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Abstract

From a simple idea to unite asset owners in their quest for responsible investment (RI) at its launch in April 2006, the United
Nations supported Principles for Responsible Investment (PRI) have grown in just one decade into an initiative with more
than 1500 fee-paying signatories. Jointly, the PRI’s signatories hold assets worth more than $80 trillion, making it one of the
more prevalent not-for-profit organizations worldwide. Furthermore, the PRI’s ambitious mission to transform the financial
system at large into a more sustainable one makes it a worthwhile subject of inquiry from an institutional perspective. We
undertake an empirical investigation of the adoption of the PRI by asset owners during five crucial years of the association’s
emergence: 2007-2011. Following a tripartite view of institutional theory proposed by Scott (Institutions and organizations.
Foundations for organizational science, A Sage Publication Series, London, 1995), we explore if regulative, normative, and
cultural-cognitive factors influence an asset owner’s decision to subscribe to the PRI. Applying both parametric and non-
parametric survival analysis, we find that asset owners are indeed significantly affected by normative, cultural-cognitive,
and regulative aspects. In particular, (i) public service employee and labor union pension funds (ii) from social backgrounds
more culturally aligned with values represented by the RI movement (iii) with historically more voluntary legislation on
environmental, social, and governance (ESG) issues are most likely to sign the PRI. In contrast, institutional environments
with a higher number of pre-existing mandatory ESG regulation decrease the likelihood of signing the PRI. Our results
indicate that normative and cultural-cognitive factors were crucial contributors to the PRI’s growth. With respect to the
regulative environments, our results imply that some asset owners may use the PRI as a collective industry initiative to sub-
stitute for mandatory legislation. Conversely, a high level of historical mandatory legislation may constrain organizational
resources that could otherwise be dedicated to voluntary initiatives such as PRI. Our findings are robust to relevant controls
and econometric concerns.
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20% of the signatory body, with PRI’s own estimated asset
owner market penetration of 20% versus 85% for asset man-
agers (PRI 2018a).) This reflects the fact that asset owners
have been slower than other market players to adopt ESG
considerations (Mooij 2017) despite being crucial to the suc-
cess of the RI movement, and with it the PRI itself.

Asset owners are instrumental for the PRI and responsible
investment in general because they make the decisions about
how their enormous assets, representing on average around
34% of GDP in OECD countries, are managed (Sievidnen
et al. 2013a). As of 2012, pension funds alone were the larg-
est class of investors with $33.9 trillion of assets under man-
agement (AUM) (Létourneau 2015). They own more than a
quarter of publicly listed stock globally (Clowes 2000), that
is a collective 25% stake in the organizations accountable for
key sustainable development issues such as environmental
externalities. For example, only 100 listed companies have
been the source of over 70% of greenhouse gasses emit-
ted globally since 1988 (Carbon Disclosure Project 2017).
Considering developments such as the recent introduction
of state pension auto-enrolment in the UK, the weight and
role of asset owners in the financial industry can only be
expected to continue to grow (Vitols 2011). As owners, they
are in a unique position to drive more sustainable invest-
ment and corporate practices through awarding mandates
and allocating capital. Membership of the PRI demonstrates
an intention to do so and provides the tools for it through
access to information, working groups, and opportunities to
pool resources, e.g., via collaborative engagement (Dimson
et al. 2018). With little over a decade left to work towards
the United Nations Sustainable Development Goals (UN
SDGs) and progress being too slow so far (UN 2018), the
question why asset owners join the PRI becomes an espe-
cially timely and salient one.

The first attempt to formally investigate the drivers of RI
adoption by asset owners was made by Majoch et al. (2016)
in a content analysis paper looking at the internal motivation
of asset managers and asset owners to sign the PRI from a
stakeholder salience perspective. Their study had the ben-
efit of access to a qualitative self-reported dataset making it
exceptionally well positioned to analyze motivations from
within an organization. In our paper, we use public, country
level data available for both signatories and non-signatories
that allow us to complement this internal picture with a bet-
ter understanding of the contribution of the institutional
setting over the same time period. We choose to structure
our analysis using institutional theory, which has provided a
framework for much of the academic investigation of corpo-
rate social responsibility (CSR) and responsible investment
to this date (Bengtsson 2008b; Campbell 2007; Marquis
et al. 2007; Moon and Vogel 2008; Matten and Moon 2008;
Sandberg et al. 2009).
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As we are building on the Majoch et al. study, we adopt
the same sample period of the first 5 years of the PRI’s exist-
ence, when PRI membership did neither involve a member-
ship fee nor a reporting burden and the growth rate in both
asset owner and overall signatory numbers was the high-
est, with none of the consecutive years since matching it or
indeed even exceeding 20% year on year (PRI 2018a, b, c).!
By investigating the question of why asset owners signed the
PRI in these initial years, we intend to shed light on the driv-
ers of the PRI’s strong early growth. This may help equiva-
lent organizations to learn from the PRI’s success and could
also support the PRI itself to recreate its asset owner growth,
which is among the PRI’s very explicitly stated goals as
documented in its recent annual reports. Both developments
would ultimately help drive the investment industry to con-
tribute more to the achievement of the UN SDGs.

In structuring our analysis, we follow Scott (1995), who
organizes much of the broad theoretical thinking about
institutions into a framework of three pillars: the regulative,
normative, and cultural-cognitive. We apply public data as
proxies for each of these pillars and analyze the importance
of each of them over a 5-year sample period between 2007
and 2011, for a group of asset owner signatories and non-
signatories. More specifically, we employ survival analysis,
which utilizes information content from both the decision to
sign the PRI as well as the time it took to do so.

Literature Review

In 2006, the year the UN PRI was launched, Waddock wrote
about the various voluntary initiatives at the center of the
responsible investment movement as an emerging voluntary
responsibility assurance system, most commonly referred
to in the literature as private regulation (Campbell 2007;
Vogel 2010). Waddock lists the UN PRI, with it at the time
$6.5 trillion of signatory AUM, as part of this emerging
institutional infrastructure designed specifically to hold
institutional investors more accountable, responsible, and
transparent (Waddock 2008).

Since the publication of Waddock’s article, the PRI has
celebrated its ten-year anniversary and grown its signatory

! Towards the end of 2011, two additional factors come into play
that we believe would have had significant influence on the decision
making around joining the PRI: (i) the introduction of mandatory sig-
natory fees proportionate to investor AUM (enforced starting winter
2011/2012). (ii) An overhaul of the PRI Reporting and Assessment
framework, which was made mandatory starting 2012. Both factors
increased the mandatory financial and reporting burden on signato-
ries (PRI 2017). These considerations along with the growth rates of
the PRI in its initial years together motivate our choice of the sample
period in this paper.
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AUM by an additional $70 trillion (PRI 2018a, b, ¢). It
has been argued to be a greenwash lacking any firm moral
foundation (Eccles 2010), and also to be a positive force
by facilitating the adoption of RI by institutional investors
(Sievinen et al. 2013b). Surprisingly, the PRI has attracted
limited academic attention compared to other sustainability
initiatives such as the extensively researched UNGC (Cetin-
damar 2007; Janney et al. 2009; Kell 2013; Knudsen 2011;
Rasche 2009; A. Rasche and Waddock 2014; Voegtlin and
Pless 2014; Williams 2004) despite its rapid rise to the dom-
inant position in the RI industry. This paper makes one step
towards remedying the PRI’s under-researched status and,
at the same time, constitutes another contribution to the rich
academic literature on institutional responsible investment.

What makes the PRI especially relevant in the context of
asset owner behavior is that, besides being a general investor
association, the PRI itself emphasizes its focus on asset own-
ers as the drivers of RI in the broader financial markets, and
the source of a ‘multiplier effect’ for responsible investment
(PRI Association 2016a, b). The PRI shares this focus with
not only the present paper but also many other academics
analyzing and commentating the development of RI. Asset
owners, as probably the most influential type of institutional
investor, have inspired many academic studies on the adop-
tion and implementation of RI. Researchers are interested in
what drives this type of investor specifically to employ RI
strategies (Sievinen et al. 2013a), what differentiates those
that adopt them from the ones that do not (Juravle and Lewis
2008; Sievinen 2014), and what the consequences are from a
performance and other perspectives (Hoepner and Schopohl
2018a, b; Renneboog et al. 2008).

Asset Owners as Drivers of the Rl Market

The unique position of asset owners in the economy as insti-
tutions controlling an increasing portion of capital while act-
ing as fiduciary to a beneficiary body routinely large enough
to be representative of all of society has been mentioned
earlier in this paper as the motivation for its focus on this
type of institutional investor. Universal owner hypothesis
proposes that the largest institutional investors are de facto
invested in the market as a whole and so their portfolio
will benefit more from a stable and growing overall econ-
omy than from one stock outperforming another by taking
advantage of externalities such as environmental damage or
destructive impact on communities (Hawley and Williams
2000, 2007; Monks 2001).

In line with this logic, researchers have argued that the
universal owner perspective marks large asset owners as
investors that have a lot to benefit from considering ESG
factors (Kiernan 2007; Lydenberg 2007; Thamotheram
and Wildsmith 2006). Gjessing and Syse (2007) take

Norway’s Government Pension Fund Global, a sovereign
wealth fund with close to $900 billion AUM, as an exam-
ple of an asset owner who recognizes the importance of
sustainable investing to the ultimate diversified portfolio
they hold (Stiglitz et al. 2000). The Norwegian investor
is also widely accepted in industry and academia as a
role model in terms of RI (Eurosif 2010; Hoepner and
Schopohl 2018a). Others among the globally largest asset
owners such as the Swedish AP Funds, or the California
Public Employees’ Retirement System (CalPERS) have
also assumed leadership positions in incorporating ESG
into their investment practices, driving demand for RI
through awarding sustainability mandates to asset man-
agers (Clark and Monk 2010; Gjessing and Syse 2007;
Hawley and Williams 2007).

From the perspective of fostering a more sustainable
economy, asset owners are the very top of the institutional
food chain (Monks 2001). As put by Scholtens (2006),
‘Finance is the grease of the economy,” controlling when
and where capital is invested, as well as evaluating and
monitoring the recipients of that capital. More sustainable
finance would therefore mean a more sustainable econ-
omy. Busch et al. (2016) confirm that institutional inves-
tors have a key role to play in driving increased economic
sustainability. As the owners of capital, asset owners are
crucial for creating demand for RI, a view held widely in
the industry (Eurosif 2016). Asset owners lead, and asset
managers, financial intermediaries, and eventually the
broader economy follow, at least in theory.

There is some empirical evidence for this effect, nota-
bly the Scholtens and Sievidnen (2013) study which ques-
tions why RI and its adoption differ between countries.
The researchers find that the size of the pension industry
matters, a finding which supports the hypothesis of an ear-
lier paper by Scholtens (2006) arguing the existence of a
transmission mechanism between the financial system and
the economy, the practical functioning of which Busch
et al. (2016) question.

This characteristic of asset owners in relation to RI
has been used as an argument for the importance of asset
owner adoption of RI in the literature. In a widely cited
paper, Sethi (2005) argues that pension funds are well
positioned to encourage a more sustainable economy by
engaging in responsible investment, and observes that this
type of institutional investor tends to also take long-term
risks (e.g., environmental) more seriously because of the
nature of their commitments to beneficiaries which encour-
ages a more beta focused investment approach rather than
dynamically pursuing alpha (Clark and Knight 2011). The
literature does indeed identify the pension funds that do
take on responsible investment as committed and innova-
tive adopters of RI (Cox and Schneider 2008).
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Drivers of Asset Owner Rl Adoption

Academic research has explored extensively the motiva-
tion of different types of organizations to adopt corporate
social responsibility (CSR) and sustainability policies with
a variety of approaches, drawing upon theoretical founda-
tions such as institutional theory (Bengtsson 2008b; Sand-
berg et al. 2009), stakeholder theory, or the instrumental
stakeholder approach (Harjoto and Jo 2011; Hockerts and
Moir 2004), and identifying motivations ranging from the
purely self-interested, instrumental, to the relational, and
moral (Aguilera et al. 2007; Baron 2009; Brickson 2007).

