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Abstract
Investment funds that claim to focus on socially responsible stocks have proliferated in
recent times. In this paper, we verify whether ESG mutual funds actually invest in firms
that have stakeholder-friendly track records. Using a comprehensive sample of self-
labelled ESG mutual funds (as identified by Morningstar) in the United States from
2010 to 2018, we find that these funds hold portfolio firms with worse track records for
compliance with labor and environmental laws, relative to portfolio firms held by non-
ESG funds managed by the same financial institutions in the same years. Relative to
other funds offered by the same asset managers in the same years, ESG funds hold
stocks that are more likely to voluntarily disclose carbon emissions performance but
also stocks with higher carbon emissions per unit of revenue. Despite these findings,
ESG funds hold portfolio firms with higher average ESG scores. We show that ESG
scores are correlated with the quantity of voluntary ESG-related disclosures but not
with firms’ compliance records or actual levels of carbon emissions. Finally, ESG
funds appear to underperform financially relative to other funds within the same asset
manager and year, and to charge higher fees. Our findings suggest that socially
responsible funds do not appear to follow through on proclamations of concerns for
stakeholders.
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1 Introduction

In March 2021, the Securities and Exchange Commission (SEC) created the Climate
and ESG Task Force to proactively identify misconduct related to environmental,
social, and governance (ESG) issues.1 The taskforce was created in response to a recent
explosion of interest in incorporating ESG factors into investment decisions. The asset
management industry has responded to the demand for ESG investing by launching
numerous “socially responsible” funds that nominally account for factors considered
important to a firm’s overall sustainability: the environment (e.g., carbon emissions),
social issues (e.g., employee treatment), and governance (e.g., executive compensa-
tion). According to the U.S. Forum for Sustainable and Responsible Investing, more
than $12 trillion of assets under management (AUM) is explicitly linked to ESG issues.
The availability of ESG funds is growing rapidly; Morningstar documents a nearly 50%
increase in the number of ESG funds available in the United States from 2019 to 2020
alone.

However, the creation of the SEC’s new taskforce represents regulatory concern that
ESG funds are not providing asset owners with products that actually reflect concern
for stakeholder welfare. In April 2021, the SEC stated that it had identified several asset
managers that were misleading investors by marketing funds as ESG-friendly but not
making investment decisions consistent with such marketing or,2 in some cases, even
having a mechanism to “reasonably track” or screen portfolio firms’ ESG perfor-
mance.3 This concern is shared by many members of the asset management industry.
For example, in a recent op-ed, BlackRock’s former Chief Investment Officer for
Sustainable Investing, Tariq Fancy, states,4 “Our messaging helped mainstream the
concept that pursuing social good was also good for the bottom line. Sadly, that’s all it
is, a hopeful idea. In truth, sustainable investing boils down to little more than
marketing hype, PR spin and disingenuous promises from the investment community.”

In this paper, we therefore attempt to verify whether ESG-oriented funds’ claims of
picking portfolio firms that exhibit superior treatment of all stakeholders (as opposed to
shareholder primacy) are borne out by the evidence. Our empirical approach focuses on
whether self-labeled ESG-oriented mutual funds, as identified by Morningstar, invest in
firms that have better track records with consumers, employees, the environment,
taxpayers, and shareholders. We assess firms’ track records with respect to these groups
of stakeholders based on fundamental measures of their behavior – or misbehavior –
toward each group. Our primary measure of stakeholder-centric behavior is portfolio
firms’ compliance with social (e.g., labor or consumer protection) and environmental
laws. We also consider several other measures of stakeholder-centric behavior: carbon
emissions, CEO compensation, board composition, and managerial entrenchment.

To ensure that our results are not driven by heterogeneity in asset managers, we limit
our main analyses to funds issued by financial institutions that also issued at least one
non-ESG fund in the same year; i.e., we compare ESG funds to non-ESG funds

1 https://thehill.com/policy/finance/541689-sec-creates-task-force-for-climate-esg-violations
2 https://www.wsj.com/articles/sec-review-highlights-potentially-misleading-esg-practices-among-funds-
11618019507
3 https://www.reuters.com/article/us-usa-sec-esg-idUSKBN2BW2SZ
4 https://www.usatoday.com/story/opinion/2021/03/16/wall-street-esg-sustainable-investing-greenwashing-
column/6948923002/
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managed by the same financial institutions in the same year.5 We begin with a
comprehensive list, published by Morningstar, of mutual funds based in the United
States that self-identify as ESG-oriented. We emphasize that although the list is
compiled by Morningstar, it does not reflect Morningstar’s determination of which
funds qualify as ESG-oriented. Rather, Morningstar is simply providing an aggregated
list of self-identified ESG funds, primarily based on those funds’ prospectuses, fund
reports, and websites. While there is substantial heterogeneity in how individual ESG
funds claim to select stocks, our reading of several ESG funds’ prospectuses, summa-
rized in Appendix A, suggests that the funds’ stock selection process can roughly be
characterized as drawing on both ESG factors and valuation attributes (e.g., value or
momentum). However, the funds largely characterize these two sets of criteria as
distinct rather than interrelated, in many cases even cautioning that financial perfor-
mance may suffer as a result of incorporating ESG factors into the investment process.
After applying screens for data availability, we identify 147 distinct mutual funds,
issued by 74 distinct asset managers, over the period 2010–2018 that claim to be ESG-
oriented. We track the stakeholder-related behavior of stocks included in and added to
these funds, relative to stocks held by 2428 non-ESG funds run by the same financial
institution-years.

We find no evidence that ESG funds’ portfolio firms outperform non-ESG funds’
portfolio firms with respect to most of the measures of stakeholder-centric behavior that
we consider in this paper. In fact, we find that ESG funds’ portfolio firms have
significantly more violations of labor and environmental laws and pay more in fines
for these violations, relative to non-ESG funds issued by the same financial institutions
in the same year. Moreover, we find that ESG funds’ portfolio firms, on average,
exhibit worse performance with respect to carbon emissions, in terms of both raw
emissions output and emissions intensity (i.e., CO2 emissions per unit of revenue).
These results undermine such funds’ claims that they are picking socially responsible
stocks for inclusion and suggest substantial greenwashing on the part of ESG funds.

Because carbon emissions disclosure is not mandatory, we also investigate voluntary
emissions disclosure.6 We find that ESG funds are more likely to pick stocks that
voluntarily disclose emissions. Given our other results, these tests suggest that ESG
funds may be concerned about the existence of firms’ disclosures rather than the
content of the information being disclosed. This finding is consistent with recent work
(Drempetic et al. 2017; Lopez-de-Silanes et al. 2019) suggesting that firms’ ESG scores
are influenced more by the existence of voluntary disclosures than by the information
content of these disclosures.

Our results suggest that ESG funds may rely on ESG scores rather than performing
their own due diligence about firms’ environmental and social practices. This
conjectured practice, in turn, may lead to investments in firms with poorer levels of
stakeholder treatment relative to firms that do not actively incorporate ESG into
investment decisions. We provide support for this argument by assessing ESG scores
directly. While we do find that ESG funds’ portfolios contain firms with higher average

5 Our results are robust to relaxing this restriction.
6 In practice, not all firms that disclose may actually be doing so fully voluntarily; disclosure often comes in
response to pressure from third parties such as asset managers. While we are able to observe the existence of
emissions disclosure, we are not able to observe the reasons for a firm’s choice to disclose.
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ESG scores, we also find, consistent with Drempetic et al. (2017) and Lopez-de-Silanes
et al. (2019), that these scores are only correlated with metrics that capture news
coverage and the existence and quantity of voluntary disclosure (both with respect to
emissions and more generally), but not with the actual content of such disclosures.

Given the findings documented above, we turn to fund managers’ potential moti-
vations for offering ESG products. We find that ESG funds (i) obtain lower stock
returns but (ii) charge higher management fees. Moreover, while it is plausible that
ESG funds invest in companies with the goal of improving how these companies treat
their stakeholders, we test and find no empirical support for this conjecture. Our results
raise questions about what purchasers of shares in self-labelled ESG or “socially
responsible” mutual funds get in exchange for this higher management fee. We view
this as a particularly salient concern, given that in recent years it has become easier for
investors to identify and purchase what they believe to be ESG-oriented investment
products, which, in turn, has led to a significant increase in inflows to such funds
(Hartzmark and Sussman 2019).

Another potential explanation for our findings thus far is that ESG funds may
primarily focus on the “G” in ESG (i.e., corporate governance). We find mixed results
in this respect. Relative to non-ESG funds, ESG funds’ portfolio firms have lower
excess CEO compensation but also lower levels of board independence. The gover-
nance characteristics described are typical of high-technology firms, which often have
powerful founder-CEOs and boards of directors with limited oversight and influence
over top executives. This characterization is consistent with our finding that ESG-
oriented funds contain 27% more technology stocks than non-ESG funds issued by the
same financial institutions in the same year.

A key takeaway of our study is that asset managers do not necessarily “walk the
talk” in following through on claims of picking stocks that engage in stakeholder-
friendly behavior. In light of the recent explosion of interest in ESG investing, our
study is timely because prior empirical research that examines whether ESG funds
actually deliver on their promises to focus on stakeholder-oriented stocks is sparse. Our
study complements contemporaneous working papers in another setting by Gibson
et al. (2021), Liang, Sun, and Teo (2022), and Kim and Yoon (2021). These studies
consider the ESG performance of asset managers that sign the United Nations Princi-
ples for Responsible Investment (PRI), pre and post signing. Gibson et al. (2021) find
that international US-domiciled institutions that publicly commit to responsible
investing by signing the PRI are less likely to pick firms with better environmental,
social, and governance (ESG) scores. Liang, Sun and Teo (2022) find that hedge funds
that sign the PRI but have lower weighted-average ESG scores also underperform
financially. Finally, Kim and Yoon (2021) find that PRI signatories do not improve
fund-level weighted average ESG scores, and exhibit a decrease in returns earned, after
signing the PRI. Our results are consistent with these studies.

However, our study exhibits two key differences from theirs. First, we consider
individual mutual funds, holding constant any differences across asset managers. In
contrast, both Gibson et al. (2021) and Kim and Yoon (2021) consider behavior at the
asset manager level. Second, and most important, we focus on fundamental measures
of stakeholder treatment – based on firms’ misconduct against consumers, employees,
and the environment as well as carbon emissions and key aspects of firms’ governance
– rather than on commercial ESG scores (as the studies above do). This distinction is
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important because, unlike Gibson et al. (2021) and Kim and Yoon (2021), we do find a
positive correlation between the ESG fund label and ESG scores. We provide evidence
that these constructs – commercial ESG scores and fundamental track records toward
stakeholders – do not correlate well. We show that this is because commercial ESG
scores appear to be driven by news coverage of ESG (consistent with Yang 2021) as
well as the existence of firms’ voluntary disclosures about ESG information. ESG
scores, however, do not correlate with the actual contents of these voluntary disclo-
sures, consistent with Drempetic et al. (2017) and Lopez-de-Silanes et al. (2019). In
considering direct measures of stakeholder treatment rather than commercial ESG
scores, our paper is also timely and relevant for the SEC’s new Climate and ESG Task
Force. While ESG-oriented investors have long relied on commercial scores to reduce
information acquisition costs, the SEC, in its April 2021 ESG Risk Alert bulletin,
specifically highlighted overreliance on composite ESG scores as a sign of inadequate
due diligence and of poor fund-level compliance more generally. The SEC’s bulletin
emphasized the need to understand whether ESG funds that claim to incorporate
specific environmental or social factors into portfolio allocation decisions actually pick
stocks that obtain superior performance with respect to these stated factors.7

A skeptic may argue that the goal of many ESG funds is simply to pick stocks that
manage ESG risks in a way that maximizes firm value (i.e., financial materiality and
not environmental and social materiality).8 That is, do fund managers claim to focus on
socially responsible stocks, as we implicitly assume, or do they instead claim to focus
on stocks that effectively manage the financial impacts of ESG risks? For instance, if
BlackRock offers an ESG fund based on MSCI’s ESG indices and claims that the fund
selects stocks that are resilient to ESG risks, is this equivalent to claiming that the fund
is picking socially responsible stocks?

We acknowledge this alternative explanation with three counterpoints. First, in
section 3.1, we provide a detailed discussion of how Morningstar compiles its list of
sustainable funds and hence our sample. Notably, Morningstar states that it includes
funds whose prospectuses explicitly allude to ESG considerations as a direct reason for
investing in specific companies but excludes funds that simply incorporate ESG factors
in a “more limited way.” Second, we selected the top 25 funds, sorted by assets under
management, in our sample – reflecting 97% of total AUM for the last year of our
sample – and read the prospectuses associated with those funds. In 22 out of 25 cases
tabulated in Appendix A, we found language suggesting that the funds explicitly
consider ESG-related issues as reasons to invest in, avoid, or divest from individual
stocks, without citing the potential financial consequences of those firms’ ESG issues
as a reason for picking or avoiding them. Collectively, this suggests to us that many – if
not all – ESG fund managers do explicitly claim to focus on social responsibility for
reasons other than financial materiality. Third, because of disclosure and data limita-
tions, linking ESG factors to explicit financial consequences is non-trivially difficult in
practice (Rajgopal 2022). It is therefore not obvious what precise analyses ESG funds
conduct to identify value-enhancing strategies vis-à-vis ESG risks. Nonetheless, we

7 https://www.sec.gov/files/esg-risk-alert.pdf
8 MSCI states that one goal of its ESG ratings is to “measure a company’s resilience to long-term, industry
material environmental, social and governance (ESG) risks” (https://www.msci.com/our-solutions/esg-
investing/esg-ratings).
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agree that this may not be how all fund managers behave. We thus acknowledge the
alternative hypothesis that some ESG funds in our sample do not explicitly attempt to
pick socially responsible funds and that this may partially explain the results we
document.

