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Abstract There are an increasing number of individual or corporate investors who demand
social responsibility (SR) to a financial asset. Social responsibility is a multi-dimensional
concept that requires identifying a number of criteria and their weights to be assessed in a
financial asset. Currently a varied discussion is held among practitioners and academics with
respect to this question. The common practice is to equally weight all the SR criteria. How-
ever, investors may wish to prioritize a particular dimension depending on their preferences.
Therefore, the aim of this paper is to tackle this issue, e.g. to provide different weights for
the different SR criteria according to the opinion of different stakeholders. These weights
are later used in order to build a composite measure of SR and to rank mutual funds. To that
end, Vigeo’s list of SR criteria is taken as the starting point for discussion. The Equitics®
database gives the information for the companies’ SR performance according to those cri-
teria. Stakeholders are selected according to various proposals and the Analytic Hierarchy
Process is applied to weighting the Vigeo’s criteria according to the stakeholders’ prefer-
ences. The methodology allows not only assessing the financial assets but also tracking their
evolution with the periodic Equitics® database updates. To prove the feasibility and utility
of the methodology, a case study analysing Spanish equity mutual funds has been carried
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out. Among other results, the method shows that the so-called “responsible” funds do not
perform particularly well in the SR assessment. Besides, we have found that there are few
mutual funds with a good balance between financial and SR behaviour.

Keywords Socially responsible investment - Corporate social responsibility - AHP - Multi
stakeholder - Mutual funds

1 Introduction
1.1 Current economic context: crisis and financial markets

The world economy has been affected by a financial crisis which has had severe, if variable,
implications for Western economies with falls in investment, demand, output and employment
(Herzig and Moon 2013), and the financial assets market has not been immune to these
negative impacts.

Despite this very difficult economic context, or perhaps because of it, the Socially responsi-
ble investing (SRI) market is gaining popularity. Socially responsible investing can be broadly
defined as an investment process that integrates not only financial but also environmental,
social and governance (ESG) considerations into investment decision making.

The investment strategies used by socially responsible investors are mainly screening,
community investment and shareholder activism. Screening, positive and/or negative, is the
practice of evaluating mutual funds based on social, environmental, ethical and/or good corpo-
rate governance criteria. Nowadays is the most popular SRI strategy in most of the countries.
Positive screening implies investing in profitable companies that make positive contributions
to society, for example, that have good employer-employee relations, strong environmental
practices, products that are safe and useful, and operations that respect human rights around
the world. Conversely, negative screening implies avoiding investing in companies whose
products and business practices are harmful to individuals, communities, or the environment.

Currently, one of the main instruments of SRI is investment in socially responsible mutual
funds. The term ‘fund’ is used to refer to a ready-made financial product where investors’
money is pooled into a portfolio and a fund manager decides which shares to buy. A socially
responsible fund is a fund where the selection of investments is based not only on financial
but also on social, environmental, governance or other ethical criteria. The investors attracted
by this kind of products are mainly passive investors. These are investors with medium-low
financial knowledge willing to invest in already made financial products without making
more decisions than those concerning to risk assumption. In this context, the discussion on
the social and financial performance of socially responsible mutual funds is a key question
(Renneboog et al. 2008, Cortez et al. 2009, Hellsten and Mallin 2006, Renneboog et al. 2011).

1.2 The European SRI market

The 5th Sustainable and Responsible Investment Study by the European Forum for Sustain-
able Investment (Eurosif 2012), details the continued growth in assets under management
(AuM) of the European SRI market and also reveals opportunities for future growth.

The assets managed by the European market for socially responsible funds in the year
2012 has reached 95 billion euro consolidating the growth (+12 %) of the recent years. This
result is a confirmation of the strength of this segment of the asset management business that
has maintained positive net inflows even during periods of markets volatility.
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Fig. 1 SRI assets in European countries in 2012

The study also highlights the growing diversity and sophistication of sustainable invest-
ment strategies in practice today. As an example, the norms-based screening strategy, the
widest used SRI strategy in Europe, has seen a surge of 137 % in AuM since 2009 (Eurosif
2012).

According to Fig. 1, in Spain the SRI market remains considerably less developed than
many of its Northern European neighbours. It remains a niche investment strategy dominated
by a few large institutional investors, in particular large occupational pension funds. In this
paper we will focus on the Spanish market as its foreseen expansion makes it a very attractive
case study to be analysed (Spainsif 2012).

1.3 The Spanish SRI market: strengths and weaknesses

According to the Spanish Socially Responsible Investment Forum: SpainSIF (Spainsif 2012)
despite the fact that the legal framework for SRI in Spain remains less robust than in many
of its European neighbours, several recent developments point to promising perspectives in
the near term horizon. For instance, the approved Sustainable Economy Law (Law 2/2011,
March 4, 2011) calls for pension funds to disclose on an annual basis whether or not they
use social, environmental or governance criteria in their investment approach. In addition, a
recently passed law modernizing Spain’s Social Security system calls on employer-sponsored
occupational pension plans to disclose whether they incorporate the analysis of ESG risks as
part of their investment selection process.