Focusing more on external economic factors, research-
ers such as Mackey et al. (2007) and Barnett (2007) have
taken a market-based view, explaining the adoption of CSR
with market, and supply and demand drivers. Others draw
attention to regulation and tax incentives (Gond et al. 2011;
Juravle and Lewis 2009; Scholtens 2005). However, in
Campbell’s influential 2007 paper, he joins other institu-
tional theorists in arguing that economic drivers alone are
insufficient to explain sustainability-related organizational
behaviors (Campbell 2007; Marquis et al. 2007; Moon and
Vogel 2008; Matten and Moon 2008). In this study, he devel-
ops an institutional theory of corporate responsibility, identi-
fying specific institutional conditions under which organiza-
tions are likely to pursue social responsibility.

Moral and value-driven considerations are explored
widely in the literature on the adoption of sustainability prac-
tices, both as observed at country level (Bengtsson 2008a;
Scholtens and Sievidnen 2013) and intra-organizational at
the level of individuals shaping organizations (Cheah et al.
2011; Francoeur et al. 2017; Hemingway and Maclagan
2004). We draw on some of the country level literature in
particular, as we look at the normative and cognitive aspects
of institutional settings in this study.

In addition to this broader, well-developed literature, a
much smaller number of studies have focused explicitly on
the determinants of asset owner ESG practices. They have
taken a variety of approaches and advanced our understand-
ing of this phenomenon, although as pointed out by Sievinen
(2014) the academic community is far from a consensus on
why institutional investors, and asset owners, do or do not
adopt RI. In a recent empirical study, Létourneau (2015)
compared the ESG practices of 158 public asset owners
from 47 countries and finds evidence of the significance of
many country level characteristics such as population size
and national wealth, and of the impact of the institutional
context. The importance of country-specific factors and the
institutional environment has often been underlined in stud-
ies addressing RI adoption by pension funds (Bengtsson
2008a, b; Cox and Schneider 2008; Sandberg et al. 2009;
Scholtens and Dam 2007). A notable example is the recent
Sievinen et al. (2013a, b) study on the drivers of responsible
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investment among European pension funds, using a survey
of 281 institutions across 15 European countries. The study
identifies several characteristics correlated with a higher
likelihood of a pension fund adopting an ESG approach,
including legal origin of headquarter country, ownership,
and fund size. Sievédnen and her co-authors recognize the
need for further research on the dynamic aspect of pension
fund ESG adoption, which our study undertakes with the
examination of 5 years of PRI membership data.

Two papers by Juravle and Lewis (2008) and Sievinen
(2014) also approach the adoption of RI by pension funds
from the opposite direction, investigating the impediments
to implementing RI policies. While the first identifies uncer-
tainty around the financial consequences of ESG, fiduciary
duty, and the agency problem, the latter focuses rather on the
persisting confusion around, and lack of accepted guidelines
for, the implementation of responsible investment.

The already large and diverse but constantly growing
body of academic work on the drivers and impediments
of sustainability-related practices by organizations, be it
corporations or investors, are testament to the vital role
these organizations have to play in the transition towards
a more sustainable global society. As noted by Bernhagen
and Mitchell (2010) in their paper on the determinants of
corporate membership of the UNGC, non-state actors are
increasingly taking over the capacity for dealing with chal-
lenges like climate change and globalization, and it is our
role as researchers to pursue this process as a subject of aca-
demic enquiry. These researchers also stand behind a series
of papers attempting to explain the drivers of organizational
commitment to the UN Global Compact (UNGC) (Bennie
et al. 2007; Bernhagen and Mitchell 2010; Bernhagen et al.
2013). They recognize the often symbolic nature of these
motivations and find further support for the importance of
the political and institutional environment to the adoption of
voluntary codes and principles.

The launch of the PRI in April 2006 marked a turning
point in the adoption of sustainability practices by the invest-
ment community, rapidly lifting responsible investment from
its niche status towards the mainstream, as is well illustrated
by the World Resource Institute’s data on numbers of US
funds incorporating any ESG criteria stagnating between 50
and 200 across the country, until a sharp increase in growth
since the PRI’s launch, bringing the number to 500 by 2010
and 1000 most recently (World Resource Institute 2016).
The European markets have followed a similar trajectory
(Mollet and Ziegler 2014). Asset owners being the key influ-
encer for the investment industry as a whole have played a
part in this growth and as such warrant further empirical
enquiry, complementing and extending what has already
been accomplished by the authors cited in this section. The
role of the institutional environment has been emphasized
in many of the reviewed studies and we aim to contribute to
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this literature by applying an institutional theory approach
to the previously underexplored question of the institutional
drivers of asset owner subscription to the PRI.

Theory and Its Application

This paper employs an institutional theory framework as
formulated by Scott (1995). In this part of the paper, we
motivate our choice of framework, explain the three pillars
identified by Scott (1995), and lay out how we apply them
to the analysis of the institutional environment present at
the time of adoption of the PRI by asset owners in the years
2007-2011.

In his work ‘Institutions and Organizations,” Scott pre-
sents an exhaustive review of institutional theory, which is
a stream of theoretical thinking rather than a particular sin-
gularly defined framework as observed by Scott and Chris-
tensen (1995). The unifying idea of institutional theory,
however, is that organizations are rooted in, and shaped by
the broader social and cultural environment in which they
operate (Scott and Christensen 1995). This is precisely the
departure point for our approach to investigating the question
of asset owner adoption of the PRI. It is also the conclusion
of a number of influential studies on the adoption of CSR
and responsible investment, among them the already men-
tioned Campbell (2007), establishing a set of institutional
conditions conducive to the adoption of CSR such as the
presence of state regulation, industry self-regulation, moni-
toring by NGOs, or a normative environment encouraging
socially responsible behavior. Matten and Moon (2008) also
argue that national differences in CSR have their source in
the different institutional environments, as do Aguilera and
Jackson (2003).

We choose Scott’s three pillars of institutions as an ana-
lytical framework for this paper based on both (i) the prior
relevant literature reviewed in the previous section (Bengts-
son for example employs the regulative—normative—cogni-
tive pillars as a framework for his 2008 discussion of the
history of Scandinavian SRI), and (ii) a consideration of
the nature of the research question and data used.”? While
stakeholder salience theory used in previous work such as
Majoch et al. (2016) offers a granular framework well suited
for the classification of qualitative textual data on largely
internal factors influencing an organization’s decision to sign
PRI, the broader categories and more established concepts of
Scott’s three institutional pillars are a more robust and uni-
versal framework to apply to the investigation of asset owner
PRI adoption from an external, institutional environment

2 We are very grateful to an anonymous reviewer for directing us
towards Scott’s framework.

perspective. Majoch et al. (2016) also study more asset man-
ager (58%) than asset owner (42%) observations, while we
focus purely on the latter group. While asset managers are
often multinational organizations exposed to multiple insti-
tutional contexts, asset owners include a large proportion of
public service organizations (public pension funds, union
funds, university endowments), which operate in a single
country and institutional context. Thus, we would argue that
institutional theory fits more closely to our asset owner sam-
ple than Majoch et al.’s (2016) predominantly asset manager
focused dataset.

Compared to stakeholder salience theory, the tripartite
institutional theory view as formulated by Scott (1995)
enters more directly into conversation with much of the pre-
existing academic literature reviewed in the previous section,
especially those also addressing the role of the differences
in institutional environments in the adoption of sustainabil-
ity-related practices (Bengtsson 2008a, b; Cox and Schnei-
der 2008; Sandberg et al. 2009; Scholtens and Dam 2007;
Scholtens and Sievidnen 2013).

While we choose to focus our hypotheses around a tripar-
tite institutional theory framework in this paper, we are also
aware of literature on the adoption of CSR and RI that points
to other institutional factors such as mimetic isomorphism
(DiMaggio and Powell 1983; Dumas and Louche 2011),
as well as internal and organizational variables as drivers
which may interact with institutional factors (McWilliams
and Siegel 2001; Sievinen et al. 2013a, b). We control for a
selection of these, resulting in a combination of institutional
and organizational factors being taken into account in the
analysis. This is in line with the methodological choice of
some other studies tackling the question of RI adoption by
institutional investors, notably Sievénen et al. (2013a).

In the following sections, we define each of the three pil-
lars of Scott’s tripartite institutional theory, and motivate and
explain how we apply the framework to our research ques-
tion. As a result, we formulate three hypotheses around the
idea that regulative, normative, and cognitive institutional
environment characteristics can explain the PRI’s uptake
across the asset owner community.

Regulative Pillar

Scott introduces the regulative pillar as a commonly under-
scored aspect of institutions. It manifests itself in the setting
of rules, monitoring of compliance with them, and sanc-
tioning non-compliance. This pillar spans the continuum
between informal and formal mechanisms, from ostracism in
response to non-compliance with informal mores being the
most informal, to legal consequences of breaking mandated
law being the most formal regulative mechanism.

There is little by way of coercive, prescriptive regula-
tion with strict enforcement mechanisms in the responsible
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investment space which would fall at the most formal end of
that spectrum, but over the years investigated in this paper,
the emergence of responsible investment policies and guide-
lines across many jurisdictions allows us to use their pres-
ence and scope as a proxy for the degree to which a regula-
tive aspect of the institutional environment is associated with
the adoption of the PRI by asset owners. Authors such as
Cox and Schneider (2008), Sandberg et al. (2009), Scholtens
(2005), or Bengtsson (2008a) have already suggested that
country-specific regulation explains the emergence of RI
practices as investors anticipate or wish to pre-empt further,
more binding regulation by taking voluntary action, as if to
signal to the regulator that the finance industry is regulating
itself voluntarily to become more responsible and does not
need policymakers to impose their own understanding of
responsibility on it.

There is an additional specific aspect to the regulative
pillar in this context which further motivates its inclusion:
an oft-cited impediment to asset owner adoption of RI is
a persistent uncertainty as to its compliance with fiduci-
ary duty (Juravle and Lewis 2008; Sandberg 2010, 2013).
The introduction of widely agreed policy and regulation
encouraging institutional responsible investment removes
this impediment by implying an emerging consensus that
it is not a breach of fiduciary duty to consider non-financial
factors in investment decision making. An example of this in
the UK for instance is the amendments to the 1995 Pensions
Act made in 2000, asking pensions to report on the extent to
which they take ESG considerations into account. It did not
oblige pensions to consider ESG, but merely to disclose their
approach, this in itself being enough to signal approval of
ESG investing, and that it is not at odds with fiduciary duty
in the eyes of the regulator (Sparkes 2002). Such regulation
might contribute to PRI signatory growth, whereby asset
owners receive implicit permission from the policymakers to
publicly sign up to the flagship RI initiative. That initiative
then also gives them access to RI implementation support,
knowledge sharing, and joint initiatives which are helpful
in entering and navigating a still early-stage and unstand-
ardized practice of responsible investment (Sievinen 2014).

There are still few truly binding RI laws as of 2018, but
we are already able to draw a distinction between the infor-
mal and the formal on Scott’s regulative continuum with
regard to RI regulation. The French Energy Transition Law
is a recent example of a formal regulative institutional set-
ting, where investors are legally obliged to report on the
consideration of ESG factors and their exposure to carbon
risk. The lack of clearly defined enforcement mechanisms by
the French regulator in the implementation decree, however,
still makes it a soft law compared to traditional financial
regulation (PRI 2016b).

Further down the spectrum towards informal regulative
mechanisms would be governance and stewardship codes
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such as those formulated by the Financial Reporting Council
that apply to asset owners but do not require compliance,
merely lay out best practice principles. Moreover, based on
the literature on self-regulation as replacing and competing
with mandated law (Haigh and Hazelton 2004; Hart 2010;
Vogel 2010) asset owners may behave differently in institu-
tional settings focused around voluntary versus mandatory
regulation, whereby voluntary regulation goes hand in hand
with voluntary initiatives such as the PRI as both a differ-
entiator and a way to pre-empt formal external regulation.’
We therefore formulate our first hypothesis as:

H1 The regulative aspect of the institutional setting explains
asset owner adoption of the PRI.

