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ABSTRACT

COMPARISON OF ETHICAL AND CONVENTIONAL MUTUAL FUNDS

Akbas, Sinan
M.B.A., The Department of Business Administration

Supervisor: Assoc. Prof. Dr. Seza Danisoglu

October 2020, 77 pages

This study examines the differences and similarities between equity investing
USA domiciled ethical and conventional mutual funds on different attributes such as
performance, ESG score and sin sector allocation of funds. In this particular study, a
comprehensive study is completed using general to specific approach. In this study,
you could reach to results of descriptive statistics, bivariant correlation analyses,
regression studies and supportive heatmap studies. Additionally, in this study,
similarity variables of ethical funds with other funds within its fund family is
introduced. In line with introduction, the effect of the generated variable on different
attributes of the fund is also tested. According to findings, difference line between
ethical and conventional funds are become blurry. The expected clear distinction might

not be there anymore.

Keywords: Socially responsible investment, ethical fund, performance, ESG, sin

sector allocation
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ETIK VE GELENEKSEL YATIRIM FONLARININ KARSILASTIRILMASI

Akbas, Sinan
Yiiksek Lisans, Isletme Boliimii

Tez Yoneticisi: Dog. Dr. Seza Danisoglu

Ekim 2020, 77 sayfa

Bu arastirma, Amerika Birlesik Devletleri ikametgahinda hisse senedi yatarimi
yapan sosyal ve geleneksel yatirim fonlarin arasinda benzerlikleri ve farkliliklari,
performans, ESG puam1 ve gilinah sektdr secimleri gibi nitelikler bazinda
incelemektedir. Bu arastirmada kapsayici bir yaklasim ile genelden 6zele dogru giden
bir caligma yapilmistir. Bu arastirmanin sonug¢ kisminda betimleyici istatistikler, ikili
degisken analizleri sonuglari, regresyon analiz sonuglar1 ve 1s1l harita analizleri detayl
bir bigcimde paylasilmistir. Ek olarak, sosyal fonlarin bulunduklari aile igerisinde diger
geleneksel fonlar ve sosyal fonlar ile olan benzerligini gosteren skorlar tanimlanmastir.
Bu tanimlama ile birlikte, yaratilmis olan bu skorlarin fonlarin birgok farkli niteligi
tizerindeki etkileri incelenmis ve test edilmistir. Tezin bulgularina gore, sosyal fonlar
ile geleneksel fonlar arasinda bulunan ¢izgi artitk bulaniklasmaya baslamistir.

Beklendik keskin ¢izgi, artik orada olmayabilir.

Anahtar Kelimeler: Sosyal sorumlu yatirim, etik fon, fon getirisi, ESG, giinah

sektori
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CHAPTER 1

INTRODUCTION

1.1. Introduction in General

An investor is either a person or an institution who has excess resources and is
willing to invest these in a financial instrument or a real asset in order to create a
positive return for a given period of time. In general, investors are assumed to have the
objective of maximizing their financial returns. Recently, it has been argued that some
investors might be willing to give up some financial return in order to invest their
resources into investments that create social, environmental and ethical impact. These
types of investors are said to make “socially responsible investments (SRI)”.

One of the first examples of socially responsible investing was the prohibition
of engagement in slave trading for Quakers members during the 1700s in Canada
(Tekula and Andersen, 2019). From that day forward, the market for socially
responsible investments grew larger albeit in small increments. By the late 1900s,
SIRs had taken the form of screening out investments in certain industries such as
tobacco, firearms, and alcohol (Tekula and Andersen, 2019). Finally, the strong
demand for such investments pushed the creation of the first socially responsible
mutual fund, the Pax World Fund, in August 1971 (Radu and Funaru, 2011).

This thesis focuses on the socially responsible mutual funds industry and
attempts to answer the question of whether the SRI funds do indeed offer a different

investment alternative when compared to conventional funds.

1.2. Sustainable Market Status

Sustainable investment is a term that refers to both socially responsible and
ethical investments. Sustainable investments exhibit an increasing trend in terms of
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their global volume. According to the 2018 report by Global Sustainable Investment
Review, (GSIA, 2019), sustainable investments in the five major markets were valued
at $30.7 trillion at the start of 2018 with a 34% increase over the two preceding years
where the proportion of the market directed to these investments was 48% for Europe,
39% for the United States, 7% for Japan, 6% for Canada, and 2% for Australia — New
Zealand. In addition, according to the same GSIA report, sustainable investing
represents more than 50% of total professionally managed assets in Canada, Australia-
New Zealand, almost 50% in Europe, 26% in the United States and 18% in Japan.
These numbers suggest that as long as the demand for sustainable investing continues
to be strong, the market for these investments will maintain its growth trend over the
upcoming years.

Turning our attention to the US market, according to the 2018 Report of The
Forum for Sustainable and Responsible Investment (US SIF, 2018), US-domiciled
assets increased by 38% from $8.7 trillion at the start of 2016 to $12.0 trillion at the
start of 2018, with such a sharp trend continuing since 2012 where total assets were
around only $3.8 trillion. Furthermore, according to the same report, 22% of the $12.0
trillion in assets were managed by registered investment companies such as mutual
funds and exchange traded funds. These trends simply point to the importance of

sustainable investments in financial markets and their potential for future growth.

1.3. Asset Selection Criteria for Investors

Socially responsible mutual funds use either negative or positive screens to
form their portfolios. The negative screens call for excluding specific industries /
stocks from the portfolio based on a set of social, environmental and ethical criteria.
Positive screens call for selecting industries or securities that meet a certain threshold
level of social, environmental and ethical performance. Radu and Funaru (2011)

present these criteria in the following table:



Table 1
Negative and Positive Criterion for Screening Criteria, (Radu and Funaru, 2011)

This table presents both negative and positive screening criteria used by investors during their asset
selection process as presented in Radu and Funaru (2011). Panel A presents negative criteria and Panel
B presents positive criteria.

Panel A. Negative Criteria

Tobacco Pornography / adult entertainment
Alcohol Abortion / birth control

Gambling Animal testing

Military weapon Pork producers

Nuclear power Healthcare pharmaceuticals

Irresponsible foreign operations

Panel B. Positive Criteria

Human rights Labor relation and workplace condition
Renewable energy Pollution control

Biotechnology Corporate governance

Community involvement Business practice

Shareholder activism Employment diversity

Investors use different criteria based on where they invest. According to the

GSIA 2019 report, negative/exclusionary screening is dominant in Europe, positive
screening based on corporate engagement and shareholder action is dominant in Japan
and positive screening based on ESG integration is dominant Canada, Australia, New
Zealand and the US. There are also overlaps between the screening strategies. For
instance, in the US, $11.6 trillion of the $12.0 trillion assets uses both the ESG criteria
and negative screening. The GSIA report lists the screening criteria from the mostly to
the least used as follows:

e Negative/Exclusionary Screening

e ESG integration

e (Corporate engagement and shareholder action

e Norms based screening

e Positive/best-in-class screening

e Sustainability themed investing

e [mpact/community investing



CHAPTER 2

LITERATURE REVIEW

2.1. Introduction

Ethical investors are the type of investor who are not willing to give up their
ethics for the sake of profit, (Radu and Funaru, 2011). Therefore, such investors are
willing to give up some benefits in order to receive other benefits. The literature on
SRI is typically concentrated on the following research questions:

e Does screening result in better performance for SRI investors?

e Do SRl investors give up diversification opportunities?

e Does social investing create additional value for the investors?

e Do SRI investors give up possibly higher returns that could be earned from the
assets that they screen out?

e [s ESG integration a valid investment strategy for firms?

2.2. Literature on Screening Activities

Some studies find that that screening decreases financial returns at first but
returns increase when screening intensity increases. Capelle-Blancard and Monjon
(2014) show that the risk-adjusted performance of French SRIs decreases when the
number of screens used is five but increases with the increasing number of screens.
Additionally, Barnett and Salomon (2006) provide evidence that in the US market,
screening intensity has a negative effect on risk-adjusted performance until it reaches
seven screens, after which risk-adjusted performance increases with additional screens
used, although the negative effect of screening still persists. Derwall, Guenster, Bauer,

and Koedijk (2005) also show that many screens do not necessarily improve portfolio



performance and that the timing of the screens may make a difference since different
investment trends may be observed over time. !

Guerard (1997) analyzed 1,350 stocks for the unscreened equity universe and
950 stocks for the socially screened universe for the 1987 - 1994 period and found no
statistically significant difference between the average returns of those universes.
Similarly, Schroder (2007) analyzed 29 SRI indices and found that SRI screens for
equities lead to neither a significant outperformance nor an underperformance with
comparison to benchmark indices.

These results create a controversy about whether screening creates a better
outcome in terms of returns for investors or not. Results presented by (John B.
Guerard, 1997) and (Schréder, 2007) indeed imply that there is no significant
difference between screened and unscreened universes. This result may also depend
on the timing of the screen used. Therefore, one could say that there is no obvious

answer for whether screening creates a better outcome for investors or not.

2.3. Literature on Diversification

Radu and Funaru (2011) argue that the diversification potential of investors
may be decreased by only focusing on SRI funds. Derwall et al. (2005) support this
argument by claiming that the screening process’s net effect on diversification is the
limiting of alternatives available to the investor. (Hong and Kacperczyk, 2009) Hong
and Kacperczyk (2009) provide evidence that there is a cost related to being unable to
diversify into publicly traded sin companies which are relatively cheap when
benchmarked against comparable stocks. As an opposing view, Riedl and Smeets
(2017) argue that investors could use socially responsible funds to diversify the
riskiness of their portfolios. They claim that investors invest in sin companies while

investing SRI at the same time to further decrease their risk per return.

! There are also studies that investigate whether specific screens create better performance. For instance,
Edmans (2011) shows that an employee satisfaction screen may lead to a superior investment
performance since employee satisfaction is typically an indication of a more efficient firm.
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2.4. Literature on Created Value

SRI investors are expected to be sensitive to environmental, social and ethical
performance of the firms or funds in which they invest. One question that is asked in
the literature is whether such a concern creates additional value for these investors.

Chowdhry, Davies and Waters (2018) state that SRI investors who are
motivated to hold socially responsible assets, create value for profit-oriented investors
since their investment choices push companies to increase their productivity, decrease
their pollution, or improve their corporate governance practices just as profit-oriented
investors create value for socially responsible investors in a similar manner.
Additionally, Chowdhry et al. argue that, in order to emphasize socially oriented
outcomes, SRI investors should hold larger proportions of such investments compared
to conventional investors. Guerard (1997) gives some examples that social screens
used while making investment decisions could lead to better management, generating
better results for both investors and firms while also contributing to advancement of
society. Edmans (2011) argues that increasing efficiency in operations decreases
pollution. This is a significant outcome for the environment and creates better
management practices that lead to a happier workforce which indirectly effects the
efficiency of the firm.

Overall, SRI investors indeed create value for themselves by easing their
consciousness indirectly as being ethical, socially responsible. Additionally, they
create value for firms by imposing standard that increase efficiency, workforce welfare

etc.2.

2 There is some additional research that specifically investigates the value approach. Addy, Chorengal,
Collins and Etzel (2019) calculate the dollar value of the impact investing and Viviania and Maurel
(2019) approach the issue from a slightly different perspective. Please refer to these studies for further
information on the topic.
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2.5. Literature on Financial Performance

Financial performance of the SRI funds is extensively researched in the
literature in order to understand whether SRI investors are giving up from their returns
or not. Some research states that SRI investments do not differ from conventional
investments significantly. Hamilton, Jo and Statman (1993) analyzed 17 SRI funds
between 1981 to 1985 and 15 SRI funds between 1986 to 1990 and found that social
responsibility factors do not have a statistically significant effect on the expected stock
returns of companies. According to Guerard (1997), when 950 socially screened and
1,300 unscreened stocks are analyzed for between 1987 and 1994, it is seen that there
1s no statistically significant difference between the average returns of the screened
and unscreened samples. Moreover, Bauer, Koedijk and Otten (2005) compare the
returns of ethical and conventional funds from the US, UK and Germany between 1990
and 2001 and find no statistically significant difference in returns. Furthermore,
Schroder (2007) analyzes 29 stock indices to understand whether SRI exhibit different
performance compared to conventional benchmark indices and find that there is no
statistically significant difference. In other words, investment in SRI equity indices
does not impose an additional cost in terms of lower returns to the investor. Lastly,
Utz and Wimmer (2014) compare 230 SR mutual funds with 37,398 conventional
funds and find no compelling evidence to document out-performance or
underperformance for either group.

On the other hand, some research argues that, socially responsible portfolios
outperform conventional portfolios. Derwall, Guenster, Bauer and Koedijk (2005)
created two equity portfolios with distinctive eco-efficiency scores and evaluated them
in terms of performance metrics showed that eco-efficient portfolios outperform less
eco-efficient portfolios for the 1995-2005 period. As a supporting argument, Edmans
(2011) examined the relationship between employee satisfaction and investment
returns and found that employee satisfaction is positively correlated with investment
returns in the long-run. Such a finding could be expected since employee satisfaction

creates a stronger corporate performance which increases production efficiency and



results in an increase in investor returns. These findings may further lend support to
Moskowitz (1972) who argued that more profitable companies can afford to be more
responsible

Other research shows that, there is a cost of being socially responsible in
investment decisions. Research by Brammer, Brooks and Pavelin (2006) analyzed
stocks returns with respect to their corporate social responsibility scores and found that
firms with higher social performance scores tend to achieve lower returns, whereas
firms with the lowest possible scores outperform the market. Bramer et al. also state
that devoted private or institutional shareholders are willing to forgo returns in order
to feel morally at ease by holding stocks of socially responsible companies.
Renneboog, Horst and Zhang (2008) has completed an extensive research globally and
found that SRI funds in the US, the UK, and many continental European and Asia-
Pacific countries underperform their domestic benchmarks by -2.2% to -6.5% per year
while France, Japan and Sweden’s risk-adjusted returns of SRI funds are not
statistically different from conventional funds. Such an outcome shows that, indeed,
investors may be paying a price for being ethical. In addition, research conducted on
sin stocks by Hong and Kacperczyk (2009) argues that sin stocks outperform their
comparable stocks significantly for the 1965-2006 period. This finding also supports
the claim that SRI investors may be willing to forgo the excess returns that they could
create from sin stocks Hong and Kacperczyk also talk about norms in the market, such
as how institutional investors are not willing to publish their investment strategies and
may not prefer to invest in sin stocks that may affect their public image negatively.

