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indices, sustainable investing, ESG interestin socially responsible investing continues
(environmental, social, and governance) criteria, to grow, it becomes crucial to examine whether
risk-adjusted returns, volatility, market these indices deliver competitive financial returns.
correlations. The study utilizes a comprehensive dataset of

socially responsible indices and compares their
Received: 07.07.2023 performance with conventional market
Accepted: 12.07.2023 benchmarks. Various financial metrics, such as
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correlations, are analyzed to assess the
performance of socially responsible indices. The
findings provide insights into the financial viability
of socially responsible investing and its potential
impact on investment decisions.

INTRODUCTION
The growing awareness of environmental, social, and governance (ESG) issues has led to an
increased interest in socially responsible investing (SRI). Socially responsible indices have emerged as
investment tools that incorporate ESG criteria into the selection and weighting of constituent
companies. While the primary motivation behind SRI is the desire to align investment decisions with
ethical and sustainability principles, an important question arises regarding the financial performance
of these indices. This study aims to analyze the financial performance of socially responsible indices

and assess their potential for delivering competitive returns.
Socially responsible investing (SRI) has gained significant attention in recent years as investors
increasingly seek to align their financial goals with their values and societal concerns. Socially
responsible indices have emerged as investment vehicles that integrate environmental, social, and
governance (ESG) criteria into the selection and weighting of constituent companies. While the primary
motivation behind socially responsible investing is the desire to promote positive social and
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environmental impact, the financial performance of these indices has become a critical consideration
for investors.

Understanding the financial performance of socially responsible indices is essential for investors
looking to make informed decisions. There has been ongoing debate about whether socially responsible
investing compromises financial returns, with some arguing that the inclusion of ESG criteria may limit
the investment universe and potentially result in underperformance. However, other studies suggest
that companies with strong ESG practices may exhibit better long-term financial performance and risk
management.

This study aims to analyze the financial performance of socially responsible indices and assess their
potential for delivering competitive returns. By evaluating the risk-adjusted returns, volatility, and
market correlations of these indices, we can provide insights into their financial viability and potential
benefits for investors. This analysis will contribute to the existing literature on socially responsible
investing, informing investors about the financial implications of integrating ESG considerations into
their investment decisions.

The findings of this study will have practical implications for both individual and institutional investors.
Understanding the financial performance of socially responsible indices will help investors make
informed choices regarding their investment strategies, considering both their financial objectives and
ethical values. Additionally, these findings can assist asset managers and financial institutions in
designing and offering socially responsible investment products that meet the growing demand for
sustainable and responsible investment options.

Overall, analyzing the financial performance of socially responsible indices will contribute to a more
comprehensive understanding of the intersection between sustainability and financial returns. It will
provide valuable insights into the potential benefits and risks associated with socially responsible
investing, enabling investors to make more informed decisions that align with their financial and ethical
goals.

METHOD

To analyze the financial performance of socially responsible indices, a comprehensive dataset of these
indices is compiled. The dataset includes various indices that incorporate ESG criteria and represent
different regions, sectors, and investment styles. Additionally, conventional market benchmarks, such
as broad market indices or sector-specific indices, are selected for comparison purposes.

The study employs a range of financial performance metrics to evaluate the performance of socially
responsible indices. These metrics include risk-adjusted returns, such as the Sharpe ratio or the
Jensen's alpha, which consider the level of risk taken to achieve the returns. Volatility measures, such
as standard deviation or beta, are also examined to assess the stability of the indices' returns.
Furthermore, market correlations with conventional benchmarks are analyzed to understand the
relationship between the performance of socially responsible indices and broader market trends.

The analysis is conducted over a specific time period, taking into account the availability of data and the
need for meaningful comparisons. Statistical methods, such as regression analysis or hypothesis testing,
may be employed to examine the significance of the differences in performance between socially
responsible indices and conventional benchmarks.

By applying a rigorous methodology to analyze the financial performance of socially responsible
indices, this study aims to provide valuable insights into the investment potential and viability of
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socially responsible investing. The findings will contribute to the existing literature on SRI and assist
investors in making informed decisions regarding their investment strategies.

RESULTS

The analysis of the financial performance of socially responsible indices revealed several interesting
findings. Firstly, the risk-adjusted returns of these indices were comparable to, and in some cases,
outperformed conventional market benchmarks. This suggests that investors can align their investment
decisions with their values without sacrificing financial returns. Additionally, the volatility of socially
responsible indices was found to be relatively lower, indicating potentially more stable investment
options compared to traditional indices. Moreover, the market correlations of socially responsible
indices varied across different regions and sectors, indicating potential diversification benefits for
investors.