Normative Pillar

The normative pillar in Scott’s typology of institutional sys-
tems is defined as commonly held social norms and values
which determine both the prescribed goals and desirable
behavior, and the acceptable boundaries of those roles. The
normative and regulative pillars can mutually reinforce each
other, especially in the sense that normative systems define
the constraints of accepted behavior via values and norms.
They also confer rights and responsibilities however, and
define social obligations. A good example of normative
systems at play in the context of responsible investment is
the public ostracism periodically directed at charities and
foundations holding companies in their investment portfolios
whose activities are perceived to go against their charita-
ble or activist agenda, such as the article published in the
Guardian criticizing the Gates Foundation for owning fossil
fuel stocks (The Guardian 2015). There is no voluntary code
of conduct or mandatory regulation that would constitute
a regulative system that prohibits a not-for-profit to invest
in fossil fuels while advocating climate change action. But
the commonly understood social expectation of climate
change advocates is that they do not reap financial profits

3 1t is noteworthy that regulations of sustainability disclosure at the
corporate level may also affect asset owners’ decisions to join the
PRI. Empirical evidence indicates that the quality of disclosure is
negatively associated with the cost of capital (Lambert et al. 2007;
Hughes et al. 2007; Leuz and Schrand 2009). Greater disclosure
attracts institutional investors and analyst coverage (Dhaliwal et al.
2011) and decreases the covariance of a firm’s cash flow with the
cash flows of other firms (Lambert et al. 2007), thus reducing the cost
of capital. In addition, increased sustainability disclosure makes it
possible for institutional investors to incorporate ESG factors in their
investment decision making, which is directly related to their commit-
ments as PRI signatories. Dhaliwal et al. (2011) find that asset own-
ers appreciate corporate disclosure. Based on these considerations we
believe the sustainability regulations affect pension funds investment
strategies and their decision of joining PRI.
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from industries majorly contributing to climate change. It
goes against what is their socially defined accepted behavior.
Therefore, our second hypothesis reads:

H2 The normative aspect of the institutional setting explains
asset owner adoption of the PRI, whereby the type of owner-
ship and the norms associated with it determines the likeli-
hood of the plan signing the PRI

Cultural-Cognitive Pillar

The cultural-cognitive pillar is defined by Scott (1995) as
a common understanding and a shared logic which is per-
ceived by individual organizations or persons as an objective
and external symbolic system. These wider belief systems
elicit certain behaviors because other types of behavior are
inconceivable (Scott 1995). The idea of incorporating non-
financial factors into investment decisions would arguably
still have fallen within the realm of what is inconceivable in
our sample years 2007-2011 to the majority of asset owners
worldwide, but for example the Nordic asset owners lead-
ing the development of RI in those years and prior did so in
part owing to the societal values and norms that character-
ize their institutional setting being aligned with the values
underpinning the RI movement, such as collective respon-
sibility and collaboration (Bengtsson 2008a).

The cultural—cognitive characteristics of the institutional
setting play a role in determining the asset owner’s atti-
tude towards a new direction and set of ideas in investment
practice as exemplified by the RI movement. Especially in
the early days of the PRI constituting the present study’s
sample period when RI was still a young phenomenon, an
asset owner confronted with the novel idea of incorporat-
ing non-financial, environmentally, and socially driven
considerations into investment decisions did not have much
policy recommendation to fall back on in deciding whether
to participate in this emergent practice. Asset owners also
typically act as fiduciaries of large bodies of beneficiaries
from whom it is not easy to obtain explicit direction. In this
situation, we hypothesize that the wider belief system the
asset owner operates within helps determine their course of
action. The more the new set of ideas aligned with this belief
system, the more likely the institution to adopt the ideas.
The weaker the alignment, the less likely an asset owner
to be compelled to join the movement and in the case of
responsible investment, the PRI as the initiative embodying
it. Such cultural aspects feature in many studies throughout
the relevant literature, including Sandberg et al. (2009) and
Scholtens and Sievanen (2013), and form a consistent part
of institutional theory frameworks (DiMaggio and Powell
1983; Meyer and Rowan 1977). In our analysis, we select
a set of cultural characteristics that share the fundamental
logic with the responsible investment movement and the

PRI, and test if their presence is positively associated with
institutional membership of the PRI.
We formulate our third hypothesis as:

H3 The cultural-cognitive aspect of the institutional setting
explains asset owner adoption of the PRI.

Data and Method

This section reports on how we defined our study sample,
on the sources of the data used, and how it was collected
and analyzed. While several of our data sources have been
used before, we are to the best of our knowledge the first
study to conduct a statistical analysis of the PRI adoption,
since Majoch et al. (2016) conducted a content analysis only.
Additionally, we are also the first study to integrate the data
on environmental, social, and governance (ESG) legislation
per country provided by Datamaran.

Sample and Data

The PRI asset owner signatory list was obtained directly
from PRI Signatory Relations and Outreach. The PRI
Reporting and Assessment survey was the source of the
signatories’ assets under management figures. The source
of the non-signatory asset owner sample was the IPE list
of the 1000 largest asset owners published annually in the
September issue of the IPE magazine. For asset owner non-
signatories, the AUM data come from the P&I Top 1000
Pension Funds list and the P&I/Towers Watson 300 Largest
Asset Owner lists. The coverage of the list has been global
since 2010. The list of asset owners for years 20072009 has
been filled in manually by the researchers, partially with the
help of the P&I/Towers Watson Top 300 Pension Funds list
that has global coverage going back as far as our sample.

The resulting sample of asset owners is made up 667
organizations, among those 163 PRI signatories and 504
non-signatories as of the end of our sample period. From
the period between 2007 and 2011, we document a total
of 2881 observations. For PRI signatories, the observations
stop at the year when an organization signed the PRI. For
non-signatories, the observations conclude at the end of the
sample period in 2011.

We use public data in this study to represent the regula-
tive, normative, and cultural-cognitive institutional pillars.

Regulative Pillar Proxy and Data
For the regulative pillar, we were able to obtain aggregate
statistics on the number of mandatory and voluntary legis-

lations per country and year from Datamaran. Datamaran
describes itself as “one of the world’s most sophisticated
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and powerful semantic business intelligence tools.” It was
founded by former executives from BNP Paribas and the
Global Reporting Initiative (GRI) with the ambitions to
employ Artificial Intelligence (AI) technology to allow for
deeper and more efficient analysis of ESG reporting. Given
that any Al innovation carries risks, we requested to verify
the underlying data before using the aggregated statistics per
country. Our request was granted and we can confirm that
the ESG legislation data per country has been accurately
sourced by the data science team behind Datamaran.* Fur-
thermore, it is important to note that we regard ESG regu-
lation in this study as a proxy for the regulative aspect of
the institutional setting as opposed to indicating a coercive
mechanism applied specifically to RI adoption by asset own-
ers. In fact, we are not aware of a single legislation world-
wide that would force asset owners to sign the PRI.

The Datamaran ESG regulations dataset contains over
one thousand ESG-related regulations globally and covers
105 ESG topics ranging from Climate Change, Biodiver-
sity, Labor Rights, and Safety, to Shareholder Activism and
Board Diversity. For each regulation, the data science team
clearly records the jurisdiction, commencement year, related
themes, and topics, and whether it is mandatory or volun-
tary. Our “Appendix” shows a summary of ESG legislation
data used in this study. To further test the validity of the
Datamaran information, we aim to compare it with a related
database. While we could not identify any other database
with an equivalent number of comprehensive historical
ESG legislation, we are aware of two related databases. The
Carrots & Sticks (C&S) database’ contains about four hun-
dred ESG-related regulations and the Food and Agriculture
Organization of the United Nations (FAOLEX) aggregates
purely environmentally related laws. Both can hence be seen
at least as imperfect substitutes. In order to validate our ESG
law data from Datamaran, we hence analyze the relationship
between the total number of ESG legislations per country as
displayed by Datamaran and C&S and observe these to be
positively correlated at the 1% significance level. Similarly,
we compute the correlation between the environmental laws
from Datamaran and FAOLEX and find them also to be posi-
tively correlated at the 1% significance level.

4 Please see the following two URLs for more information on the
organization and the public disclosure of the patent application under-
lying their Al technology: https://www.datamaran.com/about-us/,
https://patentscope.wipo.int/search/en/detail.jsf?docld=W020162032
29.

5 We are very grateful to an anonymous reviewer for pointing us to
this database: https://www.carrotsandsticks.net/regulations/.
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Normative Pillar Proxy and Data

Scott explains that the indicators of the presence and strength
of normative systems vary by level of analysis undertaken
(Scott 1995). Normative signals would be more diffused at
regional level (Europe vs. North America) and more directly
observable between clearly distinguishable types of organi-
zations with differently defined roles and acceptable behav-
ior constraints. For the purpose of examining the institu-
tional environment as the context for the adoption of the
PRI by asset owners, we take this latter approach as the most
direct and relevant available to us from a data perspective,
and examine PRI adoption through the lens of ownership
type. There has already been some anecdotal evidence from
prior literature of the existence of a relationship between the
public status of asset owners and RI adoption. For instance,
Bengtsson (2008a) in his history of Scandinavian SRI from
an institutional perspective emphasizes the role of the state
via public pension funds, and Sievinen et al. (2013a, b) find
in their survey that public pensions are more likely to adopt
RIL

Juravle and Lewis (2008) point out that such a relation-
ship can be explained by (i) the focus of public opinion on
public pension plans rather than corporate pensions and (ii)
the freedom of public pensions from the conflict of interest
with the parent company which may prevent RI adoption
by private pensions. From a normative pillar perspective,
private pensions have the boundary of acceptable behavior
in the form of alignment with the parent company, which
public pensions are free of. It is more expected that the
Swedish AP7 fund or the New York Retirement Fund divest
from fossil fuels than that Exxon’s corporate plan does so,
or the asset managers employed by Exxon’s pension plan.
The different norms and expectations apply to the two types
of pensions according to their ownership.

We furthermore consider labor union, church, and uni-
versity pensions as separate types of ownership which
we expect to be associated with the kinds of normatively
prescribed goals that would encourage PRI adoption, for
instance all three, universities, churches, and labor unions,
are traditionally advocates of social issues (Louche et al.
2012). The Universities Superannuation Scheme in the UK
is a direct example of a university pension actively prac-
tising responsible investment, along with the Church of
England and the Central Finance Board of the Methodist
Church carefully screening its investments in line with its
ethical convictions, following in the footsteps of the church
investors at the very genesis of responsible investment itself
(Kreander et al. 2004; Sparkes 2002).

The PRI membership database contained a classifica-
tion of pension plan ownership, which we followed for
the signatory part of the sample. The researchers manu-
ally filled in this data for the non-signatory part of our
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sample, using publicly available sources such as annual
disclosure and fund websites where the fund ownership
required confirmation. In cases where we were not able to
establish the ownership of the fund, we dropped the fund
from our sample.

Cultural-Cognitive Pillar Proxy and Data

The cultural-cognitive pillar calls for a proxy that is an
expression of widely held belief systems, and we choose to
employ the Global Leadership and Organizational Behavior
Effectiveness (GLOBE) study as the most comprehensive
dataset known to the authors that can approximate the cul-
tural-cognitive pillar through quantifying common beliefs
and shared logics at country level. The GLOBE study is a
publicly accessible dataset on cultural attitudes across 62
countries gathered through qualitative surveys in a cross-
institutional research effort. Published in 2004, it empirically
establishes nine cultural dimensions that help differentiate
between norms, values, and beliefs in different societies.
The framework builds on previous literature in the fields of
organizational and leadership studies (Hofstede 1980; Ingle-
hart 1997; Schwartz 1994), and has been widely adopted in
management literature studying cultural factors (Anderson
2006; Resick et al. 2006).

We focus on three of the nine GLOBE dimensions which
are particularly reflective of the values to which responsible
investment is most closely aligned with. The first, humane
orientation, is defined as the degree to which a collective
encourages and rewards fairness, altruism, generosity, car-
ing, and kindness to others. Responsible investment shares
these values as evidenced by its advocacy of social issues
like labor standards or gender equality, as well as not profit-
ing from social and environmental externalities. In fact, one
could argue that the six principles of the PRI themselves
aim to embody these values in the context of a fiduciary
duty preamble. The second, institutional collectivism is
defined as encouraging and rewarding collective distribu-
tion of resources and collective action. It is aligned with the
collectivistic nature of both the PRI itself where resources
are pooled in the form of expertise and effort through work-
ing groups and collective corporate engagement initiatives
(Dimson et al. 2018), and the RI movement as a way of
collectively addressing the global challenge of sustainable
development (Aguilera et al. 2007; Brickson 2007). The
third dimension is future orientation, defined as engaging
in future-oriented behaviors such as delaying gratification,
planning, and investing in the future. This dimension cor-
responds closely to one of the fundamental concepts of RI
that short-term profits from environmental and social exter-
nalities are best given up in favor of long-term sustainable
growth of the global economy.

Control Variables

To improve the robustness of our analysis, we control for a
selection of internal and external factors which are otherwise
unaccounted for in Scott’s framework.