Furthermore, for a general view of the SRI performance literature and
screening activities, research by Renneboog, Horst, and Zhang (2008b) could be a
good guidance which is also referenced by Radu and Funaru (2011) while creating the
screening table that was presented in the Introduction chapter of this thesis.
Additionally, Capelle-Blancard and Monjon (2012) have done a comprehensive
content analysis on socially responsible investment in newspapers and academic

journals and found quite interesting results. For example, the bulk of academic articles



on SRI is focused on financial performance by analyzing the question "Does it pay to

be good? " according to.

2.6. Literature on ESG Strategy

As stated earlier, ESG integration is a dominant strategy for several markets
but mostly in the US. Manescu (2011) analyzed ESG factors such as community
relations, human rights, public safety etc. and their effects on stock performance and
showed that for the period between July 1992 and June 2008, only community relations
have a significant and positive effect on stock returns. Indeed, these findings may
imply that adopting an ESG-based investment strategy may be beneficial if market
trends are well known by investors. Laermann (2016) points out that investors using
an ESG-based strategy should make their choices based on scores calculated by 3rd
parties since the scores presented in company documents may be open for
manipulation and dependent on the honesty of the firm. As a supporting argument,
Mooji (2017) draws attention to the fact that Volkswagen was an industry leader in
terms of its EGS score right before the emission scandal. Therefore, it might be safe
to say that basing investment decisions only on the ESG scores may sometimes be
misleading for creating a socially responsible portfolio. Not only the ESG scores
themselves but even the naming of the funds may be misleading for the investors. For
instance, lelasi, Rossolini and Limberti (2018) show that there is no statistical
difference between sustainable funds and ethical funds in terms of risk adjusted returns
even though the naming of these funds imply that they may be different from each

other.

2.7. Overview of Literature

Literature on SRI mainly focuses on comparing the performance of ethical, or
socially responsible, investments with their conventional counterparts and presents
mixed evidence on this issue. The one question that is researched relatively less about
SRI funds is whether these funds hold truly different portfolios when compared to

9



conventional funds. Renneboog, Horst, and Zhang (2008) raise the question of whether
SRI funds will gradually converge to conventional funds by holding similar assets. as
Alternatively, Utz and Wimmer (2014) ask whether the label 'SR mutual fund’
guarantees the exclusion of clearly unethical firms In order to answer these questions,
this thesis analyzes the holdings of socially responsible mutual funds and compares
them with those of conventional mutual funds which do not have any claim to be

socially responsible.
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CHAPTER 3

DATA AND SAMPLE CONSTURCTION

3.1. Data Collection Procedure

As of 30th of June 2019, there were 598,419 mutual funds that were listed in
the Thompson Reuters (TR) database globally. To be practical and to use resources
efficiently, this thesis focuses on only the USA domiciled equity investing funds. As
of the same date there were a total of 61,207 USA domiciled mutual funds of which
29,270 were equity investing funds.

For the mentioned USA domiciled and equity investing funds, an enormous
amount of data is gathered directly from TR’s search module. These date items are as
follows;

e Lipper RIC — (Unique identification code for TR)

e [SIN Code — (Unique identification code)

e Asset Name

e Asset Status — (Liquidated / Active / Merged)

e Launch Date

e C(losed Date — (If liquidated or merged)

e Geographical Focus

e Fund Management Company Name

e Investment Objective

e Ethical Flag — (Ethical / Not Ethical)

e (Green Flag — (Green / Not Green)

e 1 Month Performance to Last Day — (in % change)

11



e Latest Year Minus 1 Performance — (yearly performance which occurs 1 year
earlier)

e Relative Performance for 1 Year to Last Month End — (relative to fund’s
benchmark index)

e Beta for 1 Year to Last Month End

In addition to these data items, a great effort has been put into place to collect the
portfolio holding data of all funds by making use of TR’s Excel module. This module
operates most efficiently when the holding data are downloaded for only a small
number of funds. According to experience gained from trials, download functions were
most efficiently operating with 50 funds at a time. For this purpose, a special code has
been written to cluster 29,270 funds in groups of 50 per each. As a result, with a total
of 586 clusters needed to be fed to TR’s Excel formulas one by one. The module used
provides a fund’s holding information as of the last entered date. In other words, if the
fund is still active, the holding data are provided for the current date, and if the fund is
liquidated or merged, holding data are provided as of the liquidation or merger date.

An additional code was written in order to feed the clusters to TR’s Excel
functions. By doing so, data collection was automized instead of trying to collect all
data manually. This automation procedure is used to feed the system by both ISIN
Codes and LRICs. Therefore, it is being used twice for all funds in order to collect as
much information as possible. Upon completion of the collection of the holding data,
the collected information needed to be merged in an order. For this purpose, another
code was written to do this specific job. This code selects a fund’s ISIN code and
matches holding data if available. If not, it tries to collect the same data based on the
fund’s LRIC and finally creates an ordered dataset. After those procedures were
completed, a dataset with around 4 million lines was generated to be analyzed. For
each of the unique assets that were held in the portfolios of the SRI funds, if available,
ESG scores were also collected by making use of TR’s function for the ESG score in

the Excel module.
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3.2. Data Elimination and Processing

After collecting all the available holding data, of the total number of funds that
had the required holding information was 21,272 (out of 29,270). In other words, TR
did not have holding data for a total of 7,898 funds; so these funds were excluded from
the sample.

Before starting the analysis of holding data, a quick preliminary investigation
was performed. There was quite a few instances where the same asset was included in
the dataset with different names. For example, one of the funds holds a company’s
class-A stock whereas another fund holds the same company’s class-B stock which
creates difference in names and identification codes of although both stocks belong to
the same company. In order to solve this problem, Excel is used to manually find a
given company’s stocks with different names or LRIC numbers in order to force them
to have an identical name with respect to their LRIC numbers.

All holding data with approximately 4 million lines and the list of 21,272 funds
were fed to Matlab for another script that creates holding information of each fund
making use of structure functions in Matlab. As a matter of fact, this structure function
was used in most of the analyses in this thesis.

Similar to companies, mutual funds also have different classes. In order to find
the similar funds another script was written. This script compared the holdings of each
of the 21,272 funds with the rest of the funds’ holdings. By doing so, the same funds
that appeared in the database with different identification codes were identified and
discarded from the sample (a total of 15,318). As a result, a total of 6,003 unique funds
remained in the sample.

Before proceeding with the analyses, another script was written to calculate the
weighted average ESG score for each fund by using the formula below. These scores

are later used to limit the number of funds to be used in analyses.

n
ESGryng = Z ESGAsset,n * Wy
1
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Where;
e 7 is the total number of assets held by the fund.
® ESGyssern 1s the ESG score of the related asset.

* w, is the market-value-based weight of the asset within the fund’s portfolio.

Note that these ESG scores of the assets are directly taken from the TR’s
ASSET4 rating. TR uses a method to calculate ESG score with 178 indicators in
scoring with different weights on different subset of indicators (Thomson Reuters,
2018). For more information, please take a look at the referenced TR’s article on this
topic.

In addition, the total available holdings of the fund are also calculated by using
the formula below. This is calculated to see whether the collected holding data adds
up to 100% or not due to lack of data within the TR database. Alternatively, funds may

short sell some of the stocks and buy other ones which causes the total holdings to

exceed 100%.
n
Weuna = Z Wy
1

Based on the two calculated measures above, the number of funds to be used
in the analyses were decreased further by using the following filters:

e In order to keep the analyzed funds diverse enough, funds which hold fewer
than 11 assets in their portfolio are discarded. With this criterion, a total of 453
funds were discarded and 5,550 funds remained.

e To keep the sample as large as possible, Wg,,,q4 value is kept between 70% and
105%. To keep above 70%, 43 funds were discarded. Similarly, to keep below
105%, 98 funds discarded. As result, total of 5,409 funds remained.

e Lastly, there was a single fund which had a negative ESG value, possibly as a
result of extensive short selling. This fund is also eliminated from the data set,

which resulted in a sample of 5,408 funds to be analyzed further.
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3.3. Sin Sector Allocation Calculations

Industry information for each of the assets (stocks) that are held by the 5,408
sample funds is collected via TR’s Excel module. In order to make this process easier,
a code is written which is very similar with the one used in the collection of holdings.
With the procedure, industry information is collected for 22,071 stock by using the
following three industry classification schemes:

e TRBC Industry Classes — (total of 133 unique class)
e GICS Sub-Industry Classes — (total of 158 unique class)
e NAICS Industry Group Classes — (total of 290 unique class)

Please note that, all available classifications and their sub-categories were
collected for each asset. For example, in TRBC, there are 5 different classification
levels: Economic Sector, Business Sector, Industry Group, Industry and Activity level.
In order to be efficient, stocks were classified into “sin” industries based on the
Industry-Level classification, but further analysis was performed by making a keyword
search within each stock’s stated activity level classification. A similar method is also
used for other classification levels as well.

The keyword-controlled sublevels are;

e TRBC Activity Classes — (total of 713 unique class)

e NAICS International Industry Classes — (total of 603 unique class)
e NAICS National Industry Classes — (total of 964 unique class)

For the three main classes (total of 581), each and every sector was considered
whether it includes sin characteristics or not. Some sin industries are casinos and
gaming, aerospace and defense, brewers etc. In addition to those, keyword-controlled
sublevels were also considered by searching keywords such as alcohol, tobacco,
gambling etc.

Upon completion of evaluations, for each asset a single characteristic has been
assigned as being a sin asset or not.

Next, the following measures are calculated:
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e Sector Availability of Fund’s Assets is a measure of the percentage of fund’s

holdings for which sector information is available.

n
Wsector = E Wy * &
1

Where ¢ is a binary variable i.e. if asset’s sector is available € = 1 else € = 0.
e Sin Sector within Fund’s Assets is a measure of the percentage of fund’s

holdings that are identified to be in a sin sector.

n
WSinzzwn*g*p
1

Where p is a binary variable, if asset’s sector is defined as sin p = 1 else p = 0.
e Percentage of Availability is a measure of the percentage of the collected
holding data for which there is also a sector information.

WS ector

Nsector =
WFund

e Percentage of Sin is a measure of the percentage of sin sectors that are selected

within a sector’s known asset groups .

Nsin

Note that, in order to calculate Wy, :o, and Ws;,, another script was written in
Matlab which was similar to the one used in the calculation of Wr,,,,4. Furthermore,

Nsector aNd 1y, Were calculated in Excel for all 5,408 funds.
3.4. Definition of Data Levels and Supporting Calculations

From this point forward, the previously mentioned 5,408 funds will be referred
to as the Sample Universe. Please note that, in this thesis, different sample clusters are
considered in order to understand different variables’ effect on ethical mutual fund’s

characteristics.

16



For all mentioned funds, age of the fund is defined in years. For those funds
that merged or were liquidated, age is calculated based on the fund’s launch date and
closing date. For the funds that are active, age is calculated based on the fund’s launch
date and 30.06.2019.

In addition, a new flag was created to combine TR’s Ethical and Green Flags
The combination of these funds under a single flag created the “ethical funds” sample.
The rest of the funds that did not have an ethical or green flag given by TR were
included in the conventional funds sample. As a result, there are 220 ethical funds
within the Sample Universe.

These ethical funds were held by 88 different fund families. These fund
families are further classified as follows;

e Families that hold only ethical funds — (total of 31 families)

e Families that hold a single ethical fund and several conventional fund(s) — (total
of 32 families)

e Families that hold several ethical funds and several conventional fund(s) —

(total of 25 families)

Fund families that held only conventional funds were excluded from the
analyses. The 88 fund families mentioned above held 1,351 conventional funds and
220 ethical funds. From now on, this sample of 1,571 funds is defined as Sample
Master.

Sample Universe and Sample Master are defined in order to understand fund
attributes and characteristics in a general manner. The most important contribution of
this thesis to literature is the calculation of the similarity measures that are described
below.

Please note that, similarity measures are inspired by the representations of the
portfolio overlap values generated by ‘the fundoo’ internet website. (the fundoo, n.d.)
website’s tool was able to give information and create representations about different
attributes of the funds such as number of common stocks, number of uncommon
stocks, percentage of portfolio overlap etc. The main motivation while generating such

similarity scores was to be able to create a variable that includes the portfolio overlap
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of the funds with their family peers. It is believed that, inclusion of the similarities
between funds in the study, would give us a chance to understand how families of
funds starts to use different but similar investment strategies.