2 Background

In this section, we summarize prior work related to our paper and outline how we
measure whether ESG funds follow through on their promises of social responsibility.

2.1 Prior work on socially responsible mutual funds

Empirical work on the performance of socially responsible mutual funds with respect to
their stated goals is sparse. Ramchander et al. (2012) document that announcements of
additions (deletions) to the Domini Social 400 (DS400) index, a prominent stock
market social responsibility benchmark, are associated with positive (negative) stock
prices of such firms. Whether socially responsible funds earn abnormal returns is
unclear. Sauer (1997) and Statman (2000) find no significant difference between the
financial performance of the Domini Social Index (a socially responsible index or
screened version of the conventional S&P 500) and the S&P 500. Statman (2006)
reaches the same conclusion when the sample is extended to four popular SRI indices
(Domini Social Index, Calvert’s Social Index, Citizen’s Index, and Dow Jones Sus-
tainability US Index) and a longer time period.

More recent work has begun to examine the causes and consequences of investors’
demand for socially responsible investment products. Barber et al. (2021) and Riedl
and Smeets (2017) find, using the settings of impact investing and investor surveys,
that demand for socially responsible funds may arise for prosocial rather than purely
financial reasons. Hartzmark and Sussman (2019) find that, in response to the demand
for socially responsible investment opportunities, salient information about a mutual
fund’s “sustainability” rating leads to significant net fund inflows. Pastor et al. (2021)
analytically model the empirical findings in these three papers, arguing that sustainable
investing can arise as equilibrium behavior both for prosocial reasons and as a means of
hedging future risk. Consistent with the latter notion, a recent working paper by Chava
et al. (2021) finds a relation between lower downside risk and higher ESG ratings, but
no association between ESG ratings and unconditional market risk or stock returns
more generally.

An implicit assumption of the papers above is that investment products labelled as
“socially responsible” do, in fact, make socially responsible investments. However, the
demand for socially responsible investment products may lead to greenwashing by
asset managers. Three concurrent studies, all using the context of the United Nations
Principles for Responsible Investing (PRI), are relevant in this regard. Gibson et al.
(2021) construct a firm’s ESG footprint based on a composite of ESG scores provided
by three vendors (MSCI, Asset4, and Sustainalytics). They find that this ESG footprint
is higher for PRI signatories in Europe relative to those in the US. Kim and Yoon
(2021) find that a composite ESG score obtained from three vendors (TruValue Labs,
MSCI, and Sustainalytics) does not improve for firms in the funds that sign the PRI.
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The inflow of investment dollars to the PRI signatories increases by 4.3%, but the
returns reported by the signatory funds fall, suggesting that the funds signed the PRI
purely for greenwashing or marketing purposes. Consistent with this argument, Liang,
Sun, and Teo (2022) document that a significant proportion of hedge funds that signed
the PRI have both below-market stock return performance and low ESG ratings. In one
sense, our findings complement these papers by documenting that firms held by self-
proclaimed ESG funds, as identified by Morningstar, do not have better ESG records,
relative to a control sample of non-ESG funds in the same fund family. Our study
differs from Gibson et al. (2021) and Kim and Yoon (2021) along two dimensions.
First, our unit of analysis is at the fund rather than the asset manager level, representing
a distinct stage of individuals’ or entities’ asset allocation decisions. Second, our
measurement of firms’ track records toward stakeholders does not rely on vendor-
supplied ESG scores, a point we turn to next.

2.2 Assessing whether ESG funds walk the talk

Our objective is partly to confront ESG funds with their advertised missions of social
responsibility. However, an objective assessment of whether the firms underlying these
funds are indeed socially responsible is difficult. Prior work that investigates this
question relies on a label of social responsibility assigned by an external and potentially
credible party (e.g., the Domini Social Index, signing on to PRI principles, or ESG
scores supplied by vendors). These papers implicitly assume that labels or third-party
certifications of social responsibility faithfully measure the environmental, social, and/
or governance orientation of a firm. An emerging literature focuses on validating these
ratings. One prominent working paper (Berg et al. 2022) documents a low correlation
between ESG scores awarded by different ratings vendors to the same firms, while
another (Serafeim and Yoon 2021) highlights that ESG rating disagreement dampens
the link between ESG news and stock prices. Recent work also shows that these ratings
(i) behave as if they add stocks that receive positive media mentions but do not respond
to measures of underlying stakeholder treatment (Yang 2021), and (ii) are primarily
correlated with the quantity of disclosure – and, hence, mechanically with firm size –
but not with the content of information being disclosed (Drempetic et al. 2017; Lopez-
de-Silanes et al. 2019). Perhaps as a result of these issues, in its April 2021 ESG Risk
Alert bulletin the SEC highlighted a need to move beyond ESG scores in order to better
understand the extent to which ESG funds deliver on promises of socially responsible
investing. In a statement about the ESG Risk Alert, SEC Commissioner Hester Peirce
said that “firms claiming to be conducting ESG investing need to explain to investors
what they mean by ESG and they need to do what they say they are doing.”9

In this paper, we avoid the issues raised by the papers above as well as the SEC’s
ESG Risk Alert by directly considering fundamental measures of how firms treat their
stakeholders. In doing so, we answer the SEC’s call to move beyond commercial
vendor-provided scores as a method of understanding how ESG investment products
work in practice. Our tests center on three primary types of stakeholder treatment
measures: (i) comprehensive federal enforcement records pertaining to firms’
(mis)treatment of the environment, employees, and consumers; (ii) the extent to which

9 https://www.sec.gov/news/public-statement/peirce-statement-staff-esg-risk-alert
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firms are actually green, measured using data on carbon emissions; and (iii) key
features of the firms’ corporate governance structure. We also address fund-level issues
including management fees and financial performance.

3 Data

3.1 ESG funds

We begin by obtaining information on ESG-focused mutual funds from the February
2020 version of Morningstar’s annual Sustainable Funds U.S. Landscape Report. This
report, which is freely downloadable from Morningstar’s website, provides a compre-
hensive list of ESG funds available to investors in the United States as well as basic
descriptive information about these funds. Because the list of funds in this report does
not contain fund identifiers, we supplement the report with an Excel spreadsheet
version of the ESG fund list that contains fund ticker information, disseminated one
month after the report’s publication and meant to accompany the report.10 We do note
that the spreadsheet version of the fund list contains slightly more ESG funds (311)
than the fund list in the report (303). This disparity results in two funds ultimately
entering our sample from the spreadsheet that were not originally contained in the 2020
Sustainable Funds Landscape Report.11 We match the fund list to CRSP identifiers
(“fundno” and “portno”) through manual ticker searches. In doing so, we obtain
complete portfolio holdings data for 235 funds from 2010 to the present.

Crucially, the ESG fund list is based on firms’ self-reported ESG status (obtained
from information contained in sources such as fund prospectuses and fund websites)
rather than Morningstar’s judgment as to whether the fund should qualify as an “ESG”
or “socially responsible” mutual fund on the basis of the fund’s holdings. We also note
that Morningstar distinguishes “ESG consideration” funds – those that allude to ESG
factors in a limited way – from “ESG” funds, which, according to Morningstar, have a
“sustainable investing focus as a central feature of their strategy.” ESG consideration
funds are not included in the lists provided in the Morningstar report and corresponding
spreadsheet, meaning that the funds in our sample were included because their pro-
spectuses and marketing materials explicitly allude to ESG factors as a core part of their
investment strategies. To verify this, we took the top 25 ESG funds by assets under
management in our final sample (issued by 17 different asset managers) and read their
prospectuses.12 In most cases, we found language emphasizing the nominal role of
ESG factors in these funds’ decision-making processes. For example, the Parnassus
Core Equity Fund’s prospectus states that (emphasis ours) “the Fund will sell a security
if the Adviser believes a company’s fundamentals will deteriorate, if it believes a

10 We obtained the spreadsheet from https://www.morningstar.com/articles/977271/morningstars-
quintessential-list-of-sustainable-funds (last accessed April 27, 2022).
11 These two funds are the Nuveen Winslow Large-Cap Growth ESG I and the Vanguard 500 Index Investor.
We suspect that the latter, which is an S&P 500 index fund, was added to the spreadsheet by Morningstar in
error. However, to avoid giving the impression that the ultimate list of ESG funds in the sample is driven by
the authors’ judgment, we retain this fund in our estimation sample. All of our results hold in robustness tests
that drop this fund from our sample.
12 We provide a list of these 25 funds and their prospectuses in Appendix A.
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company’s stock has little potential for appreciation or if the company no longer meets
the Adviser’s ESG criteria.”

Such examples suggest that the funds in our sample do not claim to care about ESG
factors simply for potential reasons of financial materiality. Rather, these funds claim to
incorporate ESG considerations for their own sake, although there is significant
heterogeneity in whether and how they claim to weight ESG considerations relative
to financial ones. For instance, many funds apply ESG criteria to all potential stocks
considered for inclusion, while others allow for some part of their portfolios to be
driven by financial considerations (e.g., the BNY Mellon Sustainable Equity Fund
requires 80% of its portfolio to have no major ESG issues).

Descriptive information in the Morningstar report includes the fund’s inception date
as well as the date the fund began its ESG focus, if the fund was not originally an ESG
fund; assets under management (AUM); whether the fund has a broader ESG focus or a
specific theme (“Impact” or “Sustainable Sector”), and the fund manager (BlackRock,
Vanguard, etc.). In addition, Morningstar classifies the theme based on the fund’s
disclosures but does not attempt to verify whether the fund’s investment decisions
warrant its characterization as being Impact or Sustainable Sector.13 Of our final
sample, 66% of funds are classified as being broadly ESG focused, 23% are Sustain-
able Sector, and the remaining 11% are Impact. We also observe Morningstar’s
classification as to whether the fund qualifies as being “low-carbon,” a distinction that
we exploit in supplemental tests outlined later.14

We begin our ESG fund sample in 2010 for two reasons. First, ESG investing
became significantly more popular after the 2008–09 financial crisis. Hence, most of
our funds have an inception date after 2010. Second, CRSP changed the data provider
underlying its Portfolio Holdings database in 2010; as a result, many funds (whether
ESG or not) only have holdings information available for 2010 onward. Using this
procedure, we identify a comprehensive list of portfolio holdings for 147 ESG funds
that invest in US equities, spanning 759 fund-years between 2010 and 2018, as well as
for 2428 non-ESG funds spanning 11,210 fund-years between 2010 and 2018. We end
the sample in 2018 because, as of this writing, data on many of our key measures of
stakeholder behavior is only available through 2018.

Our sample of ESG funds drops from 235 to 147 for three main reasons: (i) some of
the most recent ESG funds (i.e., those started in 2019 or 2020) do not have CRSP
holdings data for our sample period; (ii) some ESG funds do not invest in large US
public equities (instead investing in private firms, small-cap public equities for which

13 We obtain information on fund type from the Sustainable Funds Landscape Report. As noted above, two
funds (the Nuveen Winslow Large-Cap Growth ESG I and the Vanguard 500 Index Investor) enter our sample
via the Morningstar-disseminated spreadsheet that are not listed in the report. To classify these two funds, we
used Morningstar’s online ESG Screener tool (https://www.morningstar.com/esg-screener), which allows the
user to search for funds according to these classifications. Neither fund appears in the search results for
“Impact Fund” or “Environmental Sector Fund” (which corresponds to the Sustainable Sector designation
from the report), so we label these two funds under Morningstar’s broader third category used for all other
ESG funds, “ESG Focus.” Nonetheless, for robustness, we re-run our analyses that rely on fund type
classification without these two funds; our conclusions do not change.
14 We obtain information on funds’ low carbon designations and ESG focus from the Sustainable Funds
Landscape Report. For the two funds that enter our sample from the Morningstar-disseminated spreadsheet
that are not listed in the report, we obtain information on these funds’ Low Carbon designations directly from
Morningstar’s website.
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we do not have data on misconduct or governance, or foreign firms), meaning that we
cannot match their portfolio holdings to common firm-level databases such as CRSP;
and (iii) we do not observe any non-ESG funds by the same fund managers in the same
year for 24 ESG funds, meaning that our fixed effects structure absorbs all variation and
causes these 24 funds to drop out of the sample (as we detail later). We provide more
details on the construction of our sample in Table 1.15

In Table 2, we provide descriptive statistics on both ESG and non-ESG funds
offered by the asset managers in our sample. The 147 distinct ESG funds in our sample
are issued by 74 distinct asset managers that represent a total of 361 asset manager-year
pairs. As such, each asset manager that offers an ESG fund offers an average of 2.1
ESG funds per year. This average is slightly skewed, as 205 of the 361 (56%) asset
manager-year pairs in our sample offer only a single ESG fund. Of the remaining asset
manager-years, 68 offer two ESG funds while 88 offer three or more. These figures, of
course, are with respect to our sample of asset managers offering at least one ESG fund
rather than the broader population of asset managers.