As we argue that RI adoption requires resources from
institutional investors due to its low standardization and
learning curve, we control for pension plan size, whereby
larger asset owners have less resource limitations. Follow-
ing existing studies linking management values and board
diversity to CSR adoption (Bear et al. 2010; Boulouta 2013;
Hafsi and Turgut 2013; Scholtens and Sievinen 2013; Wald-
man and Siegel 2008), we control for female representation
on trustee boards in our sample. We also include holdings
turnover to control for an organization’s focus on the long-
term which signals a pre-existing practical alignment with a
well-established responsible investing principle that is long-
term ownership (Clark and Hebb 2004; Hebb 2006; Kiernan
2007; Sethi 2005; Thamotheram and Wildsmith 2007). Fur-
thermore, we control for previous involvement of the asset
owner in RI using data from 2002, several years prior to the
PRI’s founding (Sparkes 2002).

We also control for some external factors such as expo-
sure to media coverage of the PRI in the asset owner’s domi-
cile country, for the size of the pension market in parallel
to the internal factor of AUM size, as well as the overall
standard of corporate social responsibility in the country of
domicile. To account for the direct effect of peer pressure
with regard to signing the PRI, we also include a variable
of the number of asset owners already signed up to the ini-
tiative, a control linked to DiMaggio and Powell’s institu-
tional isomorphism (1983) and mimetic pressures (Dumas
and Louche 2011).

Summary Statistics

Table 1 illustrates the summary of proxy variables to capture
the regulative, normative, and cultural-cognitive characteris-
tics of the institutional setting of asset owners in our sample.
It also displays the data sources and reasoning underlying
our control variables: size, holdings turnover, and gender
diversity. Column (1) shows the variable’s name, column (2)
gives their definition, and column (3) reports the rationale
and source of the data used.

Table 2 presents the basic summary statistics of those
proxies. Because of the nature of survival data asset own-
ers (observations) drop out from the sample in year ¢ after
they joined the PRI in year — 1, meaning our panel data is
unbalanced by year. Therefore, we present two sets of sum-
mary statistics: (1) summary statistics of all variables for the
whole sample period 2007-2011 in Panel A; and (2) mean
and standard deviation of all variables each year from 2007
to 2010 in Panel B. Panel A columns 1 to 5 report the total

@ Springer



A. G. F. Hoepner et al.

398

(28T 'd ‘00T ‘T 10 9snoH) ,uonesyners Jur
-Kefop pue Suruueld se yons SIOIABYIQ POJUSLIO-AININ SPIBMII pUE
$982IN0OUD DATIII[OD B YOIYM 0] d313p aU3,, ST, UONBIUSLIO 21NN,
WISIATIOR[[0D) [RUONMINSU]
PUE ‘UONBIULLIQ SUBWINY ‘UONBIUALIQ AIMN, :SIB[[Id SANIUS0)
—[eImn) jo sarxoid se saInseaw 29qo[) 221y} doko[dwd opn Tdd
AU} ST 1By} SIOISIAUT PAPUIW-AYI[ JO UONBIOOSSE Uk Aq payrduaxa
SIpue (010 [[PUYONIA pue udeyurag) 93ua[[eyd Aiiqeurelsns ay)
SSQIppe 0) pa1nbal ST se yons ‘I01ABYQ 2ATIII[[0I PUL JANRIOGR[[0D
SpIemal pue sa3ernodud 9onoeld reuonninsul Y YoIym o) 30139p
Ay samnseaw Iefid aAnuSoo—[eInnod ay 10y sarxoid ejep Qo
S9)ISqOM 19}
Surpnpour suondrIosap-J[as IOUMO JISSB U0 Paseq Spung yoIny)
puUe ‘Spunj uoru() IN0qe T ‘SIUSWMOPUF ANSISATU[) ‘(019 ‘SIOYILI],
‘sookordwrg oriqng “39) uotsuod 22Kordwyg 901A19G o1[qQn g :spunj
uorsuad Jo sad£} 1oy AJisse[d op “syredioiunods ojerodiod Ioy)
UBy) 2I0W [ 0] UONOUU0D Ul uone[n3al ajedionue a10jaIay) pue
(600C SIMT pue 9[arInf) Aunnios orqnd o) pasodxo a1ow os[e
are suorsuad paumo JuaWUIdA03 Jey) sandIe pue (q ‘B0 8 19
UQUBAQIS ‘eg0(07 UossiSuag) uondope [y seouanyur diysroumo
uorsuad orqnd 1ey) s1s933ns Apeaire arnjerdn| sunsixy -ordwes
1o 0 Adde yorym ‘eanosedsiod eanewiou e woij suoneldadxe pue
S9[01 Ay} UdIMIAq AenuaIaIp 0} diysroumo ueld uorsuad asn op

A)Lreaur[joonnu proAe 0} gOOZ Ul UONR[SISI[
JO S[OAQ] [BOLIOJSIY JO UOHB[NWINIIE Y} APN[IU0D M (1 10T—L00T
*SA 01079007 9°T) o[qerrea juapuadop oy isureSe pag3e[ 1eak duo
SI 9[qeLIeA Juapuadapul SIY) 9JUIS J99JJ W) 1)I0ys & saamdes
Pa3Se] 1eak QUO SME[ PAOUSWIOD A[MAU JO Joquunu oy, T Sur
-urof uo ANuUNood € Jo suonIpes} QANR[SISI [BILIOISIY Y} JO 109JJ9
we3-108u0] B sarmded ooz 01 dn sme[ Jo JoquInu pje[nNdoe
oy ‘sny [, "sdnoi3 K10jepuew pue A1ejunjoA oy} ‘yioq Ioj sme|
PISUdWWOD A[MAU JO JaqUINU Y} pue ‘GO0Z 03 dn sme[ Jo Joquinu
Paje[nWNIOL 9y} :SIRLIBA JO S)3S 7 Joyjoue AJnudpt uayl 9 TId
) USIS 0] UOISIOAP S IOUMO JISSE UR J09JJe A3) MOY PUE IOYIOYM
159) 0} JOpIO UI SMEB[ AJOJepuBW pUE AJBJUN]OA JO SO[QBLIBA J3S T AJIS
-SB[9 181 A “Te[[1d oAne[NSa1 9y} J0J SI[QRLIBA JO $13S 7 X T QJBAIO
M "ATejunjoa Jo K10)epuel SI JI IOYIOYM pue ‘so1do) pue soway)
PRIB[RI ‘TeoA JUSUWIIUAWIWOI ‘UONDIPSLIN Y} SPI09AI A[18I[0 I1 ‘Me]
yoeo 10, "xipuaddy oy ur sonsnels oandrosop opraoid om yorym
10 ‘oseqelep me| DSH UE SI UBIeWe)R( "URIRWEIR( WOI) A1UNOd
1od suorje[ngar uo eyep poredai3se oy) ureiqo opn ‘uondope [y pue
uone[ngar usamiaq Yury oy SunySiy3iy sIoyine ay) Jo SWOS I8
(8007) u0ssISIag 10 “(G00T) SUANOYIS ‘(6007) Te 10 S1ogpues
(8007) Iop1ouyos pue XoD) TYd Y} USIS 0} UOISIIOP IQUMO JISSe
9y} J0J Su1I9s [eUOnMNSUL 9ANR[NSAI Ay} JO UOISsaIdxd ue se eyep
959y} Ao[dwId 9A SANSSI AIUBUIIAOS PUE ‘[BIOO0S ‘[BIUSUIUOIIAUD
uo uone[n3ar Alojepuewt pue AIejunjoA jo 90udsaid ay) 0) 9je[ar
reqid eAnern3ar oy 1oy sisATeue o ur Kojdurd 0) 9500Yd Im BIep YL,

ASIMIYIO () PUB puny yoInyy) 1oy | o3 [enba dqerrea Kwwuncg
ASIMIAYIO () pUe Spun,j uoru() Joj | o) [enba o[qerrea Awwng

ASIMIAYIO
0 pue syuaMopuy AJISIOATU() 10f | 03 [enba ojqertea Awun(g

ASIMIBYIO () PUE punj
uoIsudq 9kordwryg 901A19§ d11qnd Joj | 03 [enba 9[qerea Awwng

0102 0} 9007 WOl Jeak pag3e| yoro Anunod

® Ul suone[n3ar A10jepuettl paouWOod A[Mau Jo Joquunu oy,
‘0102 03 900 woiy 189K pagSe] yoeo An

-unod e ur suone[ngar A1ejunjoA PIJUIWWOD A[MAU JO Joquinu Y],

Anunod ur

600¢ 01 dn suone[n3a1 AIeIUN[OA SATIOR JO "ON PIIR[NWNIOE Y],
Anunoo e

ur g00g 01 dn suone[n3a1 A1ejunjoA 9ANIE JO "ON PAL[NUINOJE ],

UONBIUSLIO 21NN ‘GO TO Teqqid oAnuSoo—eImn)

puny yomy)
puny uorun Joqe|

JUSWMOPUD AJISISATU)

uorsuad doKodwd 991AI9s J1[qNg Teqid oAnEULION

uone[sIS9] A1ojepuewu snodueiodweiuo))
uone[si39 Arejunjoa snosueiodwojuo)
uone[sI39[ AI0)EpuBW JO [9AJ] [BILIOISTH

uone[SISI AIRJUN[OA JO [OAJ] [EOLIOISTH reqqid aane[nSoy

(€) 201n0s eIEp pUE J[RUONILY

(¢) vonmugeq

(1) a1qeLiep

So[qeLIBA JO Arewwng | 3jqel

b
)
)
5
et
|9
A
&l



399

Does an Asset Owner’s Institutional Setting Influence Its Decision to Sign the Principles for...

(Z107) WIdeIds pue nouueo] Aq Apnis © I [9pOW INO Ul SAI0JS
Anunod s 2y Jo 901n0s Y, ‘(£ L6] UeMOY pue IO ‘G/61
19JJ9)d pue urmo() Juauniwwod 1Y d1qnd e Sunjewr Aq juswuol
-IAUD UE [ONS 0) WIOJUO0D 0} 9Inssald dAIBUWLIOU 2I0W I3pun SI puny
© ‘JUSWUOIIAUD [euoneziuesio Sunuiofred-yS§) 19199  ym oL
-unod ur jey) uondwnsse oY) YW M ‘AInjeIdI| snoiaaid Suimorog

PpaIoIud 218
Juaunsaau] d[qisuodsay 1oy sardoutld, ‘Td, (TIINN, SPIomA]
UOIyM OJUI [BLIDJEL BIPW JO 9SBqRIED SAUO[ MO(] B—BANOR,] JO
asn Y YIIM PAJO[[0D ST [Yd JO 9TLIFA0D BIPIA “JUSWISIAUL J[qIS
-uodsar Jo SurweanSuIEW JO AINSLIW € SE (BAIR,]) ISEqRIRp JWes
Q) WOIJ PAOINOS 9FLIIA0I BIPAW Pasn A[Juad3l (] [()g) AYdno]
pue sewn ‘A[UBAI[I ISO]N “(S66] UBWYINS ‘€07 BAOPULY pue
¥o0[[0d (6861 [TenOIIA H00T ‘T8 12 SPRR(]) INJLINI] JNUIPLoR
ur payuI] Apuonbaiy usaq aAey AovWNIS] puL d3LIIA0D BIPIIN
SO)ISQOM JOUMO JOSSB PUB UOSIEAN SIOMO], ‘129d ‘AdI
WOIJ UOTIBIUAWNOOP SUISN PIJII[0I puey 1M BIep L, ‘TId ) JO
90U} I san[eA JudwdSeurw Jo Judwusife Joj Axold e se soojsny
IoUMO Jasse SUOWE AdUR[eq IOPUAT Isn om ‘1Y) uo paseq "(010T
1504 pue ‘uewiyey ‘Ieag) uoneziuesio ue jo juswadeuew HSH JO
ISuans oY) pue juswdaSeurw Jo 9duL[eq Jopuad Yy usamiaq diys
-UoNE[aI B PAYSI[qe)sd A[SUISeaIoul Sey 2InJer)l] JIopede JUddRY