For the 220 ethical funds, 4 types of similarity measures were calculated within
each fund’s own family;

e Portfolio overlap similarity in terms of a fund’s percentage holding of an asset
versus the percentage holding of the same asset by other ethical funds in the
same fund family

e Portfolio overlap similarity in terms of a fund’s percentage holding of an asset
versus the percentage holding of the same asset by conventional funds in the
same fund family

e Common assets similarity in terms of the number of common assets between a
fund versus the other ethical funds in the same fund family

e Common assets similarity in terms of the number of common assets between a

fund versus the conventional funds in the same fund family

In the analysis section, only overlap similarity measures are used since
common asset similarities are highly correlated with the overlap similarity values.
Therefore, they are only presented in descriptive statistics.

The algorithm for calculating the similarity measures can be presented as

follows:
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Collect Find family of the fund
information on *Find number of ethical funds within family
entered funds sFind number of conventional funds within family

Calculate funds'
overlap with eFund' overlap between other ethical funds wihin family
other funds «Fund' overlap between conventional funds within family
within familiy

eCalculate average of values of previously
Calculate calculated as overlap for ethical ones.

similarity score eCalculate average of values of previously

calculated as overlap for conventional ones.

Figure 1: Overlap Similarity Calculation Methodology. This figure illustrates the procedure for
the generation of similarity scores in three steps. For the collect information on funds step the TR
database is used with the help of some macros. For the calculation of fund’s overlap values, a
special Matlab code is written and used. For the calculation of similarity scores, additional scrip
is written in Matlab.

As explained in Figure 1, overlap similarity measures are calculated for each
ethical fund. In order to do this specific calculation, a Matlab script was written. Since
each and every asset is cross checked with other funds within the family, it required
quite a lot of computation work.

In addition to the similarity measures, the geographical focus of the fund was
also taken into consideration for further analysis. In this perspective, in order to
calculate the overlap between funds, the algorithm checks whether the fund has the
same geographical focus with the fund against which a similarity score is being
calculated. This script is illustrated in Figure 2.

Finally, two types of similarity score were calculated. According to presented
calculation methods, two sample clusters are generated. First one is named as Sample
ExFocus which uses the similarity scores of funds with the first method mentioned in

Figure 1. ExFocus means that excluding the geographical focus attributes of the funds.
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Furthermore, other sample is defined as Sample InFocus as meaning that includes the

geographical focus attribute in similarity scores as mentioned in Figure 2.

¢ Find family of the fund

*Find geographical focus of the fund

*Find number of ethical funds within family

*Find number of conventional funds within family

Collect

information on
entered funds

Calculate funds' e Fund' overlap between other ethical funds wihin family if the
overlap with geographical focus same with entered fund
other funds e Fund' overlap between conventional funds within family if
within familiy the geographical focus same with entered fund

¢ Calculate average of values of previously
Calculate calculated as overlap for ethical ones.

similarity score e Calculate average of values of previously

calculated as overlap for conventional ones.

Figure 2: Overlap Similarity with Geographical Focus Calculation Methodology. This figure
illustrates the procedure for the generation of similarity scores with geographical focus in three
steps. For the collect information on funds step the TR database is used with the help of some
macros. For the calculation of fund’s overlap values, a special Matlab code is written and used.
For the calculation of similarity scores, additional scrip is written in Matlab.

After completing of the enormous computational work for similarity measures,
some other dummy variables were defined to be used in regression analyses:

e Focus US dummy variable - used to differentiate whether fund’s geographical
focus defined as United States or others such as, Global, Europe, United
Kingdom etc.

e Being in Ethical Family dummy variable — used to differentiate whether a
conventional fund is in a family of funds which also hold ethical fund in their

portfolio.

In addition to (no common geographical focus) and (common geographical
focus), smaller clusters are created with respect to conventional similarity measures.
Those sections are as follows;
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e If the conventional similarity score is equal to O, then the fund is in the
ExQuartile section of the related sample.
e If the conventional similarity score is larger than 0, then the fund is in the

Quartile section of the related sample.

Additionally, another variable, ‘section’ is defined:
e For all funds in the ExQuartile sample, section is equal to 0.
e For all other funds in the Quartile sample, section is equal to 1, 2, 3, or 4,

dividing the Quartile sample quartiles.

Therefore, the section variable ranges between 0 and 4 as a numeric categorical

variable.
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CHAPTER 4

DESCRIPTIVE STATISTICS AND CHARACTERISTICS OF DATA

This section presents some descriptive statistics regarding the data used in

analyses.

Table 2
Descriptive Statistics of the Sample Universe

This table presents descriptive statistics for the various variables that are used in tests on the basis of
Sample Universe. Panel A presents descriptive statistics including all funds in Sample Universe. Panel
B presents descriptive statistics for ethical funds within Sample Universe. Panel C presents descriptive

statistics for conventional funds within Sample Universe.

Panel A. Descriptive Statistics of all Funds in Sample Universe

Variable N Min Max Mean Std

Age 5,408 0.00 109.63 1394 12.12
ESG 5,408 0.00 8899 5390 17.93
Number of Assets 5408 11.00 2000.00 173.12 307.43
Total Assets 5,408 73.71 10491 9941 2.39
% Sector Availability of Assets 5,288 0.01 136.19 91.59 1246
% of Sin Sector in Available Assets 5,288 -1.14 91.21 3.36 3.86
1 Month Performance to Last Day 3,388 -36.08 42.19 4.43 2.86
SEC 1 Year Performance 5,235  -99.99 103.19 -2.31 15.20
Latest Year Minus 1 Performance 3,058 -49.71 22.17 -10.07 7.12
Rel. Performance for 1 Year to Last Month End 3,306 -38.46 32.29 0.46 6.67
Beta for 1 Year to Last Month End 3,278 -12.40 30.31 0.99 0.59
Information Ratio for 1 Year to Last Month End 3,278 -8.01 2.33 -0.13 0.51
Sharpe Ratio for 1 Year to Last Month End 3,281 -0.76 1.89  -0.05 0.19
Treynor Ratio for 1 Year to Last Month End 3,278  -9.26 16.79  -0.38 0.90
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Table 2 — Continued

Panel B. Descriptive Statistics of Ethical Funds in Sample Universe

Variable N Min Max Mean Std

Age 220 025 109.63 13.77 12.87
ESG 220 0.00 78.72 5856  15.36
Number of Assets 220 12.00 2000.00 215.57 391.23
Total Assets 220 88.39  104.50  99.39 2.05
% Sector Availability of Assets 217 43.64 101.54 94.81 7.91
% of Sin Sector in Available Assets 217 0.00 12.52 1.48 2.07
1 Month Performance to Last Day 172 -4.91 9.72 5.02 1.88
SEC 1 Year Performance 209  -51.56 66.72 -2.25 13.80
Latest Year Minus 1 Performance 157  -24.77 12.14  -9.34 6.67
Rel. Performance for 1 Year to Last Month End 165 -14.91 31.28 2.13 6.83
Beta for 1 Year to Last Month End 164 0.53 1.53 1.00 0.13
Information Ratio for 1 Year to Last Month End 164 -0.93 0.79 -0.05 0.37
Sharpe Ratio for 1 Year to Last Month End 164 -0.43 0.36  -0.05 0.13
Treynor Ratio for 1 Year to Last Month End 164 -2.14 1.77  -0.28 0.66

Panel C. Descriptive Statistics of Conventional Funds in Sample Universe

Variable N Min Max Mean Std

Age 5188 0.00 95.02 1394 12.09
ESG 5188 0.00 88.99 53.71 18.01
Number of Assets 5188 11.00 2000.00 171.32 303.29
Total Assets 5188  73.71 10491 99.41 2.40
% Sector Availability of Assets 5071 0.01 136.19 9145 12.60
% of Sin Sector in Available Assets 5071 -1.14 91.21 344 3.90
1 Month Performance to Last Day 3216  -36.08 42.19 4.40 2.90
SEC 1 Year Performance 5026 -99.99 103.19 -2.31 15.26
Latest Year Minus 1 Performance 2901 -49.71 22.17 -10.11 7.14
Rel. Performance for 1 Year to Last Month End 3141 -38.46 32.29 0.38 6.65
Beta for 1 Year to Last Month End 3114 -12.40 30.31 0.99 0.61
Information Ratio for 1 Year to Last Month End 3114 -8.01 2.33 -0.14 0.52
Sharpe Ratio for 1 Year to Last Month End 3117 -0.76 1.89  -0.05 0.19
Treynor Ratio for 1 Year to Last Month End 3114 -9.26 16.79  -0.38 0.91

In Table 2 above, some findings are observed for Sample Universe that are in
accordance with the existing literature:
e Mean ESG value is larger for ethical funds compared to conventional funds.
e Mean % of sin sector availability is lower for ethical funds compared to
conventional funds.
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In addition, there are some observations that are not expected according to the
current literature:
e Ethical funds perform better than conventional funds in terms of the mean of
relative performance for 1 year to last month end.
e Ethical funds perform better than conventional funds in terms of the mean of 1

Month performance.

As discussed in the literature review chapter, the superior performance of
ethical funds is not expected since typically conventional funds have a better

diversification opportunity.

Table 3
Descriptive Statistics of Sample Master

This table presents descriptive statistics for the various variables that are used in tests on the basis of
Sample Master. Panel A presents descriptive statistics including all funds in Sample Master. Panel B
presents descriptive statistics for ethical funds within Sample Master. Panel C presents descriptive
statistics for conventional funds within Sample Master.

Panel A. Descriptive Statistics of all Funds in Sample Universe

Variable N Min Max Mean Std

Age 1,571 0.16 109.63 1539 1231
ESG 1,571 0.00 84.19 57.64 1547
Number of Assets 1,571 12.00 2000.00 258.79 422.14
Total Assets 1,571 7445 10482  99.39 2.65
% Sector Availability of Assets 1,551 9.69 11462 9392 9.04
% of Sin Sector in Available Assets 1,551 0.00 79.60 3.22 3.86
1 Month Performance to Last Day 1,110  -9.98 24.65 4.62 2.28
SEC 1 Year Performance 1,528 -56.41 80.07 -1.93 14.04
Latest Year Minus 1 Performance 1,009 -44.10 17.03 -9.48 6.87
Rel. Performance for 1 Year to Last Month End 1,089 -28.70 31.28 1.03 5.80
Beta for 1 Year to Last Month End 1,082 0.29 1.60 1.00 0.12
Information Ratio for 1 Year to Last Month End 1,082 -4.42 2.33 -0.13 0.46
Sharpe Ratio for 1 Year to Last Month End 1,083 -0.53 1.89  -0.05 0.18
Treynor Ratio for 1 Year to Last Month End 1,082  -3.47 340 -0.30 0.73
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Table 3 — Continued

Panel B. Descriptive Statistics of Ethical Funds in Sample Master

Variable N Min Max Mean Std

Age 220 025 109.63 13.77 12.87
ESG 220 0.00 78.72 5856  15.36
Number of Assets 220 12.00 2000.00 215.57 391.23
Total Assets 220 88.39  104.50  99.39 2.05
% Sector Availability of Assets 217 43.64 101.54 94.81 7.91
% of Sin Sector in Available Assets 217 0.00 12.52 1.48 2.07
1 Month Performance to Last Day 172 -4.91 9.72 5.02 1.88
SEC 1 Year Performance 209  -51.56 66.72 -2.25 13.80
Latest Year Minus 1 Performance 157  -24.77 12.14  -9.34 6.67
Rel. Performance for 1 Year to Last Month End 165 -14.91 31.28 2.13 6.83
Beta for 1 Year to Last Month End 164 0.53 1.53 1.00 0.13
Information Ratio for 1 Year to Last Month End 164 -0.93 0.79 -0.05 0.37
Sharpe Ratio for 1 Year to Last Month End 164 -0.43 036  -0.05 0.13
Treynor Ratio for 1 Year to Last Month End 164 -2.14 1.77  -0.28 0.66

Panel C. Descriptive Statistics of Conventional Funds in Sample Master

Variable N Min Max Mean Std

Age 1351 0.16 92.62 1565 1221
ESG 1351 0.00 84.19 5749 1549
Number of Assets 1351 12.00 2000.00 265.83 426.68
Total Assets 1351 7445 104.82  99.39 2.74
% Sector Availability of Assets 1334 9.69 11462 93.78 9.21
% of Sin Sector in Available Assets 1334 0.00 79.60 3.50 4.01
1 Month Performance to Last Day 938 -9.98 24.65 4.55 2.34
SEC 1 Year Performance 1319  -56.41 80.07 -1.88 14.09
Latest Year Minus 1 Performance 852  -44.10 17.03 -9.50 6.90
Rel. Performance for 1 Year to Last Month End 924  -28.70 26.26 0.83 5.58
Beta for 1 Year to Last Month End 918 0.29 1.60 0.99 0.12
Information Ratio for 1 Year to Last Month End 918 -4.42 2.33 -0.14 0.47
Sharpe Ratio for 1 Year to Last Month End 919 -0.53 1.89  -0.04 0.19
Treynor Ratio for 1 Year to Last Month End 918 -3.47 340  -0.30 0.74

The noteworthy observations in Table 3 are as follows:

e Mean ESG values of ethical only and conventional only portions seem quite
similar to each other.

e Mean % of sin sector availability results are similar to what is observed for the
Sample Universe.
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e In relative performance metrics, ethical funds still exhibit superior
performance compared to conventional funds.
e In short term performance metrics, ethical and conventional funds do not seem

to have a notable difference from each other.

