Quarterly Journal of Economics, Vol. 118, No.1, pp. 107- 156 

Andreas Hoepner (2010), ‘Portfolio Diversification and Environmental, Social or Governance 
Criteria: Must Responsible Investments Really Be Poorly Diversified?’’, 
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1599334 

Andreas Hoepner, Michael Rezec and K.S. Siegl (2011, due to be updated 2013), ‘Does Pension 
Funds’ Fiduciary Duty Prohibit the Integration of Environmental Responsibility Criteria in 
Investment Processes?: A Realistic Prudent Investment Test’, 
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1930189 

Darren D. Lee and Robert W. Faff (2009), ‘Corporate Sustainability Performance and 
Idiosyncratic Risk: A Global Perspective’, The Financial Review, Vol. 44, No. 2, pp. 213- 237 

Ioannis Oikonomou, Chris Brooks and Stephen Pavelin (2011), ‘The Effects of Corporate Social 

http://www.inquire-europe.org/research.html
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1964011
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1930189


 

5 

Performance on the Cost of Corporate Debt and Credit Ratings’, Working Paper 

Ioannis Oikonomou, Chris Brooks and Stephen Pavelin (2012), ‘The impact of corporate social 
performance on financial risk and utility: a longitudinal analysis’, Financial Management, Vol. 41, 
No. 2, pp. 483- 515 

Peer C. Osthoff and Alexander Kempf (2007), ‘The Effect of Socially Responsible Investing on 
Portfolio Performance’, European Financial Management, Vol. 13, No. 5, pp. 908- 922 

Mercer (2007), Demystifying Responsible Investment Performance: A review of key academic 
and broker research on ESG factors (Mercer, London). 

Mercer (2009), Shedding Light on Responsible Investment: Approaches, Returns and Impacts 
(Mercer, London) 

PRI ESG Working Group Report (2013), Integrated Analysis: How investors are addressing 
environmental, social and governance factors in fundamental equity valuation (PRI, London) 

Meir Statman and Denys Glushkov (2009), ‘The Wages of Social Responsibility’, Financial 
Analysts Journal, Vol. 65, No. 4, pp.1- 14 

Rory Sullivan (2011), Valuing Corporate Responsibility: How Do Investors Really Use Corporate 
Responsibility Information (Greenleaf,Sheffield). 

 

 

 

 

 

 

 

http://www.unpri.org/wp-content/uploads/Integrated_Analysis_2013.pdf
http://www.unpri.org/wp-content/uploads/Integrated_Analysis_2013.pdf

	The materiality question – are ESG issues relevant to investors?
	The effectiveness of integrating ESG into investment decisions
	Strengthening the Investment Case
	References/Further Reading