Therefore, the role of practitioners and academics is becoming very important for the
evaluation of the social responsibility degree of financial assets. This assessment is not new
and Steuer et al. (2007) and Zopounidis and Doumpos (2013) acknowledge the inclusion of
non-financial criteria in recently published financial multicriteria decision making models.
Practitioners and researchers have acknowledged the growing concern of investors, individual
and institutional, about ethical, environmental, social and governance issues, even if just
taken as a way of decreasing the investment risks. Some recent examples are the works
by Plantinga and Scholtens (2001), Hallerbach et al. (2004), Drut (2010), Ballestero et al.
(2012), Dorfleitner et al. (2012), Dorfleitner and Utz (2012), Bilbao-Terol et al. (2012, 2013),
Pérez-Gladish and M’Zali (2010), Pérez-Gladish et al. (2012, 2013), Cabello et al. (2014),
Utz et al. (2014), Calvo et al. (2014), Bilbao-Terol et al. (2015) and Méndez-Rodriguez et al.
(2014). Their contents have been analysed and summarized in Table 1 (Note: the heading
row of the table refers to the issues that were analysed in the review. They are related to the
research and are explained in the following sections).

In this table we can see that although it is common practice to include ESG criteria in
the assessment process, it is still unusual to assess weights to the different criteria. When it
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happens, the weighting mostly consists of a direct assignment. Finally, we have found it is
also infrequent to work with stakeholders and, definitely, no research was found in which
stakeholders were asked to assess the criteria.

In this work we propose a ranking for mutual funds based on a set of common non-financial
criteria agreed by the main stakeholders. The proposed ranking is intended to be a useful
tool for those passive investors without a clearly pre-defined socially responsible investment
profile or for institutional investors willing to invest in a socially responsible financial product
which represents the preferences of main stakeholders.

Because of their features, the most popular investment tool among Spanish investors
is investment in mutual funds where all the information is provided by the mutual fund
manager (Spainsif 2012). Investors investing in these assets usually are asked to answer a
short questionnaire in order to determine their risk profile and then an adequate product
is selected for them based on their risk level. Morningstar is a provider of this kind of
financial information who gives a simple rating of the funds from one to five stars (see www.
morningstar.com).

The purpose of our paper is to provide potential investors with or without financial knowl-
edge with a similar ranking of mutual funds but based on their degree of social responsibility.
The proposed ranking does not intend to replace classical financial rankings (e.g. Morningstar
ranking of mutual funds) but to complete financial information about mutual funds in order
to assist those investors.

Actually, there are a number of self-named ethical or responsible funds, but a few third-
party labels exist for identifying socially responsible financial products. The objective of these
labels is to serve as a quality standard guaranteeing the systematic integration of ESG criteria
into mutual funds’ management. The first European label for SRI funds managed strictly
on the basis of Environmental, Social and Governance criteria was launched by Novethic
in 2009 (http://www.novethic.com/). Ethibel (http://www.ethibel.be/) also offers a SRI label
for European investment funds to guarantee investments only in companies selected based
on ESG criteria.

Nevertheless, and despite their unquestionable utility, these labels do not to give suffi-
cient information for responsible investors willing to invest in socially responsible mutual
funds. On the one hand the labels make simple classifications such us ethic/non ethic. On
the other hand, generally, the labels do not include a complete set of ESG criteria. There-
fore, in the European market where more than 1200 self-named SRI funds are available
for investors, a ranking of these financial products based on a complete set ESG fea-
tures would be much more helpful than a particular label. To the authors’ knowledge,
only one similar research has been carried out by Tsai et al. (2009). Although they also
rank SRI stocks, they do not use CSR data that updates periodically, they do not take
into account stakeholders’ preferences and they do not discuss the stakeholder’s different
profiles and choices. All this might be useful for designing funds oriented to individual
investors.

In this work we have designed a method that proposes a framework of criteria to assess the
financial assets. It relies on the opinion of main stakeholders to provide different weights for
the different SR criteria. These weights are later used in order to build a composite measure of
social responsibility and to rank mutual funds. This nonfinancial ranking provides a parallel
classification to the financial one provided by Morningstar.

This information can be of great value for marketing researchers, institutional investors and
fund managers attempting respectively to invest or to design in SRI products. The information
can also be used by communication managers to develop effective advertising campaigns in
order to attract retail and institutional investors.
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Fig. 2 Methodology proposed to rank order the funds regarding SRI

The remaining of the paper is as follows: in Sect. 2 the methodology for the profiling
of stakeholders and the ranking of the funds is presented, in Sect. 3 the application of the
proposed methodology to the case study is presented with a broad description of the obtained
results. Finally, in Sect. 4 the authors highlight the main conclusions of the work.

2 Proposed methodology

The proposed methodology requires the participation of two types of agents, (i) the facilitators
of the prioritization process, (ii) a panel of socially responsible investment stakeholders. In this
case study, the facilitators of the process (authors of the paper) have selected the list of Spanish
mutual funds to be evaluated and ranked. They have chosen the proper list of stakeholders
and have guided them all along the process of weighting the evaluation criteria. With these
weights the facilitators will finally evaluate the different funds according to the Equitics®
scores. The methodology is proposed in Fig. 2. A detailed explanation and application of it
is presented in the case study section.

2.1 Regarding the stakeholders and their preferences
As pointed out in several recent contributions to literature on CSR, firms’ relationships with

society are actually relationships with stakeholders (Clarkson 1995; Maignan and Ferrell
2004; Smith 2003; Ingenbleek et al. 2004). To determine the stakeholders for the SRI funds
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we have focussed (i) in the literature but also (ii) we have tried to answer the question: who
may be interested in the existence of a ranking for SRI funds?