Table 4
Descriptive Statistics of Sample ExFocus

This table presents descriptive statistics for the various variables that are used in tests on the basis of
Sample ExFocus. Panel A presents descriptive statistics including all funds in Sample ExFocus. Panel
B presents descriptive statistics for funds with no conventional funds within the same family (i.e.
excluded quartile) within Sample ExFocus. Panel C presents descriptive statistics for funds with at least
one conventional fund within the same family (i.e. included quartile) within Sample ExFocus.

Panel A. Descriptive Statistics of all Funds in Sample ExFocus

Variable N Min Max Mean Std

Age 220 025 109.63 13.77 12.87
ESG 220 0.00 78.72 58.56 15.36
Overlap Likeness Ethical 220 0.00 65.97 875 10.82
Overlap Likeness Conventional 220 0.00 86.58 6.20 10.27
Asset Likeness Ethical 220 0.00 72.34  11.07 12.73
Asset Likeness Conventional 220 0.00 90.00 7.70  12.03
Total Assets 220 88.39 10450 99.39 2.05
% Sector Availability of Assets 217 43.64 101.54 94.81 7.91
% of Sin Sector in Available Assets 217 0.00 12.52 1.48 2.07
1 Month Performance to Last Day 172 -4.91 9.72 5.02 1.88
SEC 1 Year Performance 209 -51.56 66.72  -2.25 13.80
Latest Year Minus 1 Performance 157 -24.77 12.14  -9.34 6.67
g;::iative Performance for 1 Year to Last Month 165 14.91 31.28 213 6.83
Beta for 1 Year to Last Month End 164 0.53 1.53 1.00 0.13
Information Ratio for 1 Year to Last Month End 164 -0.93 0.79  -0.05 0.37
Sharpe Ratio for 1 Year to Last Month End 164 -0.43 036  -0.05 0.13
Treynor Ratio for 1 Year to Last Month End 164 -2.14 1.77  -0.28 0.66
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Table 4 — Continued

Panel B. Descriptive Statistics of Excluded Quartile Part of Sample ExFocus

Variable N Min Max Mean Std

Age 85 025 109.63 1340 1548
ESG 85 0.00 77.81 57.66 16.52
Overlap Likeness Ethical 85 0.00 22.07 5.89 5.37
Overlap Likeness Conventional 85 0.00 0.00 0.00 0.00
Asset Likeness Ethical 85 0.00 32.82 8.66 8.24
Asset Likeness Conventional 85 0.00 0.00 0.00 0.00
Total Assets 85 91.83 10450 99.78 1.28
% Sector Availability of Assets 83 43.64 100.32 93.17 11.14
% of Sin Sector in Available Assets 83 0.00 7.37 0.92 1.50
1 Month Performance to Last Day 68 -0.05 7.77 5.06 1.47
SEC 1 Year Performance 76 -51.56 66.72  -1.44 1585
Latest Year Minus 1 Performance 60 -19.67 5.04 -10.00 4.89
g;:lciative Performance for 1 Year to Last Month 62 6.41 2146 244 6.02
Beta for 1 Year to Last Month End 62 0.53 1.53 0.98 0.16
Information Ratio for 1 Year to Last Month End 62 -0.93 0.71 -0.02 0.34
Sharpe Ratio for 1 Year to Last Month End 62 -0.25 036  -0.05 0.11
Treynor Ratio for 1 Year to Last Month End 62 -1.18 1.61  -0.27 0.57

Panel C. Descriptive Statistics of Included Quartile Part of Sample ExFocus

Variable N Min Max Mean Std

Age 135 0.50 61.13 1399 1098
ESG 135 0.00 78.72  59.12 14.62
Overlap Likeness Ethical 135 0.00 65.97 10.56 12.83
Overlap Likeness Conventional 135 0.00 86.58 10.11 11.51
Asset Likeness Ethical 135 0.00 72.34 12,59 14.70
Asset Likeness Conventional 135 0.18 90.00 12.55 13.23
Total Assets 135 88.39 103.65 99.15 2.38
% Sector Availability of Assets 134 80.22 101.54 95.83 4.74
% of Sin Sector in Available Assets 134 0.00 12.52 1.82 2.29
1 Month Performance to Last Day 104 -4.91 9.72 4.99 2.11
SEC 1 Year Performance 133 -44.22 35.16 272 12.52
Latest Year Minus 1 Performance 97 -24.77 12.14  -8.93 7.56
g;:lciative Performance for 1 Year to Last Month 103 14.91 31.28 1.94 799
Beta for 1 Year to Last Month End 102 0.79 1.32 1.02 0.11
Information Ratio for 1 Year to Last Month End 102 -0.85 0.79  -0.06 0.39
Sharpe Ratio for 1 Year to Last Month End 102 -0.43 031  -0.06 0.13
Treynor Ratio for 1 Year to Last Month End 102 -2.14 1.77  -0.29 0.71
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For Table 4 above and Table 5 below, all funds sections are identical except
for the calculated likeness values. On the other hand, excluded quartile and included
quartile parts differ from each other since calculated likeness values are different.

For both and , as a surprising finding, it is seen that the similarity of ethical
funds with the conventional family members is quite close to their similarity with
other ethical family members. Note that, this observation is further analyzed in the

following chapters.

Table 5
Descriptive Statistics of Sample InFocus

This table presents descriptive statistics for the various variables that are used in tests on the basis of
Sample InFocus. Panel A presents descriptive statistics including all funds in Sample InFocus. Panel B
presents descriptive statistics for funds with no conventional fund with similar geographical focus
within the same family (i.e. excluded quartile) within Sample Master. Panel C presents descriptive
statistics for funds with at least one conventional fund with similar geographical focus within the same
family (i.e. included quartile) within Sample InFocus.

Panel A. Descriptive Statistics of all Funds in Sample InFocus

Variable N Min Max Mean Std

Age 220 025 109.63 13.77 12.87
ESG 220 0.00 78.72 58.56 15.36
Overlap Likeness Ethical 220 0.00 65.97 875 10.82
Overlap Likeness Conventional 220 0.00 86.58 6.20 10.27
Asset Likeness Ethical 220 0.00 72.34  11.07 12.73
Asset Likeness Conventional 220 0.00 90.00 7.70  12.03
Total Assets 220 88.39 10450 99.39 2.05
% Sector Availability of Assets 217 43.64 101.54 94.81 7.91
% of Sin Sector in Available Assets 217 0.00 12.52 1.48 2.07
1 Month Performance to Last Day 172 -4.91 9.72 5.02 1.88
SEC 1 Year Performance 209 -51.56 66.72  -2.25 13.80
Latest Year Minus 1 Performance 157 -24.77 12.14  -9.34 6.67
g;::iative Performance for 1 Year to Last Month 165 14.91 31.28 213 6.83
Beta for 1 Year to Last Month End 164 0.53 1.53 1.00 0.13
Information Ratio for 1 Year to Last Month End 164 -0.93 0.79  -0.05 0.37
Sharpe Ratio for 1 Year to Last Month End 164 -0.43 036  -0.05 0.13
Treynor Ratio for 1 Year to Last Month End 164 -2.14 1.77  -0.28 0.66
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Table 5 — Continued

Panel B. Descriptive Statistics of Excluded Quartile Part of Sample InFocus

Variable N Min Max Mean Std

Age 109 025 109.63 1290 14.27
ESG 109 0.00 77.81 57.02 17.34
Overlap Likeness Ethical 109 0.00 68.11 7.70  12.40
Overlap Likeness Conventional 109 0.00 0.00 0.00 0.00
Asset Likeness Ethical 109 0.00 80.70 10.86 15.87
Asset Likeness Conventional 109 0.00 0.00 0.00 0.00
Total Assets 109 91.31 104.50 99.71 1.41
% Sector Availability of Assets 106 43.64 101.54 9342 10.09
% of Sin Sector in Available Assets 106 0.00 9.34 1.17 1.84
1 Month Performance to Last Day 83 -0.05 9.09 5.03 1.59
SEC 1 Year Performance 100 -51.56 66.72  -3.86 16.22
Latest Year Minus 1 Performance 75 -24.77 5.04 -10.29 5.50
g;:lciative Performance for 1 Year to Last Month 77 14.91 2146 224 6.50
Beta for 1 Year to Last Month End 77 0.53 1.53 0.99 0.15
Information Ratio for 1 Year to Last Month End 77 -0.93 0.71 -0.04 0.35
Sharpe Ratio for 1 Year to Last Month End 77 -0.31 036  -0.05 0.12
Treynor Ratio for 1 Year to Last Month End 77 -2.13 1.1  -0.30 0.60

Panel C. Descriptive Statistics of Included Quartile Part of Sample InFocus

Variable N Min Max Mean Std

Age 111 0.50 61.13 1461 1134
ESG 111 25.32 78.72  60.06 13.04
Overlap Likeness Ethical 111 0.00 74.88  13.77 19.58
Overlap Likeness Conventional 111 0.01 86.58 15.06 14.44
Asset Likeness Ethical 111 0.00 86.76  16.58 22.79
Asset Likeness Conventional 111 0.63 90.00 20.30 17.60
Total Assets 111 88.39 103.65 99.08 2.49
% Sector Availability of Assets 111 80.22 100.56  96.14 4.71
% of Sin Sector in Available Assets 111 0.00 12.52 1.77 2.24
1 Month Performance to Last Day 89 -4.91 9.72 5.01 2.12
SEC 1 Year Performance 109 -25.70 3516 -0.78 11.01
Latest Year Minus 1 Performance 82 -23.87 12.14  -8.47 7.52
g;:lciative Performance for 1 Year to Last Month 38 13.64 3128 203 713
Beta for 1 Year to Last Month End 87 0.79 1.30 1.01 0.11
Information Ratio for 1 Year to Last Month End 87 -0.85 0.79  -0.06 0.39
Sharpe Ratio for 1 Year to Last Month End 87 -0.43 031  -0.05 0.13
Treynor Ratio for 1 Year to Last Month End 87 -2.14 1.77  -0.27 0.71
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CHAPTER 5

METHODOLOGY AND MODEL CONSTRUCTION

5.1. Binary Models for Understanding General Behavior

Binary (simple regression) models are generated to analyze collected and

generated data and understand its characteristics. The dependent variables are ESG

score, 1 Year Relative Performance and Percentage of Sin. The reasoning for the

selection of these dependent variables can be explained as follows:

ESG Score: As discussed in the literature review section, most ethical
investment strategies are based on the ESG scores of assets. Therefore, it is
important to see how the ESG score of a fund is affected by the similarity scores
and other variables of interest.

1 Year Relative Performance: There is a strong consensus in the literature that
being ethical or socially responsible creates less revenue / gain compared to
more conventional investments. The following analyses will test to see
whether this hypothesis is true.

Percentage of Sin: This dependent variable makes it possible to see whether
ethical funds indeed hold a smaller percentage of sin assets in their portfolios
and whether conventional funds have a better diversification opportunity since

they are not concerned about excluding sin industries from their portfolios.

The independent variables for the models are as follows:
Ethical / Conventional Flag is selected to understand the effect of being ethical

or conventional on the dependent variables above.
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e Being in an Ethical Family dummy variable is selected to understand wheter a
fund family’s overall characteristics is affected from the inclusion of ethical
funds.

e Overlap similarity measures are selected to understand their impact on the ESG

and financial performance of the funds.

Note that, these relations are analyzed and presented for different sample

groups in the results and discussion part.

5.2. Regression Models for Understanding Data

In order to understand and explain the attributes of the different samples and
correlation of the different variables, multiple regression models are used. For this
purpose, the same dependent variables as the binary models are used. Also, a number
of additional independent variables are selected to answer some additional questions.

These independent variables are as follows:

e Active / Retired Flag AR (binary variable)
e Age of the fund AGE (scalar variable)
e Ethical / Conventional Flag EC (binary variable)
e Focus US dummy variable FU (binary variable)
e ESG Score ESG (scalar variable)
e Percentage of Sin Nsin (scalar variable)
e 1 Month Performance to Last Day P,: (scalar variable)
e Latest Year Minus | Performance P;* (scalar variable)
e Relative Perf. for 1 Year to Last Month End P}¢' (scalar variable)
e Section SEC (scalar variable)
e Overlap Likeness Conventional OL. (scalar variable)
e Overlap Likeness Ethical OL, (scalar variable)

Before running the regression analyses, correlations of the binary variables are
also checked, and highly correlated independent variables are not included in the same
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regression models. Also note that, correlation tables for all samples are presented in
the Appendices. Additionally, some variables are not available for different samples.
For example, similarity variables are only included in the and . Therefore, one simple
generic formulation that is estimated within a regression framework using SPSS can
be presented as follows.

For the ESG Score dependent variable;

ESG = f(AR,AGE,EC,FU,0gin, Pst, P *,SEC,OL,, OL,)
For the 1 Year Relative Performance dependent variable;
Pie' = f(AR,AGE,EC,FU,ESG,0gin,SEC,0L,,OL,)
For the Percentage of Sin dependent variable;

Nsin = f (AR, AGE,EC,FU,ESG, Py, P;*,SEC,0L,,OL,)
5.3. Some Examples to Visualize Similarity of Mutual Funds within Families

As explained in the previous sections, the main contribution of this thesis to
the literature is the consideration of similarity measures within correlations or
regression models. In order to understand the differences between families, one could
make use of colormap figures as follows.

