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Abstract: The concept of investor impact of socially responsible investments is relatively new. Our
article expands knowledge in this field by analyzing how investor impact is implemented in the
ethical investment policies of 45 providers of publicly traded, socially responsible funds. Based on
a typological content analysis, we first develop an impact-focused category system, which in the
second step is used to distinguish three types of fund providers: ESG hermits, ESG ambassadors and
ESG evangelists. Our results suggest that socially responsible fund providers with a stronger impact
orientation, such as ESG evangelists, also employ strategies that are more likely to achieve investor
impact. In contrast, fund providers with a weaker impact orientation, such as ESG hermits, focus
more on purity aspects and therefore tend to utilize strategies that defend the purity claim but also
show a weaker investor impact.

Keywords: investor impact; socially responsible investments; sustainable investing; SRI; shareholder
engagement; sustainable development goals; typological content analysis

1. Introduction

During the past two decades, socially responsible investing (SRI) has become a multi-
billion-dollar industry. For example, the United Nations Principles for Responsible In-
vestment (UN PRI), the leading proponent of responsible investment, has grown from 63
signatories with over $6.5 trillion of assets under management (AUM) in 2006 to over 4000
signatories with over $120 trillion of AUM in 2021 (UN PRI 2021).

Considering global challenges such as combating climate change and achieving the
UN Sustainable Development Goals (SDGs), investors are increasingly demanding that
their investments contribute to a “better world” (Wins and Zwergel 2016; Bauer et al. 2019;
Barber et al. 2021). An impact view is also salient in the sector’s self-representation, with the
UN PRI recently adding a change-oriented perspective to its assessment of signatories (UN
PRI 2020) and at the regulatory level with the EU Sustainable Finance Taxonomy (European
Parliament 2020). Individual success stories, such as sustainability-focused hedge fund
Engine No.1, which won three seats on Exxon Oil’s board to accelerate the company’s
transition to sustainability (Hiller and Herbst-Bayliss 2021), are fueling this evolution.

However, to develop investment solutions and policies that accelerate the transforma-
tion process of the economy, it is necessary to understand those parameters that determine
the non-financial impact of the SRI sector (Schwirplies and Ziegler 2016). In this context, it
is important to differentiate between the impact of a company and the impact of an investment
product on the behavior of this company (Kölbel et al. 2020). The latter, which Kölbel et al.
(2020) call “investor impact”, is what interests us in this article. Although there is extensive
literature on SRI, and although the first academic studies (e.g., Landier and Lovo 2020;
Clementino and Perkins 2020; Pástor et al. 2021; Hoepner et al. 2022) and some practitioner
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reports (GSIA 2020; Eurosif 2018) have begun to explore the concept of investor impact,
many questions have yet to be answered.

To narrow the research gap and to bring more methodological clarity to the academic
discussion, we analyze in our exploratory study how investor impact is implemented in the
ethical investment policies of socially responsible fund providers. Based on a typological
content analysis following Kuckartz (2016), we first construct an impact-focused category
system with twelve clearly distinguishable criteria. Five criteria are newly developed
indicators that can be used to separate those fund providers that credibly strive for sus-
tainability improvements from those that merely pretend to be impact-focused. We call
these criteria “impact orientation indicators” (IOI). The other seven criteria describe the
strategies that the SRI fund providers apply to influence the sustainability development
of their portfolio companies. We label these criteria “investor impact strategies” (IIS) and
briefly address the effectiveness of IIS in influencing corporate behavior. In the second step,
based on these twelve criteria, a typology of fund providers is created. Here, three types
are distinguished: ESG hermits, ESG ambassadors and ESG evangelists. ESG hermits are
characterized by a strong emphasis on purity and a rather weak impact orientation. They
therefore tend to utilize IIS that defend the purity claim but also show a weaker investor
impact, for example, exclusion or divestment. In contrast, ESG ambassadors emphasize
that they contribute to positive change in portfolio companies. Their impact orientation is
much stronger. Although ESG ambassadors also rely on exclusion and divestment, they
additionally apply positive approaches to increase their impact. The last group, the ESG
evangelists, has the strongest impact orientation. In addition to ESG ambassadors’ tools,
ESG evangelists amplify their impact through various forms of shareholder engagement,
either individually or in collaboration.

Our research contribution is as follows. We are the first to provide an impact-focused
typology of socially responsible investment companies. By focusing on investor impact,
we set a clear counterpoint to those researchers and practitioners who classify SRI funds
either by their screening intensity (e.g., Renneboog et al. 2008; Lee et al. 2010 or Pérez-
Gladish et al. 2012) or by their financial impact (e.g., Friede et al. 2015). In this sense, our
pioneering work adds a new assessment dimension to both the research and practice of SRI.
Second, we structure the literature in this area to enable further studies in the emerging
research field of the investor impact of SRI funds. We identify many interesting avenues
for future research, such as the effectiveness of different IIS, measuring investor impact or
benchmarking performance based on a fund provider’s impact orientation. Finally, our
findings should encourage investors, for whom investor impact is more than just empty
words, to take some time to investigate the ethical investment policies of their investment
options.

2. Conceptual Foundation

In recent years, there is a growing awareness for global challenges such as biodiversity
loss (WWF 2016), overconsumption of natural resources (Moore et al. 2012) and especially
climate change. For example, in 2015, the UN Sustainable Development Goals were
launched, which outline sustainability goals for all United Nations (UN) members. That
same year, 195 countries pledged in the Paris Climate Agreement to limit global warming to
below two degrees Celsius to combat climate change. This development has had a lasting
and significant impact on the understanding of SRI; whereas in the early years, purity
considerations and the protection of one’s own conscience were paramount, the focus has
now shifted to SRI’s contribution to social and environmental development.