The answer to question (ii) leads us to consider who is demanding and supplying
such products. On the supply side, the Spanish National Securities Market Commission
(CNMYV Comisioén Nacional del Mercado de Valores) says that according to the Spanish Law
(2003)35/2003 of 4 November on Collective Investment), in Spain the only possible vendors
of such products are:

— investment services companies or
— financial entities.

On the other side, not regulated by law, stakeholders would be investors interested in these
types of funds. Following the stakeholders identified by Spainsif (2012) and the literature,
for this study we distinguish four different groups:

— Institutional investors, e.g. investing in retirement plans. The most widely mentioned
are the Trade Unions (Hamilton et al. 1993; Sparkes 2003). Besides, although public
institutions like universities, town halls, public companies etc. buy some Equity Mutual
Funds (EMF, the ones of the case study), they mainly invest in bond funds. Therefore,
only trade unions are actively using and criticizing EMF.

— NGOs, e.g. investment as a tool for social action (Sparkes 2004; Sievinen 2014).

— Individual investors. For these we followed the study carried out in 2012 in Spain by
(Méndez-Rodriguez et al. 2014) in which they conclude that SR Spanish investors are
likely to be females and, contrary to their initial predictions, they found that the propensity
for being socially responsible is not greater for religious investors. They also found that
the older the investor the more likely to be socially responsible. This result is similar to
that obtained by Beal and Goyen (1998) and Pérez-Gladish et al. (2012) for Australian
investors. Surprisingly, the study revealed that Spanish SR investors tend to be lower
income investors. We have chosen the stakeholders following these profile patterns.

The above groups would be direct stakeholders, that means, people who directly invest in
funds. We have also considered an indirect stakeholder, that is to say, people who may act as
facilitators for the investment:

— Experts in CSR (Academicians, CSR service providers) whose mission is to provide
information to groups both of the supply and the demand side (Sen et al. 2006).

These six groups will be profiled by means of our methodology and besides they would be
potential users of our ranking of Investment Funds.

2.2 Regarding the evaluation criteria

In his categorization of the responsible investment literature, Hoepner and McMillan (2009)
in his widely cited article identifies 14 papers dealing with the definition of criteria for social,
environmental and ethical screening in responsible investment. The reporting of information
on company performance with respect to environmental, social and governance (ESG) criteria
has received considerable practical attention. In fact, several rating agencies provide databases
which evaluate corporations with respect to a certain number of ESG criteria. Some examples
are KLD in U.S., EIRIS in the UK or Vigeo in France. MSCI ESG STATS KLD (known under
the name KLD Research & Analytics Inc.) is considered by most of the academic authors the
largest and most complete source of information regarding corporate social responsibility
(Waddock 2003; Mattingly and Berman 2006).

@ Springer



Ann Oper Res (2016) 244:475-503 485

However, some authors as Chatterji et al. (2009) have acknowledged the low validity of
the rating agencies measurement of management systems. In his work they focused on KLD
but their conclusions could be extended to other rating agencies. Questioning the quality
of the information provided by social rating agencies is not one of the goals of this paper.
The main objective is to propose a method to rate mutual funds taking into account agreed
weights for the different social criteria.

The KLD system allows companies to be rated according to different social dimen-
sions. Each of these dimensions is evaluated on two criteria, namely strengths and concerns.
Strengths and concerns are both rated on binary scales, where “1” signifies “existing” and
“0”, “not applicable”. However, the use of binary variables to measure Corporate Social
Performance is very rigid and limits the amount of information contained in the evaluation.

Therefore, and in order to avoid the limitations due to the use of binary variables we will
work with a different database which is also well known in the SRI field, the Equitics®
database from Vigeo. Vigeo is a leading European expert in the assessment of companies
and organisations with regard to their practices and performance on ESG issues. Vigeo has
developed Equitics®, a model based on internationally recognised standards to assess to
which degree companies take into account social responsibility objectives in the definition
and deployment of their strategy. They offer access to ratings in 6 dimensions, which are com-
monly used by the rating agencies: Human Rights; Human Resources; Environment; Business
Behaviour; Corporate Governance and Community Involvement. These six dimensions are
broken down into 17 non-financial criteria. A description of these criteria is presented in
Table 2.

Equitics® provides scores from 0 to 100 for each social criterion and also for the aggregated
score, thus, it overcomes the problems arisen from the use of binary variables (e.g. KLD).

2.3 Regarding the weighting of criteria

Vigeo’s evaluations for each firm in each dimension (criteria group) are directly summed
up into the CSR scores. However, in this way of aggregating they do not consider the fact
that the different dimensions or criteria groups might have different relative importance for
the investors. In this work we propose to “weight” the different dimensions and to use these
weights to calculate the CSR score of each company. We want to stress out that our aim
is to demonstrate that when assessing the CSR value of a company there are ways to do it
considering the opinion of the related stakeholders. These stakeholders might be the ones we
recommend in this study, or they might also be different ones whose opinion is meaningful
for the potential investor. Should this be the case, arranging the panel of experts does not need
to be so complex. The potential investor could directly address a single expert or stakeholder
that aligns with his preferences. Or he could weight the CSR criteria himself following the
procedure presented in this paper.