In Figure 3, a colormap of an example fund family is presented. This fund
family consists of a total of 6 funds. The last 2 of these funds (#5 and #6) are
conventional funds whereas the first 4 funds (#1, #2, #3 and #4) are ethical funds.
Values presented in boxes are the overlap values for the funds that appear in the
column versus the row that intersects at that box. For example, at the cross section of
row 1 and column 2 the overlap value of the fund #1 and fund #2 is presented. Ethical
funds are expected to have higher overlap values with other ethical funds and lower
overlap values with conventional funds in the same family. Similarly, conventional
funds are expected to have higher overlap values with other conventional funds and
lower overlap values with ethical funds in the same family. In other words, overlap

values in the northwest and southeast quadrants are expected to be higher and overlap
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values in the northeast and southwest quadrants are expected to lower. The colormap

presents higher overlap values with yellows and lower overlap values with blues.

1 2 3 K 5 6

Figure 3: Expected Colormap of Overlap Similarity Values of an Example Fund. This figure
illustrates similarity between funds in terms of percentage portfolio overlap values in a colored
fashion. Each number in a row and a column indicates a unique fund within the same family. At
their intersection, asset overlap values are presented as percentage of portfolio overlap.
Accordingly, cells are colored with respect to the color bar. In this fund family, first 4 funds are
were defined as ethical, last 2 funds were defined as conventional.

Some fund families may exhibit different attributes. In Figure 4, a hypothetical

fund family with 5 ethical and 4 conventional funds is presented by using a colormap:
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9.055

Figure 4: Unexpected Colourmap of Overlap Similarity Values of an Example Fund. This figure
illustrates similarity between funds in terms of percentage portfolio overlap values in a colored
fashion. Each number in a row and a column indicates a unique fund within the same family. At
their intersection, asset overlap values are presented as percentage of portfolio overlap.
Accordingly, cells are colored with respect to the color bar. In this fund family, first 5 funds are
were defined as ethical, last 4 funds were defined as conventional.

These funds overlap values presented in Figure 4 are unexpected, since their
distinction of being ethical and conventional seems to have no effect on the asset
selection behavior of the fund managers. With these overlap values, within this family,
the fund managers tend to invest in similar assets. This is an unexpected result, the
distinction of being ethical or conventional should be effecting asset selections.

In Figure 4, some funds tend to have similar overlap values with their ethical
and conventional counterparts. For example, fund #4 has quite high overlap values

with the other ethical funds (9.06%, 42.98%, 49.38%) but also with the conventional
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funds in the same family (42.54%, 47.83%, 95.49%). This colormap implies that being

ethical or conventional may not have a significant effect on asset selection.

NLOOXNONBEWNAOOONOINEWN -

AOAIAD) b b d e h h ok

EE R B

Figure 5: Mostly Frequently Observed Colourmap of Overlap Similarity Values of an Example
Fund. This figure illustrates similarity between fund’s percentage portfolio overlap values in a
colored fashion. Each number in rows and columns indicates a unique fund within family. At
their intersection, asset overlap values are presented as percentage of portfolio overlap.
Accordingly, cells are colored with respect to color bar. In this fund family, first 9 funds are were
defined as ethical, last 44 fund were defined as conventional.

The most commonly observed results for fund families is presented in Figure
5. These types of colormaps raises the question of whether the asset selection of the
funds is dependent on the characteristics of the funds or only on the family’s asset
selection behavior. These points are revisited while discussing the empirical results in

the next section.
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CHAPTER 6

EMPRICAL RESULTS AND DISCUSSION

6.1. Binary Results

In this section, hypotheses tests based on binary (simple regression) models are
presented. These tests are means tests for group variables and regression tests for scalar

variables. Also note that the mentioned tests are conducted using SPSS.
6.1.1. Ethical / Conventional Variable’s Effect Over Dependent Variables

Let us consider the effect of the Ethical / Conventional dummy variable on the
ESG score for both Sample Universe and Sample Master.
Please note that the null hypothesis for ESG is follows:
Hy: ESG = f(EC)

100.00

80.00

ESG

40.00

20.00

2
U T
Conventional Ethical
Ethical / Conventional

0.00

Figure 6: ESG vs Ethical / Conventional - Sample Universe. This figure presents the distribution
of ESG scores on the vertical axis with the classification as being ethical or conventional on
horizontal axis for funds in Sample Universe. This figure also illustrates the general ESG trend
of the Sample Universe.
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In Figure 6, the distribution of the ESG values of the funds is presented. The
distribution shows that the ESG of the ethical funds is higher compared to the
conventional funds. In order to be sure about these results, an ANOVA test is

conducted in SPSS. The result is as follows:

Table 6
ANOVA of ESG vs EC - Sample Universe

This table presents ANOVA test results for the relationship between ESG and EC variables within
Sample Universe.

Sum of Mean

Squares df Square F Sig.
Between Groups 4.962.707 1 4.962.707 15470 0.000
Within Groups 1,734,241.578 5,406 320.799
Total 1,739,204 .284 5,407

ANOVA results in Table 6 show that ESG is a function of EC and is positively
correlated with being ethical (EC=1). In other words, if a fund is designated as ethical,
then its ESG value is likely to be larger than a conventional fund.

From this point forward, the same method is used to understand the differences that

come with being ethical versus conventional.

Table 7
Ethical / Conventional Independent Variable’s Effect over Dependent Variables

This table presents ethical / conventional (EC) independent variable’s effect over various dependent
variables. Column A. presents the expected relationship (null hypothesis) between the dependent and
independent variable. Column B. presents results for Sample Universe. Column C presents results for
Sample Master. (+) sign refers to the result that there is a significant positive correlation between the
variables. (-) sign refers to the result that there is a significant negative correlation between the variables.
(N/S) refers to the result that there is no significant correlation between the variables.

Column A. Column B. Column C.
Dependent Variables Relionship  Resiluwithin  Resulo it
(Null Hypothesis) Sample Universe Sample Master
ESG ) ) N/S
1 Year Relative Performance ) +) )
Percentage of Sin ) () )
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In Table 7, the column of Null Hypothesis indicates the expected relationship

between the independent variable and related dependent variables. The following

identification is used throughout the thesis for similar tables.

(+) indicates that the expected relationship is significantly positive.

(-) indicates that the expected relationship is significantly negative.

(N/S) indicates that no significant relationship is found.

(N/A) indicates that no significant relationship is expected between the
variables.

(-N-A-) indicates that given relationship is not applicable for given regression
model. For instance, the independent variable may not be available for the
indicated sample.

(---) sign indicates that the given relationship is not considered. This

consideration is for those cases where the correlations are extremely large

The following results from Table 7 are presented based on the convention

described above:

Being ethical versus conventional significantly positively affects the ESG
score in the Sample Universe. On the other hand, for the Sample Master, there
is no significant relationship. This result might indicate that if a family of fund
has at least one ethical fund in its portfolio, other funds of the same family have
similar ESG scores.

Being an ethical fund is considered as less favorable in the current literature
since selection of assets is within a smaller cluster which creates less
opportunity for diversification. Therefore, ethical funds are expected to have
lower returns compared to conventional funds. For both samples, being ethical
seems to create more value for investors.

For both samples ethical funds seem to hold a smaller percentage of sin
industry stocks, as expected in the literature. In other words, being ethical is

affecting the fund’s selection of assets as avoiding investing in sin assets.
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6.1.2. Being in Ethical Family Flag’s Effect Over Dependent Variables

This flag is generated for only conventional funds. It means that the given fund
is a member of a fund family which also includes at least one ethical fund. This flag
variable is expected to have no significant effect on the dependent variables. Tthis
flag’s effects are only considered within the Sample Universe’s conventional fund

section. Results are presented in Table 8.

Table 8
Being in Ethical Family Flag’s Effect Over Dependent Variables

This table presents being in ethical flag independent variable’s effect over various depended variables.
Column A. presents expected relationship (null hypothesis) between depended and independent
variable. Column B. presents results for part of which only includes conventional funds of Sample
Universe. (+) sign refers to the result that there is a significant positive correlation between the variables.
(-) sign refers to the result that there is a significant negative correlation between the variables. (N/S)
refers to the result that there is no significant correlation between the variables .

Column B.
Qevin A. Correlation Results
Dependent Variables Expected Relationship ithi I .
(Null Hypothesis) within Sample Universe
Except Ethical Funds

ESG (+) )

1 Year Relative Performance ) 6]

Percentage of Sin ) (N/S)

The following results are observed in Table 8.

e Conventional fund ESG scores are significantly positively affected if the
family of the fund also holds an ethical fund in their portfolio. This result might
signal that within the same family conventional fund managers tend to select
similar assets with ethical funds.

e For relative performance, if conventional fund is a member of a family which
also have ethical funds, then the conventional fund performs significantly

better than other ones. This attribute is also in line with the result of being
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ethical creating higher relative performance as mentioned in the previous
section.
e For Percentage of Sin, the result comes out as expected. Being in an ethical

family does not have a significant effect over avoiding sin stocks.

6.1.3. Overlap Likeness Conventional Variable’s Effect Over Dependent

Variables

As it was stated before, Overlap Likeness Conventional similarity measure is
calculated only for ethical funds. Therefore, this measure is used only in the tests for
Sample ExFocus and Sample InFocus. The effect of overlap likeness conventional
value is also considered in the sample’s quartiles sections as well. Note that, quartile
sections are being created with eliminating the measure’s 0 values from sample. In
other words, if an ethical fund has no conventional fund within their family for Sample
ExFocus, that fund is eliminated from the sample. Similarly, if an ethical fund has no
conventional fund with the same focus in their family for Sample InFocus, that fund
is eliminated from the sample.

Related results for independent variable’s effect over dependent variable are
presented below. Note that, this table indicates the correlation coefficient between

variables and the associated p-values right below the coefficient.
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Table 9
Overlap Likeness Conventional Variable’s Effect Over Dependent Variables

This table presents overlap likeness conventional variable’s effect over various depended variables.
Column A. presents expected relationship (null hypothesis) between depended and independent
variable. Column B. presents results for Sample ExFocus. Column C present results for quartile part of
Sample ExFocus. Column D. presents result for Sample InFocus. Column E. presents results for quartile
part of Sample InFocus. (+) sign refers to the result that there is a significant positive correlation
between the variables. (-) sign refers to the result that there is a significant negative correlation between
the variables. (N/S) refers to the result that there is no significant correlation between the variables. If
any significant correlation exists between variables, the correlation coefficient is presented. Right below
the correlation coefficient, the p-value of this correlation is presented.

Column B. Column C : Column D. Column E )
Column A. . Correlation . Correlation
Correlation Correlation
Expected Results Results
Dependent . . Results . Results .
Variabl Relationship ithi within within within
ariables (Null it Quartile Part Quartile part
Hypothesis) Sample f Sample Sapie of Sample
YPOLREsis ExFocus & Samp InFocus P
ExFocus InFocus
0.236 0.263 0.181 0.170
ESG ©) (0.025) (0.043) (0.023) (0.035)
1 Year Relative 0.110 0.154
Performance ) (0.030) (0.065) (N/S) (N/S)
Percentage of Sin +) (83%;) (N/S) (8322) (N/S)

The following findings are implied by Table 9:

The overlap likeness conventional values is expected to have a negative
correlation with the ESG score. Since conventional funds are not obliged to
select ethical assets, their ESG scores are expected to be lower than ethical
funds. However, the results suggest otherwise for the mentioned samples. ESG
score is significantly correlated with the overlap likeness conventional
measure. In other words, if a fund is investing in similar assets with
conventional funds’ holdings, the fund’s score also tends to be higher.

1 Year Relative performance results are expected to be positively correlated
with similarity between conventional members of the fund family since
conventional funds have more opportunity to diversify their portfolio to
manage their risks. For Sample ExFocus this assumption holds. But, for
Sample InFocus no significant correlation is observed with ethical fund

performance.
41



e Percentage of Sin is expected to increase as the similarity between
conventional funds increases since conventional funds have no restrictions on
investing in sin assets. The results show that there is indeed a statistically
significant positive correlation between those variables. The results might
imply that as similarity between conventional members increases, the fund’s

tendency to invest in sin assets also increases.

6.1.4. Overlap Likeness Ethical Variable’s Effect Over Dependent Variables

Overlap Likeness Ethical measure’s effect over dependent variables is
analyzed for Sample ExFocus and Sample InFocus. These results and their relevant

hypotheses are presented in Table 10.

Table 10
Overlap Likeness Ethical Variable’s Effect Over Dependent Variables

This table presents overlap likeness ethical variable’s effect over various dependent variables. Column
A. presents the expected relationship (null hypothesis) between the dependent and independent
variables. Column B. presents results for Sample ExFocus. Column C. presents result for Sample
InFocus. (N/A) implies that there is no expected relationship between variables. (N/S) refers to the result
that there is no significant correlation between variables. If any significant correlation exists between
variables, the correlation coefficient is presented. Right below the correlation coefficient, the p-value
of this correlation is presented.

Column A. Column B. Column C.
. Expected Correlation Correlation
Dependent Variables Relationship Results within Results within
(Null Hypothesis) Sample ExFocus Sample InFocus
ESG ) (N/S) (N/S)
. 0.144
1 Year Relative Performance ) (0.061) (N/S)
. 0.236
Percentage of Sin ) (0.050) (N/S)
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The findings in Table 10 are as follows:

The overlap likeness of an ethical fund with the other ethical funds in the same
family is not significantly correlated with any of the independent variables
when these funds are compared within a sample of common geographical
focus.

When ethical funds are compared within a sample of no common geographical
focus, the 1-year relative performance is significantly and positively correlated
with the overlap likeness measure. This result may imply that as similarity
increases between family members, performance of the funds also collectively
increases. In the previous section, overlap similarity conventional was also
positively correlated with performance in the ExFocus sample.