(0107 931090 pue JUI() PASAUO JAIMOY ST AI[IQIPAID SI] (600T

SIMOT pUB JABIN[ GO0 NBAND ] T(T ‘T8 32 9201D) B[[d() AnsSnpur

JUSUISIAUT 9[qIsU0dSal ) UT ONISLIAIORIBYD SI) 0) PAIUBIS UOHUE

Ay} AQ PAILATIOW ST WSIUWLIA)-SUO JO AINSBEAW B SPNIUT 0} DI0YD
9], "WISIULIY-SUO[ JO QINSBIW © S IOAOUIN) JISSE JOJ [0UO0D IA

uq$ ur JuoWASeuR Al JOpU[) 19SSy

[€30) £q POINSEAW ‘[OI)UOD SE IZIS JOUMO JOSSE IPNOUL dM 0I0JOIY)

‘JOTABYQQ JUQUIISIAUT 9[qISUOSAI PUE 9ZIS JOUMO JOSSE UoaMmIaq
drysuoneyor e umoys 9ABY (¢1(7) ‘¢ 10 USUBASIS SE Yons SAIpm§

s109d 11913 y31m Juopuadopiojul are Kay) Jey)

Jwnsse 0] pua) A12100S UONLIUALIO WISIATIOI[[0D [euonmusul y3iy

Ul SISQUIRIA “(+00T '[& 12 9SNOH) U0 JANIJ[[0D PUE SIOINOSI JO

uonNQLISIP AANI[[0I PIemaI pue AFeIn0doud sadnoeid [euonmnsur

[19100S puE [RUONEZIUBSIO YOIYM 0) JU)X? dY) SABDIPUT WSIANOJ]

-[09 TeuonMINSU] “I01ARY2Q [qISu0dsar A[[e10S 0] 9AIONPUOD ONISLIA)

-OBIRUD [RUONIN)IISUI PUE [RUONEZIUBSIO UR SB (£()()7) UOSYOLIg pue
(L007) T 19 e12[INSY AQ 2IMBIAI] YSD UI PIZLIOAY) ST WISIATIOJ[[0D)

SIOYI0 JO Suraq-[jom )

owoid 01 Jurf[im are pue juerroduwl a1e SISYIO JO $ISAIANUI AY) 1By}

AA911aq £19100s UONBIUALIO duewuny YSIY UT SIOqUIdIA “(H007 Te 10

9SNOH) SI9YI0 0} pury pue ‘SuLred ‘snoIoudd ‘A[pusLly ‘Onsine

‘ITej Suroq 10 STENPIATPUT SPIEMAI PUE $9FRIN0OUD K9I008 10 UOT)
-RZIUBSIO UR YOIYM O] JUA)XA I} SB PAUYap SI UONBIUSLIO dUBWINH

Anunod
© 10 SOI00S [BIO0S PUB [BJUSWUOIIAUD 9Y) JO SOFLIAL PAYSIOM

Anunoo Aq A[re
-nuue 1Y oY} Jo 95LISA0D BIPSW JO 9I30p A} UO PISEq S[GBLIBA Y

%eeE <stuoney
-uosardar $99)snJ) Jo preoq o[ewdj J1 | Sunespur d[qeLres Awwng

%001 = ] 210ym sSUIP[OY JO JoAOUIN] JO ABY

uq$ ur JUSWASEURTAl JOpUN SJASSY [BI0],

$21038 (dSD)
Qouew10319d 1e100S 91810dI00 [9A] AIIUNOD)

T¥d Jo 9319400 RIPOIN

KISIOATp
19pudn)

JoaouIn, sSurpjoy

(uqg ur NNV) 9218 so[quLIeA [01U0D)

WSIATIORN[OD [euonMNSUI :JgO IO

uoneIuLLI) Suewny :HIOTO re[[id oanmuSoo—femymn)

(€) 221n0s eIEp pUE J[RUONILY

(7) vontuysq

(1) a1qeLiep

(ponunuoo) | sjqey

pringer

a's



400

A. G. F. Hoepner et al.

Table 1 (continued)

&

It includes all forms of investment in a country with a value associ-

Rationale and data source (3)

Log of total pension investments ($millions) in a country at year

Definition (2)

Size of national pension market

Variable (1)

Springer

ated to a pension plan over which ownership rights are enforced by
institutional units, individually or collectively. This is an economic

macro variable and change of it might affect asset owner’s decision

of signing into PRI. The data are downloaded from OECD database

We code previous experience based on an asset owner being men-

Ordinal variable equal to 2 if the asset owner is featured in Sparkes

Previous SRI expertise

tioned in the index of Russel Sparkes’ books. If the asset owner

(1995) and 1, if the asset owner is featured in Sparkes (2002) and

0 otherwise

was already mentioned in the 1995 book, we code the mention as

2 (deep experience), while a mention in the 2002 book is coded as

1 (some experience). Niklas Kreander’s (2002) PhD thesis nicely

highlights the authority and geographical scope which Russel

Sparkes’ books had at the time before the PRI

We expect that the number of peers in the same country which signed

The total number of PRI signatories in a country at year t— 1

Peer pressure

the PRI in the previous year can affect an asset owner’s decision to

join PRI. Thus, we include it to control peer pressure (DiMaggio

and Powell 1983)

observations, mean, standard deviation, and minimum and
maximum values, respectively.

The regulative pillar variables suggest that, on average,
the total number of mandatory regulations before 2006 is
much higher than that of the voluntary ones, and the for-
mer is much more volatile than the latter. This pattern also
applies to the newly introduced regulations between 2006
and 2010. Looking at the normative pillar variables, we
observe that public employee pension funds account for
35% of our total sample asset owners for the whole sample
period, whereas labor union funds represent 6%, with uni-
versity endowments and church funds being just fractions
of our sample.

While we do not observe particularly noteworthy patterns
for the cultural-cognitive variables or the control charac-
teristics, the development of two variables over time is
intriguing. First, while the mean and standard deviation of
historical voluntary regulation remain relatively stable, the
mean of historical mandatory regulation has increased from
28.68 in 2007 to 32.45 in 2011. This implies that those asset
owners who signed the PRI in the early years and there-
fore dropped out from the sample originated from countries
with low historical levels of mandatory legislation, which
then in turn increased the mean of the remaining sample
in the following year. Secondly, the mean of public service
employee pensions decreased from 40% in 2007 to 33% in
2011, which indicates the opposite effect of many public
service employee pensions signing in the early years of PRI,
thereby dropping out of the sample and decreasing the mean
of the respective dummy variable.

Survival Analysis

The purpose of this study is to investigate the influence of
institutional aspects on asset owners’ decision whether to
join the PRI during the period of 2007-2011.° As the PRI
signatory data involve right-censoring which occurs when
the event of interest (signing the PRI) is not experienced
before, or by the last observation, we use survival analysis
for censored data as our research method (Cleves et al. 2010;
Melnyk et al. 1995). Compared to for instance logit regres-
sion, survival analysis (i) does not only consider the infor-
mation on whether an event occurred (ii) but also the length
of time it took for the event to occur. The term survival
analysis originates from medical research which studies the
literal survival of patients in relation to the event occurrence
(i.e., death), whereby avoidance of death for the longest pos-
sible time is usually the positive attribute. That said, the
statistical technique of survival analysis can equivalently be

6 We are very grateful to an anonymous reviewer for suggesting sur-
vival analysis.
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applied to a context in which the occurring event itself is
the positive attribute (Hosmer and Lemeshow 2008; George
et al. 2014).

While survival analysis has not yet been employed in
the business ethics literature in particular, it has been used
in several contexts in the wider business literature such as
IPO survival or the survival of religiously motivated versus
conventional financial institutions (Espenlaub et al. 2012;
Pappas et al. 2017; Espenlaub et al. 2016a, b; Alandejani
et al. 2017).

In our study, the event of interest represents an asset
owner signing the PRI. In survival analysis, the dependent
variable is the hazard rate which is the conditional probabil-
ity that an event occurs at a particular time interval (Hosmer
and Lemeshow 2008). It is an unobservable variable and
controls both the event occurrence and the timing of the
event. We first use a parametric Weibull model to address
our research question. In general, we specify the paramet-
ric hazard function as a function of time and covariates as
follows:

h(t]x) = ho(D)r(x, ) 1

The hazard function, A(tlx), as expressed in (1) is a prod-
uct of two functions. The function, /(?), is often referred as
baseline hazard function which characterizes how the hazard
function changes as a function of survival time. It can be
casually described as the ‘time function.” The other function,
r(x, B), describes how the hazard function changes as a func-
tion of our subject covariates. It can be casually described as
the ‘characteristics function.” The Weibull parametric model
assumes the baseline time function follows Weibull distribu-
tion, which is specified as in Eq. (2)

hy(t) = pt"~ !, )
where p is the shape parameter to be estimated. In case p=1,
the entire time function collapses to 1 and the overall haz-
ard function turns into an exponential regression which is
suitable for modelling data where the hazard (i.e., risk) is
constant over time.

Following Cox (1972), we define the second character-
istics function as

r(x, f) = exp (B1x; + - + f,x,)

= exp (f;Regulative Variables; + f,Normative Variables;
+ p;Cultural Variables; + §,Controls;), 3)

where the covariates, x; + -+ + Xy, include regulative, nor-
mative, and culture—cognitive institutional variables and
control variables, and f; + --+ + f, are the model parameters
describing the effect of the covariates.

Integrating Eqs. (2) and (3) into Eq. (1), the Weibull para-
metric regression model is specified as

h(t|x) = pt"~! exp(f,Regulative Variables;
+ f,Normative Variables; 4
+ p;Cultural Variables; + ,Controls,),

where A(tlx) is the hazard at time (t) for a given set of covari-
ates x; + --- + x,. While in a classic survival analysis, a haz-
ard ratio (HR) greater than one indicates that the asset owner
is more likely to join the PRI, and a ratio less than one means
it is less likely to join the PRI, we use f = ln(I-/I??) to trans-
form the hazard ratio into coefficient estimates with a default
value of zero, where positive and negative values indicate
an over-proportional and under-proportional probability of
signing the PRI, respectively.

The Weibull parametric model takes the form of the Cox
hazards model but assumes a parametric form on the base-
line hazard (f(#)) (Clark et al. 2007). It is suitable for mod-
elling data with changing hazard rates that either increases or
decreases exponentially overtime. In contrast, the Cox model
does not specify the baseline hazard function (Hosmer and
Lemeshow 2008). It uses a non-parametric Aalen—Breslow
estimator to estimate the hazard function. While the PRI
experienced rather exponential growth in signatories during
its first 5 years, we use a semi-parametric Cox hazards model
as robustness test.

Discussion of Results
Summary of Survival Data

We conduct some univariate analysis before proceeding to
more complicated models. We first present summary statis-
tics of our survival data in Table 3. Column (1) reports the
total number of asset owners and observations. Columns (2)
to (5) show the mean, minimum, median, and maximum per
asset owner, respectively. We document 667 asset owners in
total. 163 of these asset owners, roughly 24% of sample size,
signed into the PRI during the formative first 5 years of its
existence. While the first batch of asset owners signed PRI in
2007 and the last batch in 2011, the fact that the mean asset
owner signed in 2010 and the median asset owner signed
in 2011 underline the exponential growth which the PRI
experienced during these first 5 years.

Results of Survival Analysis

Our results provide evidence of the influence of all three
institutional pillars on asset owner likelihood of signing the
PRI, however, to varying degrees. The normative aspect
from an institutional perspective and the cognitive—cultural
aspect have the strongest relationships with asset owner
PRI adoption, followed by to a lesser extend the regulative
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pillar. We report our main results of the Weibull parametric
proportional hazards model in Table 4.7 Columns (1) to (3)
illustrate univariate analysis results and columns (4) to (7)
show variamultivariate analysis results. As explained, we
report coefficient estimates instead of hazard ratios in a man-
ner consistent with traditional regression reporting format.

Regulative Pillar

Regarding the effect of ESG regulation on the decision of
asset owners to join the PRI, we look at the results from
fixed long-term and varying short-term regulatory perspec-
tives. First, while the long-term accumulated number of
additional voluntary regulations has a statistically positive
effect on the decision to join the PRI, long-term manda-
tory regulation appears to discourage adoption of the PRI.
Secondly, we find that contemporary voluntary and manda-
tory regulations have no effect on joining the PRI, after con-
trolling for all related variables. These results indicate that
asset owners from countries with a traditionally (up to 2005)
more mandatory ESG regulative environment are somewhat
reluctant to become members of PRI, however, asset own-
ers from a country with historically more voluntary ESG
regulations tend to be more inclined to join the PRI. The
relationship holds for newly introduced voluntary regulation
during our sample years, but changes for mandatory regula-
tion, whereas the introduction of new binding regulation in
the years (2006-2010) has a positive, although not statisti-
cally significant, effect on asset owners signing the PRI.