At the regulatory level, this is reflected, for example, in the EU Action Plan for a
Greener and Cleaner Economy. There, sustainable investments are now identified as an
important tool for fulfilling the Paris Agreement (European Commission 2018). In other
jurisdictions, pension funds, asset managers and other institutional investors are mandated
to disclose how they take environmental, social and governance (ESG) considerations into
account in their investment decisions (OECD 2017). An increasing emphasis on impact can
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also be observed in the sector’s self-representation. For example, the UN PRI, the largest
SRI advocacy group with more than 2000 signatories, recently added a change-oriented
perspective to its signatory assessment (UN PRI 2020). In addition, asset managers and
owners in the EU lately demanded that rating agencies focus more on a company’s actual
sustainability performance and the impact of its products, and less on data disclosure or
company policies (European Commission 2021). Finally, the 2020 UK Stewardship code
emphasizes the importance to create sustainable benefits for the economy, the environment
and society (FRC 2020). Lastly, investors are also paying more attention to the impact of their
investments on sustainable development when selecting their investment service providers.
Research here is conducted by Sandberg and Nilsson (2011) as well as Wins and Zwergel
(2016). Both studies found that the majority of SRI investors want fund management
to increase the sustainability performance of portfolio companies, with 90% of investors
in Sweden (Sandberg and Nilsson 2011) and 86.4% of investors in Germany (Wins and
Zwergel 2016) demanding this. In a recent study, Barber et al. (2021) found that investors
are even willing to pay more for investments that have a positive impact. Furthermore,
Bauer et al. (2019) showed that when investors have a say in a fund’s investment policy,
they prefer activities that promote sustainable development. In summary, regulators as
well as leading SRI institutions and investors all increasingly focus on influencing corporate
behavior.

However, to develop investment solutions and policies that accelerate the sustain-
ability transformation of the economy, it is necessary to understand the parameters that
determine the non-financial impact of the SRI sector (Schwirplies and Ziegler 2016).

Here, it is important to not confuse the impact of a company1 with the impact of an
investment product on that company. Whereas the former has a direct influence on the sus-
tainability development through its business activities, the latter does not. The impact of an
investment product, or “investor impact”, is rather indirect, as shareholders can influence the
management decisions of their portfolio companies (Brest and Born 2013; Brest et al. 2018).

First studies are starting to explore the concept of investor impact. For example, the
theoretical studies of Landier and Lovo (2020) and Pástor et al. (2021) explore whether an
investor can generate positive impacts. Landier and Lovo (2020) design an equilibrium
model of a productive economy with negative externality effects. They show that in such
a model, an ESG fund can influence the behavior of portfolio companies. With a similar
method, Pástor et al. (2021) show that socially responsible investing generates a positive
impact: First, it makes firms greener, and second, it increases the overall real investment
activities of green firms while simultaneously decreasing the investment activities of brown
firms. In their analyses, however, neither study distinguishes which strategies account for
this effect.

IIS have also been the subject of some recent empirical studies. For example, Slager and
Chapple (2015) and Clementino and Perkins (2020) analyzed the effects of exclusion threats
on corporate behavior. Whereas Slager and Chapple (2015) found that firms at risk of being
excluded more often improved their sustainability performance, Clementino and Perkins
(2020) observed that pressure from investors can lead to a hostile organizational response.
They note that such a reaction is more likely when management sees no business benefit
in responding to investor demands. Baker et al. (2018) and Zerbib (2019) examined how
positive selection affects corporate debt prices. Whereas Zerbib (2019) found a negative
yield premium of 0.02% on average, Baker et al. (2018) reported a negative yield premium
of 0.06%. Gifford (2010) as well as Dimson et al. (2015) studied the effects of shareholder
dialogue. With a case study approach, Gifford (2010) showed that a high share of capital
and management open to external input increased the prospects of success. Dimson et al.
(2015) investigated the effects of engaging in long-term dialogue with senior management
and found that in 18% of cases, changes were implemented in line with investors’ demands.
Further, Hoepner et al. (2022), Barko et al. (2017) and Dyck et al. (2019) explored the role
of shareholder resolutions in improving corporate sustainability. Hoepner et al. (2022)
found that the proposal led to sustainability improvements in 31% of cases. They also
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observed that ESG engagement reduced the company’s risk exposure and was therefore
financially beneficial. Dyck et al. (2019) and Barko et al. (2017) examined how shareholder
proposals affected the ESG ratings of the targeted companies. They found that ratings
improved, which is an indicator of successful engagement. However, although fund
providers typically combine IIS, all studies conducted an isolated assessment and neglected
the effects of the interplay of strategies.

The GSIA (2020) or Eurosif (2018) practitioner reports analyze which IIS are applied.
They distinguish very broadly between exclusion (i.e., both negative and norm-based
screening), positive approaches (i.e., both positive and best-in-class investing) and share-
holder engagement strategies. Further, the reports note that IIS may be applied in com-
bination, but do not specify which IIS occur together and whether there may be specific
patterns here. Another research topic that arises in the context of investor impact is the
credibility of impact claims. Both Heeb et al. (2021) and Busch et al. (2021) warn against
products that claim a sustainability effect but at best make investors feel good. However,
research has not yet addressed the issue of developing indicators to distinguish providers
of such products from those that credibly strive for sustainability improvements. Overall,
the concept of investor impact remains largely unexplored to date (Kölbel et al. 2020).

We take the growing awareness for investor impact on the one hand and the lack of aca-
demic research on investor impact on the other hand as a starting point for this exploratory
study. We will focus on how investor impact is implemented in the ethical investment poli-
cies of socially responsible fund providers. For a sample of SRI fund providers, we analyze
what strategies are applied to influence the sustainability development of their portfolio
companies and examine whether there are indicators to separate those fund providers
that credibly strive for sustainability improvements from those that merely pretend to be
impact-focused. Based on these results, we then explore if there are different types of fund
providers. In the next chapter, we will explain in more detail how we proceeded, and also
describe the five IOIs and the seven IISs.