Similarly, when ethical funds are compared within a sample of no common
geographical focus, the percentage of sin is significantly and positively
correlated with the overlap likeness measure. This result implies that even
though the funds have different geographical focus, their screening of sin

industries is similar to each other within the same family of funds.

6.2. Regression Results

In this section, multiple regression results are presented. All regressions were

estimated in SPSS with constraint of p<0.05. Throughout this section, for all

regressions, R squared values are presented as evidence of model success. Also note

that, before running the regressions, all pairwise correlations are calculated, and some

independent variables are excluded from the models whenever there is a risk of

multicollinearity as a result of high correlation.

6.2.1. ESG Regressions

The following regression model is estimated for the dependent variable ESG:

ESG = f(AR,AGE,EC,FU,0gin, Pst, P *,SEC,OL,, OL,)
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The independent variables in this model are defined as before. Estimation

results are presented in Table 11. The following are the hypotheses regarding the

relationships in this model:

AR’s (active/retired flag) effect over ESG is expected to be positive assuming
that active funds may choose to invest in higher-ESG stocks as a result of the
increased popularity of these stocks.

AGE, FU (US focus) and OL, (similarity of ethical funds with other ethical
funds) are not expected to significantly affect the ESG of the portfolio.

EC (ethical flag) is expected to have a significant and positive correlated
relationship with ESG since ethical funds are more willing to select higher ESG
stocks.

Nsin 18 €xpected to have a significant and negative correlation with ESG since
as the 7g;, increases, the possibility of having higher ESG decreases.

Both performance variables (P;; & Pj;') are expected to have a negative
correlation with ESG since ethical funds have less opportunity to diversify their
portfolios as a result of having to select stocks from a narrower range.

Please note that Pj; ! is the previous year’s performance. It is also argued in the
literature that superior performance in the previous year may encourage fund
managers to invest in higher-ESG assets in the current year. As a result, the
sign of the P;;* variable may be positive or negative.

For the similarity measures, OL, and SEC are both expected to have a
significant and negative correlation with ESG since as similarity to

conventional funds increases, the ESG score is so expected to decrease.
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The following results are observed in Table 11.

Being active has a significant effect on the fund’s average ESG in Sample
ExFocus and Sample InFocus implying that active ethical funds tend to select
assets with higher ESG scores. It may also imply that over time ESG scores of
stocks may have increased and funds that retired in earlier years may have had
to choose from stocks with relatively lower ESGs.

Fund age is significant only in Sample Universe and Sample Master and has a
rather low correlation with the fund’s ESG.

Being ethical seems to increase the fund ESG by only about 4.3 points and only
in the Sample Universe. Similar to binary (simple regression) results, being
ethical or conventional does not seem to have a significant effect in the Sample
Master. This finding strengthens the argument that within fund families that
hold both ethical and conventional funds, fund managers tend to select similar
assets to invest.

The effect of the fund’s investment focus on the fund’s ESG is significant and
negative in Sample Universe and Sample Master. This result implies that
although being ethical increases the fund’s ESG on average by 4.3 points,
having a geographical focus in the US decreases the average ESG by about 3.2
to 3.5 points. Ethical funds with a global focus seem to have better
opportunities to invest in stocks with higher ESG scores.

Percentage of sin is negatively correlated with fund ESG in Sample ExFocus
and Sample InFocus and positively correlated with fund ESG in Sample
Universe and Sample Master. This controversy might signal that, not all funds
necessarily avoid investing sin assets while they hold high ESG assets.

Short term performance has a positive correlation with fund ESG in only
Sample Universe and it is not statistically significant in the other samples. The
positive correlation indicates that high-ESG stocks perform well in the market,
a finding that is partially supported in the previous literature.

The previous year’s performance is positively correlated with the fund ESG

score in Sample Universe and Sample Master. This result implies that fund
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managers can afford to make more high-ESG investments in the current year
if they performed well in the previous year.

Similarity between ethical and conventional in the same family has no
significant correlation with fund ESG. On the other hand, section has a
significant positive correlation with ESG in both Sample ExFocus and Sample
InFocus. This result implies that as the similarity between conventional funds
increases, fund ESG increases as well.

Similarity between ethical members of the family has no significant effect over
ESG. Since ethical funds from the same family make similar ESG-based
choices, the average ESG scores for the funds seem to be similar to each other

as well.

Note that, ability to explain variances in the sample — r squared values - alters

with respect to different samples used in studies.

6.2.2. Relative Performance Regressions

The following regression model is estimated with the 1-Year relative

performance as the dependent variable:

Prel = f(AR,AGE,EC,FU,ESG, g, OL., OL,)

The independent variables in this model are defined as before. Estimation

results are presented in Table 12. The following are the hypotheses regarding the

relationships in this model:

AR (being active or retired), AGE (fund age), FU (US focus) and OL,
(similarity with other ethical funds) are not expected to be significantly
correlated with fund performance since there is no prior evidence in the
literature to expect that fund performance changes based on any of these
characteristics.

As mentioned earlier sections, being ethical is expected to decrease the
diversification opportunities available to the fund manager. As a result, ethical

funds may have poorer performance in comparison with conventional funds.
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Therefore, the ethical dummy, EC, is expected to have a negative correlation
with fund performance.

With the same argument as above, ESG is also expected to have a negative
correlation with performance since higher fund ESG may imply a decreased
ability to diversify from the fund manager’s point of view.

In the literature, sin stocks are shown to outperform the market. As a result, a
fund’s performance is expected to be higher as the percentage of sin stocks in
the portfolio increases. Therefore, a positive correlation is expected between
the sin percentage and fund performance.

If the similarity of an ethical fund with a conventional fund in the same family
implies better opportunities for diversification, then a positive correlation is
expected between OL, (similarity with conventional funds) and fund

performance.
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The results presented in Table 12 include an additional column at the right end

of the table. This column includes both similarity measures simultaneously in the

model. The following findings are observed in Table 12:

Active and relatively older funds seem to have better performance only in
Sample Universe. This result may point to relatively poorer performance of
retired funds (which may have been retired as a result of poor performance) as
well as a better stock picking ability of older funds’ managers. However, it
should be noted that this is not a robust result in the sense that significance is
observed in one of the samples only.

Results show that performance of ethical funds exceeds the performance of
conventional funds by about 1.56%. This is a finding that is partially supported
in the previous literature.

As expected, a US focus for investments has no significant effect on the fund’s
1-year relative performance.

Contrary to expectations but in line with the result of ethical funds exhibiting
a higher performance, fund ESG is positively correlated with performance in
both Sample Universe and Sample Master. This lends partial support to the
literature and implies that high-ESG assets perform well in the market.
Another result that is in contradiction with expectations is that sin percentage
is not significantly correlated with fund performance. Including sin stocks in
the portfolio may increase diversification opportunities for the fund manager
but these stocks do not seem to contribute positively to fund performance.
Performance of ethical funds is significantly positively correlated with OL. in
Sample ExFocus. This result could imply that if fund family managers thinks
that a particular asset will perform well, then they tend to include this asset in
both ethical and conventional funds within the family. This implication is
supported by the last column in Table 12 as both similarity measures show a

positive correlation with 1-year relative performance.
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6.2.3. Percentage of Sin Regressions

The following regression model is estimated with the sin sector allocation as

the dependent variable.

T’Sin = f(AR’ AGE, EC, FU; ESG' PSt' P_l, SEC, 0Lc1 OLe)
it

The independent variables in this model are defined as before. Estimation

results are presented in Table 13. The following are the hypotheses regarding the

relationships in this model:

Being ethical is expected to have a negative significant correlation with sin
sector allocation, especially if ethical funds use negative screening to avoid sin
stocks.

Similarly, fund ESG is expected to have a negative correlation with sin sector
allocation since sin stocks typically have lower ESG scores.

Short term performance is expected to be significantly positively correlated
with sin stock allocation. This expectation is based on the implication that
when funds are able to select from sin industries they have improved
diversification opportunities and this may result in relatively superior
performance.

The correlation between P (past year’s performance) and 7, (sin
percentage) is also expected to be positive. The reasoning behind this
expectation is that 1-year earlier performance results may create a window for
fund managers to act not too selective in terms of avoiding sin stocks.

Lastly, OL. (similarity between ethical and conventional funds in the same
family) is expected to have a positive correlation with sin sector allocation.
Since conventional funds have no limitation to invest in sin stocks, similarity
with conventional funds within the family may imply that the ethical fund
includes some sin stocks in its portfolio as well. Please note that being ethical
does not necessarily imply that a fund will completely avoid investment in sin
sectors. As a matter of fact, according to capital market regulations, ethical

funds are allowed to invest up to 20% of their portfolio in sin sectors.
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The following findings are observed in Table 13:

Being active or retired has no significant effect over ng;,,.

Being ethical has a significant negative effect over sin allocation: sin sector
percentage decreases by about 2% in ethical funds. Although the negative
correlation is expected, the difference between the sin sector of allocation of
ethical and conventional funds is not as large as expected. It is clear that, ethical
funds are less willing to invest in sin assets, but the difference is not as large
as it would be implied by the “ethical” designation.

Focus on US is significant and negative only for Sample Universe. This finding
indicates that US focused funds are investing in sin assets by a smaller
percentage compared to funds with other geographical focuses. However, the
magnitude of the difference is quite small, nearly 1.2%.

ESG is negatively correlated with sin percentage only for families that hold
both ethical and conventional funds. This is a finding in line with the previous
literature. On the other hand, ESG is positively correlated within Sample
Universe and Sample Master. This result was not expected, and it might signal
that conventional funds may invest in high-ESG assets, seeing them as an
opportunity for diversification.

Long term 1-year previous performance is significant only for Sample
Universe and Sample Master. These results are in line with the positive
correlation that was observed between past year’s performance and current
year’s fund ESG. It seems that as previous year’s performance increases, fund
managers may afford to avoid investing in sin assets and select more high-ESG
assets instead.

Section is significant and positive in Sample ExFocus and similarity with
conventional funds is significant and positive in Sample InFocus. These results
imply that as ethical funds become more similar to conventional funds within

their family, they tend to invest more in sin assets.
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6.3. Discussion of Results

The evidence provided in the above sections can be summarized as follows:

= Contrary to some evidence in the literature, being ethical does not have a negative

effect over fund performance. Instead, results indicate that ethical funds have

superior performance in comparison to conventional funds.

@)

Binary results of ethical flag with respect to 1 Year Relative Performance
which indicates positive correlation supports this statement.
Regressions of performance as the dependent variable also show that the

ethical flag is positively correlated with relative performance.

= In line with the previous literature, being ethical positively affects the fund’s

average ESG score and also implies exclusion of sin assets.

@)

Binary result of ethical flag and ESG score show positive correlation within
Sample Universe, supporting the main argument.

Regression results of ESG score states that there is a significant positive
correlation between ESG and ethical flag in Sample Universe.

Binary result of ethical flag with percentage of sin show negatively
correlation in both Sample Universe and Sample Master.

Regressions of sin percentage shows that ethical funds avoid sin stocks by
allocating 2% less to sin industries. It should be noted that this difference
is in the right direction but not as large as expected since the “ethical”
designation for a fund is typically interpreted as the fund completely

avoiding any investment in sin industries.

= FEthical and conventional funds that are being controlled by the same family

become similar to one another in terms of ESG scores and relative performance.

@)

Binary result of ESG not being significantly different with respect to the
ethical flag in Sample Master is a supporting evidence for this statement.

Binary results of being in an ethical family versus the fund’s ESG and
relative performance supports this statement since it is not possible to show

a significant difference between ethical and conventional funds.
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= FEthical funds’ performance is positively correlated with its similarity with other
funds within the same family.

o Binary result show that both similarity measures introduced by this thesis
have significant positive correlation with performance outcomes in Sample
ExFocus. This relationship’s correlation coefficients are 0.110 for
conventional similarity and 0.144 for ethical similarity. Additionally,
within the quartile section of Sample ExFocus it can be seen that similarity
measure with conventional fund’s effect increases further to a correlation
coefficient of 0.154.

o Regression results on relative performance show that there is a significant
correlation between overlap conventional similarity under Sample Focus
with a coefficient of 0.109. For the quartile part of the same sample (where
zero similarity funds are excluded) this coefficient is still significant and
increases to 0.157.

o Additionally, both similarity measures are included in the regression model
simultaneously for the quartile part of Sample ExFocus and both similarity
measures still have a positive correlation. Correlation coefficients of
conventional and ethical measures in this case are 0.171 and 0.155,
respectively.

= FEthical fund’s ESG score is positively correlated with the overlap similarity
conventional measure.

o Binary results for both Sample ExFocus and Sample InFocus and their
quartile parts clearly show that similarity of the fund with other
conventional members in the family is positively correlated with the fund’s
ESG score. The coefficients are 0.236 for Sample ExFocus, 0.263 for
quartile part of Sample ExFocus, 0.181 for Sample InFocus, and 0.170 for
quartile part of Sample InFocus.
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= Fund ESG score and sin percentage are correlated.

o As expected, fund ESG score and sin percentage are negatively correlated
in Sample InFocus and Sample ExFocus. Ethical funds seem to avoid sin
stocks which have lower ESG scores.

o Contrary to expectations, fund ESG score and sin percentage are positively
correlated in Sample Universe and Sample Master. This finding may imply
that ethical funds with a higher average ESG score may invest in sin
industries as well since sin stocks provide diversification opportunities for
ethical funds.

= Active ethical funds have higher ESG scores compared to retired funds.

o It seems that when a fund has better performance over the past year, this
encourages the fund manager to invest in more high-ESG stocks and makes
it easier to avoid sin stocks.