3.2 Compliance violations

To test whether ESG funds pick stocks with better corporate conduct, we incorporate
data on compliance violations with respect to federal laws. We obtain this data from the
Violation Tracker database, compiled by the non-profit organization Good Jobs First.
Violation Tracker provides comprehensive coverage of violations of federal laws
written by over 50 US federal agencies. The most common type of violation observed
in Violation Tracker pertains to workplace safety, in the form of Occupational Safety &
Health Administration (OSHA) violations. Other common types of violations pertain to
labor (for example, violations of minimum wage laws or taking illegal actions to
dissuade unionization), the environment, and consumer protection (e.g., product safety
or antitrust). These violations occur across a broad cross-section of industries. Relative
to the typical focus in accounting and finance work on financial misconduct, a research
design-related benefit of our focus on nonfinancial violations is the frequency with
which such violations occur. For example, 24% of firm-years in the underlying data
commit at least one violation compared to the 1%–3% violation rate typically seen in
SEC AAER type studies (e.g., Kedia and Rajgopal 2011). To this end, the nonfinancial
violation data pick up much more than just the most egregious misconduct cases and
reflect a broad cross-section of firms, although we acknowledge that we may have
missed instances of corporate misbehavior we cannot observe.

We measure compliance violations two ways. First, we consider compliance viola-
tions irrespective of the penalizing agency. Second, we separately measure compliance

15 We note that the 32 funds that were dropped for lack of data on portfolio holdings are smaller, younger, and
worse-performing than the 171 funds that we have holdings data on. Specifically, the 32 dropped funds are on
average 5.27 years old, have mean log assets under management (AUM) of 3.58, and earn 3.67% in average
annual stock returns; by contrast, the 171 funds with holdings data are on average 11.05 years old, have mean
log AUM of 4.91, and earn 7.49% in average annual stock returns. We therefore acknowledge that the funds
we drop may be systematically different from the ones we keep (e.g., they may primarily invest in private
projects); however, because of lack of data on the firms comprising these funds’ portfolio holdings, we cannot
empirically test this. Nonetheless, given the relative number of funds dropped versus kept, we do not view this
as significant enough sample attrition to fundamentally alter our inferences.
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violations pertaining to consumers, labor, and the environment, based on the focus of
the federal agency issuing the violation. For each of these measures, we construct
variables based on indicators for whether a violation occurred (incidence) as well as
based on the dollar amounts of penalties (severity). We caveat that this approach may
induce some noise, because observations in Violation Tracker (and in the primary
sources Violation Tracker draws upon) are provided on the basis of the year in which
their associated penalties were assessed. This is less likely to be an issue for labor and
environmental violations, which are typically detected while ongoing (rather than ex
post) and for which fines are assessed almost immediately. However, our measurement
of consumer protection violations – which commonly reflect Department of Justice
cases – may be more susceptible to this issue.

Table 1 Sample Selection

Description Unique funds
deleted/added

Unique
funds
remaining

Fund-years
deleted/
added

Fund-
years
remaining

All mutual funds listed in February 2020 Morningstar
Sustainable Funds U.S. Landscape Report or
associated spreadsheet disseminated byMorningstar

311

Less: funds not matchable to CRSP identifiers (27) 284 1512

Less: funds not labelled as equity funds in CRSP (49) 235 (251) 1261

Less: funds with inception date after sample period end (32) 203 (244) 1017

Less: fund-years without portfolio holdings matchable
to major firm-level databases (Compustat, CRSP)

(22) 181 (101) 916

Less: fund-years with no portfolio firms matchable to
Violation Tracker database

(10) 171 (41) 875

Less: funds with no non-ESG fund issued by same
financial institution in same year

(24) 147 (116) 759

Plus: Funds issued by same financial institution in
same year as ESG fund

2428 2575 11,210 11,969

In this table, we outline the sample selection procedure for our ESG fund-related sample, in which we test
whether ESG funds pick stocks with superior compliance records with respect to labor and the environment.

Table 2 Asset Manager-Level Descriptive Statistics

Type of fund Mean Median SD Q1 Q3

ESG funds 2.102 1 1.787 1 2

Non-ESG funds 31.053 19 39.284 5 43

In this table, we present descriptive information on the number ESG and non-ESG issued funds in our sample
for the 74 asset managers underlying the 361 distinct asset manager-year pairs in our sample. These asset
manager-year pairs issue a total of 147 ESG funds and 2428 non-ESG funds that comprise 11,969 fund-years.
Observations below are at the asset manager-by-year level; e.g., the average asset manager-year pair issues
2.102 ESG mutual funds.
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We classify violations as pertaining to consumer protection, labor, environment, or
“other” based on Good Jobs First’s classification scheme. Specifically, Good Jobs First
assigns all violations to one of nine types, primarily based on the federal agency
responsible for assessing the violation: competition, consumer protection, employment,
environment, financial, government contracting, healthcare, workplace safety, and
miscellaneous. We classify “employment” and “workplace safety” violations as
pertaining to labor issues; “environment” violations as pertaining to environmental
issues; and “competition” and “consumer protection” as pertaining to consumer issues.
We classify the remaining types of violations as “other.” Violations pertaining to labor,
consumer protection, and the environment comprise the vast majority of observations
in Violation Tracker.

The fines assessed for these violations are typically quite small relative to violation
severity and, for the firms that we study, immaterial compared to typical measures of
financial performance such as earnings or revenues. For example, the median penalty
for noncompliance with labor regulations – typically related to workplace safety
(assessed by OSHA) or fair labor standards and compliance with wage and hour laws
(assessed by WHD) – is less than $20,000. We view this feature as an econometrically
beneficial aspect of the compliance data. More specifically, one concern with ESG
funds is that the underlying inclusion methodology is primarily focused on financial
performance, in which case labelling such funds as ESG-focused amounts to window-
dressing. If ESG funds indeed account for compliance violations in their portfolio
selection decisions, we would expect such additions to reflect a purer focus on
underlying ESG practices rather than exclusively on financial considerations, because
the penalties are almost never financially material for the large firms that comprise our
sample.16

3.3 Emissions

The most common measure of firms’ environmental performance used by the asset
management industry is carbon emissions. To test whether ESG funds pick stocks that
obtain superior emissions performance relative to stocks picked by non-ESG funds, we
obtain carbon emissions data from Trucost. Trucost is a vendor that collects data on
carbon emissions from several different sources (e.g., firms’ financial or sustainability
reports, the Carbon Disclosure Project, the EPA) and provides estimated emissions
figures for many firms that do not disclose emissions. Estimated figures are pervasive
in the data, as only 20% of firms in Trucost’s North America database voluntarily
disclose emissions data. We obtain data on scope 1, 2, and 3 carbon emissions from

16 Regulatory constraints (e.g., fine structures codified into law) prevent fines from increasing at the same rate
as the economic impact of the violations they are assessed for. For example, the National Labor Relations
Board (NLRB) is not allowed by law to assess any punitive damages; it can only collect back pay and lost
wages. Similarly, OSHA and the WHD have rigid fine schedules that do not often change. For instance,
OSHA’s fine schedule has changed twice in the last 30 years (once in 1990 and then in 2015, as per the Wall
Street Journal (https://www.wsj.com/articles/osha-fines-to-rise-for-first-time-since-1990-1446603819)). As an
illustration of our point, note that OSHA cannot charge more for a violation if it results in a worker’s death,
relative to a similar violation that does not result in fatalities. While a few agencies, like the DOJ, have a lot of
flexibility with respect to the size of the penalty, such observations constitute a small percentage of our sample.
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Trucost. Scope 1 refers to emissions from directly owned or controlled sources, such as
those generated by a manufacturing firm in the process of making physical goods.
Scope 2 refers to emissions that are generated from the consumption of energy used in
firms’ operations (e.g., the amount of electricity or steam used). Scope 3 refers to
indirect emissions both upstream and downstream. Examples of scope 3 emissions
include emissions generated by vendors in a firm’s supply chain, those generated by
vehicles used in shipping firms’ goods to customers, and even those generated by
employees’ business travel.

3.4 Corporate governance

We construct corporate governance proxies following standard measures from prior
literature. Our first governance measure is excess CEO compensation, which we
construct using compensation data (specifically, TDC1) from Execucomp. As addi-
tional measures of corporate governance we consider board independence, using data
from BoardEx, as well as the Bebchuk et al. (2009) entrenchment index. To construct
the latter, we obtain, from ISS Governance, data on six corporate governance charac-
teristics that are thought to promote entrenchment by limiting shareholders’ power
relative to management’s: staggered boards, limits to shareholder bylaw amendments,
requiring supermajorities for merger approval and charter amendments, and the exis-
tence of poison pills and golden parachutes.

3.5 Control variables

We control for a variety of fund-level factors in our analyses, based on data from
CRSP. These include the percentage of funds within a portfolio, weighted by assets
under management (AUM), available to retail investors; a fund’s age; total AUM; and
annual stock returns and return volatility (where the latter is calculated using monthly
returns). We also control for the mutual funds’ industrial composition using data on
portfolio firms’ industry classifications. We provide descriptive statistics for all mutual
fund-years included in our sample in Table 3.

4 Research design

Our objective in this paper is to focus on funds that claim to select only socially
responsible portfolio firms, as these reflect a convenient way for investors to “put their
money where their mouth is” with respect to ESG issues. We test whether ESG funds
appear to pick stocks that have superior performance related to a number of funda-
mental measures of stakeholder treatment. In our tests described in this section and
tabulated in Sections 5.1 through 5.5, the unit of analysis is the fund level; i.e., we
consider the characteristics of ESG funds’ full portfolios and compare them to the full
portfolios of non-ESG funds. Our aim in Sections 4 and 5 is to compare stocks held by
ESG and non-ESG funds.

We concentrate on compliance violations as a measure of fundamental underlying
ESG performance. We expect high-ESG firms to treat their employees and the envi-
ronment better, which should be reflected in a lower rate of compliance violations. To
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Table 3 Descriptive Statistics

Variable N Mean Median SD Q1 Q3

Any compliance violation (weighted average indicator) 11,969 0.505 0.522 0.212 0.341 0.653

Environmental violation (weighted average indicator) 11,969 0.151 0.121 0.144 0.046 0.216

Labor violation (weighted average indicator) 11,969 0.369 0.363 0.198 0.229 0.493

Consumer protection violation (weighted average
indicator)

11,969 0.131 0.100 0.145 0.021 0.198

Any compliance violation (log weighted average
$ amount)

11,969 15.647 16.111 2.979 13.736 17.830

Environmental violation (log weighted average
$ amount)

11,969 10.421 11.524 5.010 8.471 14.149

Labor violation (log weighted average $ amount) 11,969 12.594 13.352 3.279 11.263 14.838

Consumer protection violation (log weighted average
$ amount)

11,969 11.557 13.581 5.889 9.519 15.836

Scope 1 emissions disclosure (weighted average
indicator)

11,251 0.626 0.717 0.286 0.430 0.848

Scope 2 emissions disclosure (weighted average
indicator)

11,251 0.608 0.694 0.286 0.415 0.829

Scope 3 emissions disclosure (weighted average
indicator)

11,251 0.338 0.361 0.233 0.130 0.500

Scope 1 emissions intensity (weighted average) 11,251 0.210 0.111 0.376 0.036 0.239

Scope 2 emissions intensity (weighted average) 11,251 0.045 0.032 0.078 0.025 0.043

Scope 3 emissions intensity (weighted average) 11,251 0.151 0.142 0.082 0.111 0.171

Log weighted average scope 1 emissions 11,251 13.879 14.126 1.947 12.598 15.436

Log weighted average scope 2 emissions 11,251 13.113 13.486 1.292 12.230 14.092

Log weighted average scope 3 emissions 11,251 14.682 15.064 1.473 13.533 15.818

Abnormal compensation (log weighted average
$ amount)

11,073 −0.218 −0.088 0.488 −0.292 0.027

Entrenchment index (weighted average) 10,904 3.104 3.025 0.431 2.783 3.383

% independent directors (weighted average) 9569 0.719 0.690 0.077 0.668 0.752

KLD normalized CSR score 11,518 1.546 1.480 1.799 0.027 2.814

Asset4 normalized CSR score 11,283 12.622 14.123 13.521 1.744 23.479

KLD coverage (weighted average indicator) 11,969 0.729 0.830 0.265 0.713 0.887

Asset4 coverage (weighted average indicator) 11,969 0.631 0.765 0.295 0.502 0.845

Fund management fee 11,969 0.448 0.480 0.484 0.250 0.710

% available to retail investors 11,969 0.171 0.028 0.293 0.000 0.184

% sin stocks 11,969 0.016 0.003 0.028 0.000 0.023

% oil/gas/coal stocks 11,969 0.042 0.021 0.084 0.000 0.046

% technology stocks 11,969 0.238 0.229 0.192 0.101 0.317

Log fund age 11,969 2.190 2.303 0.917 1.609 2.890

Log fund AUM 11,969 5.917 5.977 2.166 4.397 7.413

Annual returns 11,969 0.083 0.082 0.154 −0.032 0.186

Annual return volatility 11,969 0.040 0.038 0.018 0.027 0.050

This table presents descriptive statistics for variables pertaining to our fund membership tests.