In interpreting these results from a conceptual perspec-
tive, we follow Scott’s (1995) view of regulative systems as
a spectrum from the diffuse and informal (closer and com-
plimentary to the normative and cultural mechanisms) to the
highly formalized and coercive in distinguishing between
voluntary and mandatory ESG regulation. The findings for
the regulative pillar are surprising, suggesting that an insti-
tutional setting characterized by voluntary ESG regulation
(informal) is overall more strongly associated with a higher
likelihood of asset owners joining the PRI than mandatory
regulation (formal).}

7 We assess the goodness of fit of the model by visually inspecting
the Cox—Snell residuals. The graph indicates that the hazard function
broadly follows the 45-degree line with hazard rate being around the
expected value of one. The graph is available upon request.

8 To avoid that our results are affected by multicollinearity between
mandatory and voluntary legislation, we have repeated all analysis
displayed in Table 4 with marginal voluntary regulation instead of
voluntary regulation. The statistical significance of the regulation
coefficients stays identical. Marginal voluntary regulation correlates
zero with mandatory legislation, as it is the sum of the intercept and
residual from an orthogonalization regression of voluntary legislation
on mandatory legislation.
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This is a counterintuitive result considering the poten-
tial lowering of barrier to entry to adhering to voluntary
standards where compliance with mandatory ones is already
achieved. In the context of responsible investment, however,
there are two specific factors to take into account. First,
that ESG is a field with very low standardization, mean-
ing that complying with one standard may not necessarily
work towards removing the barrier to entry to complying
with another. Much ESG regulation is focused on report-
ing, which is very heterogenous and tends to be resource
intensive with poorly understood and defined metrics need-
ing to be gathered across complex investment organizations.
As a result, asset owners based in jurisdictions with more
compulsory ESG regulations may have less resources (time,
human, and financial) left available to dedicate to voluntary
initiatives such as the PRI after already spending them on
complying with binding regulation they are subject to. The
second factor would be that in the general context of ESG,
compliance with voluntary regulation has reputational and
socially legitimizing benefits. However, in an institutional
setting that introduces mandatory regulation these benefits
are diminished, since what is a minimum legal requirement
can no longer act as a positive distinguishing factor.

Multiple studies have argued that regulation is a crucial
pillar of RI adoption (Bengtsson 2008a; Gond et al. 2011;
Juravle and Lewis 2009; Sandberg et al. 2009). We contrib-
ute to this literature with our findings, suggesting that while
RI is in the growth stage, still moving towards standardiza-
tion and institutionalization (Arjalies 2010; Louche 2004;
Sandberg et al. 2009; Sparkes and Cowton 2004), mandatory
regulation may remain narrow in scope and predominantly
disclosure-focused, whereas it is the voluntary codes and
guidelines that foster and remove the barriers to RI adoption
by explaining and suggesting best practice (Jemel-Fornetty
et al. 2011). This argument is in line with Sievédnen’s paper
on impediments to asset owner RI adoption (2014), and
other literature citing asset owners’ struggle with the prac-
tical implementation of RI (Majoch et al. 2016; Sievdnen
et al. 2013b).

A further explanation for the positive effect of volun-
tary regulation is that it acts as a replacement for mandated
law, and as a welcome way for industries to avoid being
externally regulated (Campbell 2006; Haigh and Hazelton
2004; Hart 2010; Vogel 2010). In the case of asset owner
responsible investment, signing an industry-driven set of
principles such as the PRI would send the message that the
investment industry needs no binding laws on sustainability
as it is already regulating itself with voluntary initiatives. In
institutional settings where the emphasis falls on mandatory
regulation, voluntary initiatives are not necessarily useful in
the same way. The finding makes an interesting contribution
to the ongoing academic debate surrounding the adequacy
of voluntary codes such as the PRI in the last 15 years as an
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Table 2 Summary statistics of survival analysis sample

Variables Obs Mean SD Min Max
(D 2 3 4 )

Panel A: overall summary statistics for 2007-2011
Regulative pillar

Historical level of voluntary legislation 2881 1.23 0.72 0 2
Historical level of mandatory legislation 2881 30.62 33.26 0 78
Contemporaneous voluntary legislation 2881 0.40 0.70 0
Contemporaneous mandatory legislation 2881 1.35 1.82 0
Normative pillar
Public service employee pension 2881 0.35 0.48 0 1
University endowment 2881 0.01 0.10 0 1
Labor union fund 2881 0.06 0.24 0 1
Church fund 2881 0.01 0.09 0 1
Cultural—cognitive pillar
GLOBE: future orientation 2881 5.26 0.24 4.49 6.26
GLOBE: humane orientation 2881 5.50 0.23 3.6 591
GLOBE: institutional collectivism 2881 4.39 0.34 3.84 5.60
Control variables
Size (AUM in $bn) 2881 34.88 65.78 0.01 1072.4
Holdings turnover 2881 0.26 0.17 0 1.44
Gender diversity 2881 0.22 0.41 0 1
Media coverage of PRI 2881 29.14 9.71 0 48.55
Country level corporate social performance (CSP) 2881 0.50 0.11 0.19 0.73
scores
Size of national pension market 2761 13.90 2.19 1.74 16.23
Previous SRI expertise 2881 0.02 0.16 0 2
Peer pressure 2881 21.51 17.63 0 68
Variables 2007 2008 2009 2010 2011
N=0667 N=587 N=562 N=543 N=522
Mean  SD Mean  SD Mean SD Mean SD Mean SD
Panel B: mean and standard deviation by year 2007-2010
Regulative pillar
Historical level of voluntary legislation 1.22 0.71 1.23 0.72 1.24 0.72 1.24 0.72 1.25 0.73
Historical level of mandatory legislation ~ 28.68  32.65  30.22  33.16  30.81 3329 3145 3353 3245 3381
Contemporaneous voluntary legislation 0.23 0.42 0.70 0.92 0.16 0.36 0.14 0.35 0.83 0.91

Contemporaneous mandatory legislation 2.10 2.58 0.35 0.63 1.07 0.94 1.02 1.01 2.15 2.17

Normative pillar

Public service employee pension 0.40 0.49 0.36 0.48 0.34 0.48 0.33 0.47 0.33 0.47
University endowment 0.01 0.10 0.01 0.10 0.01 0.10 0.01 0.10 0.01 0.11
Labor union fund 0.08 0.27 0.06 0.24 0.06 0.24 0.06 0.24 0.06 0.23
Church fund 0.01 0.09 0.01 0.09 0.01 0.08 0.01 0.09 0.01 0.08
Cultural—cognitive pillar
GLOBE: future orientation 5.26 0.25 5.26 0.24 5.26 0.24 5.26 0.23 5.27 0.22
GLOBE: humane orientation 5.51 0.22 5.50 0.23 5.50 0.23 5.50 0.23 5.50 0.23
GLOBE: institutional collectivism 4.41 0.36 4.39 0.33 4.38 0.33 4.38 0.33 4.38 0.33
Control variables
Size (AUM in $bn) 3540 66.86 3428  65.11 3498  66.17 3440 6489 3526  65.90
Holdings turnover 0.27 0.17 0.26 0.17 0.26 0.17 0.26 0.17 0.26 0.16
Gender diversity 0.23 0.42 0.21 0.41 0.21 041 0.21 0.41 0.21 0.41
Media coverage of PRI 29.02 972  29.10 955 29.12 972  29.28 9.86  29.25 9.74
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Table 2 (continued)

Variables 2007 2008 2009 2010 2011

N=667 N=587 N=562 N=543 N=522

Mean  SD Mean SD Mean SD Mean SD Mean SD
Country level corporate social perfor- 0.50 0.11 0.50 0.11 0.49 0.11 0.49 0.11 0.49 0.11

mance (CSP) scores

Size of national pension market 13.83 2.27 13.71 2.16 13.88 2.15 14.03 2.16 14.08 2.18
Previous SRI expertise 0.04 0.22 0.02 0.14 0.02 0.13 0.02 0.13 0.02 0.14
Peer pressure 14.51 11.26 14.23 1126  21.27 1541  27.03 18.35  33.14 2275

Panel A presents the basic summary statistics of our interest proxies for the whole sample period from 2007 to 2011. Column 1 to Column 5
report the total observation, mean, standard deviation, minimum, and maximum value, respectively

Panel B reports the changes of mean and standard deviation of all variables for the individual years of 2007 to 2011. Since the sample size in
our survival analysis naturally shrinks by asset owners signing up to the PRI, we believe it is interesting to inspect the distributional means and
standard deviations of the explanatory variables by the year. There are two noteworthy observations in this panel. First, while the mean and
standard deviation of historical voluntary regulation remain relatively stable, the mean of historical mandatory regulation has increased from
28.68 in 2007 to 32.45 in 2011. This implies that those asset owners who signed PRI in the early years and therefore dropped out from the sam-
ple originated from countries with low historical levels of mandatory legislation, which then in turn increased the mean of the remaining sample
in the following year. Secondly, the mean of public service employee pensions decreased from 40% in 2007 to 33% in 2011, which indicates the
opposite effect of many public services employee pensions signing in the early years of PRI, thereby dropping out of the sample and decreasing

the mean of the respective dummy variable

alternative to regulation (Perez-Batres et al. 2012; Sethi and
Schepers 2013, 2014).

As documented by the PRI’s own Global Guide to
Responsible Investment Regulation (PRI 2016b), there is
a very clear and aggressive upward trend in the prolifera-
tion of responsible investment policies, which have been
on a steep incline consistently since 2007. It is important
to note that although the PRI takes policy engagement as
one of its goals and supports the development of guidelines
and regulations fostering growth of sustainable finance, in
the very first 5 years of the PRI’s existence, which are our
sample period, any increase in regulation is very unlikely to
have taken place as a result of the PRI’s own activity due
to the timeframe of policy engagement and the PRI signa-
tories’ own history of activity around it. According to the
PRI’s 2014 report on policy engagement, only about one-
third of all signatories reported any involvement in policy
engagement. The same report draws attention to the time it
takes for policy engagement to bear fruit, citing a series of
case studies with 3 to 7 year timelines (PRI 2014). We test
this statistically by regressing legislation from the period
2008-2012 on PRI signing in the 2007-2011 with statisti-
cally insignificant results, although we do recognize that in
years following our sample period it is possible that that
effect would be more likely to occur.

Normative Pillar

The normative pillar, showing strong associations with
PRI adoption by asset owners, relates to the influence of
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institutional settings on organizational behavior via an
understanding of obligations, rights, and expected and
appropriate behavior (Scott 1995). In examining the condi-
tions of asset owner adoption of an Rl initiative like the PRI,
we take into account the biggest differentiator between these
normative aspects to asset owners, that is plan ownership.

Indeed, we find that a public service employee pension
fund is about 1.01 times more likely than a corporate pen-
sion fund to adopt the PRI, and this result is statistically
significant at 1% even after controlling for other relevant
factors. Similarly, the coefficient of labor unions is positive
and statistically significant in both univariate and multivari-
ate analysis. However, it seems that university endowments
and church funds perform indifferently compared to other
types of pensions in their adoption of the PRI. These results
clearly support our hypothesis that the normative aspect of
the institutional setting explains asset owner adoption of the
PRI, whereby public service employee pension funds and
labor unions are more likely to sign. The strong association
between PRI adoption and public ownership can be attrib-
uted to public pensions’ expected role, and the boundaries
of what is acceptable for them to do that differentiate them
from corporate plans. Flagship examples of the application
of such normative systems are the Norwegian Environmen-
tal Fund which was from its inception mandated to carry
out environmentally based screening on its investments to
align with the interests of future generations beyond shorter
term financial performance objectives, as well as the ethi-
cal guidelines for the Norwegian Government Pension Fund
established in 2004 (Bengtsson 2008a).
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Table 3 Summary of survival data

Category Total (1) Per asset owner
Mean (2) Min (3) Median (4) Max (5)
No. of asset 667
owners
No. of records 2881 4 1 5 5
Time to sign 2010 2007 2011 2011
PRI
PRI signatories 163 24% 0 0 1
Non-PRI 504 76% 0 0 1
signatories

This table presents summary statistics of our survival data 2007—
2011. Column (1) report the total number. Columns (2) to (5) show
the mean, minimum, median, and maximum, respectively

Our results are in line with Juravle and Lewis (2009) who
confirm in their interview-based study that public pension
funds have been the pioneers of responsible investment
because they are more scrutinized by the public in terms
of their investments’ alignment with societal norms (i.e.,
their expected role) and not affected by conflicts of inter-
est arising from being funded by a corporate sponsor (i.e.,
boundaries of what is acceptable). Their findings put into
qualitative context the data-driven results showing a similar
relationship both in the present study and in the previously
mentioned Sievénen et al. (2013a, b) survey paper on the
drivers of asset owner RI adoption, and firmly link them
to our theoretical understanding of the role of normative
institutional systems in determining organizational behavior
(Scott 1995).