The AHP method is used for weighting the evaluation criteria. The Analytic Hierarchy
Process (AHP) proposed by Saaty is a measurement theory of intangible criteria (Saaty
1980). AHP is based on the fact that the inherent complexity of a multiple criteria decision
making problem can be solved through the construction of hierarchic structures consisting
of a goal, criteria and alternatives. In each hierarchical level paired comparisons are made
with judgments using numerical values taken from the AHP absolute fundamental scale of
1-9. These comparisons lead to dominance matrices from which ratio scales are derived in
the form of principal eigenvectors. These matrices are positive and reciprocal (aij = 1/aji).
The synthesis of AHP combines multidimensional scales of measurement into a single one-
dimensional scale of priorities.
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The method is one of the most extended multicriteria decision making techniques, AHP
is being currently applied in the CSR field (Chen and Fan 2011; Tsai et al. 2010), adapts very
well to the hierarchy of criteria proposed by Vigeo and also has the additional advantage of
being easy to explain to the experts that have to assess the different criteria in a simple and
systematic way. More details on the AHP can be found in Saaty (1980), Saaty and Peniwati
(2008) and Garcia-Melodn et al. (2008).

2.4 Regarding the final prioritization of the funds

Once the main stakeholders, the criteria and the preferential weights have been obtained
we will evaluate and rank equity mutual funds (EMF). This will be done in two steps: (i)
calculation of the SR Index for each company and (ii) calculation of the SR Index for each
fund. We will rely on two different databases: Equitics® rating and Morningstar’s EMF
database. We will adapt Equitics® criteria to our agreed list of criteria and then, given each
firm’s share in each mutual fund we will evaluate and rank the equity mutual funds.

In order to achieve an SRI value for each fund, an intermediate step must be carried out.
That is to calculate the SRI value for each of the companies in the investment fund (Eq. 1).

17
SRIcj =Y Lk wi ¢))
k=1

Being:

Iik: Vigeo’ score of the company j for the k criterion

wy: relative importance of k criterion given by stakeholders

k: each of the criteria Vigeo uses to assess the degree of social responsibility of the
companies

Cj: each of the companies

Since the composition of each selected fund is given by the Morningstar database, the
following procedure will be applied to calculate the SRI index of each fund (Eq. 2).

ni

SRIpi =D SRIc; - pij @
j=1

Being:

SRIg;: SR Index for Fund i

SRI¢;: SR Index for Company j

n;: number of Companies included in Fund i
p;j: proportion of Fund i invested in Company j

In order to demonstrate the feasibility and utility of the methodology it has been applied
to the following case study.

3 Case study: SR ranking of Spanish mutual funds
3.1 Step 1: select funds’ portfolio

For the selection of the SRI mutual funds (SRIMF) portfolio we will use the Morningstar
database. We have focused on large cap equity mutual funds as large companies are more
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likely to be scanned by social rating agencies. We have considered funds whose region of sale
is Spain and whose investment area is Europe since such is the offer in Spain and European
companies are more likely to have measured CSR indicators (Lobel 2013). In addition, we
have chosen funds whose percentage of equity is more than 80 % because Equitics® provides
data about companies but not about bonds.

Taking into account these restrictions, a total set of 37 funds have been analysed with
925 different companies, some of them belonging to various funds with an average of 44
companies per fund (see Table 3).

3.2 Step 2: identify key stakeholders

As stated above, six main groups of stakeholders have been identified. For our case study
two stakeholders have been selected as representatives of each group. In the selection of
these representatives we have taken into account their level of expertise in the SRI field, their
knowledge of the selected funds, and their willingness and availability to participate in this
study. Besides, we have also considered some other personal average data such as: gender,
age, etc. according to the reviewed literature (see Sect. 2).

A description of participant stakeholders is given in the Table 4. For some of them it has
not been possible to give more details about their names or companies, due to confidential
reasons. In brackets we show the gender: male or female.

3.3 Step 3: select evaluation criteria

The selected criteria from the Equitics® model developed by Vigeo (see Table 2) have been
arranged as a hierarchy according to the AHP procedure

3.4 Step 4: weight the evaluation criteria

For the weighting of the evaluation criteria the AHP method was used. AHP requires a hier-
archical model of criteria, (see Fig. 3) to pairwise compare all the criteria and to obtain a final
weight for them (Saaty and Peniwati 2008). A questionnaire was designed for this purpose.
This was conducted through a personal interview with each of the 12 stakeholders. Inter-
views were carried out either with face-to-face meetings or by videoconference depending
on the interviewee’s preferences. First, a set of instructions was presented to explain which
comparisons were to be made according to the hierarchical structure proposed and the 1-9
point Saaty’s scale. Last, the surveys were processed using specific software. Weights or
relative importance for each criterion and for each stakeholder were derived. A sample of the
questionnaire with a couple of the questions stated is shown in Table 5.

In this example, the stakeholder says that, in order to assess the Social Responsibility of a
company, Corporate Governance issues are moderately more important than Environmental
issues.