3. Data and Method

To analyze how investor impact is implemented in the ethical investment policies
of providers of publicly traded SRI funds, we screened over 400 documents with ap-
proximately 8500 pages from 45 different providers from the USA, Germany, Austria,
Switzerland, France, Spain, and the United Kingdom. To portray the market-oriented
self-representation, we considered only publicly available information material. We also
chose to analyze the full sample to be able to make general statements about our sample of
SRI fund providers. Methodologically, we followed Kuckartz’s (2016) typological content
analysis. The method is particularly suitable for exploratory studies, as it allows for an open
but systematic and rule-based investigation of both explicit and implicit communication
(Kuckartz 2022).

The following Figure 1 outlines how we proceeded here:
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Figure 1. Methodical approach.

3.1. Thematic Content Analysis

As a first step, we conducted a thematic content analysis and examined the 45 cases
using MAXQDA 2020 (VERBI Software 2020), a data analysis software. Initially, we
structured the material along our research question and based on our conceptual foundation.
Following an exploratory-inductive approach, we coded each segment of the material that
contained information about ethical investment strategy. We then defined top categories
and assigned each segment to a category. Next, we functionally reduced the categories
that shared many common attributes, arriving at 56 clearly distinguishable categories.
These categories were then discussed, and the material was recoded several times by two
researchers to identify those criteria that best determined the underlying impact perspective
of a provider of socially responsible funds.

During this process, impact implementation was found to occur along two dimen-
sions: IOI and IIS. Some of the IIS were already the subject of scientific analysis by other
researchers, but the IOI were mostly newly developed during the thematic content analysis.
At the end, we selected the most relevant categories for each dimension from our category
pool based on theory. In the next two sections, we will briefly describe them.

3.1.1. Description of the Impact Orientation Indicators

The first IOI is the promise that the respective fund providers make in their marketing
material. What do they want to be associated with? What image is transported to the
customers? How do they try to differentiate from their competitors? Broadly speaking, an
emphasis on purity and the protection of investors’ conscience contrasts with an emphasis
on investor impact. Of course, these two extremes are not necessary mutually exclusive.
Rather, they indicate the spectrum of different promises that exists. Although these self-
statements must be taken with caution, they may serve as a complementary indicator to
evaluate the impact orientation of a fund provider.

Our second IOI would be the membership in networks. This can be networks that
promote global sustainability improvements or networks that additionally have a common
normative foundation as another unifying dimension. Examples for the former would
be the Carbon Disclosure Project (CDP) or the European Sustainable Investment Forum
(Eurosif), and for the latter, the Interfaith Center on Corporate Responsibility (ICCR). The
networks have multiple roles to play for their members: influencing public policy, ex-
changing information and best practice and promoting a greater awareness for socially
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responsible investing in society at large or coordinating shareholder engagement (Good-
man et al. 2014). Additionally, those networks are instrumental for establishing social
norms (Cialdini and Trost 1998) and the intra-group dynamics might lead to increased
sustainability efforts of the members. Research on charitable giving has shown that it is
easier to convince potential donors if they find others to give too (DellaVigna et al. 2012;
Shang and Croson 2009). Overall, membership in networks (even more leading or starting
one) signals that a contribution towards sustainability transition is abecedarian for the
fund provider.

Our third IOI is taking the SDGs as a reference point. They were launched by the United
Nations in 2015 in response to global challenges such as climate change, overconsumption
of natural resources, poverty or undernourishment. This sustainability agenda covers 17
targets for all member states of the United Nations and may therefore serve as a global
action framework to reach the most urgent sustainability goals (UN 2015). It is in fact well
recognized that the SDGs cannot be reached by the public sector alone. Rather, a joint effort
with the private sector is needed with the latter having to close a funding gap of 80% of the
total costs of 75 trillion US-Dollar (PRI 2017). Consequently, an investor who incorporates
the SDGs into its ethical investment policy and aims to allocate capital towards achieving
the SDGs should also possess a strong impact orientation.

Our fourth IOI is being a signatory of the UN PRI. This is because UN PRI members
explicitly self-commit to follow an active, change-orientated investment policy. Principle
two, for example, declares: “We will be active owners and incorporate ESG issues into
our ownership policies and practices” (UN PRI 2018, p. 5). The UN PRI are committed to
understanding the impact of ESG factors on investments. With their annual assessment
reports, the UN PRI actively supports the signatories to improve their socially responsible
investment practices. Further, the PRI clearinghouse provides the largest platform for
shareholder engagement. Being a UN PRI signatory therefore clearly signals a strong
impact orientation.

The fifth IOI is the existence or absence of impact monitoring. As Dillenburg et al. (2003)
rightly note, only “what gets measured gets managed”. Consequently, if an investor aims to
achieve impact and increase its impact effectivity, a structured and timely impact monitor-
ing is inevitable. Impact can be measured in quantitative or qualitative terms. An example
for the former would be a reduction of CO2-emissions and for the latter a commitment to
address child labor in the value chain. There are currently numerous initiatives aimed at
harmonizing corporate reporting on ESG issues. For example, the International Organiza-
tion of Securities Commissions has expressed its ambition to accelerate the standardization
of sustainability metrics. The International Federation of Accountants has advocated the
establishment of an International Sustainability Standards Board, and the World Economic
Forum (WEF) has launched an initiative to define common metrics for sustainable value
creation (WEF 2020). Among others, three main reasons for impact monitoring must be
mentioned. First, it allows the fund provider to focus its limited resources on the relevant
areas and portfolio companies. Second, it enables the fund provider to change the IIS,
for examples involving other stakeholders or collaborating with other investors, if the
intended outcome is not achieved. Third, the documentation of their activities is used
for reporting to their clients. Such an investor impact report may contain case studies of
successful engagements or an overview of the carbon footprint of the different portfolio
companies. Proper impact monitoring is therefore another IOI; or expressed the other way
around: An investor claiming to be impact-focused but lacking impact monitoring is, at
best, unprepared.

