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Abstract
Using samples of environmentally responsible Canadian and socially responsible American mutual
funds, the relationship between social/environmental and financial performance is analyzed.
Financial performance is measured by the Sharpe and Treynor indexes which integrate both the
return and the risk of these funds. The results show that both Canadian and American portfolios do
not outperform nor underperform their own market. Also in the case that a socially and
environmentally responsible portfolio outperforms or underperforms the market, there is no
evidence that this is due to social or environmental performance.
INTRODUCTION
The interest, triggered by environmentally or socially responsible funds, illustrates investors’
willingness to participate in the greening of industry. In Canada, the socially and environmentally
screened mutual funds industry represents C$2,1 billion (Walker and Hilton, 1998). Mutual funds
screened specifically for environmental concerns did not exist until 1990 in Canada; in 1998 there
are six of them representing C$405.3 million in assets, according to the Social Investment
Organization. In the United States, the socially screened portfolios industry represented US$96
billion, according to the 1997 Report on Responsible Investing Trends in the United States.
The aim of this study is to analyze the financial performance of these funds. In the first section, a
literature overview will be presented. The methodology, the main, tested hypotheses , data on the
funds, as well as the computing methods for financial performance indexes will be described in the
second section. In the last part, results will be analyzed and discussed.

LITERATURE OVERVIEW
“Green” and “socially responsible” mutual funds represent financial innovations (Turcotte and
M’Zali, 1997) which financial performance should be measured. A number of studies has tried to
underline the relationship between social/environmental and financial performance. On one hand,
Cochran and Wood (1984), Spicer (1978), and Fogler and Nutt (1975), have analyzed the existing
relationship between social and financial performance as measured by accounting indicators such as
the price earning ratio and the earning per share and operating earning/asset ratio. Russo and Fouts
(1997) have also used various accounting-based measures such as the return on assets, firm growth
rate, advertising intensity, and firm size. All these studies have established the existence of a
positive correlation between social performance and financial performance as measured by
accounting-based measures. This correlation, however, neither implies the existence of a causal
relationship, nor does it suggest a significant one.
On the other hand, authors have also studied the relationship between social and financial
performance using market returns. Abbott and Monsen (1979), using returns including dividends,
have not found a significant relationship. Cochran and Wood (1984), in addition to using
accounting-based measures, refer to a market-based measure (Market value of equity and book
value of debt- total assets/sales). Contrary to Abbott and Monsen’s results, Cochran and Woods
establish the existence of a mitigated positive relationship: “…firms with “best” social ratings
outperform “honorable mention”, but the “worst firms” outperform slightly the “honorable
mention” in the 1975-79 interval ”.
In short, it seems that a positive relationship, however non causal and non significant, could exist
between the financial performance as measured by either accounting-based or market-based
measures, and social performance.
The existence of such a relationship concerning mutual funds is less obvious. Studies are rare and
conclusions mitigated (Guerard, 1997; Kurtz, 1997; White, 1995). In an attempt to verify that US
and German environmental mutual funds are better performing than their respective markets, White
(1995) found that in the American context, mutual funds do not outperform their respective market,
whereas, results are more encouraging concerning the German funds. Contrary to other studies that
only compare the returns of environmental (or social) funds with their market, White (1995)
compared the adjusted return for each fund’s risk to the adjusted return for the market. However,
White did not control the managers’ competence.
In light of the previous studies, there is no significant evidence to the existence of a relationship
between the financial performance and the social or more specifically, the environmental
performance.
METHODOLOGY
Hypotheses:
The aim of this study is to verify empirically whether the environmentally Canadian mutual funds
and the socially responsible American mutual funds outperform their own market. To control the
managers’ competence, we also verify if the environmentally or socially responsible mutual fund
outperforms the other portfolios offered by the same institution. For this purpose, the following
hypotheses will be tested :