Cognitive-Cultural Pillar

The cognitive—cultural aspect of the institutional setting
is also associated with a higher likelihood of PRI adop-
tion by asset owners. In our analysis, this is manifested by
asset owners from institutional backgrounds already largely
aligned with some of the values underpinning the RI move-
ment being more likely to sign the PRI during the sample
years 2007-2011. Specifically, a one unit increase in our
GLOBE humane orientation and GLOBE institutional col-
lectivism variables leads to 1.627 and 1.233 times higher
practice of joining the PRI respectively in the model with all
controls. GLOBE future orientation is the one of the three
tested proxies for the cultural-cognitive pillar that seems to
have little impact on joining PRI. The relationship changes
from slightly negative run only with the other cultural prox-
ies or control variables, to positive but insignificant in the
full model. While surprising, this may be explained to a
degree by future orientation’s negative correlation with
the other two GLOBE variables we include in our model.
Although one of the variables used does not show a clear

relationship with signing the PRI, based on the overall
results for this pillar we are inclined to conclude that the
cognitive—cultural aspect of the asset owner’s institutional
setting has an influence on its participation in an initiative
like the PRI.

The previously brought up example of Nordic asset own-
ers serves as an illustration of this effect. By contrast, the
US—scoring lower on collectivism than countries grouped
in the Nordic cluster in the GLOBE study as well as in other
country level datasets focusing specifically on individualism
versus collectivism (Allik and Realo 2004)—is consistently
shown to lag behind Europe in terms of attitudes towards
responsible investing (Royal Bank of Canada 2018) and the
proportion of total assets under management invested in SRI
strategies: 53% in Europe versus 22% in the US according
to the Global Sustainable Investment Alliance (GSIA 2016).
When thinking of the Nordics versus the US, humane ori-
entation and collectivism are indeed reflected more in the
general institutional settings of Nordic countries than the
US, whereby a higher level of income taxes in the Nordics
are redistributed through Nordic model welfare policies, for
example, universal healthcare that the US lacks. The concept
of giving up a higher proportion of your personal wealth for
the benefit of society at large is in parallel with the concept
of universal ownership and responsible investing whereby
individual institutional investors prioritize a sustainable
economy respectful of limits on natural resources and soci-
ety over financial profits reaped at the cost of environmental
and social externalities.’

For asset owners in particular, the question of the cog-
nitive—cultural characteristics of their institutional setting
coming into play in their decision making can be explained
by them having to represent a widely dispersed group of key
stakeholders. For drafting signatories of the PRI such as the
Norwegian Government Pension Fund, Canadian Pension
Plan Investment Board, or the French Caisse des Dépdts
et Consignations and Pensions Reserve Fund it essentially
equates to the general public in their respective countries.
For others that are not state asset owners, like the Dutch
PGGM for example, also a drafting signatory to the PRI,
the number of beneficiaries still accounts for 15% of the
Dutch population. A beneficiary base dispersed enough
to be representative of society at large would suggest that
the asset owner’s actions are likely to align with the wider

° To further investigate a potential ‘Nordic effect, we add a dummy
for asset owners from the Denmark, Finland, Norway, and Sweden to
our model and actually find this to be a significantly positive determi-
nant of the decision to sign the PRI. This evidence is consistent with
a unique role of the Nordics in supporting Sustainable Finance that
has also been studied, for instance, by Hoepner and Schopohl (2018a)
and maybe reinforced by the recent nobel peace prize nomination of
Swedish teen climate activist Greta Thunberg.
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Table 4 Parametric Weibull model result

Variables Time to event of signing PRI
1) @) ©) (C)] (&) 6 )

Historical level 0.329%* (2.49) 0.275% (1.94) 0.394%#%% (2.65)
of voluntary
legislation

Historical level —0.028%%* —0.030%** —0.033%#**
of mandatory (=5.31) (—4.67) (—4.75)
legislation

Contemporane- 0.297** (1.97) 0.279%* (1.84) 0.200 (1.30)
ous voluntary
legislation

Contemporane- 0.039 (0.50) 0.043 (0.56) 0.020 (0.25)
ous mandatory
legislation

Public service 1.168##%* (7.10) 0.957%##%* (5.57) 1.010%#* (5.77)
employee pen-
sion

University endow- —0.193 (-0.19) 0.318 (0.31) 0.993 (0.96)
ment

Labor union fund 1.003##%* (4.68) 0.986%#* (4.44) 0.673%#* (2.87)

Church fund 1.252%* (1.74) 0.993 (1.37) 1.208 (1.63)

GLOBE: future —0.729%* —0.654* (—1.91) 0.262 (0.77)
orientation (—2.38)

GLOBE: humane 2.104%*%* (3.40) 1.036%* (2.23) 1.627%* (2.52)
orientation

GLOBE: institu- 1.339%%* (6.77) 1.168%** (4.13) 1.233%%%* (4.29)
tional collectiv-
ism

Size (AUM in —0.000(-=0.32)  —0.001(=0.74)  0.000 (0.05) —0.001 (-0.59)
$bn)

Holdings turnover 0.596 (1.35) 0.540 (1.18) 0.627 (1.35) 1.206**%* (2.66)

Gender diversity 0.655%** (3.70) 0.351°%* (2.00) 0.573%%% (3.26)  0.646*** (3.45)

Media coverage —0.007 (=0.83)  0.001 (0.11) 0.000 (0.02) —0.002 (-0.26)
of PRI

Country level 1.632% (1.91) 3.377%%* (4.33) 1.507 (1.61) —0.809 (-0.80)
corporate social
performance
(CSP) scores

Size of national 0.163%** (2.29) —0.026 (-0.46)  0.014 (0.26) 0.161%* (1.99)

pension market

Previous SRI
expertise

Peer pressure

In_p

Observations

6.682%%%* (90.83)
2881

6.696%%* (91.34)
2881

6.693%%% (90.86)
2881

1.112#%% (4.16)

—0.021 %%
(=3.27)

6.798%*% (91.41)
2761

0.617*%*% (2.27)

—0.009 (-1.36)

6.768%** (88.30)
2761

1.210%%* (4.56)

—0.008 (- 1.25)

6.757%%* (88.05)
2761

0.852%*%* (3.06)

—0.015%* (=2.24)

6.821%%%* (92.27)
2761

We run parametric Weibull model on the three sets of interest variables, namely four regulative, four normative, and three cultural (Cultural
alignment) aspects of Scott (1995) institutional theory. The control variables are firm specific (size, holdings turnover, previous SRI expertise
and board gender diversity) and country-specific (Media Coverage of PRI, CSP score, Size of National Pension Market, Peer Pressure) charac-
teristics. All variables are defined in Table 1. The dependent variable is time to event of signing PRI. Columns (1) to (3) report the estimated
coefficients and (t statistics) for the three sets of interest variables without controlling firm specific characteristics, respectively. Columns (4) to
(6) report the estimated coefficients and (t statistics) for our three sets of interest variables by controlling for the firm and country-specific char-
acteristics, respectively. Column (7) presents the estimated coefficients and (t statistics) for the Weibull model including all covariates. We also
report In_p, the shape parameter of the baseline function

* sk k¥ Denote statistical significant at the 10, 5, and 1% levels, respectively

national attitudes as reflective of their stakeholder base, in
the absence of more direct and explicit direction such as is
received e.g., by asset managers from the asset owner when

an investment mandate is assigned. In the particular case of
responsible investment, this would mean that if its principal
values were not supported by the general population in the
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asset owner’s country, the asset owner would be less likely
to commit to practicing responsible investment by signing
the PRI. Our results confirm this.

Evidence that the PRI resonates more with asset owners
from cognitive—cultural institutional backgrounds that are
better aligned with it points to the crucial importance of
shared conceptions and values at societal level in the adop-
tion of emerging logics such as RI, a concept already widely
discussed in literature on the growth of responsible invest-
ment (Arjalies 2010, Bengtsson 2008a; Sandberg et al. 2009;
Scholtens and Sievinen 2013). As Scott (1995) explains, the
hyphenated label cultural-cognitive signifies that the evalu-
ation of such an emerging logic (cognitive process) happens
within the external cultural framework (cultural categories).

Robustness Tests and Directions for Future
Research

Beyond our test for reverse causality in the regulative pillar,
we complement our parametric Weibull model with a semi-
parametric Cox model to understand the robustness of each
coefficient estimate. Table 5 reports the semi-parametric
Cox model results.'® It shows that the signs and significance
levels of our variables of interest remain virtually identical
and hence our results enjoy a high degree of robustness. We
also find that the coefficient estimates of parametric hazards
model are comparable to those produced by the non-para-
metric Cox model, indicating that our assumption of Weibull
distribution of baseline hazards model is reliable.

We also conduct three specific robustness tests of the
curious negative effect of historical levels of mandatory
legislation on signing the PRI. First, we manually integrate
the Datamaran and CandS databases into one joint database,
which results in small increase of coverage in the number
of mandatory and voluntary legislation by 5.0% and 12.8%,
respectively. Then we re-run our Weibull and our Cox mod-
els with the joint database instead of just Datamaran but find
historical levels of mandatory legislation to have the same
negative effect at the same significance level across any
specification. Second, we introduce a dummy for the 22 so-
called ‘Red List States” which voted persistently Republican
in all presidential elections since 2000.!! Given the results of
Hong and Kostovetsky (2012) and especially Hoepner and
Schopohl (2018b), pension funds from red states may have a

10 We conduct a satisfactory Cox Proportional assumption test. The
results are available upon request.

I These ‘22 Red List’ states are Alabama, Alaska, Arkansas, Ari-
zona, Georgia, Idaho, Kansas, Kentucky, Louisiana, Mississippi, Mis-
souri, Montana, Nebraska, North Dakota, Oklahoma, South Carolina,
South Dakota, Tennessee, Texas, Utah, West Virginia, and Wyoming.

negative predisposition towards PRI and substantially affect
our results. The introduction of this dummy, however, does
not affect our results in any meaningful manner.

Third, we re-run our Weibull and our Cox models exclud-
ing any US asset owners. When excluding the entire US,
the level of historical mandatory legislation remains a sig-
nificant negative factor impacting the decision to sign PRI,
albeit at a lower significance level in the Weibull model.
The significance in the Cox model remains the same. Curi-
ously though, the importance of voluntary legislation ampli-
fies somewhat when excluding the entire US. That said, the
importance of voluntary legislation decreased in the Cox
model when compared with the Weibull model and fell
further when replacing Datamaran with the joint database,
which implies that the negative effect of historical levels of
mandatory legislation is more robust than the positive effect
of historical levels of voluntary legislation.

The present study is a first attempt to systematically
assess the influence of institutional settings on asset owner
adoption of the PRI with the use of public data and as such
offers many possible directions for future research in the
field. Having conducted a large, global study of asset own-
ers’ decision to sign the PRI, we acknowledge we were
somewhat limited in our choice of proxies and the level of
insight gained when compared with complementary, smaller
scale studies such as Scholtens and Sievanen (2013) or stud-
ies such as Majoch et al. (2016) which use confidential data
reported directly by PRI signatories themselves.