= Previous year’s performance has a positive effect on ESG and negative effect on
sin sector allocation.

o It seems that when a fund has better performance over the past year, this
encourages the fund manager to invest in more high-ESG stocks and makes
it easier to avoid sin stocks.

= Inclusion of sin stocks is not creating any additional benefits or drawbacks for the
fund’s performance.

o Regression results for relative performance reveal that there is no

significant relationship between these variables in any of the samples.

It is believed that these findings of this thesis study would create a better
understanding for different characteristics of ethical funds and conventional funds.

It is believed that these findings of this thesis provide a basis for a better
understanding of the different characteristics of ethical and conventional funds.
Furthermore, findings also imply that conventional and ethical funds may be getting

similar to one another within the same family.
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CHAPTER 7

CONCLUSION

This thesis presents up-to-date results on ethical and conventional funds and
their different attributes such as performance, ESG scores and so forth.

The mostly repeated argument about the socially responsible investment
environment was that ethical funds were expected to perform poorly in comparison to
conventional funds. According to the findings in this thesis, this broadly mentioned
assumption is rejected. On the contrary, socially responsible mutual funds are found
to be perform superior than their counterparts, thereby creating additional societal
value for investors.

According to results, the fundamental difference between ethical and
conventional funds may start to disappear as both funds seem to invest in similar
assets. The similarity between funds increases even further if they are controlled by
same fund management company. There seems to be a strong trend among fund
managers to invest in similar assets in different attributed funds. This results also
reminds the suggestion by Moskowitz (1972) which is “more profitable companies
could afford to be more responsible”. Indeed, this seems to be the occasion raised again
by this thesis after nearly five decades.

The offerings of being socially responsible may started to decrease as ethical
and conventional funds become similar to each other.

Lastly, ethical funds seem to still avoid investing in sin assets, although the

difference from conventional funds is not as large as the literature suggests.
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I. TURKISH SUMMARY / TURKCE OZET

Sosyal fayda yatirim piyasasi incelendiginde, dikkate deger bir artisin diinya
genelinde var oldugu goriismistiir. (GSIA 2019) tarafindan yapilan arastirmalarda,
kiiresel sosyal yatirim piyasasi 2014 itibari ile 18 trilyon Amerikan Dolar1 iken, 2018
yilt itibari ile 30 trilyon Amerikan Dolar1 degerine kadar ulasmistir. Detaylica
incelendiginde, birgok yatirim yapilan varligin Amerikan ve Avrupa varliklar1 oldugu
goriilmektedir. Buna ek olarak, Japonya Avusturalya gibi diger iilkelerin de bu
piyasada oyuncu olduklar1 bu siire igerisinde gozlenmektedir. Analize gore sasirtic
olan, Avrupa sosyal yatirim piyasasinin 2014 yilinda 10,8 trilyon Amerikan
Dolari’ndan 2016 yilinda %12 biiytiyerek 12,0 trilyon Amerikan Dolari’na ¢ikmasi ve
2018 yilinda %3 biiyliyerek 12,4 trilyon Amerikan Dolar1 mertebesine yavasca
yiikselmesi sasirticidir. Bahsi gecen 12,4 trilyon Amerikan Dolar1 Avrupa’da yonetilen
varliklarin yaklagik %50’sine tekabiil etmektedir. Yine ayni analize gore, Amerikan
sosyal yatirim piyasas1 2014 yilindan 2016 yilina kadar %33, 2016 yilindan 2018
yilina kadar %38 biiylimiis ve 12,0 trilyon Amerikan Dolar1 mertebesine yiikselmistir.
Bu meblag, Amerika’da yonetilen varliklarin yaklasik %26’sina tekabiil etmektedir.
Buradaki bliylime firsati géz oniinde bulundurularak tezin odak noktasi Amerikan
Piyasasi olarak belirlenmistir.

Odak noktasii belirledikten sonra bir¢cok farkli varlik incelenmistir. Hisse
senedi varliklar1 icerisinde ESG (cevresel, sosyal, idare) puanlarmma gore yatirim
yapan, geleneksel ve giinah hisse senetleri (sigara alkol kumar gibi sektorleri iceren)
gibi varliklar dikkat ¢ekmektedir. Bono piyasasinda ise, yesil bonolar, geleneksel
bonolar ve giinah bonolar1 géze batmaktadir. Yatirim fonlar1 incelendiginde ise, tipik
olarak geleneksel ve sosyal fonlar géze carpmaktadir. Yaptigimiz inceleme siiresince
bircok farkli fon ailesi gozden gecirilmis ve bu ailelerin sahip oldugu sosyal ve
geleneksel fonlar arasinda, yatirim yaptiklar1 varliklar neslinde bir¢ok benzerlik tespit
edilmistir. Bahsi gecen benzerlik oldukca dikkat ¢ekici olmus ve tezin odak noktasini
olusturmustur. Boylelikle tezin arastirma sorusu dogmustur. Bu soru, ‘Sosyal ve

geleneksel fonlar gergekten de birbirlerinden farkli midir?” olarak belirmistir.
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Bu soru ile literatiir arastirmasina baglanmistir. Arastirmalar sonucunda giincel
literatiirtin 5 farkli ana baslik altinda degerlendirilebilecegi goriilmiistiir.

Bunlardan ilki, sosyal fonlarin kullandig1 eleme yonteminin yatirimcilara bir
fayda saglayip saglayamadigidir. Bu alandaki arastirmalar birbirlerinden farklh
sonuglart gostermektedir. (Barnett & Salomon, 2006) ve (Capelle- Blancard &
Monjon, 2014) tarafindan tamamlanan arastirmalar, eleme yonteminin fonlarin riskten
armdirilmig getirileri lizerinde negatif etkisi oldugunu gostermistir. (John B. Guerard,
1997) ve (Schroder, 2007) tarafindan yapilmis olan arastirmalar ise, eleme yontemi ve
fon getirisi arasinda kayda deger bir iligki olmadigimi gostermektedir. (Derwall,
Guenster, Bauer, & Koedijk, 2005) ve (Edmans, 2011) tarafindan yiiriitilmiis
arastirmalar ise, eleme yonteminin fon getirisi arasinda kayda deger bir etkisinin
olmadigin1 fakat baz1 spesifik secimlerin, drnegin firmanin verimliligini arttiracak
elemelerin pozitif yonde etkisinin olabileceginden bahsedilmektedir.

Ikinci grup ise, sosyal yatirnmcilarin portfdy cesitlendirmesinden mahrum
kalmas1 olarak belirtilebilir. Bu alanda bir goriis birligi bulunmaktadir. (Derwall,
Guenster, Bauer, & Koedijk, 2005), (Hong & Kacperczyk, 2009) ve (Radu & Funaru,
2011) yaptiklar1 arastirmalarda, sosyal yatirimin tercih edilmesinin portfoy cesitliligini
sinirladigini sdylemislerdir. Bunlara farkli bir bakis agis1 katarak (Riedl & Smeets,
2017) 1se, geleneksel yatirimeilarin sosyal yatinm fonlarin1  portfoylerini
cesitlendirmek iizere segebileceginden bahsetmistir.

Ucgiincii olarak ise, sosyal fayda varliklar1 tercih etmenin yatirrmeilar {izerinde
ek bir deger yaratmasi olarak degerlendirilebilir. Literatiiriin bu kisminda da bir goriis
birligi bulunmaktadir. (John B. Guerard, 1997), (Edmans, 2011) ve (Chowdhry,
Davies, & Waters, 2018) tarafindan yiiritiilmiis ¢alismalar yatirimcilarin
tercihlerinden dolay1 huzur duyduklarini sdylemektedir. Ayrica bu yatirimlari, dolayh
olarak sirketin verimliligini arttirdig1, sirketleri daha i1yi bir yonetim anlayisina ittigi
gibi sonuglar1 bulundugunu gostermislerdir. Bu dolayli faydalar, geleneksel
yatirimcilarin da isine gelecek gelismeler olarak degerlendirilebilir. Literatiire katki
olarak (Chris Addy, Chorengal, Collins, & Etzel, 2019) ve (Viviania & Maurel, 2019)
yaptiklar1 calismalarda, sosyal varliklara yatirim yapmanin, yatirimcilara olan pozitif

etkisinin parasal karsiligin1 hesaplamaya c¢alismaktadirlar.
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Dordiincli ve en cok incelenen alan olan ise finansal getiri ilizerindeki
etkilerinin incelenmesidir. (Hamilton, Jo, & Statman, 1993), (John B. Guerard, 1997),
(Bauer, Koedijk, & Otten, 2005), (Schroder, 2007) ve (Utz & Wimmer, 2014)
tarafindan farkli zaman dilimlerinde yapilan arastirmalar sosyal ve geleneksel yatirim
fonlarinin getiri bazinda birbirlerinden kayda deger bir sekilde farkli olmadiklarini
gostermislerdir. Fakat, (Moskowitz, 1972), (Derwall, Guenster, Bauer, & Koedijk,
2005) ve (Edmans, 2011) tarafindan tamamlanmis ¢alismalar bunlardan farkli olarak
sosyal yatirimlarin geleneksel yatirimlardan fon getirisi bazinda daha iyi olduklarini
gostermislerdir. Bunlardan farkli olarak ise, (Brammer, Brooks, & Pavelin, 2006),
(Renneboog, Horst, & Zhang , 2008) ve (Hong & Kacperczyk, 2009) tarafindan
yuriitiilmiis arastirmalar ise geleneksel fonlarin getiri bazinda sosyal fonlardan daha
1yi pozisyonda olduklarin1 sdylemektedirler. Kisaca literatiiriin bu kisminda bir goriis
birligi bulunmamaktadir.

Besinci ve son olarak literatiirde ESG stratejilerinin  degerlendirilmesi
bulunmaktadir. (Manescu, 2011) yaptig1 calismada sadece toplum iliskileri ESG
puanimin varlik getiri ileri ile kayda deger pozitif bir korelasyon igerisinde oldugunu
gostermistir. (Laermann, 2016) ve (Mooij, 2017) ise, yaptiklar1 calismada ESG
puaninin kendisini sorgulamiglar ve ESG puaninin sirketler tarafindan kolayca
maniplile edilebilecegini tartismiglardir.

Tezin arastirma sorusunu cevaplayabilmek i¢in, Thomson Reuters’in sahip
oldugu veri tabanmi kullanilmistir. Buradan alman bilgiler ise 30 Temmuz 2019
tarihinde giincel olarak toplanmistir. Ilgili tarihte veri tabaninda bulunan Amerika
Birlesik Devletleri ikametgahli hisse senedi yatirimi yapan fon sayis1 toplamda 29.270
adettir. Biitiin bu fonlar i¢in baz1 bilgiler veri tabanindan ¢ekilmistir. Ornegin, global
fon kimlik numarasi, fon ailesi, fon getiri bilgileri, halka arz tarihi gibi bilgiler. Daha
sonrasinda ise, bu agsamada toplanmis olan iki farkli fon kimlik numaras1 kullanilarak,
fonlarin ellerinde tuttuklar1 varliklar1 toplamak {izere bir bilgisayar kodu yazilmistir.
Bu kod iki farkli kimlik numarasindan gelen datalar1 analiz etmekte ve iki veriyi
birlestirmekte kullanilmistir. Bu asamada yaklasik 4 milyon veri elde edilmis ve bu
sayede toplam 21.372 fonun bilgisi elde edilmistir. Daha sonra veriyi islemek {lizere

MATLAB kullanilmis ve her fon digerleri ile tuttuklari varliklar cinsinden

71



karsilastirilmistir. Benzer fonlar listeden attiktan sonra toplamda 6.003 benzersiz fon
analizlerde kullanilmak iizere belirlenmistir. Ek olarak bu asamada her fon i¢in ESG
puani ve varlik ylizde bilgisi tanimlanmastir.

Analiz swrasinda cesitliligi  saglanmis fonlar kullanilmast amaciyla,
portféyilinde 11°den az varlik bulunduran toplam 453 fon listeden atilmistir. Analizin
saglikli devamini saglamak ic¢in ise varlik yiizde bilgisi %70 ile %105 arasinda
tutulmustur, dolayisi ile 141 fon bu asamada listeden atilmistir. Geriye kalan grup
arasinda ESG puani negatif olan tek fon da listeden atilarak liste temizlenmistir. Bu
asamalar sonrasinda toplamda 5.408 adet benzersiz fon elde kalmistir.

Analizlerimizde fonlarin tuttuklari varliklarin giinah varliklari olup olmadigini
almayabilmek icin ise toplamda 21.071 adet varligin sektor bilgisi Thompson Reuters
veri tabanindan toplanmistir. TRBC, GICS ve NAICS siniflandirma standartlarina
gore elde edilmis veri, ilgili varliklarin sektorlerinin giinah sektorleri arasinda olup
olmadigini tanimlamak i¢in konsolide edilmistir. Akabinde ise fonlar i¢in varlik sektor
ylizde bilgisi ve giinah sektor yiizde bilgisi degiskenleri hesaplanmistir.

Bunlara ek olarak ise, eger fon canli ise yasi 30 Temmuz 2019 tarihine kadar,
eger likide edilmis veya birlesmis ise ilgili tarihi referans alarak 6mrii hesaplanmastir.
Daha sonrasinda ise TR tarafindan tanimlanmis etik ve yesil fon tanimlanmalari
birlestirilmis ve etik olarak kullanilmaya devam edilmistir.