Do ESG funds make stakeholder-friendly investments? 835



test whether ESG-oriented mutual funds choose stock portfolios comprised of funds
with superior labor and environmental records, we therefore compare the violation
records of ESG funds’ portfolio firms to the violation records of non-ESG funds’
portfolio firms. More specifically, for each mutual fund-year, we construct a value-
weighted outcome measure as follows:

BEHAVIORit ¼ ∑N
n vintFirmBehaviornt

∑N
n vint

where vint denotes the total value of fund i’s shareholdings in portfolio stock n in year t,
and FirmBehaviornt denotes one of our dependent measures corresponding to firm n in
year t (e.g., an indicator variable for the presence of violations or the dollar amount of
said violations, proxies for corporate governance). For example, if FirmBehaviornt is an
indicator for whether firm n committed a labor violation in year t, and mutual fund i
held $10 worth of shares in companies that committed labor violations in year t and $30
worth of shares in companies that did not commit labor violations in year t,
BEHAVIORit would equal 10

10þ30 ¼ 0:25. We compute vint based on calendar-year
average holdings for each fund i in each stock n. When considering violations, we
exclude from both the numerator and denominator of BEHAVIORit any firms that never
show up in Good Jobs First’s Violation Tracker or Subsidy Tracker databases (i.e.,
firms for which we never see a violation or a subsidy). For example, if a fund holds
$95 in portfolio firms covered in the Good Jobs First data universe and $5 in
portfolio firms not covered in the Good Jobs First data universe, the denominator
of BEHAVIORit – that is, ∑N

n vint – would equal $95. We take this step to avoid
erroneously labeling a firm as a non-violator when it may simply be the case that
Good Jobs First has not provided parent-subsidiary linkages for that firm. Because
Violation Tracker and Subsidy Tracker cover nearly all of the Russell 3000 – and
more than 90% of US public equities by market capitalization – we do not view this
as a significant constraint. For other measures of FirmBehaviornt, we exclude from
the numerator and denominator of BEHAVIORit any firms not covered in the relevant
databases (e.g., we exclude firms not covered by Trucost from the calculation of ∑N

n

vintFirmBehaviornt and ∑N
n vint when BEHAVIORit reflects carbon emissions).

Using the measures of BEHAVIORit above, we compare ESG funds to non-ESG
funds by estimating the following series of regressions:

BEHAVIORijt ¼ β0 þ β1ESGit þ β2Controlsit þ ηjt þ εit ð1Þ

where i indexes the CRSP portfolio, j indexes the asset manager (for example,
BlackRock or JPMorgan), and t indexes the year. Our research design relies on asset
manager-by-year fixed effects ηjt. We employ this fixed effect structure to ensure that
our results are not driven by unobservable differences in portfolio selection across asset
managers (e.g., the possibility that some asset managers are across-the-board better
than others in accounting for how portfolio firms treat stakeholders) or across time
(e.g., the possibility that ESG mutual funds, in general, have changed their ESG
preferences over time). Moreover, our use of asset manager-by-year fixed effects rather
than separate asset manager and year fixed effects ensures that we also account for any

836 A. Raghunandan, S. Rajgopal



changes in investment strategy by asset managers over time.17 To enable maximal
comparability of ESG funds and non-ESG funds, we also limit the sample to portfolios
run by asset managers that also manage at least one ESG fund in the same year.18 Our
approach of comparing ESG funds to other funds issued by the same asset manager-
year combination also allows us to construct a natural benchmark for each of the ESG
funds in our sample. More specifically, in labelling certain products as “ESG” funds,
the asset manager is signaling that funds with the “ESG” label should place a greater
emphasis, vis-à-vis its other fund offerings, on stakeholder-centric issues. We test
whether such signaling is reflected in the asset manager’s ESG fund offerings.19

We employ several common fund-level control variables in Eq. (1) above. These
include the extent to which the fund is available to retail investors; the natural logarithm
of the fund’s age, in years; the natural logarithm of the fund’s total net assets
(aggregated to the CRSP portfolio level, i.e., across variants of the same portfolio
offered as different funds); and the fund’s financial performance and risk, measured as
annual returns and annual return volatility, respectively. In addition, although a mutual
fund does not have an “industry” in and of itself, it is possible that funds with different
industry mixes in their portfolios will display mechanical differences in ESG perfor-
mance. For example, a fund that focuses on technology stocks is less likely to have a
high number of environmental violations by its portfolio firms, while a fund that
focuses on oil and gas firms is likely to have more environmental violations. To ensure
that our results are picking up more than just differential industry compositions across
ESG funds’ and non-ESG funds’ portfolios, we also control for the percentage of the
fund’s assets that are invested into (i) technology stocks; (ii) oil, gas, and coal stocks;
and (iii) sin stocks. We measure technology stocks following the Bureau of Labor
Statistics’ approach, as outlined in Hecker (2005); oil, gas, and coal stocks as being in
two-digit SIC codes 12 and 13; and sin stocks following Hong and Kacperczyk (2009).

5 Results

5.1 Compliance violations for poor stakeholder-centric behavior

We begin our analysis of ESG funds in Table 4, where we assess whether ESG funds’
portfolio firms have labor, environmental, and consumer-related practices that are
superior to non-ESG funds’ portfolio firms. In columns (1), (3), (5), and (7), the

17 For example, BlackRock has been cited extensively by popular press as an asset manager that has increased
its overall ESG focus over time (see, e.g., https://www.reit.com/news/videos/blackrock-incorporating-esg-risk-
valuation-system). While using separate fund manager and year fixed effects will not account for this shift in
strategy over time, our use of fund manager-by-year fixed effects does control for this type of strategic shift.
18 Relaxing our fixed effects structure by using asset manager and year fixed effects – rather than asset
manager-by-year fixed effects – allows us to retain the 24 funds that drop out due to their asset managers not
issuing any non-ESG funds. In untabulated analyses, we verify that doing so does not alter our conclusions.
19 It is possible that funds run by the same asset manager in the same year may not be completely independent
in the sense that they rely on centralized research or decision-making processes. In turn, this could lead to ESG
funds performing no better than non-ESG funds within an asset manager-year. However, we do not view this
as a threat to validity: if managers making portfolio allocation decisions for ESG funds rely on the same
underlying processes as for non-ESG funds, then an investor could choose one of the asset manager’s non-
ESG products and get the same ESG performance as in the ESG fund for lower fees.
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dependent variable is based on firm-year indicators for the incidence of a violation; i.e.,
the dependent variable reflects a value-weighted average of the number of firms that
committed a violation (regardless of the penalty amount associated with the violation).
In columns (2), (4), (6), and (8), we instead consider penalty amounts. The dependent
variable in these columns is the natural logarithm of the value-weighted average
penalties paid for compliance violations by portfolio firms. Columns (1) and (2) focus
on all violations; columns (3) and (4) focus on labor violations; columns (5) and (6)
focus on environmental violations; and columns (7) and (8) focus on violations of
consumer protection laws.

The positive and significant coefficients in column (1) suggest that ESG funds
actually perform worse than non-ESG funds offered by the same fund managers with
respect to selecting firms with track records of stakeholder-friendly behavior. From
columns (3)–(8), it appears that this result is driven by labor and, to a lesser extent,
environmental violations. We observe in columns (3) and (4) that ESG funds choose
portfolio firms with a higher rate of labor violations, i.e., firms that are more likely to
engage in wage theft against vulnerable employees or to endanger employees’ health
and safety through violations of OSHA standards. We view this finding as particularly
salient in light of recent scandals tying “high-ESG” firms to poor labor practices, most
notably the case of Boohoo (a major UK clothing retailer held by most UK-based ESG
funds until July 2020, when it came to light that much of Boohoo’s production was
done in factories using modern slavery).20 Our results suggest that cases such as
Boohoo’s may not be an aberration with respect to firms held by ESG funds engaging
in stakeholder-unfriendly behavior.

In columns (5) and (6) we find no evidence that ESG funds, on average, hold firms
with superior compliance with environmental regulations (e.g., with respect to the
Clean Air Act or the Clean Water Act). In column (5) we show that there is no
statistically significant difference in the rate of environmental violations by ESG funds’
and non-ESG funds’ portfolio firms, while in column (6) we show that average
penalties for environmental violations are actually higher for ESG funds’ portfolio
firms. Finally, in columns (7) and (8), we observe some evidence that ESG funds pick
stocks with a lower rate of consumer protection violations. This result may be driven by
the fact that consumer protection violations in our sample most commonly reflect
Department of Justice sanctions, which typically receive a high degree of press
coverage and are more likely to be discussed in corporate disclosures such as 8-K
and 10-K filings. The disclosure mechanism would complement findings, from prior
and concurrent research (Lopez-de-Silanes et al. 2019; Yang 2021), that ESG products
react to news coverage and voluntary disclosure rather than to underlying compliance
issues directly.

5.2 Carbon emissions

We turn next to carbon emissions, which investors have focused on in recent years as a
key measure of firms’ environmental commitments (Garvey et al. 2018). We argue that
funds claiming to invest in ESG-oriented firms should emphasize portfolio firms’

20 For further information see, e.g., the following FT article about why so many ESG funds held Boohoo prior
to its scandal: https://www.ft.com/content/ead7daea-0457-4a0d-9175-93452f0878ec
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carbon emissions performance as perhaps the single most salient measure of the “E” in
ESG. We test this assertion by examining whether ESG funds pick stocks with superior
carbon emissions performance relative to non-ESG funds.

We focus on three measures that capture slightly different aspects of a firm’s
emissions performance. US firms are typically not required to disclose carbon emis-
sions figures; as outlined in Section 3, the majority do not. Our first emissions-
performance measure is therefore based on the extent to which portfolio firms volun-
tarily disclose carbon emissions figures. Such disclosures could plausibly represent a
firm’s commitment to accountability with respect to its environmental practices, which
ESG funds should view favorably. Our second measure reflects the natural logarithm of
raw (i.e., unscaled by firm size) carbon emissions figures, in metric tons of CO2. While
we caution that this measure is highly correlated with measures of firm size (Aswani
et al. 2022), total emissions is nonetheless a metric that regulators frequently focus on
in the context of cap-and-trade schemes and has been studied extensively in prior
academic work (e.g., Bolton and Kacperczyk 2021). ESG funds may therefore focus on
firms with lower absolute emissions, as such firms may be less likely to invite scrutiny
for their emissions practices. Finally, we consider carbon emissions intensity, a com-
monly used metric in industry, which is defined as the ratio of emissions to total
revenues (Garvey et al. 2018; Bolton and Kacperczyk 2021). This measure captures the
relative carbon efficiency or “greenness” of a firm’s production process. We argue that
firms with more environmentally friendly production practices should have lower
emissions intensity. We construct each of these three measures for scope 1, 2, and 3
emissions.

We find in Table 5 that ESG funds are more likely to hold firms that voluntarily
disclose emissions. However, we also observe that ESG funds do no better in selecting
portfolio firms based on their actual emissions performance: we observe no difference
in scope 1 emissions (whether based on raw emissions or emissions intensity) between
ESG funds’ and non-ESG funds’ portfolio firms, and find that ESG funds select
portfolio firms with higher levels of scope 2 and 3 emissions, i.e., firms with a greater
indirect carbon footprint. Collectively, the results in Tables 4 and 5 seem inconsistent
with the stated goals of ESG funds.

5.3 Corporate governance

One possible explanation for our findings above is that ESG funds may primarily be
focused on the “G” (governance) in ESG rather than the “E” or “S” (environmental or
social). If this is the case, ESG funds should invest in stocks that score higher on
standard proxies for corporate governance relative to the stocks that non-ESG funds
invest in. We directly test this possibility in Table 6 using three common proxies for
corporate governance: abnormal CEO compensation, board independence, and the
Bebchuk et al. (2009) entrenchment index.