3.1.2. Description of the Investor Impact Strategies

There are two principal mechanisms for fund providers to affect corporate sustainable
development: financial influence and investor advocacy influence (Waygood 2011). The first
mechanism refers to the investor impact on the company’s capital costs through buying or
selling equity and debt instruments: As firms can raise less (more) capital if the capital costs
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increase (decrease), this constrains (extends) its business activities. IIS that apply the first
mechanism are exclusion, divestment and positive approaches. The second mechanism
refers to any IIS in which investors use their ownership rights to influence management. IIS
that apply the second mechanism are ESG dialogue, ESG voting and shareholder proposals
as well as collaborative engagement. Additionally, with stigmatization, we identified an IIS
that applies both mechanisms. Here, investors are either deterred, which affects the cost
of capital, or they are urged to use their share ownership to influence the management of
the company.

The first IIS, exclusion or negative screening is the practice of eliminating any company
from the investment universe whose products or business practices are considered “uneth-
ical”. Exclusion can be implemented in several ways. Some investors shun only certain
business practices, whereas others even exclude entire industries. Some investors extend
the exclusions to a company’s subsidiaries, whereas others also consider suppliers or even
financial institutions. Often, the decision to exclude is based on exceeding a specific thresh-
old, either in terms of revenue shares or absolute revenue amounts. Empirical findings on
the effectiveness of exclusion are inconclusive. For example, whereas Derwall et al. (2011)
and Slager and Chapple (2015) find that exclusion affects corporate behavior, Richardson
(2009) and Häßler and Markmiller (2013) state that exclusion does not have a significant
impact on managerial attitudes. In fact, Clementino and Perkins (2020) discover that in
some cases institutional pressure actually causes firms to respond adversely.

Divestment is also a common IIS, either as an immediate response to negative develop-
ments or as a last resort in an engagement process. This is an aggressive form of exclusion
because, in addition to excluding a company’s shares from future purchases, the portfolio
is also cleansed of existing positions (Dawkins 2018). Triggers for divestment might be
a worsening of the ESG rating, the involvement into a controversy or that a problematic
aspect has been overlooked in the initial screening process. Luo and Balvers (2017) show in
a theoretical model, that the market requires a firm with a controversial business to pay
a premium for the systematic investor boycott risk. Furthermore, Dawkins (2018) argues
from both a theoretical and ethical perspective, that divestment, especially when combined
with shareholder engagement, is a very effective tool for improving sustainability. Empir-
ical evidence, however, does not support these theoretical considerations. For example,
Teoh et al. (1999) found no effects of the divest South Africa movement on the financial
situation of targeted companies. Another divestment campaign, the Sudan Accountability
and Divestment Act (SADA) in 2007, also had no effect on the share prices of the companies
concerned. (GAO 2010).

In contrast to the rather confrontational IISs of exclusion and divestment, positive
approaches reward particularly exemplary companies. This approach goes beyond a pure
“do-no-harm” approach, i.e., it not only excludes the most questionable companies, but
also invests specifically in securities that make a positive contribution to sustainable devel-
opment. They can have the form of either best-in-class or positive screening. The aim is to
increase share prices and reduce financing costs to encourage and assist socially responsible
behavior, which is the inverse of exclusion strategies. Empirical studies of Slager and
Chapple (2015) and Clementino and Perkins (2020) show the success for equities, whereas
Baker et al. (2018) and Zerbib (2019) show it for corporate debt. Further, there is evidence
from Dimson et al. (2015) that this strategy should also be financially rewarding.

The next IIS, ESG dialogue, comprises all activities in which investors enter into a direct
exchange with company management on ESG issues. Reasons might be a sudden drop
in the ESG rating or an effort of the investor to encourage the company to achieve more
ambitious sustainability goals. The ESG dialogue can be conducted in various forms: in
private by letter or e-mail-writing, telephone calls, on-site visits with one-on-one meetings
or in public by asking critical questions at annual general meetings or sending open letters.
In addition, some investors enter into dialogue even before they have bought into the stock,
either if an ESG rating is missing or if there are business practices worthy of discussion.



J. Risk Financial Manag. 2022, 15, 298 8 of 18

Gifford (2010) and Dimson et al. (2015) both examine the impact of ESG dialogue and
classify it as a useful tool to affect corporate change.

A more formal way of influencing the firms’ management is to submit shareholder
proposals and to exercise voting rights, with the latter being the most widely used form
of Shareholder Engagement (Louche 2015). There are certain service providers such as
Institutional Shareholder Services (ISS) that offer operational support and also provide
voting recommendations. In the context of SRI, it is important to differentiate between the
general proxy voting on behalf of the clients of the fund provider and an explicit ESG voting
strategy that systematically incorporate ESG aspects. For ESG voting against management
to be successful, a sufficient large share of ownership is necessary. However, even if voting
is not successful, a sufficient large share of opposition might still lead to changes in the
company’s business activities. Therefore, some companies have started to pool their voting
rights on ESG issues with other like-minded investors. Hoepner et al. (2022), Barko et al.
(2017) and Dyck et al. (2019) study the effects of shareholder proposals and all find this tool
to be effective in improving corporate sustainability performance.

In the next IIS, collaborative engagement, investors form coalitions and pool their influ-
ence, for example, for fighting climate change or improving human rights (Dyck et al. 2019;
Chen et al. 2020). This can be done via engagement platforms such as the PRI clearinghouse
or via direct engagement partnerships between investors with similar ESG policies. A
prominent case of successful coordination are the three seats on Exxon Oil’s board for
sustainability-focused hedge fund Engine No.1 to accelerate the shift towards greater sus-
tainability (Hiller and Herbst-Bayliss 2021). According to Dimson et al. (2013) and Dimson
et al. (2018), this form of engagement is highly effective, as it leverages the shareholders’
influence without increasing the risk of being under diversified in an asset.