Hypothesis 1: In Canada the environmental mutual funds outperformed the non-environmentally
responsible mutual funds offered by the same institution.
Hypothesis 2: In Canada the environmental mutual funds outperformed the Canadian stock market
index TSE 300.
Hypothesis 3: In the United States, environmental/ethical mutual funds outperformed the other nonspecifically ethical mutual funds offered by the same institution.
Hypothesis 4: In the United States, environmental mutual funds outperformed the American stock
market index S&P 500.
In this study, financial performance will be measured by the return of the market and by the risk.
Data:
The empirical validation is based on our sample which includes 3 Canadian institutions (Desjardins,
Clean environment, and Dynamic Group), and 8 American institutions (Praxis, Paxworld,
Newalternative, Neuburger & Bermann, Dreyfus, Domini Social, and Calvert). The Canadian
institutions offer 6 environmental portfolios and the American offer 12 ethical funds which include
the environment in their firms or stocks selection criteria.
Hypothesis 1 concerns the performance of the environmental portfolios, taking into account the
management competence, for the Canadian sample. The environmentally responsible portfolio
“Environnement” offered by Desjardins is compared to 4 other portfolios that are Dividend, Bond
and Mortgage Portfolios. Among all portfolios offered by Desjardins, those are the most similar to
the “Environnement” portfolio. All portfolios offered by Clean Environment are environmentally
responsible. Consequently, hypotheses 1 can not be tested. The environmentally responsible
portfolio offered by Dynamic Group, “Global Green”, is compared to the “Dividend” portfolio and
the “Income” portfolio. Hypotheses 3 concerns the American sample. For Praxis and New
Alternatives, which offer only socially responsible portfolios, hypothesis 3 cannot be tested. For the
others environmental and social portfolios in the American sample, we selected similar portfolios
offered by the same institution as a point of comparison.
Data: Financial performance is measured by two of the stocks’ components: return and risk. To
avoid the weekend effect, the Canadian data have been collected for every Wednesday from the
Financial Post between January 1990 and December 1997. The American data have been collected
from the Wall Street Journal for the same period of time
.
The weekly returns are measured as follows: Rti= (Pt- Pt-1 + D)/ Pt-1, where Pt is the fund’s price
at t, Pt-1 is the fund’s price of the preceding week, and D is the dividend paid between t-1 and t.
The risk is approximated by two measures: the variance of the return or the Beta and the systematic
risk. The variance of weekly returns has been calculated from January 1990 to December 1993 or
later when the data were not available. The Beta, which is the slope of the linear regression
between each fund’s weekly return and the weekly return of the market index, has also been
calculated from January 1990 to December 1993. As illustrated by Clean Environment financial
performance (see Table 1.1), comparing only the return or the risk of the environmentally
responsible portfolio to the return or the risk of the market index, could lead to erroneous results
and any comparison should thus be made on the basis of a risk adjusted return.

For this matter, we compare not only the absolute levels of return and risk, but we also use the
Sharpe and Treynor indexes. The Sharpe index determines the performance of a diversified
portfolio since it is based on the variance as a measure of risk. The Sharpe index is measured as
follows:
Shti = (Rki- Rkf)/ σti
Where:

Rkf is the weekly average return of treasury bills
σti is the standard deviation of fund i at t
Shti is the Sharpe index for fund i at t.

For instance, to calculate the Sharpe index for Clean Environment Equity portfolio for the last week
of December 1997, the data used are:
Rkf is the weekly average return of treasury bills for the last week of December
RkEquity is the weekly return based on the prices of Wednesdays the 24 and the 31
December 1997
σDec 97, Equity is the standard deviation of fund Equity calculated from December
1993 to December 1997
Sh Dec 97, Equity is the Sharpe index for fund Equity for the last week of December.
The Treynor index is a performance indicator which is rather recommended for less diversified
portfolios because it uses the systematic risk or beta as a measure of risk. Canadian funds’ beta was
computed in relation to TSE 300 whereas American funds’ beta was computed in relation to S&P
500. The Treynor index is computed as follows:
Treyti = (Rki- Rkf)/ βti
Where:

βti is the fund’s systematic risk.

For each of the ethically responsible Canadian and American funds, average returns were compiled
as well as the risk measured by variance, the risk measured by beta, the Sharpe index and the
Treynor index for the years 1994 to 1997. The results are presented in tables 1.1 to 1.3 for
Canadian funds and in tables 2.1 to 2.8 for American funds.
RESULTS
TABLE 1.1
Clean Environment: financial performance 1994-1997
Variables
Average Weekly Return
Variance
Beta
Sharpe
Treynor

Index Market
TSE300
0,25%
0,022%
1
0,09
0,001

Balanced
0,20%
0,012%
0,48
0,13
0,003

Equity
0,26%
0,020%
0,65
0,14
0,003

Income
0,06%
0,002%
0,05
-0,03
-0,003

International
Equity
0,23%
0,020%
0,43
0,09
0,003

In this case, hypothesis 1 cannot be verified since the four portfolios offered by Clean Environment
are environmentally responsible. For the Balanced portfolio (i.e., bonds and shares), the average

weekly return is inferior to the market’s average weekly return; yet, the level of risk measured by
the portfolio’s variance or beta is inferior to the market. This observation shows that the
comparison between financial performances, and therefore, the rejection of hypothesis 2, must be
based on the joint comparison between risk and return. Thus, in light of Sharpe and Treynor’s
indexes, the Balanced portfolio exhibits a better performance than the market. It is also the case for
the Equity and International Equity funds. For the latter, the Sharpe index is lower, translating a
lower performance. However, the Treynor index, more recommended for diversified portfolios,
shows the contrary. Consequently, hypothesis 2 cannot be rejected for these two funds. On the
other hand, the Income Portfolio did not outperform the market and showed a weak return,
therefore, hypothesis 2 is rejected. Thus, except for the Income Portfolio, hypothesis 2 cannot be
rejected since Clean Environment seems to be outperforming the market.
TABLE 1.2
Desjardins: financial performance 1994-1997
Variables