Our results related to corporate governance are mixed. While we find in Column (1)
that ESG funds’ portfolio firms pay their CEOs lower levels of excess compensation
than non-ESG funds, we also find, in Column (3), that ESG funds hold portfolio firms
with lower levels of board independence relative to non-ESG funds. These results are
consistent with ESG funds placing greater weight on high-technology stocks, which
frequently have CEOs with relatively low direct compensation but high equity holdings
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and enormous amounts of power (e.g., through dual-class shares) as well as boards with
limited director independence. Consistent with this observation, we observe, in an
untabulated analysis, that ESG funds’ portfolios hold 27% more technology stocks on
average than non-ESG funds.21

5.4 Is the effect of stakeholder-centric behavior picked up by ESG scores?

Our results thus far do not support the notion that ESG funds choose stocks with
superior treatment of stakeholders. However, one explanation for our findings is that
ESG funds often base their portfolio allocation decisions on proprietary ESG ratings
supplied by information intermediaries such as MSCI and Thomson Reuters. A
commonly given reason for ESG investment products’ reliance on ESG scores is that
information acquisition for a large number of firms is expensive and time-consuming;
in the face of limited resources, an asset manager may view ESG scores as a reasonable
source of information that, while imperfect, is better than nothing. In this section, we
directly test the possibility that proprietary ratings drive fund inclusion decisions using
two common sets of proprietary ESG ratings (MSCI’s KLD and Thomson Reuters’
Asset4).22

We present analyses using ESG scores in Table 7. In Panel A we document that
ESG funds select stocks with higher ESG scores, using both KLD and Asset4 ratings.
This result differs from Kim and Yoon (2021), who find no difference in asset
manager-weighted ESG scores between signers and non-signers of the UN Principles
for Responsible Investing, and highlights a critical difference between our study and
theirs. Kim and Yoon’s (2021) unit of analysis is the asset manager level; within an
asset manager, most individual funds are typically not labeled as being ESG-oriented.
In contrast, our unit of analysis is at the fund level. Our results highlight the importance
of studying within-asset-manager differences, especially given that asset allocation
decisions typically follow a two-step process: individuals or entities (i) first select an
asset manager to invest their money with, then (ii) select from a menu of the chosen
asset manager’s investment products. We show that ESG scores are correlated with
nominal ESG orientation with respect to (ii), while Kim and Yoon (2021) show that
ESG scores are not correlated with nominal ESG orientation with respect to (i).

The results in Table 7, Panel A may be surprising given our other findings that ESG
funds do not pick stocks with superior stakeholder treatment. In Panel B of Table 7, we
explore the reasons for this disparity by studying the determinants of ESG scores. We

21 We provide additional support for this assertion by re-estimating our main tests on an entropy-balanced
sample. We balance on all control variables used in our main analyses as well as asset manager and year fixed
effects. While the results in Tables 4, 5, and 7 hold, the results in Table 6 (related to governance) disappear
after accounting for the difference in technology holdings by ESG and non-ESG funds.
22 We acknowledge that our approach does not capture ESG scores across all vendors and that scores from
different vendors are not perfectly correlated; we make use of the data vendors we have access to. Nonetheless,
as KLD and Asset4 were by far the largest vendors – and the most frequently used by investment professionals
– during our sample period, we do not view this as a significant limitation. In any case, the limited coverage of
other vendors would pose problems for the calculation of our weighted-average fund-level dependent
variables.
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control for news coverage, given recent work (e.g., Yang 2021) arguing that ESG
scores focus on news headlines rather than underlying fundamentals. We obtain data on
negative news coverage from RepRisk.23 For each negative news article, RepRisk
identifies the topic (labor, environment, human rights, or corruption) as well as a
ternary measure of “severity” (low, medium, or high) and “reach” (again low, medium,
or high).24 We retain articles with medium or high severity as well as medium or high

23 RepRisk is a data provider specializing in ESG-related risk. One of its key databases compiles a
comprehensive list of negative ESG-related news articles for covered firms and classifies various attributes
of these articles.
24 Severity reflects the underlying news itself, while reach reflects the influence of the news source. Hence,
reach and severity are not perfectly correlated.

Table 6 ESG Funds and Governance

Dependent variable: Log abnormal CEO pay Entrenchment index % independent directors

(1) (2) (3)

ESG fund indicator −0.0728** −0.0407 −0.0111*
[−2.37] [−1.35] [−1.88]

% available to retail 0.1092** −0.0536 −0.0101
[2.20] [−1.44] [−1.53]

% Sin stocks −0.1266 −3.4417*** −0.4896***
[−0.38] [−10.83] [−7.89]

% Oil/gas/coal stocks 0.0020 −0.4315*** −0.1477***
[0.03] [−4.43] [−8.15]

% Technology stocks −0.5416*** −0.2363*** −0.1064***
[−7.60] [−5.08] [−13.21]

Log fund age −0.0189* −0.0127 −0.0043**
[−1.78] [−1.40] [−2.13]

Log fund AUM −0.0113* −0.0010 −0.0013
[−1.83] [−0.22] [−1.23]

Annual stock returns −0.1327** 0.1479*** −0.0336***
[−2.36] [2.97] [−3.96]

Annual return volatility 1.2102** 5.6561*** 1.2192***

[2.22] [9.83] [12.14]

Adjusted R2 0.122 0.301 0.207

Number of observations 11,066 10,896 9569

This table provides results from tests of whether ESG funds pick portfolio firms with better governance
records, relative to non-ESG funds offered by the same asset managers in the same years. The independent
variable of interest in all columns is an indicator variable that equals 1 for funds self-labelling as ESG funds. In
Column (1) we assess whether ESG funds’ portfolio firms are more likely to have abnormally high CEO
compensation. In Column (2) we employ the Bebchuk et al. (2009) entrenchment index to assess whether ESG
funds’ portfolio firms have more entrenched management. In Column (3) we test whether ESG funds’
portfolio firms have more insiders on their boards relative to non-ESG funds’ portfolio firms. All specifica-
tions include fixed effects at the asset manager-by-year level, and standard errors are clustered by fund. *, **,
and *** denote significance at the 10%, 5%, and 1% levels, respectively. t-statistics are in brackets beneath
coefficient estimates.
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Table 7 ESG Scores, ESG Funds, and Stakeholder Treatment

Panel A: ESG Funds and ESG Scores

Dependent variable: KLD CSR
score

Asset4 CSR
score

KLD coverage Asset4 coverage

(1) (2) (3) (4)

ESG fund indicator 0.4164*** 4.4663*** 0.0616*** 0.0535***

[2.69] [4.67] [4.37] [2.92]

% available to retail 0.2329* 2.1173* 0.0261 0.0312

[1.71] [1.89] [1.15] [1.21]

% Sin stocks 12.7984*** 123.6861*** 0.5291*** 0.8117***

[12.98] [13.37] [2.93] [4.09]

% Oil/gas/coal stocks 0.4886* 17.5100*** 0.0565 0.0613

[1.89] [5.81] [0.81] [0.83]

% Technology stocks 2.8641*** 12.5139*** 0.1266*** 0.1582***

[15.85] [10.02] [5.58] [6.13]

Log fund age 0.0047 0.1142 0.0285*** 0.0268***

[0.13] [0.38] [4.45] [3.68]

Log fund AUM 0.0147 0.2226 −0.0024 0.0048

[0.79] [1.45] [−0.76] [1.33]

Annual stock returns −0.2252 −2.4924 0.5862*** 0.4818***

[−1.44] [−1.59] [18.21] [14.78]

Annual return volatility −33.5617*** −238.5699*** −0.5995 −2.1982***
[−15.20] [−10.71] [−1.63] [−5.74]

Adjusted R2 0.330 0.280 0.131 0.162

Number of observations 11,514 11,279 11,969 11,969

Panel B: Determinants of CSR Scores

Dependent variable: KLD CSR
score

KLD CSR score Asset4 CSR
score

Asset4 CSR
score

(1) (2) (3) (4)

Bloomberg ESG disclosure
score

0.0112* 0.0195** 0.3522*** 0.3297***

[1.96] [2.05] [12.57] [8.75]

Scope 1 emissions disclosed 0.3786** 0.4315* 3.8832*** 4.5652***

[2.38] [1.69] [4.61] [3.35]

Labor costs disclosed 0.5570 0.6257 0.7963 −0.1532
[0.74] [0.47] [0.59] [−0.08]

Scope 1 emissions intensity 0.0668 0.0738 1.6838* 1.5305

[0.37] [0.35] [1.88] [1.64]

Log scope 1 emissions 0.0422 −0.0672 0.0376 0.3761

[0.52] [−0.54] [0.11] [0.69]

Any federal violation (log $) −0.0012 0.0000 0.0257 0.0369

[−0.25] [0.00] [1.37] [1.45]

Negative labor news −0.0592 −0.0748
[−0.47] [−0.18]
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reach and construct indicator variables for each topic. We are not able to map individual
articles analyzed in RepRisk to specific compliance violations.

In addition to news coverage, recent literature also finds that ESG scores fixate on
the existence and quantity of voluntary disclosure about ESG issues rather than the
actual contents of disclosures (Lopez-de-Silanes et al. 2019). We thus control for firms’
voluntary disclosure quantity. We do so by using (i) the Bloomberg ESG disclosure

Table 7 (continued)

Negative environmental news −0.0200 −0.3108
[−0.18] [−0.82]

Negative anticorruption news −0.2844** 0.4171

[−2.34] [1.01]

Negative human rights news −0.1411 0.4776

[−1.40] [1.31]

Log sales 0.1111 −0.0321 2.0912*** 3.8322***

[0.93] [−0.13] [4.43] [4.66]

ROA 0.1421 −1.2791* −0.5752 4.4051

[0.55] [−1.70] [−0.53] [1.38]

Leverage −0.3343 0.1706 −0.9317 −2.1130
[−1.34] [0.28] [−0.71] [−0.85]

Market to book 0.0030 0.0045 0.0077 0.0002

[0.96] [0.89] [0.65] [0.01]

Adjusted R2 0.6931 0.6990 0.8921 0.8889

Number of observations 8595 3138 9201 3327

This table presents results from testing whether ESG funds pick stocks with superior vendor-supplied ESG
scores, relative to non-ESG funds offered by the same asset managers in the same years, as well as the relation
between ESG scores and the measures of stakeholder treatment used in our other tests. In Panel A we assess
weighted average ESG scores for ESG and non-ESG funds; in Panel B we assess the relation between ESG
scores and our various measures of stakeholder treatment as well as proxies for news coverage. The unit of
observation in Panel A is the fund-year level, while in Panel B it is the firm-year level. Standard errors are
clustered by fund in Panel A and by firm in panel B. *, **, and *** denote significance at the 10%, 5%, and
1% levels, respectively. t-statistics are in brackets beneath coefficient estimates.

Panel A provides results from tests of whether ESG funds pick portfolio firms with superior vendor-supplied
ESG scores and greater ESG coverage, relative to non-ESG funds offered by the same asset managers. The
independent variable of interest in all columns is an indicator variable that equals 1 for funds self-labelling as
ESG funds. In Column (1) we assess whether ESG funds’ portfolio firms have higher average ESG scores as
assessed by MSCI (via its KLD product), while in Column (2) we instead consider scores from Thomson
Reuters’ Asset4 product. In Columns (3) and (4), we consider ESG score coverage; the dependent variables
are the weighted average proportion of funds’ portfolio firms that are assessed and scored by KLD and Asset4,
respectively. All specifications include fixed effects at the asset manager-by-year level.

Panel B assesses the extent to which our proxies for stakeholder-centric behavior are reflected in commercial
ESG scores. The dependent variable in all cases is a firm’s normalized CSR score. We normalize CSR scores
within-year; i.e., the “normalized CSR score” is demeaned against a yearly average taken over all firms. This is
to remove the effect of potential changes in CSR methodology over time by either MSCI with respect to its
KLD ratings or Thomson Reuters with respect to its Asset4 ratings. We measure compliance violations using
the log of cumulative firm-year penalties paid for federal compliance violations. Columns (1) and (2) use
MSCI’s KLD CSR scores to construct the dependent variable, while Columns (3) and (4) consider Thomson
Reuters’ Asset4 CSR scores to construct the dependent variable. Columns (2) and (4) additionally control for
negative news coverage. All specifications include firm and year fixed effects
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score as in Lopez-de-Silanes et al. (2019), as well as indicator variables for whether
firms voluntarily disclose (ii) scope 1 emissions and (iii) labor costs. We hasten to
clarify that the Bloomberg ESG disclosure score is not an ESG score in the typical
sense: it is a measure of the quantity of disclosure but does not attempt to score what
has been disclosed (i.e., it does not score a firm’s actual ESG-centric practices in the
way that typical ESG scores attempt to).

We present results using KLD scores in columns (1) and (2) of Table 7 Panel B, and
results using Asset4 scores in columns (3) and (4). We find that federal violations do
not appear to negatively influence either vendor’s ESG scores. This result suggests that
ESG scores may be orthogonal to firms’ underlying stakeholder treatment and, in turn,
why it is possible for funds to invest in portfolio firms that have both higher ESG scores
and a higher violation rate.