The final mechanism we found in our data is stigmatization. Here, investors malign
the company’s image to, on the one hand, deter other investors and influence the cost of
capital and, on the other hand, generate public pressure, e.g., through media campaigns.
This IIS can be used either in isolation or as part of an engagement strategy. Involving
other investors and other stakeholders is the aim. The consequences of such a campaign
can be that companies have problems finding new employees (Kölbel et al. 2020) or that
banks stop financing certain activities (Sorkin 2015). Research in the context of SRI is very
thin, however, adjacent areas give at least some indirect evidence. King and Soule (2007)
document that social movements could influence the stock prices of a targeted company.
However, they did not investigate how those affects actually lead to changes within the
targeted corporations. Indirect, anecdotal evidence for stigmatization to be successful
comes from Markman et al. (2016). The authors document that the nongovernmental
organization (NGO) People for the Ethical Treatment (PETA) succeeded in conducting a
media campaign to end the practice of sheep mulesing. The campaign not only impacted
the targeted apparel retailers, but also disrupted the entire apparel industry and even
spilled over into adjacent industries. Waldron et al. (2014) find both successful public
campaigns, e.g., from the Rainforest Action Network (RAN) and unsuccessful ones, e.g.,
from Greenpeace. In a later study, Waldron et al. (2019) find Oxfam and GLAAD to be
successful, whereas the campaigns of Friends of the Earth and PETA failed. However, it
stands to reason in how far the toolbox of an SRI investors is comparable to the options
of NGOs.

3.2. Typification

The result of the thematic content analysis is an impact-focused category system with
twelve criteria, five IOIs and seven IISs, to evaluate the ethical investment policies. To
confirm the validity of our category system, we had two independent research assistants
each code a random sample of approximately 10% of the coded segments. We prioritize
greater external objectivity, so neither were involved in the design of the category system
(Kolbe and Burnett 1991). As a statistical measure for the reliability of agreement, we choose
Fleiss’ Kappa and obtained a value of 0.704, which according to Landis and Koch (1977),
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represents a substantial agreement and suggests a high confidence in the category system.
Following Campbell et al. (2013), we then discussed the results to eliminate weaknesses in
the category system.

Based on this impact-focused category system, we develop a typology of socially
responsible fund providers. For that typology to reflect the observed reality most accurately,
we decided to inductively create polythetic types through pragmatic reduction (Bailey
1972). Following the typification approach of Kuckartz (2016), we first used the category
system to create case summaries for every socially responsible fund provider. In the second
step, we ranked, sorted and grouped the case summaries according to their similarity. In the
third step, we decided how many groups would be appropriate. In an iterative process, we
repeated these steps several times, discussing ambiguous cases and then assigning them to a
type until we had groups that were clearly distinguishable and internally consistent. In the
final step, we creatively formulated type descriptions that should reflect the characteristics
of each type as accurately as possible.

4. Results

In this section, we will provide a detailed description of the profiles of every type of
fund provider. For that purpose, we constructed model cases as described by Kuckartz
(2022). It must be noted that only the joint use of the IOIs allows for a sound assessment of
the investor impact orientation. Overall, we classified around 25% of our sample as ESG
hermits, another 25% as ESG ambassadors and around 50% as ESG evangelists. Table 1
provides an overview of the main differences and similarities between those three types:

Table 1. Contrasting the three main types of fund providers.

ESG Hermits ESG Ambassadors ESG Evangelists

1. Indicators for Impact
Orientation

Promise purity investor impact investor impact

Networks
None Sustainability networks Sustainability networks

+ normative networks

SDGs as Reference Point No Yes Yes

UN PRI Signatory No Yes Yes

Impact Monitoring None None yes

2. Investor Impact Strategies

Exclusion yes yes yes

Divestment
divestment as first divestment as first first engage, then divest

option in controversies option in controversies in controversies

Positive Approaches no yes yes

ESG Dialogue no no yes

ESG Voting and Shareholder
Proposals no no yes

Collaborative Engagement no no yes

Stigmatization If used, only to confront None If used as last step of
escalation in

and pressure engagement strategy

4.1. ESG Hermit

ESG hermits are primarily concerned with staying away from any business activities
that are “unethical” by their own definition. Actively influencing portfolio companies is
therefore negligible for this type. The investment solutions are aimed at customers who
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want to be active in the financial markets, but for whom a “clear conscience” is important
above all.

“Investors no longer need to choose between sacrificing the opportunity for strong risk
adjusted returns or their integrity.” (fund provider from the USA)

ESG hermits are not part of any network and do not take the SDGs as a reference
point for their ethical investment policies. Further, they have not signed up to the UN PRI
and thus shy away from a critical review or even an external audit of their investment
practices. This may indicate that ESG hermits are highly convinced of their ideas, strategies
and ethical judgments and prefer not to be influenced. Consistent with the negligible
importance of investor impact, they have no tools to track the success of their activities.
Instead, ESG hermits continuously monitor the conformity of their portfolio companies to
their definition of an “ethical” business. For this purpose, they use professional third-party
screening providers such as MSCI ESG Research or ISS ESG, but do not rely on these
external sources only. Instead, ESG hermits also use their own internal research tools to
check whether the accusations are substantiated, for example, in the case of a scandal. The
explanation for this costly dual control is that the protection of their own reputation is
paramount for survival.

“Our staff reassess the company to verify or refute the accusation. We can’t go on what
someone else has said.” (fund provider from the USA)

Overall, it must be noticed that the impact orientation of ESG hermits is rather weak,
as their primary goal is to protect clients’ consciences. Consequently, they apply the more
confrontational IISs of exclusion, divestment and stigmatization, which tend to be less
effective in generating investor impact.

The way ESG hermits approach exclusion is very purity-focused. For example, they
criticize the use of “ethical thresholds”—an approach in which an investment in a stock
is acceptable until a pre-determined percentage of revenue is generated by “unethical”
practices. In their view, this is an unacceptable ethical compromise, which is why they tout
their own zero-tolerance policy as a better alternative.

“We will not invest a single penny into any company that violates our filters.” (fund
provider from the USA)

Additionally, they claim to screen more comprehensively than others and therefore to
consider not only the companies themselves, but also their suppliers and subsidiaries.