Average Weekly
Return
Variance
Beta
Sharpe
Treynor

Index
Market
TSE300

Environnement

Dividend

Growth

Bond

Mortgage

0,25%

0,17%

0,18%

0,19%

0,00%

-0,01%

0,02%
1
0,0949
0,001

0,02%
0,69
0,041
0,001

0,01%
0,38
0,051
0,001

0,02%
0,63
0.111
0,002

0,01%
0,21
-0.0516
-0,0022

0,00%
0,06
-0.206
-0,006

The environmental fund does not outperform the market for the period 1994 to 1995. Consequently,
hypothesis 2 could be rejected. Therefore, contrary to Clean Environment, the Desjardins
Environmental fund does not outperform the market and we could reject hypothesis 2. However,
excluding the growth funds, the other funds offered by Desjardins did not outperform the market
either. In consequence, the fact that the environmental fund was not as “profitable” as the market,
could be the result of the relatively poor performance of the management for the institution rather
than the result of the environmental screening. As a matter of fact, the institution recently changed
the management of their mutual funds to increase their performance. Considering this context, we
cannot conclude that this lower-performance is solely due to “environmental” characteristic of the
portfolio.

TABLE 1.3
Dynamic Group: financial performance 1994-1996*
Variables
Averaged Weekly return
Variance
Beta
Sharpe
Treynor

Index Market TSE300

Dividend

0,25%
0,02%
1
0.095

Green Global

0,12%
0,00%
0.25
0.038
0,0009

Income

0,31%
0,02%
0.42
-0.028
-0,0010

0,07%
0,00%
0.04
0.023
0.018

(*) = the Green Global Fund did not exist after 1996

Dynamic Group offered an environmentally responsible fund called Green Global until 1996. This
fund exhibited a much poorer performance compared to the other funds offered by Dynamic Group
and to the market. In consequence, hypotheses 1 and 2 are both rejected. It is worth noting that the
Dynamic Green Global Fund was classified by Turcotte and M’Zali (1997) as an “ Environmental
Industry” type of environmental mutual fund, that is to say that stocks were selected from the so
called “environmental” industry, such as the waste management and water treatment industries. The
other Canadian environmental mutual funds have been classified as being “environmental
responsibility” type of environmental mutual funds, that is to say they include stocks from any
industry but select companies which show a good environmental performance. Moreover, in June
1996, the Dynamic Global Green fund was converted to a new one called the “Global Millenium
Fund”, which was not considered as an environmental fund.
In the US context, the selected funds are not uniquely environmentally responsible, rather, the
environment is one of the many criteria included in the screens to select stocks. Tables 2.1 to 2.8
present the result for the American sample.
TABLE 2.1
Praxis: financial performance 1996-1997
Variables
Average Weekly Return
Variance
Beta
Sharpe
Treynor

Index Market S&P500

MMP Growth

MMP Int. M

0.37%
0,02%
1

0,30%
0,02%
0.82

-0,01%
0,00346%
0.21

0,002
0,003

0.13
0,0023

-0.10
-0,0030

All portfolios offered by Praxis are ethic so hypothesis 3 could not be tested. The first portfolio,
MMP Growth, outperformed the market thus hypothesis 4 cannot be rejected while the Sharpe and
Treynor index confirm this. Concerning the second portfolio, MMP International, results are in
opposition. Once again, results are mitigated.

TABLE 2.2
Neuburger & Bermann: financial performance 1996-1997
Variables

Index Market S&P500

Average Weekly Return
Variance
Beta
Sharpe
Treynor

0.37%
0,02%
1
0,002
0,003

Genes
0,30%
0,02%
0.64
0.17
0,0060

Guard

NYCDC

0,28%
0,03%
1.02
0.12
0,0020

0,29%
0,05%
0.91
0.13
0,0033

Comparative to the other funds, the socially responsible fund, NYCDC, performs better than Guard
but lower than Genes, according to the Sharpe and Treynor indexes. Therefore, hypothesis 3 is
rejected for the Genes fund but cannot be rejected for the Guard fund. However, with the ethical
fund outperforming the market, hypothesis 4 cannot be rejected. Given that the group of funds
offered by Neuburger & Bermann outperformed the market, this could perhaps be due to the quality
of management in that institution.
TABLE 2.3
New Alternative: financial performance 1994-1997
Variables
Average Weekly Return
Variance
Beta
Sharpe
Treynor

Index Market S&P500
0.37%
0,02%
1
0,002
0,003

New Alternative
0,03%
0,02%
0.65
-0.015
-0,0003

As noticed for Praxis, the unique portfolio offered by New Alternative is socially responsible, then
hypothesis 3 cannot be tested. Based on Sharpe and Treynor ratios, the only fund offered by New
Alternative does not outperform the market. Consequently, hypothesis 4 is rejected.