In contrast to our violation results, we find evidence of a relation between ESG
scores and ESG-related voluntary disclosure. Both KLD and Asset4 scores are higher
when firms voluntarily disclose carbon emissions figures (although, curiously, these
scores do not appear to correlate with the emissions intensity figures actually being
disclosed). We also find a strong correlation between ESG scores and the amount of
ESG-related voluntary disclosure that firms provide, given the positive and significant
coefficients in all four columns on the Bloomberg ESG disclosure score. In Columns
(2) and (4) we additionally control for negative ESG-related .news coverage, using data
from RepRisk as outlined above; data limitations mean that the sample in both cases
shrinks by nearly two-thirds. Perhaps because of this sample attrition, or because of our
firm fixed effects design, we do not find an incremental relation between labor-,
environmental-, or human rights-related news and RepRisk bad news coverage (al-
though we do find a link between bad news related to corruption and KLD scores).
These results further support our paper’s finding that the metrics used by ESG investors
in their portfolio allocation decisions appear to be correlated with measures of the
quantity of ESG information available but not with the quality of firms’ underlying
stakeholder treatment. This is a particularly significant concern in light of suggestive
evidence that firms may attempt to manipulate or greenwash their own ESG scores by
providing voluntary disclosures that vendors subsequently rely on.25 The firms with the
strongest incentives to provide disclosures that lead to higher ESG scores may also be
those with worse performance along other dimensions (i.e., firms that have more to
hide). Combined with an overreliance on ESG scores by ESG funds, this would explain
the divergence between our results in Table 7 pertaining to ESG scores and our results
in Tables 4, 5 and 6 pertaining to fundamental measures of stakeholder treatment. That
is, ESG funds are likely not explicitly choosing portfolio firms based on those firms
having worse compliance records. However, these funds’ reliance on ESG scores –
and, in turn, these scores’ dependence on voluntary disclosure but not hard information
– may lead to the situation we observe.

25 See, e.g., https://www.bloomberg.com/graphics/2021-what-is-esg-investing-msci-ratings-focus-on-
corporate-bottom-line/?sref=yv2coi81.
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5.5 “Sustainable sector” and “low carbon” funds

Our findings thus far suggest that self-labeled ESG-oriented funds do not “walk the
talk” with respect to concerns for portfolio firms’ stakeholder treatment. However, in
recent years, certain ESG funds have begun to receive varying levels of external
certification; it is plausible that funds actively seeking third-party certification of
ESG status are more likely to pick stocks that are more stakeholder-centric, relative
to non-ESG funds. We test this notion directly by considering the most notable recent
third-party certification: Morningstar’s Low Carbon Designation. In addition,
Morningstar classifies several ESG funds as “Sustainable Sector” based on their claims
to invest in specific environmentally friendly companies and industries. The distinction
between Low Carbon funds (reflecting third-party certification) and Sustainable Sector
funds (reflecting funds’ or asset managers’ self-classification) allows us to assess
whether third-party certification plays a role in ESG funds living up to their promises.

The Low Carbon Designation, introduced in 2018, relies on a proprietary Carbon
Risk Score assigned by Sustainalytics. While we cannot back out these risk scores
precisely, Sustainalytics claims that the Carbon Risk Score relies on companies’
exposure to fossil fuel companies as well as their scope 1, 2, and 3 carbon emissions.
Morningstar computes a weighted average Carbon Risk Score, based on funds’ port-
folio holdings, and assigns its Low Carbon Designation to funds with scores in the
bottom decile.26 We caveat that the Low Carbon Designation only commenced in 2018
and, hence, was primarily applied ex post to the funds we consider in our sample.
While the designation was awarded partially based on pre-2018 performance – i.e.,
performance during our sample period – we are likely introducing some degree of
measurement error in labelling funds as “Low Carbon” cross-sectionally without being
able to assess whether these funds would have qualified for Morningstar’s Low Carbon
designation over the entirety of our sample period.

After identifying Sustainable Sector and Low Carbon designated ESG funds, we re-
estimate Eq. (1) two ways. First, we partition the ESG fund indicator into three separate
indicators according to the way in which the fund classifies itself: Sustainable Sector,
Impact, or ESG Focus. Second, we partition the ESG fund indicator into separate
indicators for Low Carbon and non-Low Carbon ESG funds. We present the results
using this approach in Table 8. For parsimony, we tabulate results only for the
dependent variables that are likely to be the most relevant to a fund’s status as
Sustainable Sector or Low Carbon: environmental violations, emissions disclosure,
and emissions intensity. For the sake of brevity, we tabulate emissions results using
only Scope 1 emissions.

Our results highlight the role that third-party certification of funds may play vis-à-vis
funds self-labelling as being ESG-oriented. Specifically, in column (1) we see that
Sustainable Sector funds – which should outperform on ESG issues – in fact hold firms
with more violations of environmental laws relative to non-ESG funds issued by the
same asset manager-by-year. Additionally, while we observe in columns (2) and (3)
that other types of ESG funds (ESG Focus and Impact) attain superior emissions
performance in the sense that they pick stocks with better disclosure and lower scope

26 Further details can be found at https://s21.q4cdn.com/198919461/files/doc_news/2018/Morningstar-Low-
Carbon-Designation-Methodology-Final.pdf.
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Table 8 Low Carbon Funds

Dependent
variable:

Environmental
violations

Scope 1
emissions
disclosure

Scope 1
emissions
intensity

Environmental
violations

Scope 1
emissions
disclosure

Scope 1
emissions
intensity

(1) (2) (3) (4) (5) (6)

ESG Focus fund −0.0048 0.1177*** −0.0451**
[−0.52] [4.75] [−2.01]

Sustainable Sector
ESG fund

0.0473* 0.0282 0.1963

[1.74] [0.65] [1.12]

Impact ESG fund 0.0091 0.1247*** −0.0776***
[0.98] [3.64] [−3.29]

Low Carbon ESG
fund

0.0007 0.1604*** −0.0433*

[0.08] [6.42] [−1.79]
Non-Low Carbon

ESG fund
0.0214 0.0382 0.0769

[1.34] [1.27] [0.81]

% available to
retail

−0.0012 0.0609** 0.0108 −0.0007 0.0611** 0.0114

[−0.10] [2.39] [0.30] [−0.06] [2.40] [0.31]

% Sin stocks 0.5954*** 2.8487*** −1.2359*** 0.5919*** 2.8491*** −1.2507***
[6.44] [15.66] [−4.53] [6.39] [15.68] [−4.58]

% Oil/gas/coal
stocks

0.4988*** 0.6531*** 0.3270*** 0.4965*** 0.6583*** 0.3099***

[9.90] [10.12] [2.81] [9.84] [10.22] [2.61]

% Technology
stocks

−0.1138*** 0.2279*** −0.5159*** −0.1125*** 0.2269*** −0.5110***

[−8.12] [8.28] [−8.26] [−8.04] [8.22] [−8.28]
Log fund age 0.0023 −0.0123* −0.0024 0.0023 −0.0129* −0.0014

[0.78] [−1.75] [−0.25] [0.79] [−1.84] [−0.15]
Log fund AUM −0.0007 0.0065* −0.0019 −0.0007 0.0064* −0.0019

[−0.47] [1.85] [−0.39] [−0.50] [1.82] [−0.39]
Annual stock

returns
−0.1185*** −0.1801*** −0.1871*** −0.1216*** −0.1789*** −0.2027***

[−6.56] [−5.79] [−3.34] [−6.76] [−5.72] [−3.50]
Annual return

volatility
−1.2815*** −4.8029*** −3.0419*** −1.2602*** −4.8067*** −2.9396***

[−6.27] [−10.30] [−5.18] [−6.19] [−10.34] [−4.84]
Adjusted R2 0.173 0.196 0.113 0.172 0.198 0.110

Number of
observations

11,969 11,244 11,244 11,947 11,224 11,224

This table presents results from re-estimating selected results from Tables 4, 5 and 6 but partitioning the ESG
fund indicator in two ways: (i) based on the type of ESG fund, as classified by Morningstar based on that
fund’s disclosures (“ESG Focus,” “Sustainable Sector,” or “Impact”), and (ii) based on whether or not an ESG
fund is designated by Morningstar as a Low Carbon fund. We consider dependent variables related to carbon
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1 emissions intensity, self-labeled Sustainable Sector funds are no different from their
peer non-ESG funds (and significantly worse than non-Sustainable Sector ESG funds).
These findings are in direct contrast with our results for third party-certified Low
Carbon funds in columns (4)–(6). In column (4) of Table 8, we find that neither Low
Carbon funds nor non-Low Carbon funds hold portfolio firms with a different rate of
environmental violations relative to non-ESG funds. We next turn to emissions disclo-
sure and performance. Unsurprisingly, given that the Low Carbon designation is based
on emissions, we observe in columns (5) and (6) that Low Carbon funds are more likely
to disclose scope 1 emissions figures and have lower scope 1 emissions intensity,
relative to non-ESG funds. Our results imply that Low Carbon funds outperform non-
Low Carbon funds and non-ESG funds with respect to emissions performance, sug-
gesting some value to third-party certification (in this case by Morningstar) in impeding
firms’ and funds’ potential attempts at greenwashing.

5.6 ESG fund performance and fees

Our findings thus far suggest that ESG funds do not pick portfolio stocks with superior
underlying stakeholder treatment. It seems natural to ask whether the fees paid by fund
holders for buying the ESG-friendly label from a fund are justified in terms of the ESG
and return performance of the fund’s stocks. That is, in agreeing to pay the manage-
ment fees associated with ESG funds, the purchasers of shares in ESG funds have
already agreed to internalize the costs of ESG-related screening. However, it is not clear
that such screening results in superior financial or ESG performance for their invested
capital. In addition, the popular press and former investment professionals suggest that
a potential reason for asset managers to offer ESG funds is the ability to charge higher
management fees. For example, in another recent op-ed, BlackRock’s former Chief of
Sustainable Investing, Tariq Fancy, stated, “There’s no reason to believe [ESG
investing] achieves anything beyond sort of giving [asset managers] more fees.”27

Our goal in this section is to test the assertion above. In column (1) of Table 9, we
test whether ESG funds obtain superior stock return performance to non-ESG funds.
The dependent variable in column (1) is calendar-year buy-and-hold returns. The
negative coefficient on the ESG fund indicator in this column suggests that ESG funds
underperform non-ESG funds held by the same asset managers in the same years.
Despite this underperforming, we find, in column (2), that ESG funds charge higher
management fees. Given that ESG funds outperform other stocks neither financially

27 https://www.bloomberg.com/news/articles/2021-12-31/how-blackrock-s-invisible-hand-helped-make-esg-
a-hot-ticket

emissions and the environment. In Columns (1) and (4) the dependent variable reflects environmental
violations; in columns (2) and (5) the dependent variable reflects the presence of scope 1 emissions disclosure
by portfolio firms; and in columns (3) and (6) the dependent variable reflects weighted average scope 1
emissions intensity for funds’ portfolio firms. In columns (1)–(3) the three independent variables of interest are
indicators for whether a fund is an ESG Focus fund, a Sustainable Sector fund, or an Impact fund. In columns
(4)–(6) the two independent variables of interest are indicators for whether a fund is a Low-Carbon designated
ESG fund and for whether a mutual fund self-labels itself as an ESG fund but is not designated as Low Carbon
by Morningstar. All specifications include fixed effects at the asset manager-by-year level, and standard errors
are clustered by fund. *, **, and *** denote significance at the 10%, 5%, and 1% levels, respectively. t-
statistics are in brackets beneath coefficient estimates.

Do ESG funds make stakeholder-friendly investments? 851

https://www.bloomberg.com/news/articles/2021-12-31/how-blackrock-s-invisible-hand-helped-make-esg-a-hot-ticket
https://www.bloomberg.com/news/articles/2021-12-31/how-blackrock-s-invisible-hand-helped-make-esg-a-hot-ticket


nor with respect to picking firms with superior stakeholder treatment, this result raises
the question of what justifies the higher management fees.28

In columns (3) and (4) of Table 9, we replicate the approach taken in Section 5.5 and
consider Low Carbon and non-Low Carbon funds separately. We do not find any
statistically significant differences between Low Carbon funds and non-ESG funds for
either stock returns or management fees. However, we find that non-Low Carbon funds
underperform financially yet charge higher management fees relative to non-ESG
funds. Put another way, the results in columns (1) and (2) of Table 9 are driven by
non-Low Carbon funds. Many Low Carbon funds use low-cost passive screening
methods, simply minimizing exposure to industries such as oil, gas, and coal; the latter
sectors have underperformed the market during our sample period. However, our
results for non-Low Carbon funds – which are more likely to be actively managed –
raise questions as to what exactly an ethically-minded asset owner gets in return for
entrusting their capital to an actively-managed ESG fund with higher fees.

6 Additional analyses

6.1 Are there ex post effects of ESG investor presence?

While we find no evidence that ESG funds pick portfolio firms that exhibit superior
stakeholder treatment, it is possible that ESG funds focus on monitoring rather than
selection. Prior research (e.g., Dimson et al. 2015) as well as prominent organizations
such as the UN PRI argue that this is a key role for would-be ESG investors.29 If such a
monitoring role has an effect, we should observe that portfolio firms’ ESG performance
improves as they become more heavily scrutinized by ESG-conscious investors. We
test this assertion through a series of analyses at the firm (rather than fund) level,
estimating the following regression:

FirmBehaviorkt ¼ β0 þ β1ESGPresencekt þ β2Controlskt þ γk þ δt þ εit ð2Þ

In Eq. (2), FirmBehaviorkt represents firm-level analogues of the dependent variables
used in Tables 4, 5 and 6, while ESGPresencekt is the natural logarithm of one plus the
number of ESG funds with firm k in their portfolios in year t. We also control for size
(measured using market value), market to book ratio, returns, return volatility, return on
assets (ROA), and leverage, as well as for firm and year fixed effects (γk and δt). If ESG
funds play a role in monitoring portfolio firms’ stakeholder treatment, then we should
see β1 > 0. However, our results, which we do not tabulate for brevity, do not support
the potential “monitoring” or “voice” story: across all specifications except for emis-
sions disclosure, β1 is statistically insignificant.