If it is found that a company is less ethical than previously assumed, it will be divested.
No attempt is made to enter into dialogue, nor are other options taken to resolve the matter.
This behavior can be explained by concerns that scandals may be indirectly associated with
the ESG hermit, which would damage its reputation (Husson-Traore and Meller 2013) and
negatively impact future business prospects. There might be differences in the pace of
divestment, however. Whereas some ESG hermits sell the stock immediately after a critical
event, others have a certain “grace period” to balance financial and ethical effects.

Some ESG hermits express their opposition to certain corporate practices very clearly
by practicing stigmatization. However, instead of being embedded in an engagement
strategy, this approach remains purely confrontational. The accusations are directed either
at companies that have lost favor with the ESG hermit because of their controversial
behavior and have been divested, or at companies that are “evil” and therefore will never be
considered. Whereas in the first case the accusation is intended to legitimize the decision to
sell (even if this would mean foregoing profits), in the second case the aim is to involve other
investors as well as relevant stakeholders to force the companies to alter their “immoral”
behavior. As a side effect, public attention also serves as inexpensive marketing to attract
new customers who also disagree with the behavior of the targeted companies. An example
here would be a fund provider from the USA that publishes a so called “hall of shame”.

Comparable to a hermit in the desert, fund providers of this type try to remain as pure
as possible and therefore avoid any contact with “unethical” people, companies or ideas.
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4.2. ESG Ambassador

ESG ambassadors see themselves as having a customer mandate that is much broader
than just the mandate to maintain a “clear conscience”. Therefore, in contrast to ESG
hermits, ESG ambassadors follow a more change-oriented logic and claim that investing
with them will positively impact the environment and society. One fund provider even
changed the name of its fund into “global impact fund” to further emphasize its impact
orientation. The investment products are consequently targeted at customers who want to
achieve a positive impact.

“Investments designed for performance and a better world.” (fund provider from the USA)

ESG ambassadors also strive to exert influence via sustainability networks such as
national sustainable investment forums or initiatives such as the carbon disclosure project.
Such heterogeneous networks provide ESG ambassadors with valuable contacts and serve
primarily to share information and best practices. The impact orientation can also be seen
when looking at the way ESG ambassadors select their portfolio companies. Here, the
SDGs serve as a reference point to either exclude companies that hinder the achievement
of the SDGs or to include companies that contribute to their achievement. An example
would be a company that makes affordable medicines available (SDG 3) or that provides
telecommunications infrastructure in emerging and developing countries, enabling access
to information and education (SDG 4 and SDG 9). Further, ESG ambassadors are signatories
of the UN PRI. That way they commit to a change-orientated investment policy but are also
exposed to an external impact audit of their investment practices. However, the success of
the ESG ambassadors’ IISs is not tracked by any form of impact monitoring. This, of course,
casts doubt on the claim that they strive to positively impact environment and society.
Despite this shortcoming, the overall impact orientation must be classified as medium to
strong compared to the ESG hermits.

The stronger impact orientation of the ESG ambassadors is also reflected in the applied
IISs. For example, ESG ambassadors also practice exclusion, but instead of “purity”, the
aim is to avoid negative impacts. In addition, the portfolio companies’ efforts to mitigate
these negative impacts are included in the evaluation.

“It is taken into account whether companies counteract the negative effects, compensate
for them or prevent them completely.” (fund provider from Germany)

However, when ratings deteriorate, ESG ambassadors follow the same divestment
strategy as ESG hermits.

Along with these confrontational IISs, ESG ambassadors apply rather cooperative IISs.
With positive approaches such as best-in-class or positive screening, they foster companies
that meet superior ESG standards. The awareness that a pure do-not-harm approach falls
far too short is the motivation to implement this IIS.

“From the outset, they wanted to go beyond a pure do-no-harm approach, i.e. not only
exclude the most questionable companies and countries, but also invest specifically in
securities that make a positive contribution to sustainable development.” (fund provider
from Germany)

Engagement activities such as ESG dialogue or ESG voting and shareholder proposals,
however, are not part of the ESG ambassador’s toolbox. Given that these IISs are arguably
more effective in achieving investor impact, we perceive a gap between theoretical impact
orientation and practical implementation. Whether this is an indication that ESG ambas-
sadors are practicing “impact washing” (Busch et al. 2021) or a result of being unaware
of differences in the effectiveness of the IISs could be an interesting research question for
future studies. Another difference is that ESG ambassadors, unlike ESG hermits, do not
use stigmatization to impose their agenda upon portfolio companies.

This type of fund provider has a clear idea of how its portfolio companies should
operate and which activities and industries to avoid. However, instead of pushing com-
panies to make sustainable transformations, ESG ambassadors offer support in exchange
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for sustainability improvements. Companies are free to accept the offer, but if they reject it
or even change for the worse, their shares are sold without any prior engagement activi-
ties. The allegorical equivalent for this type of fund provider would therefore be a polite
ambassador.

4.3. ESG Evangelist

Similar to ESG ambassadors, ESG evangelists are primarily concerned with positively
impacting the environment and society. The investment products are consequently targeted
at customers for whom a positive impact is important above all.

“The Bank’s active ownership approach is to support long-term, sustainable development.
As an active owner, we incorporate environmental, social and governance (ESG) issues
into our investment ownership policies and practices and seek to reduce the negative
impact on society and the environment and to promote sustainable growth.” (fund
provider from Switzerland)

ESG evangelists are active in two different types of networks. Sustainability networks
are used to influence public policy, to exchange information or to promote a greater aware-
ness for socially responsible investing. Additionally, they are part of normative networks.
Since the value basis here is very similar, those networks are often used to coordinate
engagement activities.

ESG evangelists possess a clear understanding of contemporary challenges, conse-
quently taking the SDGs as a reference point for the investment selection. Moreover, they
are signatories of the UN PRI and also take part in external audits of their business practices.
This type of fund provider also makes use of the PRI clearinghouse, which coordinates
engagement activities. To ensure that limited financial and human resources are allocated
in the most efficient way, ESG evangelists employ impact monitoring. They therefore show
the strongest impact orientation of all three types.