Elde edilen bu veriler 1s1ginda farkli test numuneleri tanimlanmistir. Bu
numunelerden en kapsamlisi, toplam 5.408 fonu igeren Sample Universe olarak
tanimlanmistir. Toplam fonlar igerisindeki sosyal yatirim fonu sayis1 220 adettir ve
toplamda 88 yatirim ailesi tarafindan sahiplenilmislerdir. Bu ailelerden 31 adeti
portfdyiinde sosyal fon tutmaktadir. Geriye kalan 55 adet aile ayrica toplam 1.351 adet
geleneksel fon da portfoyiinde bulundurmaktadirlar. Belirtilen 1.351 adet geleneksel
fon ve kalan 220 adet sosyal fonun birlikte bulundugu bir numune daha Sample Master
olarak tanimlanmustir.

Bu tezin literatiire en biiyiik katkisi ise, sosyal fonlar i¢in hesapladig: aile i¢i
portfdy ortiisme benzerlik puanidir. Ilgili puanin nasil hesaplandigi figiir 1°de
detaylandirilmustir. Tlgili hesaplama ydntemi elde edilen veriler kullanilarak Sample

ExFocus numunesi tanimlanmistir. Bu numuneye ek olarak, fonlarin cografi yatirim
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tercihlerini de gézeterek hesaplama yontemi figiir 2°de tanimlanmistir. Benzer sekilde
elde edilen bu numune ise Sample InFocus olarak adlandirilmistir. Bahsi ge¢en son 2
numune, ek olarak benzerligi 0 olanlar ve benzerligi 0’dan biiyiik olanlar olarak alt
kisimlara gruplandirilmis ve analizlerde kullanilmislardir.

Tezin arastirma sorusunu cevaplayabilmek icin ise birgok farkli analiz
yapilmistir. Bunlardan ilki her bir numune ve ilgili alt gruplar i¢in yapilmis olan
tanimlayict istatistik analizidir. Bu analizler tablo 5, 6, 7 ve 8’de detaylica
incelenebilir. Bunlardan bir digeri ikili degisken analizleridir. Bu kisimda bagimh
degisken olarak ESG puani, 1 yillik nisbi getirisi ve giinah sektor yiizde orani olarak
tanimlanmistir. Bagimsiz degiskenler ise sosyal geleneksel ikili degiskeni, sosyal aile
igerisinde bulunma ikili degiskeni ve benzerlik skorlar1 olarak tanimlanmistir. Bu
analizlerde ise SPSS bilgisayar programi kullanilmistir. Bu kisimda ve ileride istatistik
verilerini degerlendirmek igin anlamlilik diizeyi olarak 0.05 belirlenmistir. Ikili
degisken analizlerinde toplam 27 adet analiz yapilmistir. Bunlara ek olarak, analizlerin
bel kemigini olusturan regresyon analizleri bahsi gegmis olan bagimli degiskenler igin
dort farkli numunelerde ve ilgili alt gruplarinda tamamlanmastir.

Destekleyici analizler olarak ise, yatirnm fon ailelerinin birbirlerine varlik
portféyli bakimindan benzerligini yilizde cinsinden gdsteren 1s1 haritast her sosyal
yatirim yapmus aile i¢in hazirlanmistir. Figiir 3°de beklenilen aile benzerligi 1s1 haritasi
goriilebilir. Burada gosterilen aile dort sosyal ve iki adet geleneksel fonu portféyiinde
bulundurmaktadir. Tablonun sol ve alt tarafinda belirtilen numaralar her bir benzersiz
fonu simgelemektedir. Is1 haritasinda goriilebilecegi lizere, ilk dort fon daha ¢ok kendi
arasinda benzemekte, son 2 fon ise daha ¢ok kendi arasinda benzerlik gostermektedir.
Ilgili figiir yatirim karakterleri farkli olan ve buna uygun olarak yatirimlarmi
ayristirdiklarin1 gosteren bir aile Ornegidir. Figilir 4’de ise, beklenmedik sonug
goriilebilir. Burada sosyal ve etik fonlarin birbirlerinden ¢ok da ayrilmadigi ve
birbirlerine olduk¢a benzedikleri gozlenmistir. Figiir 5’de ise analizler boyunca en ¢ok
karsilastigimiz bir aile tipi goriilecektir. Bu tip ailelerde, sosyal fonlar ve geleneksel
fonlar kendi alt kategorilerinde birbirlerine daha ¢ok benzemekte. Fakat karsilikli

benzemeleri ise hatir1 sayilir bir seviyede oldugu gézlenmektedir.
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Analiz sonuglarinin sunumu yapilan tablolarda, ilgili sonuglar gosterilmeden
once sifir hipotezleri gosterilmektedir. Tablo 7°de sosyal fon veya geleneksel fon
olmanin bagimh degiskenler {izerindeki etkisini 6lgmek iizere yapismis analizler
verilmektedir. Sifir hipotez olarak sosyal fonlarin geleneksel fonlardan ESG puani
yoniinden pozitif olarak ayrismasi beklenmektedir. 1 y1llik nisbi getiri ve giinah sektor
ylizde orani cinsinden ise negatif olarak ayrigmasi beklenmektedir. Tablo 8’de bir
geleneksel fonun sosyal fayda fonunda da yatirim yapmis bir ailede olup olmamasinin
bagiml degiskenler iizerindeki etkisi analizinin sonuglar1 verilmektedir. Bu analizler
de sosyal fayda fonlar1 ile aymi dogrultuda sifir hipotezlerine sahiplerdir. Bir
geleneksel fonun sosyal fona yatirim yapmais bir aile igerisinde oldugu goriilmiis ise
sosyal karakterinin baskin olabilecegi dngdriilmiistiir. Tablo 9’da ise sosyal fonlarin
ailelerindeki geleneksel fonlar ile portféy oOrtiisme benzerlik oranmnin bagimh
degiskenler iizerinde etkisindeki aragtirma sonuclari paylagilmistir. Burada sifir
hipotez ise benzerlik oraninin arttigi miiddetce sosyal karakterlerin zitti yoniinde
bagimli degislerin etkilenecegi ongoriilmiistiir. Tablo 10’da ise sosyal fonlarin ailedeki
diger sosyal fonlar ile portfoy Ortlisme benzerlik oraninin bagimli degiskenler
tizerindeki arastirma sonuglar1 paylasilmaktadir. Sifir hipotez olarak ise, ilgili
benzerligin artmasi neticesinde sosyal karakterin giliclenecegi ve bu yonde bagiml
degiskenlerin etkilenecegi varsayilmaktadir. Liitfen unutmayalim ki, bu tablolarda
verilmis olan ikili degisken analiz sonuglari bir sonuca varmak i¢in degil, fikir vermesi
calisma prensibini 6grenmek i¢in kullanilmalidir.

Regresyon analizi sonuglar ise, tablo 11°de bagimli degilken olarak ESG
puaninin se¢ilmis oldugu analiz sonuglarini sunmaktadir. Tablo 12’de bagimli
degisken olarak 1 yillik nisbi getiri ve tablo 13°de ise bagimli degisken olarak giinah
sektor ylizde orani baz alinarak yapilmis analiz sonuglar1 sunulmaktadir.

Tezin tartisma kisminda bir¢ok farkli realite farkli farkli analiz bulgular ile
desteklenmektedir. Bunlardan ilki, analizin yapilmis oldugu tarihlerde, sosyal fonlarin
beklenilenin aksine geleneksel fonlardan 1 yillik nisbi getiri cinsinden anlamli olarak
olumlu ayrismasidir. Bu bulgu ikili degisken analizlerinde ve regresyon analizlerinde
sosyal fonlarin beklenilenin aksi yoniinde Sample Universe ve Sample Master

numunelerinde anlamli sekilde ayrigmasi bulgulari ile desteklenmektedir.
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Ikinci bulgu olarak, sosyal fonlarin ESG puani cinsinden geleneksel fonlardan
pozitif anlamli sekilde ayrismasi gosterilebilir. Bu bulgu, sosyal fonlarin ikili degisken
ve regresyon analizlerinde Sample Universe numunesi lizerinde yapilmis ¢calismalarda
anlaml sekilde geleneksel fonlardan pozitif yonde ayrigsmasi ile desteklenmetektedir.
Ayrica bu bulgu yine, sosyal fonlarin glinah sektor yiizde bagimh degiskeni lizerinde
yapilmis ikili degisken ve regresyon analizlerinde geleneksel fonlardan Sample
Universe ve Sample Master numunelerinde negatif olarak ayrismasi ile
desteklenmektedir. Gilinah varliklariin ESG puani cinsinden diger varliklardan
negatif olarak ayristig1 literatiirde arastirilmis bir konudur.

Ucgiincii bulgu olarak ise, aym ailede bulunan fonlarin birbirlerine git gide
benzedigi ¢ikarimidir. Bu bulgu sosyal fonlarin geleneksel fonlardan ikili degisken
analizlerinde Sample Master numunesinde anlamli sekilde ayrisamamasi ile
desteklenmektedir. Ayrica, geleneksel fonlardan, sosyal fayda fonu da portfoyiinde
bulundurmakta olan ailelere mensup olanlar ikili degisken analizinde 1 yillik nisbi
getiri cinsinden pozitif olarak ayrismaktadirlar. Sosyal fonlarin da ilgili analiz
doneminde ayristig1 ongoriildiigiinde, ilgili bulguyu destekledigi goriilmektedir.

Dordiincii bulgu olarak, sosyal fonlarin aile igindeki fonlara benzerliginin
artmasi ile 1 yillik nisbi getirilerinin pozitif yonde ayrigsmasidir. Bu bulgu sosyal ve
geleneksel olarak hesaplanmis iki benzerlik oraninin da artisi ile arttigi ikili degisken
analizlerinde ve regresyon analizlerinde goriilmiistiir. Yani, fonlarin aile i¢i benzerligi
arttig1 siirece, performanslarinin arttigi goriilmiustiir.

Besinci bulgu olarak, ESG puan ile gilinah sektor yiizde orami arasindaki
beklenilen negatif korelasyonun olmamasidir. Bu bulgu birbirinden numuneler
bazinda ayrisan regresyon analizleri ile desteklenmektedir. Giinah sektor yilizde orani
bagimli degisken olarak alindiginda, ESG puani ile Sample ExFocus ve Sample
InFocus numunelerinde negatif olarak ayristig1 goriilmekte, fakat Sample Universe ve
Sample Master numunelerinde ise pozitif olarak ayristig1 goriilmektedir.

Altinc1 bulgu olarak, 30 Temmuz 2019 tarihi itibari ile hayatta olan sosyal
fonlarin likide edilmis veya birlesmis diger fonlardan ESG puani cinsinden pozitif

ayrismas1 gosterilebilir. Ilgili bulgu, ESG puanmin bagimli degisken olarak
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tanimlandig1 regresyon analizinde Sample ExFocus ve Sample InFocus
numunelerinde gozlenmektedir.

Yedinci bulgu olarak, bir 6nceki yildaki fonun elde etmis oldugu getirinin ESG
puani iizerinde pozitif yonde etkisi oldugun goriilmesidir. Ilgili bulgu, ESG puaninin
bagimli degisken olarak tanimlandigi regresyon analizinde Sample Universe ve
Sample Master numunelerinde bir 6nceki yildaki getirinin pozitif olarak ayrismasi ile
acgiklanmaktadir.

Sekizinci bulgu olarak, bir dnceki yildaki fonun elde etmis oldugu getirinin
giinah sektor yiizde oranina negatif yonde etkisinin olmasidir. Bu bulgu, giinah sektor
ylizde oraninin bagimli degisken olarak tanimlandig1 regresyon analizi sonuglar ile
desteklenmektedir. Yedinci ve sekizinci bulgular géz 6ntlinde bulunduruldugunda, fon
yoneticilerinin gegmis yildaki performanslari sonuglarina gore daha ¢ok sosyal yatirim
yoniinde yonlendiklerini de sinyal etmektedir.

Dokuzuncu ve son bulgu ise, giinah sektorleri yatirim tercihi olarak gérmenin,
1 yillik nisbi getiri lizerinde negatif veya pozitif bir etkisi olmamasidir. 1 yillik nisbi
getirinin bagiml degisken olarak goriildiigii regresyon analizi sonucglarinda giinah
sektor ylizde oraninin anlamli sonuglarinin olmamasi ile desteklenmistir.

Toparlamak gerekir ise, yapilmis aragtirmanin sonucu olarak, yapilan analiz
doneminde sosyal fonlarin geleneksel fonlardan beklenilenin aksine 1 yillik nisbi getiri
cinsinden pozitif olarak ayristig1 goriilmiistiir. Ayrica sosyal yatirim yapmanin,
yatirimcilarin neslinde sosyal olarak bir katma deger yarattigi goriilmektedir. Bu
katma deger kimi zaman sirketlerin de bir¢cok alanda verimliliklerini arttirmalarina
sebep olmaktadir. Tezin son ve en 6nemli sonucu ise, sosyal fonlar ve geleneksel
fonlar arasindaki farkliliklarm giin gegtikge yok olmasidir. Ozellikle yatirim aileleri
igerisinde bu farkliliklar artik gézle goriilemeyecek dereceye gelmektedirler.

(Moskowitz, 1972) tarafindan 6ne stiriildiigii gibi, ger¢ekten de daha ¢ok karli
sirketlerin daha sosyal sorumlu olmaya giicii yetebilir. Bu 1972°den bugiine kadar
degismeden gelmis bir oneri gergekten de olabilir. Yapilmis olan analizler sonucunda
elde ettigimiz benzerlikler neticesinde, benim goriisiim bu O6nermenin hala gegerli

oldugudur.
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