All interviews were carried out personally, on the one hand because experts had to under-
stand the research aims, the AHP method and the AHP questionnaires. On the other hand,
because all comments and other valuable information experts could give were to be gathered
for the research. Interviews lasted around 90 min, the first stage was devoted to the research
aims, the method and the questionnaire. The second stage was devoted to answering the 32
questions (comparisons). After processing the answers experts knew if the consistency ratio
was below 0, 1, as the AHP method recommends. If it was not the case, experts were asked
to improve the consistency of their answers. In the end, all experts showed their satisfaction
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Table 3 List of selected funds
Name ISIN

Fl AC Inversion Selectiva FI ES0106949037
F2 Acacia Reinverplus Europa FI ES0157934003
F3 Bankinter Dividendo Europa FI ES0114802038
F4 Bankinter Sector Finanzas FI ES0114805031
F5 BBVA Bolsa Europa FI ES0114371034
Fo6 BBVA Bolsa Plan Dividendo Europa FI ES0113536009
F7 Cahispa Europa FI ES0124541030
F8 Crediinvest SICAV Big Cap Value I1 LU0436007537
F9 CX Borsa Europa FI ES0133802035
F10 EDM Intern. SICAV Strategy I LU0847874772
Fl1 EDM Intern. SICAV Strategy R LU0028445327
F12 ES Eur. Responsible Equity Fund LU0161220339
F13 Eurovalor Dividendo Europa FI ES0127025031
F14 Eurovalor Emerg. Empresas Europeas FI ES0133612038
F15 FonCaixa Bolsa Div. Europa Estdndar FI ES0184923037
Fl16 FonCaixa Bolsa Div. Europa Plus FI ES0184923003
F17 FonCaixa Bolsa Div. Europa Premium FI ES0184923011
F18 FonCaixa Bolsa Gestion Europa Estand FI ES0138068038
F19 FonCaixa Bolsa Gestion Europa Plus FI ES0138068004
F20 FonCaixa Bolsa Gestiéon Europa Premium FI ES0138068012
F21 Fondespana-Duero RV Europa FI ES0147496030
F22 GVC Gaesco Europa FI ES0140643034
F23 Ibercaja Bolsa Europa A FI ES0130705033
F24 Ibercaja Bolsa Europa B FI ES0130705009
F25 Intervalor Acciones Internacional FI ES0155715032
F26 LIS CA Indosuez Equities Europe IA Dis LU0474619797
F27 LIS CA Indosuez Equities Europe IB Cap LU0474619870
F28 Mediolanum Europa R.V. L FI ES0165128002
F29 Mediolanum Europa R.V. S FI ES0165128036
F30 NovaCaixaGalicia Europa Seleccion FI ES0115411037
F31 Sabadell Europa Bolsa FI ES0174416034
F32 Sabadell Europa Valor FI ES0183339037
F33 Santander Dividendo Europa A FI ES0109360034
F34 Santander Dividendo Europa B FI ES0109360000
F35 Santander Euroindice FI ES0175147034
F36 Santander Solidario Dividendo Europa FI ES0114350038
F37 Selectiva Europa FI ES0107492037

with the method, stating that it was an explicit and structured procedure for assessing the
preferences about the CSR criteria.

Every stakeholder obtained a different set of weights, according to his/her preferences. In
order to obtain the global weighting according to all the stakeholders, the aggregation of all
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Table 4 List of interviewed stakeholders

Group Description Stakeholders interviewed
Gl Financial entities One office director of one of the main Spanish Savings
Banks (M)

One office director of another of the main Spanish
Savings Banks (M)

G2 Investment service companies One manager of an international investment company (F)
One investment funds manager of a Spanish Savings Bank
M)
G3 Suppliers of SRI services, and One academician expert on CSR. Coordinator of UPV’s
Universities University Master on CSR (M)

One academician, expert on CSR. Main researcher of
public funded projects on SRI (F)
G4 Trade unions A representative of Unién General de Trabajadores
(UGT), one of the two biggest Unions in Spain. (M)

A representative of Comisiones Obreras (CCOO), the
other of the two biggest Unions in Spain (M)

G5 NGOs One representative of Red Cross, the main Spanish social
NGO (F)
One representative of Engineering without borders, a very
influential Spanish technical NGO (M)

G6 Individual investors One individual investor following the profile (see
Meéndez-Rodriguez et al. 2014) who takes SR into
consideration when choosing the funds (F)

Another individual investor of the same profile who takes
SR into consideration when choosing the funds (F)

the individual priorities by means of the geometric mean was used as suggested by Saaty and
Peniwati (2008) and applied in research like Felice and Petillo (2013) or Moreno-Jiménez
et al. (2014).

The results obtained are presented in the following Table 6 (see Fig. 4 for abbreviations)

All the stakeholders were offered, on the one hand, to validate their individual results
asking them if these really represented their values. According to most of them, the obtained
individual results really put forth their inner values. They realised aggregated results and
individual ones do not match and, hence, there is ground for discussion and consensus build-
ing. However, since consensus building was not within our scope the aggregated weights
were the ones used to assess the CSR of the companies.

A graphical comparison of the first level of criteria is also presented in order to analyse
the different profiles of the stakeholders.

These results allow different types of stakeholders’ analysis: individual profiles, overall
analysis or comparison analysis.

Starting with the individual analyses (Fig. 4a—f), it seems that most stakeholders obtain
a predictable profile. For example, G4: Trade unions has given much importance to the
dimension Human Rights, Human Resources and Business Behaviour. A similar profile is
observed for G6 individual investors, which can be interpreted as the criteria that are more
directly related to their interests. However, the dimension Community Involvement has been
undervalued even in those groups. Regarding the G1 Saving banks, this group has given
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Table 5 Sample of the AHP questionnaire for prioritization of first level criteria (Equitics” dimensions)

From your point of view, which criterion is more important to assess the Social Responsibility
performance of a company?