28 An alternative interpretation of the results in Table 9 arises from a recent working paper by Gantchev et al.
(2022), who argue that mutual funds’ attempts to improve ESG performance increase demand for “sustain-
able” stocks, which in turn creates buying pressure and causes high-ESG stocks to be overvalued. If this
explains the results in Table 9, one implication of Tables 4, 5, 6 and 7 would be that mutual funds create
buying pressure based on ESG scores but, as an unfortunate byproduct, also increase demand for shares of
high-violation firms.
29 See, e.g., https://www.unpri.org/download?ac=4839.
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6.2 Selection

Our results thus far raise questions about what actually drives portfolio allocation
decisions. While we cannot address selection issues at the fund level (as we do not
observe any characteristics about ESG funds that reflect information about those specific
funds prior to fund inception), we take an alternate, feasible approach by studying
behavior at the asset manager level. We model (i) the probability that an asset manager

Table 9 Fund Performance and Fund Management Fees

Dependent variable: Stock returns Fund management fees Stock returns Fund management fees

(1) (2) (3)

ESG fund indicator −0.0113** 0.0565

[−2.08] [1.60]

Low Carbon ESG fund 0.0036 −0.0157
[0.82] [−0.27]

Non-Low Carbon ESG fund −0.0236*** 0.1233***

[−3.00] [3.21]

% available to retail 0.0120*** 0.1032*** 0.0120*** 0.1023***

[3.05] [3.37] [3.03] [3.34]

% Sin stocks −0.0936*** −0.2546 −0.0945*** −0.2424
[−2.79] [−1.21] [−2.82] [−1.15]

% Oil/gas/coal stocks −0.1703*** −0.1037 −0.1713*** −0.0968
[−14.53] [−1.40] [−14.59] [−1.30]

% Technology stocks 0.0623*** −0.0223 0.0624*** −0.0243
[10.74] [−0.67] [10.83] [−0.73]

Log fund age −0.0003 0.0759*** −0.0004 0.0769***

[−0.28] [7.85] [−0.30] [7.96]

Log fund AUM 0.0058*** 0.0604*** 0.0058*** 0.0606***

[10.72] [9.07] [10.67] [9.08]

Annual stock returns −0.1260*** −0.1193***
[−3.23] [−3.06]

Annual return volatility −0.4251*** 2.3717*** −0.4127*** 2.2913***

[−3.89] [4.83] [−3.80] [4.64]

Adjusted R2 0.649 0.279 0.650 0.281

Number of observations 11,969 11,969 11,947 11,947

This table provides results from tests of whether ESG funds’ financial performance and management fees
differ from those of non-ESG funds run by the same asset manager-years. The independent variable of interest
in Columns (1) and (2) is an indicator variable that equals 1 for funds self-labelling as ESG funds; in Columns
(3) and (4) we separate this into two indicators capturing whether a fund is a Low Carbon Designated ESG
fund (by Morningstar) or an ESG fund that is not designated as such. In Columns (1) and (3) we assess stock
market performance; the dependent variable is calendar year buy-and-hold returns. In Columns (2) and (4) we
assess fund management fees; the dependent variable is the management fee as a percentage of assets
managed. All specifications include fixed effects at the asset manager-by-year level, and standard errors are
clustered by fund. *, **, and *** denote significance at the 10%, 5%, and 1% levels, respectively. t-statistics
are in brackets beneath coefficient estimates.
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will offer at least one ESG product, and (ii) the number of ESG funds that an asset
manager offers. We estimate these quantities as a function of similar variables to those
used as controls in Tables 4, 5, 6 and 7, using asset manager-level weighted averages for
all quantities other than AUM. In both cases, we measure the dependent variable one
year ahead to ensure that our results do not reflect potential reverse causality.

We find that, unsurprisingly, larger asset managers are more likely to offer ESG funds.
We also observe that asset managers with a higher percentage of their portfolios invested
into stocks that are typically removed through exclusionary screening by ESG funds – sin
stocks and oil, gas, and coal stocks – are less likely to offer ESG funds. Conversely, asset
managers that hold portfolio firms with better emissions performance – i.e., lower scope 1
emissions intensity – are more likely to offer ESG funds. Interestingly, we observe no
correlation between portfolio firm compliance behavior and the likelihood that an asset
manager offers an ESG fund.

Perhaps our most interesting result in this section is the robust negative correlation
between management fees and the incidence and number of subsequent ESG fund
offerings by asset managers. This result is consistent with asset managers using ESG
products primarily as a vehicle to command higher management fees, as is often argued
by the media, regulators, and even former asset managers themselves.30

7 Conclusion

In this paper, we attempt to verify whether the ideals related to environmental, social and
governance underlying ESG-oriented investing are actually reflected in the shareholdings
of a comprehensive list of ESG-orientedmutual funds.Wemeasure the fundamentals with
respect to ESG- and stakeholder-centric performance using several sources of data,
including federal violations related to environmental and labor laws, carbon emissions,
CEO compensation, managerial entrenchment, and board independence. We find no
evidence that ESG funds actually pick stocks with better “E” and “S” relative to non-
ESG funds by the same issuers. In fact, on average, ESG funds pick firms with worse
employee treatment and environmental practices than non-ESG funds. Despite this track
record, we find that ESG funds charge higher management fees and obtain lower stock
returns relative to non-ESG funds run by the same asset managers in the same years.

A combined read of the evidence presented in the paper suggests that the correlation
between self-proclaimed high-ESG funds and their return and stakeholder-friendliness
records is underwhelming. These results raise several questions about whether the
declaration of high-minded ideals by ESG funds that charge higher management fees
is cheap talk and whether commercially available ESG ratings really capture a firm’s
ESG orientation. We caveat that, in light of recent work by Gibson et al. (2021)
suggesting that greenwashing is stronger in the United States, the extent to which our
results may generalize to other countries is an open question. Nonetheless, in light of a
recent explosion in ESG investing by both retail and institutional investors, our work
suggests a need for better verification of ESG funds’ claims of picking stakeholder-
friendly stocks.

30 See, e.g., https://www.wsj.com/articles/tidal-wave-of-esg-funds-brings-profit-to-wall-street-11615887004.
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We end with the caveat that some ESG funds in our sample may not explicitly focus
on potential portfolio firms’ social responsibility, and that this may partially explain the
results we document. However, our review of the prospectuses of the top 25 funds in
our sample suggests that fund managers pick stocks using a combination of valuation-
based factors and ESG considerations. How much weight is attached in practice by
ESG funds to valuation considerations as opposed to ESG factors is a question worthy
of future research.

Appendix A

Prospectus Language for Largest 25 Funds

Fund name
(from Morningstar)

Prospectus refers
to ESG factors?

Selected language from prospectus

AB Sustainable Global
Thematic A

1 The Adviser employs a combination of “top-down” and
“bottom-up” investment processes with the goal of
identifying, based on its internal research and analysis,
securities of companies worldwide, that fit into
sustainable investment themes. First, under the
“top-down” approach, the Adviser identifies the
sustainable investment themes. In addition to this
“top-down” thematic approach, the Adviser then uses a
“bottom-up” analysis of individual companies, focusing
on prospective earnings growth, valuation, and quality of
company management and on evaluating a company’s
exposure to environmental, social and corporate
governance (“ESG”) factors. ESG factors, which can
vary across companies and industries, may include
environmental impact, corporate governance, ethical
business practices, diversity and employee practices,
product safety, supply chain management and
community impact. Eligible investments include
securities of issuers that the Adviser believes will
maximize total return while also contributing to positive
societal impact aligned with one or more SDGs. While
the Adviser emphasizes company-specific positive se-
lection criteria over broad-based negative screens in
assessing a company’s exposure to ESG factors, the
Fund will not invest in companies that derive revenue
from direct involvement in alcohol, coal, gambling,
pornography, prisons, tobacco or weapons

Amana Income Investor 1 The Income Fund diversifies its investments across
industries and companies, and principally follows a
large-cap value investment style. Common stock pur-
chases are restricted to dividend-paying companies. The
Fund seeks companies demonstrating both Islamic and
sustainable characteristics. The Fund’s adviser (Saturna
Capital Corporation) considers issuers with sustainable
characteristics to be those issuers that are more
established, consistently profitable, and financially
strong, and with robust policies in the areas of the
environment, social responsibility, and corporate gover-
nance (“ESG”). The Fund’s adviser employs a sustain-
able rating system based on its own, as well as
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Fund name
(from Morningstar)

Prospectus refers
to ESG factors?

Selected language from prospectus

third-party, data to identify issuers believed to present
low risks in ESG. The Fund’s adviser also uses negative
screening to exclude security issuers primarily engaged in
higher ESG risk businesses such as alcohol, tobacco,
pornography, weapons, gambling, and fossil fuel extraction.

BNY Mellon Sustainable
US Eq Fd Z

1 To pursue its goal, the fund normally invests at least 80% of
its net assets, plus any borrowings for investment
purposes, in equity securities of US companies that
demonstrate attractive investment attributes and
sustainable business practices and have no material
unresolvable environmental, social and governance
(ESG) issues. The fund’s sub-adviser, Newton Invest-
mentManagement Limited (Newton), an affiliate of BNY
Mellon Investment Adviser, Inc. (BNYM Investment
Adviser), considers a company to be engaged in “sus-
tainable business practices” if the company engages in
such practices in an economic sense (i.e., the company’s
strategy, operations and finances are stable and durable),
and takes appropriate measures to manage any material
consequences or impact of its policies and operations in
relation to ESG matters (e.g., the company’s environ-
mental footprint, labor standards, board structure, etc.).

Calvert Balanced A 1 In selecting investments for the Fund, CRM is guided by
The Calvert Principles for Responsible Investment*,
which provide a framework for considering
environmental, social and governance (“ESG”) factors.
[...] Up to 3% of a Fund’s net assets may be invested in
High Social Impact Investments. High Social Impact
Investments are investments that, in the Adviser’s
opinion, offer the opportunity for significant
sustainability and social impact. Investments in High
Social Impact Investments are not included in an Index,
and a Fund’s performance may deviate from the Index it
seeks to track as a result.

*The Calvert principles are a set of guidelines pertaining to
each of E, S, and G (e.g., firms’ efforts to reduce
emissions and innovate with respect to sustainability;
having good customer relations and promoting product
safety) and are available at https://web.archive.
org/web/20220121052530/https://www.calvert.
com/media/public/34498.pdf

Calvert Equity A 1 In selecting investments for the Fund, CRM is guided by
The Calvert Principles for Responsible Investment,
which provide a framework for considering
environmental, social and governance (“ESG”) factors.
[...] Up to 3% of a Fund’s net assets may be invested in
High Social Impact Investments. High Social Impact
Investments are investments that, in the Adviser’s
opinion, offer the opportunity for significant
sustainability and social impact. Investments in High
Social Impact Investments are not included in an Index,
and a Fund’s performance may deviate from the Index it
seeks to track as a result.

1
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Fund name
(from Morningstar)

Prospectus refers
to ESG factors?

Selected language from prospectus

Calvert International
Equity A

In selecting investments for the Fund, CRM is guided
by The Calvert Principles for Responsible
Investment, which provide a framework for
considering environmental, social and governance
(“ESG”) factors. [...] Up to 3% of a Fund’s net assets
may be invested in High Social Impact Investments.
High Social Impact Investments are investments that,
in the Adviser’s opinion, offer the opportunity for
significant sustainability and social impact.
Investments in High Social Impact Investments are
not included in an Index, and a Fund’s performance
may deviate from the Index it seeks to track as a
result.

Dana Epiphany ESG
Equity Inv

1 The Epiphany ESG Equity Fund holds a diversified
portfolio of approximately 50 to 55 US stocks deemed by
the Adviser to be responsible investments.

Domini Impact Equity
Investor

1 Domini Impact Investments LLC (the “Adviser”), the
Fund’s adviser, seeks to identify investment
opportunities for the Fund that create positive
environmental and social outcomes for people and
the planet while seeking competitive financial returns
(“Impact Investing”). All of the investment selections
made by the Adviser are based on the evaluation of
environmental and social factors, including the core
business in which a company engages and/or how a
company treats its key stakeholders, such as its
customers, employees, suppliers, ecosystems, local,
national and global communities, and/or investors
(“environmental and social factors”).

Domini Impact
International Equity Inv

1 Domini Impact Investments LLC (the “Adviser”), the
Fund’s adviser, seeks to identify investment
opportunities for the Fund that create positive
environmental and social outcomes for people and
the planet while seeking competitive financial
returns (“Impact Investing”). All of the investment
selections made by the Adviser are based on the
evaluation of environmental and social factors,
including the core business in which a company
engages and/or how a company treats its key
stakeholders, such as its customers, employees,
suppliers, ecosystems, local, national and global
communities, and/or investors (“environmental and
social factors”).