In terms of IISs, ESG evangelists take a flexible approach, and select from the bouquet
of measures those that are best suited to the situation at hand. They use screening, negative
and positive, but instead of dividing the investment universe into good and bad companies,
they employ a differentiated approach guided by an impact logic.

“In a few cases, exceptions are made for companies with which we are engaged in
productive shareholder dialogue or that are making notable progress on areas that concern
us.” (fund provider from the USA)

Although protecting their credibility is also important to ESG evangelists, they do
not directly divest if their investment screens are violated. Instead, in case of a breach,
they prefer to first initiate an engagement process. However, if the case cannot be resolved
to their satisfaction, divestment is explicitly earmarked as the last option. This decision
to additionally apply shareholder engagement is justified by the goal to achieve investor
impact and the use of shareholder engagement thus becomes a question of credibility:

“It is only through engagement that the vision of an often postulated “double return” is
credibly pursued.” (fund provider from Austria)

ESG evangelists actively participate in ESG dialogues, for example, by writing letters
or meeting with senior executives. Further, they have an explicit ESG voting policy to
support shareholder proposals that address sustainability issues, but also regularly submit
their own proposals. ESG evangelists often do not carry out these activities alone. Instead,
they partner with other like-minded investors. Such collaborative engagement is beneficial
because influence can be increased without having to increase the portfolio weighting of a
company in the portfolio. The PRI clearinghouse plays an important role in coordinating
collaborative engagements, but ESG evangelists have also established their own direct
engagement partnerships with like-minded investors. Some even launched their own
engagement networks, for example, the “Shareholders for Change” initiative. Although
stigmatization is also part of the toolbox, it is very rarely utilized. The clear preference is
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to reach a settlement without public involvement, as such escalation damages long-term
partnerships and the relationship of trust. Stigmatization would only become an option if
several attempts and different forms of private shareholder engagement failed to solve the
problems at hand.

“This means that, unless otherwise agreed, the content of the majority of our meetings
is kept confidential between the company and us as an investor. However, we recognise
the importance of the media as a tool for delivering change and are not afraid to comment
on poor practice (as a method of escalating our engagement) or to engage with the press
to raise the profile of important issues and initiatives.” (fund provider from the United
Kingdom)

In conclusion, the mission of this type is nothing less than to change the world through
its investments. ESG evangelists do not shy away from using confrontational IISs but
apply them only very selectively. Their preferred IISs are various forms of engagement.
The idea here is to convince portfolio companies to follow the proposed changes and
ultimately enthrall them for sustainability improvements. We therefore name this type the
ESG evangelist.

5. Discussion and Future Research

The concept of investor impact remains relatively unexplored to date (Kölbel et al.
2020). Our article intends to expand the knowledge in this field by analyzing how investor
impact is implemented in the ethical investment policies of socially responsible fund
providers. In the first step of our exploratory study, we identify seven IISs and five IOIs
and also briefly address the effectiveness of the different IISs in influencing corporate
behavior. In a second step, we built on this to create a tripartite typology. Our results
suggest that socially responsible fund providers with a stronger impact orientation, such
as ESG evangelists, also employ strategies that are more likely to achieve investor impact.
In contrast, fund providers with a weaker impact orientation, such as ESG hermits, focus
more on purity aspects and therefore tend to utilize strategies that defend the purity claim
but also show a weaker investor impact.

We assume that the strong practical differences among socially responsible fund
providers are connected to a general moral orientation that is deeply rooted within these
organizations. Peifer (2011) distinguishes two opposing poles here. At one extreme, there
are those who screen out unethical companies as a preferred means for morally sound
investing. This aligns with Max Weber’s historical description of value-rational action, in
which “the value for its own sake... regardless of its prospects of success” (Weber [1922]
1978, pp. 24–25) is pursued. At the other extreme are those for whom the preferred means
of obtaining a moral portfolio is to own shares in “unethical” companies and then practice
shareholder engagement. This corresponds to Weber’s instrumental orientation, in which
“the end, the means, and the secondary results are rationally considered” (Weber [1922]
1978, p. 26).

Of course, these two types are not necessary mutually exclusive. Rather, they indicate
the spectrum of different impact orientations that exists. Consequently, in our study,
we do not find these two Weberian types in pure form. Rather, we observed socially
responsible fund providers practicing negative screening only and others that added
qualitative screening or shareholder engagement to it.

Recently, the “Theory of Change” has become an important analytical tool in the
field of sustainability in general and sustainable investment in particular2. It points “to
the construction of a model that specifies the underlying logic, assumptions, influences,
causal linkages and expected outcomes of a development program or project. . . . this
model can be tested against the actual process experiences and results attained, by the
intervention” (Wendt 2021, p. 4). It is important to emphasize, however, that our types
do not claim to already represent such a thoroughly reflected concept. Rather, they are
an interim observation that can hopefully be complemented with other evidence to form
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a fully-fledged ToC explanation that may ultimately serve as a platform for a collective
learning process of the various stakeholders.

We also discovered some interesting phenomena with our explorative study, for which
a deeper analysis would go beyond the scope of this article. However, we wanted to briefly
mention those findings. First, we found that ESG hermits are the least transparent, i.e.,
they disclose next to no information about their IISs or screens, whereas ESG evangelists
are very transparent. An explanation could be that many of the type three fund providers
primarily target retail investors and a lack of information discourages those to invest
(Gutsche and Zwergel 2016). An alternative explanation would be that they use other
distribution channels, e.g., direct sales partner and therefore less efforts are made to make
information accessible on the internet. Second, we noticed opposing views towards the
use of derivatives and short selling among all three types. Whereas of every type of fund
providers some perceive them as evil and unethical, others explicitly use them to short the
stocks of those companies that are involved in immoral businesses. Third, despite large
difference in the impact orientation, all three types of fund providers practice exclusion. The
explanation might be a historical one, as exclusion had played a central role from the very
beginning of the SRI history. For example, the Quaker movement avoided doing business
with anyone involved in slavery (Kinder and Domini 1997) and the divestment campaign
of the 1980 and 1990 fought against the South African apartheid regime (Robinson 2002).
Pragmatic reasons may play a role as well: exclusion does simply require less effort than
consistently engaging with portfolio companies (Berry and Junkus 2013).