TABLE 2.4
Parnasus: financial performance 1995-1997
Variables

Index Market S&P500

Average Weekly Return
Variance
Beta
Sharpe
Treynor

Parnassus Parnassus
Balanced

0.37%
0,02%
1
0,002

0,28%
0,06%
0,81
0,0166

0,02%
0,01%
0,37
0,0225

0,003

0,0008

0,0005

Parnasus offers only socially responsible portfolios so hypothesis 3 cannot be tested. Hypothesis 4
cannot be rejected as, according to the Sharpe and Treynor indexes, the two socially responsible
portfolios did not outperform the market.
TABLE 2.5
Praxworld: financial performance 1994-1997
Variables
Average Weekly Return
Variance
Beta
Sharpe
Treynor

Index Market S&P500
0.37%
0,02%
1
0,002
0,003

Praxworld
0,20%
0,013%
0,55
0,141
-0,010

As for Praxis and New Alternative, the hypothesis 3 cannot be tested because Praxworld offers
only one portfolio that is socially responsible. This fund outperforms the market and hypothesis 4
cannot be rejected on the basis of the Shape index, but it is rejected on the basis of the Treynor
index. Once again, results are mitigated.

TABLE 2.6
Domini: financial performance 1995-1997
Variables

Average
Weekly
Return
Variance
Beta
Sharpe
Treynor

Index
Market
S&P500

Domini

0.37%

0,41%

0,02%
1
0,002
0,003

0,02%
0,96
0,179
0,003

The socially responsible portfolio outperforms the market. Hypothesis 4 cannot be rejected on the
basis of the Sharpe and Treynor indexes.
TABLE 2.7
Calvert: financial performance 1994-1997
Variables

Average
Weekly
Return
Variance
Beta
Sharpe
Treynor

Index
Market
S&P500

Inco

Socialp

Social Bond

Social Equity

0,37%

-0,01%

0,21%

0,01%

0,24%

0,02%
1
0,002
0,003

0,01%
0.31
-0.102
-0,0026

0,14%
0.87
0.0644
0,0014

0,01%
0.24
-0.1058
-0,0031

0,04%
1.06
0.0191
0,0004

All portfolios offered by Calvert are socially responsible, so hypothesis 3 cannot be tested.
However, some of them are outperforming the market (social performance and social equity)
whereas others are outclassed (social bonds). Therefore, results are mitigated and we cannot
conclude that there is evidence of a relationship between social performance and financial
performance.

TABLE 2.8
Dreyfus: financial performance 1994-1997
Variables
AAverage Weekly Return
Variance
Beta
Sharpe
Treynor

Index Market S&P500
0.37%
0,02%
1
0,002
0,003

Dreyfus
0,06%
0,11%
1.26
-0.03
-0,0009

Growth Op. Nyte
0,06%
0,08%
1.04
-0.055
-0,0016

0,00%
0,00%
0.23
-0.105
-0,0029

The whole group of investment Dreyfus underperformed, including the socially responsible “Third
C”. Every portfolio exhibits a lower performance than the market that leads to the rejection of
hypothesis 4. This result does not permit to generalize on the relationship between social and
financial performance.

CONCLUSION
The objective of this study was to analyze the relationship between financial and
social/environmental performance. Results presented in the literature are neither unanimous nor
convergent, rather, they are mitigated. Results obtained in this study are mitigated as well. On the
one hand, in certain cases, different measures of financial performance (the Sharpe and Treynor
indexes) lead to opposing results. On the other hand, in other cases where these two measures
converge, the socially responsible portfolios offered by an institution, show the same
“outperformance” or “underperformance” than the other portfolios (not specified as environmental
or socially responsible) offered by the same institution. Thus, it is difficult to attribute a particular
performance to the environmental or social characteristics, since the main factor might be the global
management quality of the institution. Other studies, including more funds in other countries, could
perhaps lead to proof of the existence of a relationship between social and financial performance.
In case these studies conclude on mixed results as well, an interrogation can be made on the
existence of any remuneration of the market for being green. For now, it seems appropriate to
conclude that when the quality of the management is controlled for, the environmental and social
mutual funds do not particularly underperform.
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