First Trust NASDAQ® Cln
Edge® GrnEngyETF

1 The NASDAQ® Clean Edge® Green Energy IndexSM is a
modified market capitalization weighted index designed
to track the performance of clean energy companies that
are publicly traded in the United States and includes
companies engaged in manufacturing, development,
distribution and installation of emerging clean-energy
technologies including, but not limited to, solar
photovoltaics, wind power, advanced batteries, fuel cells,
and electric vehicles.

First Trust Water ETF 0
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Fund name
(from Morningstar)

Prospectus refers
to ESG factors?

Selected language from prospectus

Gabelli ESG I 1 The Fund combines a differentiated, value oriented
investment philosophy with social screens and a holistic
ESG (Environmental, Social, Governance) analysis to
deliver returns in a socially responsive manner. The
Adviser employs a social screening overlay process at the
time of investment to identify companies that meet the
Fund’s social guidelines. Pursuant to the guidelines, the
Fund will not invest in publicly traded fossil fuel (coal,
oil, and gas) companies, the top 50 defense/ weapons
contractors, or in companies that derive more than 5% of
their revenues from the following areas: tobacco, alcohol,
gaming, and defense/weapons production.

Invesco Global Clean
Energy ETF

1 The Underlying Index is comprised primarily of companies
whose technologies focus on the generation and use of
cleaner energy, conservation and efficiency, and the
advancement of renewable energy in general, as
determined by the Index Provider. The Underlying Index
includes companies in wind, solar, biofuels, hydro, wave,
tidal, geothermal and other relevant renewable energy
businesses and those involved in energy conversion,
storage, conservation, efficiency, materials relating to
those activities, carbon and greenhouse gas reduction,
pollution control, emerging hydrogen and fuel cells.

Invesco Global Water ETF 1 To be eligible for inclusion in the Underlying Index, a security
also must meet the following criteria: (i) the issuer of the
security must be classified as participating in the “Green
Economy,” as determined by SustainableBusiness.com
LLC, a company that provides global news and networking
services to help green businesses grow.

Invesco S&P Global Water
ETF

1 To be eligible for inclusion in the Underlying Index, a security
also must meet the following criteria: (i) the issuer of the
security must be classified as participating in the “Green
Economy,” as determined by SustainableBusiness.com
LLC, a company that provides global news and networking
services to help green businesses grow

JPMorgan Intrepid
Sustainable Equity I

1 In choosing securities to purchase, the adviser evaluates and
internally ranks companies to identify those companies
that, in the adviser’s view, are sustainable leaders and have
attractive value, quality andmomentum characteristics. The
adviser assesses sustainability using a wide set of data
inputs, combined with fundamental analysis.

Neuberger Berman
Sustainable Eq Investor

1 The Portfolio Managers typically look at a company’s record
in public health and the nature of its products. The Portfolio
Managers judge firms on their corporate citizenship overall,
considering their accomplishments as well as their goals.
While these judgments are inevitably subjective, the Fund
endeavors to avoid companies that derive revenue from
gambling or theproduction of alcohol, tobacco, weapons, or
nuclear power. The Fund also does not invest in any
company that derives its total revenue primarily from
non-consumer sales to the military. The Fund also seeks to
avoid companies whose business materially involves the
exploration and production of fossil fuels.
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Fund name
(from Morningstar)

Prospectus refers
to ESG factors?

Selected language from prospectus

Parnassus 1 “The Fund will sell a security if the Adviser believes a
company’s fundamentals will deteriorate, if it believes a
company’s stock has little potential for appreciation or if
the company no longermeets the Adviser’s ESG criteria.”

Pax Sustainable Allocation
Indiv Inv

1 Pax’s societal impact criteria include companies’
commitment to and relationships with the communities
in which they do business, responsible lending practices,
product integrity, include such issues as product abuse
and addiction, consumer issues and emerging technology
issues (e.g., digital media, privacy) and animal welfare.
Each of the Funds seeks to avoid investing in issuers that
the Adviser determines have significant involvement in
the manufacture or sale of weapons or firearms,
manufacture of tobacco products, or engage in business
practices that the Adviser determines to be sub-standard
from an ESG or sustainability perspective in relation to
their industry, sector, asset class or universe peers. As a
result of their respective investment strategies, under
normal market conditions, the Pax World Funds are
expected to be fossil fuel-free - not invested in securities
of companies that the Adviser determines derive reve-
nues or profits from exploration, production, refining or
processing of thermal coal, oil or gas, or significant
(generally more than 5%) revenues or profits from
storage, distribution or power generation from the same.

Praxis Growth Index I 1 In order to best align the Fund’s holdings with the
Stewardship Investing Core Values, two levels of
screening have been developed. 1. Values-Based
Screens. These screens are based on a company’s in-
volvement with various business activities that are
deemed inconsistent with the values and social objectives
of the Funds. While various tolerances are applied to
prohibited activities, the resulting restricted list is applied
uniformly to all Praxis Mutual Funds.

Praxis Small Cap Index I 1 In order to best align the Fund’s holdings with the
Stewardship Investing Core Values, two levels of
screening have been developed. 1. Values-Based
Screens. These screens are based on a company’s in-
volvement with various business activities that are
deemed inconsistent with the values and social objectives
of the Funds. While various tolerances are applied to
prohibited activities, the resulting restricted list is applied
uniformly to all Praxis Mutual Funds.

TIAA-CREF Social Choice
Eq Instl

1 The ESG evaluation process is conducted on an
industry-specific basis and involves the identification of
key performance indicators, which are given more or less
relative weight compared to the broader range of potential
assessment categories. When ESG concerns exist, the
evaluation process gives careful consideration to how
companies address the risks and opportunities they face in
the context of their sector or industry and relative to their
peers. The Fund will not generally invest in companies
significantly involved in certain business activities, includ-
ing but not limited to the production of alcohol, tobacco,
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Fund name
(from Morningstar)

Prospectus refers
to ESG factors?

Selected language from prospectus

military weapons, firearms, nuclear power, thermal coal
and gambling products and services

VanEck Vectors
Environmental Svcs
ETF

0

VanEck Vectors Low
Carbon Energy ETF

1 The Fund normally invests at least 80% of its total assets in
stocks of low carbon energy companies. Such companies
may include small- and medium-capitalization compa-
nies and foreign issuers. “Low carbon energy compa-
nies” refers to companies primarily engaged in renewable
energy, including renewable energy production, alterna-
tive fuels, electric vehicles, and related technologies and
building materials (such as advanced batteries).

Vanguard 500 Index
Investor

0

This table provides examples, from ESG funds’ prospectuses, of those funds’ explicit claims of incorporating
ESG factors into their investment decisions. In the left column, we list the top 25 funds in our sample (by
AUM), using the name provided in the underlying Morningstar sustainable funds list; in the middle column,
we indicate whether we were able to find explicit language linking sustainability considerations to investment
decisions in the fund’s prospectus; and in the right column, we provide examples of such language for the fund
in question. Funds in this table are sorted alphabetically.

Appendix B

Variable Definitions

Variable Definition

Any compliance violation
(indicator)

Indicator that equals 1 if firm had at least one compliance violation
(regardless of the penalizing agency or fine amount) in year t

Environmental violation
(indicator)

Indicator that equals 1 if firm had at least one environmental compliance
violation in year t, regardless of fine amount. Environmental violations
reflect those classified by Good Jobs First as related to “environment”
and most commonly include sanctions from the Environmental
Protection Agency (EPA).

Labor violation (indicator) Indicator that equals 1 if firm had at least one labor-related compliance
violation in year t, regardless of fine amount. Labor violations reflect
those classified by Good Jobs First as related to “employment” or
“workplace safety” and most commonly include sanctions from the
Occupational Safety and Health Administration (OSHA) and the Wage
& Hour Division (WHD).

Consumer protection violation
(indicator)

Indicator that equals 1 if firm had at least one consumer protection-related
compliance violation in year t, regardless of fine amount. Consumer
protection violations reflect those classified by Good Jobs First as
related to “consumer protection” or “competition” and most commonly
include sanctions from the Department of Justice (DOJ).

Log total compliance violation $ Log total (firm-year) dollar value of fines assessed for compliance violations

Log environmental violation $ Log total (firm-year) dollar value of fines assessed for environmental
violations
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Variable Definition

Log labor violation $ Log total (firm-year) dollar value of fines assessed for labor violations

Log consumer violation $ Log total (firm-year) dollar value of fines assessed for consumer protec-
tion violations

Scope 1/2/3 emissions disclosure Series of three indicator variables that equal 1 if firm-year voluntarily
discloses scope 1, 2, or 3 emissions, respectively. Emissions data is
obtained from Trucost.

Log scope 1/2/3 emissions Series of three variables reflecting natural logarithm of scope 1, 2, or 3
carbon emissions. Emissions data is obtained from Trucost.

Scope 1/2/3 emissions intensity Series of three variables reflecting scope 1, 2, or 3 carbon emissions
intensity (where emissions intensity is defined as ratio of carbon
emissions to sales). Emissions data is obtained from Trucost.

Abnormal CEO compensation Difference between log CEO compensation and median log CEO
compensation within same size quintile and Fama-French 12 industry
(quintiles are computed within-industry). CEO compensation reflects
Execucomp’s TDC1 measure and treats options based on their value at
the time of award

Log sales Log of company’s net sales

Market to book ratio Ratio of market value of equity to book value of equity, obtained from
Compustat

ROA Ratio of net income to lagged assets

Leverage Ratio of (long-term debt + debt in current liabilities) to shareholders’
equity

Entrenchment index Bebchuk et al. (2009) entrenchment index

% independent directors Percent of the firm’s directors that are characterized as independent,
obtained from BoardEx database

Fund management fee Fund management fee (as percentage of AUM), obtained from CRSP

Log fund AUM Total net assets under management (AUM) by the fund

% sin stocks Percentage of fund’s AUM that is invested in “sin” stocks

% technology stocks Percentage of fund’s AUM that is invested in high-technology stocks

% oil/gas/coal stocks Percentage of fund’s AUM that is invested in oil, gas, and coal stocks

Fund age Log of 1+number of years fund has been in existence

KLD normalized CSR score Overall CSR score obtained from MSCI’s KLD database, obtained by
computing the number of “strengths” and subtracting from this the
number of “weaknesses” identified by KLD, as related to the firm’s
overall corporate social responsibility. We normalize this score by
subtracting off the within-year mean so as to account for any changes in
ratings methodology over time.

KLD coverage Indicator that equals 1 for firm-years covered by KLD (i.e., firm-years
included in the KLD database)

Asset4 normalized CSR score Overall CSR score obtained from Thomson Reuters’ Asset4 database,
measured on a 0–100 scale. We normalize this score by subtracting off
the within-year mean so as to account for any changes in ratings
methodology over time.

Asset4 coverage Indicator that equals 1 for firm-years covered by Asset4

Bloomberg ESG disclosure score Rating assigned by Bloomberg, on a 0–100 scale, based on the quantity of
voluntary disclosures that firms provide about ESG. Note that this score
does not capture any information about the content of the underlying
disclosures, only the quantity of disclosure.
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Variable Definition

RepRisk negative labor news
(indicator)

Indicator that equals 1 if firm had at least one negative news article
pertaining to its labor practices in a media outlet with “medium” or
“high” reach or severity, where the media outlet’s reach is classified by
RepRisk

RepRisk negative environmental
news (indicator)

Indicator that equals 1 if firm had at least one negative news article
pertaining to its environmental practices in a media outlet with
“medium” or “high” reach or severity, where the media outlet’s reach is
classified by RepRisk

RepRisk negative anticorruption
news (indicator)

Indicator that equals 1 if firm had at least one negative news article
pertaining to corruption (e.g., foreign bribery) in a media outlet with
“medium” or “high” reach or severity, where the media outlet’s reach is
classified by RepRisk

RepRisk negative human rights
news (indicator)

Indicator that equals 1 if firm had at least one negative news article
pertaining to human rights violations in a media outlet with “medium”
or “high” reach or severity, where the media outlet’s reach is classified
by RepRisk

Annual returns Fiscal year buy-and-hold returns

Annual return volatility Standard deviation of fiscal-year daily returns

This table defines all variables used in our empirical analyses. Note that for fund-level tests, all variables are
constructed using a weighted average of values for individual portfolio firms, where weights reflect the value
of a fund’s total shareholdings in a given firm. For example, if a fund owns $10 worth of shares in Firm A and
$30 worth of shares in Firm B, and if Firm A has a violation while Firm B does not, the “any compliance
violation” variable would take the value of 0.25. For variables constructed using a natural logarithm, the
logarithm is taken after averaging values across individual firms. For instance, using the same values as in the
example above, if Firm A has 50 metric tons of scope 1 CO2 emissions and Firm B has 200 metric tons of
Scope 1 CO2 emissions, the “log scope 1 emissions” variable for the fund would be log(0.25*50 + 0.75*200).
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