CG: Corporate governance

ENV: Environment

Which criterion do you consider more important? CGX ENV

In which degree? 1 3X 5 7 9

Table 6 Weights for the SR dimensions and criteria obtained by each group of stakeholders and by the whole
group

Dims.  Crit. Gl G2 G3 G4 G5 G6 Whole group
Banks Invest. NGOs Unions CSR Experts Indiv. investor
companies
CG CGl1 0.039  0.132 0.051 0.003  0.028 0.028 0.041
CG2 0.109  0.060 0.074 0.010  0.017 0.083 0.058
CG3 0.029 0.053 0.044  0.004  0.023 0.042 0.032
CG4 0.013  0.016 0.021 0.010  0.012 0.013 0.021
BB BB1 0.054  0.090 0.053  0.057  0.124 0.059 0.073
BB2 0.059  0.041 0.042  0.111 0.125 0.086 0.075
BB3 0.118  0.061 0.056  0.043  0.017 0.076 0.064
ENV  ENV1 0.103 0.036 0.063 0.014  0.101 0.018 0.051
ENV2  0.067 0.039 0.046  0.068  0.038 0.040 0.055
ENV3  0.024 0.018 0.023 0.024  0.082 0.049 0.037
HR HRI1 0.066  0.041 0.087 0.092  0.050 0.019 0.059
HR2 0.039  0.020 0.020  0.041 0.018 0.043 0.030
HR3 0.070  0.050 0.093  0.067  0.058 0.120 0.076
HRths HRthsl 0.108  0.198 0.147  0.047  0.128 0.125 0.138
HRths2 0.022  0.099 0.093 0304  0.147 0.125 0.120
CIN CIN1 0.064  0.036 0.036  0.072  0.006 0.061 0.044
CIN2 0.015  0.009 0.050 0.033  0.026 0.012 0.027

great importance to Business Behaviour and Corporate Governance. In the third position they
have ranked the Environmental dimension located ahead of Human Resources and Human
Rights. Indeed, currently, Corporate Governance, Business Behaviour and Environmental
dimensions are receiving the most attention from the companies’ management. However,
although G2: Investment services also gives great importance to Corporate Governance and
Business Behaviour, they differ with respect to G1 in highlighting Human Rights and not
considering much Environment. It seems this group gives more importance to the financial
risks associated with Human Rights than with Environment. G3: NGOs, is the one in the
demand side that has given more importance to Corporate Governance. Probably, because
they are NGOs that trust in management systems. There are NGOs that do not trust much in
management systems but they have not been interviewed as they do not influence much the
financial economy. Finally, G5: CSR experts also give importance to Business Behaviour,
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CIN
5%

11% 0% 19%

C
HRths
24%
20% 13%
20%
e f
CIN cG
HRths
28% BB
27%
HR
12% ENV
22% 11%

Fig. 4 Weights of the SR dimensions obtained for a G1 (Savings banks), b G2 (Investment companies)
(From the offer side), ¢ G3 (NGOs), d G4 (Unions) (From the side of the demand), e G5 (CSR experts), f G6
(Individual investor) of stakeholders

Human Rights and Environmental dimensions but leaves Corporate Governance in the last
places. This means that CSR experts give more importance to the operating results than to
management activities.
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CIN BB
HRths ENV
HR
= === G6 Indiv. investor —4— G5 CSR Experts G4 Unions
------- G3 NGOs G1 Banks = G2 Invest companies
~{— WHOLE GROUP

Fig. 5 Weights of the SR dimensions obtained for separated groups and the whole group of stakeholders

Fig. 6 Weights of the SR Grou
dimensions obtained for the CIN p
whole group of stakeholders 7% CG

17%

The aggregation of individual profiles in one group (Figs. 5 and 6) allows an overall
analysis. As expected, the average results are more balanced than the individual ones, for
other examples see [Garcia-Meldn et al. 2012 or Spyridakos and Yannacopoulos Spyridakos
and Yannacopoulos (2014)]. Finally, the main dimensions are in order of importance: Human
Rights, Business Behaviour and Human Resources. These global data contrast with the
main issues targeted during the design of ethic funds, as explained in Sect. 1. Indeed, the
design processes usually centres around governance and executive compensation issues,
and less frequently touch upon the environmental and social stewardship of the targeted
companies. However, the aggregation of the stakeholders’ preferences centres on Business
Behaviour and Human Rights criteria in this case study. As described in the conclusions, it
seems that main business strategies for SR are not fully aligned with the stakeholders’ global
preferences.
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3.5 Step S: Prioritization of companies and funds

We have analysed the prioritization results in two ways.

(1) Using the weights of the SR criteria for each individual investor
(ii) Using the weights of the SR criteria according to the whole group of stakeholders. This
will be our standard solution

With all these calculations in mind and applying Egs. (1) and (2) to the Vigeo’s Equitics®
data, the results obtained for the final prioritization of the 37 analysed funds are shown in
Table 7:

The obtained values are the result of a weighted sum as explained in Eq. 2. Therefore, each
fund can get a value between 0 and 100 depending on the particular values of each company
for each criterion (Ijx in Eq. 1), the criteria weights (wg in Eq. 1) and the percentage of the
fund invested in each company (p;; in Eq. 2). All I values in the database are positive and
thus can be directly added.

The obtained values must not be considered definitive or absolute. On the one hand,
the ranking may vary as the companies vary in the Vigeo Equitics® assessments. On the
other hand, funds change their composition continuously and hence the SR Index will vary
accordingly. Therefore, the methodology assesses the funds for a particular time span, as long
as the funds’ composition last, and as long as the companies maintain their CSR assessments.
In addition, it allows predicting how they will perform by changing their composition and,
finally, allows calculating performance trends and researching about the evolution of funds’
Social Responsibility.