Hence, we consider more granular research needed which
investigates the specific nature of regulation and its effec-
tiveness. Moreover, our finding of the positive effect of vol-
untary regulation would benefit from further conceptual and
empirical exploration in the context of institutional inves-
tors. The role of corporate self-regulation in sustainability
is already being discussed widely in academic literature
(Haufler 2013; Moon 2007; Gond et al. 2011), laying the
groundwork for similar work on the institutional investment
space. Our findings call for further research into the nuances
of how policy and regulation continue to play into the devel-
opment of responsible investment, a topic that will continue
to be relevant especially as we dedicate increasing collective
resources into the formulation of such policy (see for exam-
ple the High-Level Expert Group on Sustainable Finance
established by the European Commission to provide recom-
mendations on the transition to a more sustainable economy
and the Technical Expert Group subsequently appointed to
advise on the implementation of these recommendations).
Likewise, the cultural-cognitive aspect of the institutional
settings has yielded strong results with two of our chosen
variables but ambiguous with one of them, opening up a
clear direction for additional research into particular cultural
and cognitive characteristics that drive asset owners to adopt
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Table 5 Semi-parametric Cox model result

Variables Time to event of signing PRI
0 @ 3) @ ®) ©) ™

Historical level — 0.307%* (2.27) 0.189 (1.32) 0.267* (1.80)
of voluntary
legislation

Historical level ~ —0.027%*3 —0.022%** —0.026%**
of mandatory (=5.15) (—3.68) (—3.86)
legislation

Contemporane-  0.323*%* (2.20) 0.285* (1.86) 0.234 (1.52)
ous voluntary
legislation

Contemporane-  0.062 (0.82) 0.053 (0.69) 0.080 (1.02)
ous mandatory
legislation

Public service 1.106%** (6.72) 1.030%** (5.95) 1.061%** (6.11)
employee pen-
sion

University —0.160 (- 0.16) 0.323 (0.32) 0.699 (0.69)
endowment

Labor union 0.960%*** (4.48) 0.844%%* (3.78) 0.559%** (2.41)
fund

Church fund 1.175 (1.63) 1.078 (1.49) 1.225* (1.67)

GLOBE: future —0.684** —0.610%* 0.214 (0.62)
orientation (—=2.25) (- 1.74)

GLOBE: 1.898**%* (3.14) 1.110%* (2.57)  1.382%*%* (2.67)
humane orien-
tation

GLOBE: 1.227%%* (6.22) 1.174#%* (3.97) 1.131*** (3.89)
institutional
collectivism

Size (AUM in 0.000 (0.03) —0.001 (=0.40) 0.000 (0.26) —0.000 (-0.03)
$bn)

Holdings turno- 0.409 (0.91) 0.449 (0.98) 0.579 (1.24) 0.974%* (2.14)
ver

Gender diversity 0.625%%* (3.55) 0.378%* (2.14)  0.623*** (3.53) 0.620*** (3.38)

Media coverage —0.002 (-0.30) 0.003 (0.38) 0.004 (0.47) 0.001 (0.11)
of PRI

Country level 1.568* (1.82) 2.704*** (3.45) 1.019 (1.06) —0.735 (-0.71)
corporate
social perfor-
mance (CSP)
scores

Size of national —0.008 (=0.12) —0.154%** —0.098%** —0.032 (-0.47)
pension (=3.10) (—=2.05)
market

Previous SRI 0.853*** (3.35) 0.389 (1.50) 0.900*** (3.50) 0.625** (2.41)
expertise

Peer pressure 0.005 (0.66) 0.021#** (3.01) 0.020*** (2.99) 0.015* (1.92)

Observations 2881 2881 2881 2761 2761 2761 2761

We run semi-parametric Cox model on the three sets of interest variables, namely four regulative, four normative, and three cultural aspects of
Scott (1995) institutional theory. The control variables are four firm-specific and four country-specific characteristics. All variables are defined
in Table 1. The dependent variable is time to event of signing PRI. Columns (1) to (3) report the estimated coefficients and (¢ statistics) for our
three sets of interest variables without controlling firm specific characteristics, respectively. Columns (4) to (6) report the estimated coefficients
and (¢ statistics) for our three sets of interest variables by controlling firm specific characteristics, respectively. Column (7) presents the estimated
coefficients and (¢ statistics) for the Cox model including all covariates

* sk k¥ Denote statistical significant at the 10, 5, and 1% levels, respectively
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responsible investment practices and join self-regulatory ini-
tiatives in the space like the UN PRI.

In the context of not only asset owner but also general
institutional investor membership, research into the PRI’s
growth in later periods than the present paper undertakes
would be an interesting and useful continuation. Post-2011
the nature of the PRI as a voluntary association changed
slightly as it started introducing mandatory enforced require-
ments of its members in the form of fees and public report-
ing. This direction of travel continued more recently as the
PRI announced it would introduce minimum requirements
in terms of progress and level of ESG integration for its
members and delist those who do not demonstrate a mini-
mum effort. This marks a departure from the founder James
Gifford’s initial idea for the PRI as a way to simply attract as
many investors as possible to ESG integration, or in his own
words ‘get people in the tent, for whatever reason’ (Majoch
et al. 2016). In late 2013, James Gifford resigned from his
role as founder CEO at the PRI, which considering his pro-
found impact on the spirit of the PRI during his leadership
would also make for a relevant topic of empirical enquiry,
particularly on the impacts of individual legitimacy and
individual championship (Juravle and Lewis 2009; Mitchell
et al. 1997).

More broadly, the motivation for our empirical enquiry
into asset owner adoption of the PRI consisted in large part
of the role asset owners play as the drivers of the RI mar-
ket and of economic sustainability in general. We would
therefore encourage further research empirically testing
this relationship (e.g., the effects of PRI signatory institu-
tional investor ownership of companies on company CSP)
to advance our understanding of the process through which
the financial system can undergo a transformation towards
a more sustainable model.

Conclusion

The PRI continues to dominate the responsible investing
landscape in terms of both its size and scope of activity,
which, combined with its explicit interest in mobilizing
asset owners’ influence in the financial markets to achieve
their transition towards a more sustainable model, makes
the association’s success an important subject of academic
inquiry.

Our global quantitative study offers an extended scope
and thereby complements existing literature on the deter-
minants of RI adoption by asset owners (Juravle and
Lewis 2009; Majoch et al. 2016; Sievénen et al. 2013a, b;
Sievdnen 2014). Authors such as Sievinen et al. (2013a,
b) have previously concluded that the institutional envi-
ronment of asset owners influences their adoption of RI.
For example, they find Nordic or Anglo-Saxon origin

to be an explanatory factor, but do not investigate the
specific characteristics of these country legal origins in
more depth from a theoretical perspective. Responding
to Capelle-Blanchard and Monjon’s (2012) call for more
conceptually and theoretically driven RI research our study
investigates the question of asset owner adoption of the
PRI using Scott’s (1995) three institutional pillars as a
theoretical framework in a similar manner to Bengtsson’s
(2008a, b) discussion of the history of Scandinavian RI
in the regulative, normative, and cognitive dimensions.
We draw on the extensive body of research looking at the
development of socially responsible behavior by different
actors from a theoretical perspective (Arjalies 2010; Baron
2009; Brickson 2007; Campbell 2007; Marquis et al. 2007,
Moon and Vogel 2008; Matten and Moon 2008) to inform
and guide our application of Scott’s tripartite view of insti-
tutional theory to the research question. Our results con-
tribute especially to the stream of research studying the
institutional and country level characteristics influencing
RI adoption by asset owners (Bengtsson 2008a, b; Cox and
Schneider 2008; Létourneau 2015; Sandberg et al. 2009;
Scholtens and Dam 2007).

We find that normative and cultural-cognitive institu-
tional aspects have the most influence on the probability of
asset owner PRI adoption, and to a lesser extent voluntary
regulation, while historical levels of mandatory regulation
(though not recent activities) decreased the likelihood of
asset owner PRI adoption in our sample.

The findings on the normative and cultural-cognitive
aspects build our understanding of how cultural, values,
and belief factors are major drivers of CSR and RI adop-
tion in general and in the asset owner context in particu-
lar (Bengtsson 2008a; Cheah et al. 2011; Francoeur et al.
2017; Hemingway and Maclagan 2004; Scholtens and
Sievinen 2013). The symbolic significance of PRI adop-
tion makes it a natural reaction to expectations around an
asset owner’s behavior (normative institutional aspect) as
well as a natural consequence of an alignment with widely
held values of the society the asset owner operates within
(the cognitive—cultural aspect). Pension funds serving
societies displaying more collectivistic and humane atti-
tudes are therefore shown to be more likely to subscribe to
a voluntary collaborative initiative with the stated objec-
tive of tackling social issues and externalities destroying
our collective environmental heritage (Bernhagen and
Mitchell 2010). These findings are in line with Majoch
et al. (2016) who document the organizational and societal
legitimacy benefits of signing the PRI.

By highlighting the differing effects of especially histori-
cal levels of voluntary and mandatory ESG regulation on
asset owner PRI adoption as markers of the institutional set-
ting, we contribute to the still limited literature on the rela-
tionship between regulation and the growth of responsible
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investing (Cox and Schneider 2008; Sandberg et al. 2009;
Scholtens 2005; Bengtsson 2008a). In the context of our
finding of the influence of the normative institutional set-
ting on asset owners’ choice to join the PRI, higher adop-
tion in institutional settings characterized by more historical
voluntary regulation could be interpreted as confirming the
symbolic and reputation building motivation of institutional
investors for PRI adoption, as self-reported by signatories in
Majoch et al.’s (2016) study.

Our analysis could also suggest that at an early stage
of development of the RI movement, voluntary codes and
guidelines foster adoption of RI by helping organizations
bridge their knowledge gap and remove uncertainty around
implementation. Mandatory regulation meanwhile appears
to either discourage (long term) or have no effect (short
term) on RI adoption, an effect the authors believe may be
due to mandatory requirements taking away some oppor-
tunity for reputation building via voluntary initiatives and
especially using up organizational resources to focus on
compliance, leaving less time and budget to be dedicated to
voluntary initiatives such as the PRI. This finding places a
heavy emphasis on providing guidance and removing uncer-
tainty as ways of fostering RI growth over more coercive or
prescriptive regulatory approaches, in line with other studies
such as Juravle and Lewis (2008), Majoch et al. (2016) and
Sievinen (2014).

In addition to the various possibilities for future research
leading on from this study, such as more detailed investiga-
tion of the role of regulation and voluntary guidelines, and
the repercussions of asset owner RI adoption in the broader
financial and economic system, we also hope that this paper
will inspire more research into the PRI and its success,
especially in terms of behavior change among its member
organizations and their investee companies. Such research
may be well deserved, as the PRI continues to solidify its
central position in the RI field, with a large amount of col-
lective thinking and action around sustainability in financial
markets being concentrated among its growing membership.
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Appendix 1: Summary of ESG Regulations
Data

Datamaran’s ESG regulations dataset contains over one
thousand ESG-related regulations globally and covers 105
ESG topics ranging from Climate Change, Biodiversity,
Labor Rights, and Safety to Shareholder Activism and Board
Diversity. For each regulation, it clearly records the juris-
diction, commencement year, all related themes and topics,
and whether it is mandatory or voluntary. This table shows
summary of ESG legislation data used in this study. We first
classify ESG legislation by type and ESG theme, and then
present it by the accumulative number of laws from 1871
up to 2005. Subsequently, we display the number of newly
commenced laws for each year from 2006 to 2010 for the
purpose of this study. Columns (1) and (2) report the num-
ber (%) of mandatory and voluntary laws, suggesting that
93.8% of accumulated regulations up to 2005 are mandatory.
Despite that the majority of newly introduced regulations are
also mandatory, the percentage of voluntary laws increased
from 2006 to 2010. Columns (3), (4), and (5) show the per-
centage of laws associated with a topic in the realm of the
environmental, social, and governance theme, respectively.
The top 5 countries with most mandatory legislation up to
2005 are Canada, Germany, Hong Kong, Israel, and United
States. The top 5 countries with most voluntarily legislation
are France, Italy, Netherlands, United Kingdom, and United
States.
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Type of law Laws associated with topic in E, S or G Total #
theme
Mandatory regula-  Voluntary regula- Environmen- Social regula- Governance
tion # (%) tion # (%) tal regulation tion % regulation %
%
ey ) 3) 4) (5) (6)
Accumulated regu-  Until 2005 346 (93.80%) 23 (6.20%) 59.1 53.1 389 369
lations
Newly introduced 2006 39 (88.60%) 5(11.40%) 79.5 65.9 45.5 44
regulations 2007 20 (93.80%) 6 (6.20%) 59.1 53.1 38.9 26
2008 29 (78.40%) 8 (21.60%) 78.4 83.8 59.5 37
2009 29 (85.30%) 5 (14.70%) 91.2 73.5 52.9 34
2010 25 (73.50%) 9 (26.50%) 85.3 67.6 64.7 34
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