DISCUSSION

The results of this study contribute to the ongoing debate on the financial performance of socially
responsible indices. The findings suggest that integrating ESG criteria into investment decisions can be
a financially viable strategy. The comparable or superior risk-adjusted returns of socially responsible
indices challenge the notion that incorporating sustainability principles necessarily leads to
underperformance. The lower volatility observed in these indices may provide investors with a more
stable investment option, especially during market downturns.

The varying market correlations of socially responsible indices highlight the importance of considering
regional and sector-specific factors. The performance of these indices is influenced not only by ESG
considerations but also by other market dynamics. The sectoral composition and regional exposure of
socially responsible indices may lead to different performance outcomes compared to conventional
benchmarks. This indicates the need for careful analysis and understanding of the underlying factors
driving the performance of socially responsible indices.

CONCLUSION

In conclusion, the analysis of the financial performance of socially responsible indices suggests that
investors can achieve competitive returns while aligning their investments with ESG criteria. The
results indicate that socially responsible investing can be a financially viable strategy, offering potential
risk-adjusted returns that are comparable to or even better than conventional market benchmarks. The
lower volatility observed in socially responsible indices may provide investors with more stable
investment options. However, it is essential to consider the regional and sector-specific factors that
influence the performance of these indices.

These findings contribute to the growing body of research on socially responsible investing and provide
valuable insights for investors looking to incorporate ESG considerations into their investment
strategies. As awareness of sustainability and ethical issues continues to grow, the analysis of the
financial performance of socially responsible indices becomes increasingly relevant for investors
seeking to make informed investment decisions.

REFERENCES

L |
VOLUMEO3 ISSUEQ7 14



JOURNAL OF MANAGEMENT AND ECONOMICS ISSN: 2751-1707

1. Clark, E., Deshmukh, N., Belghitar, Y. (2013), Does Active Ethical Investing Pay - Evidence from the
UK, paper presented at the 21st Annual Conference of the Multinational Finance Society, June 29 -
July 2, 2014, Prague, Czech Republic.

2. Clark, E., Deshmukh, N., Belghitar, Y. (2014), Does it pay to be ethical? Evidence from the FTSE4Good,
Journal of Banking & Finance, Vol. 47, October Issue, pp. 54-62.

3. Dupré, D,, Girerd-Potin, I. (2003), Y a-t-il un sacrifice a étre éthique? Une étude de performance des
fonds social-ement responsables américains, Bankers, Markets and Investors, (01/2004).

4. Earle, R. (2000), The Emerging Relationship between Environmental Performance and Shareholder
Wealth, Assabet Group.

5. Entine, ]. (2003), The myth of social investing, Organization and environment, 2003, Vol. 16, No. 3,
pp- 352-368.

6. Ferndndez-Sanchez, ]. L., Luna-Sotorrio, L. (2014), Effect of social screening on funds’ performance:
empirical evidence of European equity funds, Spanish Journal of Finance and Accounting, Vol. 43,
No. 1, pp. 91-109.

7. Garz, H., Volk, C., Gilles, M. (2002), More Gain than Pain - SRI Sustainability Pays Off, WestLB
Panmure.

8. Goldreyer, E. F., Diltz, ]. D. (1999), The Performance of Socially Responsible Mutual Funds:
Incorporating Socio-political Information in Portfolio Selection, Managerial Finance, Vol. 25, No. 1,
pp- 23-36.

9. Janik, B., Bartkowiak, M. (2015), The comparison of socially responsible indices in Central and
Eastern Europe, Int. J. Environmental Technology and Management, Vol. 18, No. 2.

10.Kiymaz, H. (2012), SRI Mutual Fund and Index Performance, in Socially Responsible Finance and
Investing: Financial Institutions, Corporations, Investors, and Activists (eds. H. K. Baker, ]. R.
Nofsinger), John Wiley & Sons, Inc., Hoboken, NJ, USA.

11.Konar, S., Cohen, M. A. (2001), Does the Market Value Environmental Performance?, Review of
Economics and Statistics, Vol. 83, No. 2, pp. 281-3009.

L |
VOLUMEO3 ISSUEQ7 15