Discussing the aggregated results, last column in the table, it can be seen that Fund F35
Santander Euroindice FI is the best ranked followed close by F5 BBVA Bolsa Europa FI. In
a second level, there is a large group at a certain distance headed by six funds: F18, F19, F20,
F23, F24 and F2. At the end of the ranking three funds rank clearly lower than the others.
Those three are the open-ended investment trust funds (SICAV in Spanish), which are mainly
devoted to benefits.

Going through the individual results, interestingly the ranking is very robust and there
are no significant differences among the stakeholders; i.e., the best and worst funds are sim-
ilar for every stakeholder (see Fig. 7). There are two main reasons for this coincidence.
On the one hand, when in the Equitics® database there were cells without information, we
assigned cero to the cell. That is to say, when for a particular company (j) and a particu-
lar criteria (k) Equitics® had no value in the corresponding cell (Ijx in Eq. 1), that meant
the company had not reported anything, and that was considered a company’s fault to its
commitment to accountability and transparency. Therefore, the value O fills in the gap for
that criterion. Hence, the funds with more companies presenting fewer values have lower SR
Indexes.

On the other hand, responsible companies usually perform positively in all criteria and
hence, the different criteria weights have a lower than expected influence in the companies’
rank order. Therefore, those funds with more of these responsible companies had better final
scores.

Moreover, it is remarkable that the only two funds claimed to be responsible, funds F12
and F36, have not performed particularly well (see Fig. 7). Actually, we have found just two
so-called “responsible” Equity Mutual Funds eligible for the study. There is a niche for this
kind of funds that could be covered taking into account our research results.

A ranking can be developed to communicate to non-specialist investors the funds’ SR
level. It would be a communication technique similar to the black stars of the Morningstar
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rating used to communicate the funds’ financial performance. We have put forward four
levels (see Fig. 8) and have ranked each fund according to the results obtained. Then we have
compared them to their Morningstar rating (see Table 8).

As it can be seen in Table 8 the SRI ranking does not match the Morningstar ranking.
For example, the best funds for the SRI ranking are F11 and F28 (with four clovers) while
the best funds for the financial ranking are F35 and F5 (with four stars). However, numerous
investors would not be interested in these rankings considered individually. These investors,
when making decisions about their portfolio composition, would take into account both,
together with their investment requirements.

@ Springer



Ann Oper Res (2016) 244:475-503

499

Table 8 Rank order of the Funds according to their SRI A-Index

Fun SRI _ Mm_ningst.
Name ISIN aggreg. | SRIranking | Rating for
d

value funds
F35 | Santander Euroindice FI ES0175147034 41,16 SRDD * kK
F5 | BBVA Bolsa Europa FI ES0114371034 40,71 DHDD *
F18 | FonCaixa Bolsa Gestion Europa Estand FI |ES0138068038 37,89 BB * %
F19 |FonCaixa Bolsa Gestion Europa Plus FI ES0138068004 37,89 DLBD n.d.
F20 E;mCaixa Bolsa Gestion Europa Premium ES0138068012 37.89 29D nd.
F23 |Ibercaja Bolsa Europa A FI ES0130705033 37,37 8BS * % %
F24 |Ibercaja Bolsa Europa B FI ES0130705009 37,37 BB n.d.
F2 | Acacia Reinverplus Europa FI ES0157934003 36,92 PSP n.d.
F14 | Eurovalor Emerg. Empresas Europeas FI  |ES0133612038 36,06 BB n.d.
F15 |FonCaixa Bolsa Div. Europa Estandar FI | ES0184923037 35,81 SHDD * Kk *
F16 |FonCaixa Bolsa Div. Europa Plus FI ES0184923003 35,81 HRD n.d.
F17 |FonCaixa Bolsa Div. Europa Premium FI | ES0184923011 35,81 BB n.d.
F31 | Sabadell Europa Bolsa FI ES0174416034 35,78 DD * Kk k
F12 |ES Eur. Responsible Equity Fund LU0161220339 |35,30 @ * Kk k
F28 |Mediolanum Europa R.V. L FI ES0165128002 34,91 SHDD * Kk Kk k
F29 |Mediolanum Europa R.V. S FI ES0165128036 34,91 HRD * Kk *
F1 | AC Inversion Selectiva FI ES0106949037 32,89 DB * *
F9 | CX Borsa Europa FI ES0133802035 32,71 BB *
F4 |Bankinter Sector Finanzas FI ES0114805031 32,40 @ * Kk *
F32 | Sabadell Europa Valor FI ES0183339037 [31,96 8BS * % %
F21 |Fondespaiia-Duero RV Europa FI ES0147496030 31,73 HRD *
F13 | Eurovalor Dividendo Europa FI ES0127025031 30,54 DD *
F36 | Santander Solidario Dividendo Europa FI | ES0114350038 30,16 288 * %
F30 |NovaCaixaGalicia Europa Seleccion FI ES0115411037 29,86 n.d.
F37 |Selectiva Europa FI ES0107492037 29,85 B * *
F33 | Santander Dividendo Europa A FI ES0109360034 29,83 B * Kk k
F34 | Santander Dividendo Europa B FI ES0109360000  |29,83 B n.d.
F6 | BBVA Bolsa Plan Dividendo Europa FI ES0113536009 29,60 *
F26 |LIS CA Indosuez Equities Europe IA Dis | LU0474619797  |28,02 S * Kk k
F27 |LIS CA Indosuez Equities Europe IB Cap |LU0474619870 |28,02 B * ok ok
F7 | Cahispa Europa FI ES0124541030 27,78 B * Kk k
F22 | GVC Gaesco Europa FI ES0140643034 27,27 B * *
F3 | Bankinter Dividendo Europa FI ES0114802038 25,27 * %
F25 |Intervalor Acciones Internacional FI ES0155715032 25,09 DD * %
F8 | Crediinvest SICAV Big Cap Value I1 LU0436007537 19,97 @ * * Kk
F10 |EDM Intern. SICAV Strategy 1 LU0847874772 19,94 @ n.d.
F11 |EDM Intern. SICAV Strategy R LU0028445327 19,94 @ * * Kk k