Our results open up many interesting research avenues. A first aspect would be
to assess in more detail the effectiveness of the different IISs. In particular, the effects
of strategies that aim to influence the cost of capital must be empirically assessed and
quantified. For example, studies by Zerbib (2019) and Baker et al. (2018) for the green
bond market suggest that these bonds trade at a negative yield premium, whereas Tang
and Zhang (2018) find no such evidence. The start of quantitative tapering in the U.S. and
the ECB’s planned interest rate hikes could reinforce these effects. Moreover, it might be
useful to assess whether and how long divestment campaigns affect stock prices and, more
importantly, how much ownership is required here. With the extensive and coordinated
divestment efforts against the highly capitalized fossil fuel industry, there would be a
perfect example to evaluate this issue. It might also be very interesting to see how the
combination of IISs affects the success rate. Dawkins (2018), for example, makes the
case that combining engagement strategies with the threat of divestment increases the
effectiveness.

There is also a need to develop reliable tools to measure investor impact. For the
impact of investments in non-listed firms and specific projects, there are already some
metrics standards such as GIIN, IRIS or GIIRS. Those allow investors to quantify or at least
qualify their impact. A similar development is necessary for the listed market. Another
interesting research topic would be to analyze the financial performance of the products of
our three types. Previous research has shown that SRI and non-SRI funds deliver similar
returns (see, e.g., Friede et al. 2015). However, the results might be different if we were to
compare SRI funds based on our three types of fund providers, as there is evidence that
engagement can lead to better performance (Dimson et al. 2015; Busch et al. 2016). The
observed equal performance of SRI and non-SRI funds might mask potential performance
differences between the products of our three types of fund providers.

In studies examining investors’ expectations of the sustainability impacts of their
investment providers, it may be useful to also consider the investment horizon in the study
design, as especially retail investors often have a much shorter investment horizon than
the time frame required to successfully address structural global problems such as climate
change. Another question that could be explored in further studies is how differences in
the financial weight of SRI funds affect their ethical investment policies. Whereas it could
be argued that smaller funds need to be more innovative to secure market share, larger
funds have more resources and more influence.
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Furthermore, there are currently many initiatives aimed at establishing common
metrics for sustainable value creation, e.g., by the International Organization of Securities
Commissions or the World Economic Forum (WEF 2020). All these efforts will make it
easier for investors to track the success of their activities. It will therefore be interesting to
see whether these developments have an impact on the spread of impact measurement,
making it a fundamental part of the ethical investment policy of fund providers. Finally,
since this article focused on providers of publicly traded socially responsible funds, it
would be interesting to conduct a similar analysis for providers of privately traded funds
to enable a comparison of the results.

Due to the sample size and exploratory nature, the results of this study represent only
preliminary ideas that need to be confirmed by more and larger samples. However, the
ideas we have developed may be worth considering by policy actors, fund providers and
investors. Regulators such as the EU Commission might want to start taking into account
the impact that an investment generates, not just follow the purity claims that ESG hermits
carry before them like a monstrance. The EU taxonomy, which currently leaves out the
transformation aspects (Diener and Habisch 2021) and rates companies only according to
the status quo, is therefore going in the wrong direction, in our opinion. Our findings may
also encourage fund providers who want to make a difference to reconsider their exclusion
or best-in-class strategy and turn to methods that are empirically proven to deliver investor
impact. Finally, and most importantly, our results should encourage ethical investors, for
whom investor impact is more than just empty words, to be pickier when selecting their
investment solutions, as customers’ choices determine the success or failure of a product.
Worryingly, recent findings by Heeb et al. (2021) show that investors are generally willing
to pay more for sustainable investments, but not necessarily for more impact.

In the end, purity and investor impact are opposing concepts. As long as investors,
both private and institutional, demand purity-oriented products, they will almost certainly
get them. The negative side effect of this demand is that unsustainable assets are transferred
into private funds (The Economist 2022) or sold into jurisdictions with, for example, lower
environmental standards. In this way, pure portfolios are created, but they have no real
impact on sustainability, and one could even argue that this approach worsens the situation.
That way, the hope that SRI will make an effective contribution to overcoming contemporary
sustainability challenges will remain an illusion for the foreseeable future. It will be
interesting to see which concept will prevail.

Author Contributions: Conceptualization, J.D. and A.H.; methodology, J.D.; software, J.D.; vali-
dation, J.D. and A.H.; formal analysis, J.D.; investigation, J.D.; resources J.D.; data curation, J.D.;
writing—original draft preparation, J.D.; writing—review and editing, J.D. and A.H.; visualization,
J.D.; supervision, A.H.; project administration, J.D.; funding acquisition, J.D. and A.H. All authors
have read and agreed to the published version of the manuscript.

Funding: This work was supported by the German Research Foundation (DFG) within the funding
programme Open Access Publishing. Joel Diener wishes to express his deepest gratitude to “Stiftung
der Deutschen Wirtschaft” for the PhD scholarship he received.

Data Availability Statement: The data presented in this study are available on request from the
corresponding author.

Acknowledgments: We would like to acknowledge two anonymous reviewers for their views and
comments.

Conflicts of Interest: The authors declare no conflict of interest. The funders had no role in the design
of the study; in the collection, analyses or interpretation of data; in the writing of the manuscript, or
in the decision to publish the results.



J. Risk Financial Manag. 2022, 15, 298 16 of 18

Notes
1 There is an ongoing discussion about the ambiguity associated with rating a firm’s impact; see for example Li and Polychronopou-

los (2020) or Fish et al. (2019).
2 See Wendt (2021) for an up-to-date overview of best practice use cases and emerging topics.
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