4 Conclusions

In this research we have focused on obtaining a ranking of investment funds according to
the social responsibility of their companies. The aim is to complement the existing financial
tools in Europe. We have applied the proposed methodology to an attractive Spanish case
study. In Spain there is a low level of implementation of these products and yet, there is an
apparent great potential for the socially responsible investment. A stimulation of demand is
required in Spain and it necessarily involves greater information about the supply of these
products. The research, hence, not only addresses investors but, also, the companies them-
selves, fund managers, financial institutions, financial researchers and reporters, marketers
and advertisers, etc.
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The methodology takes into account the different SR criteria, or ESG considerations.
For this, it relies on the Vigeo’s Equitics® database because of its unique characteristics.
Equitics® assesses six SR dimensions divided into up to 17 criteria.

The procedure allows analysing particular profiles of investors and companies by giving
different weights to the SR criteria. Analytic Hierarchy Process (AHP) is applied for the
weighting. To show the adaptability of the methodology, but also aiming at obtaining a
balanced proposal for the criteria weights, a panel of SR financial market stakeholders has
been arranged. By means of AHP, their individual preferences regarding Equitics® SR criteria
have shown in the criteria weights and meaningful differences have been found. That is to
say, the individual socially responsible investment profiles have been obtained. Therefore,
for the case study the different stakeholders’ approaches were aggregated in an average value
for the funds’ social responsibility assessment.

In the case study 37 Spanish large cap equity mutual funds were assessed. The criteria
weights were applied in a weighted sum to the Equitics® data for every criteria of every
company of each fund. Thus, a social responsibility index was calculated ranking ordering
the 37 funds. The ranking was calculated for each individual set of criteria weights and for
the set of average weights.

Results showed the dimensions Human Rights, Business Behaviour and Human Resources
were the most preferred and hence most weighted. However, they were similarities and
differences among the stakeholders that showed their inner values and approaches towards
socially responsible investment. Human rights dimension was given the largest importance by
all except for the saving banks. Saving banks actually placed all the internal dimensions before
the external, i.e., they care more about the closer scope of the company’s responsibility. Also
interestingly, while the suppliers: Saving banks and Investment services companies, gave
the largest importance to the Corporate Governance dimension, the demanders: individual
investors and NGOs, trade unions and CSR experts, left it the fifth dimension out of six.

According to the results, on the offer side Banks seem to understand CSR as an inner
driving force while Investment Service Companies seem to see CSR as an external opportunity
or risk. This is why the former give more importance to dimensions Human Resources and
Environment (understood as management procedures) and the latter give more importance
to Human Rights (understood as social stewardship and boycotts).

Furthermore, on the demand side, Environmental issues are given little relative importance.
Only CSR experts drew attention to the environmental dimension and it was in the third
place. Discussed this fact with the stakeholders, environmental issues are regarded as a
natural consequence of the business behaviour. However, in the authors opinion, there is also
a social bias in the Spanish SRI market and, hence, the importance of Human Rights and
Human Resources.

In conclusion, the research results showed a significant difference between the approaches
of the offer and the demand towards SR investment. For that, the proposed methodology can
encourage stakeholders to discuss those differences looking for a better understanding among
vendors, demanders and opinion makers.

It was observed the companies with better social responsibility performance (first positions
in our ranking) provided more information and leaded all the Equitics® criteria. Hence, the
funds including more of those companies had better social responsibility indexes. For that, we
can also conclude that our methodology could help funds designers to select those companies
in Equitics® which perform better in those criteria preferred by their targeted investors.

It must be stressed out the final SR score obtained for each fund cannot be considered as a
final assessment. The funds vary in composition with time, and also vary the SR performance
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of companies they invest on. Being based on Equitics® data, the methodology allows easily
updating the SR scores as the funds and companies change with time.

This methodology and its results are useful for the Spanish case that mainly uses the
strategy of excluding companies to form the funds’ portfolio. This methodology can be used
to establish the minimum score from which the companies are excluded in the funds. Another
interesting future application could be the use of the obtained scores in a portfolio selection
model where the scores could play the role of cut-off points or thresholds regarding the social
responsibility level the investor is willing to assume.

Finally, individual investors are increasingly asking for more complete information, and
this includes funds’ SR performance. Be it due to the investor’s consciousness and care about
ESG considerations or be it due to a consideration of the investment risks. In both cases the
methodology provides complete, understandable and updated information that can be easily
combined with other sorts of financial information, such us the Morningstar classification of
funds.
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