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“Why does the eye see a thing more clearly in dreams
than the imagination when awake”?
Leonardo da Vinci (1452 — 1519)

Abstract

We aim to demystify the concept and the economic impact of so-called
socially responsible investments (SRI) in Germany. In this context we
provide a background of its historic roots, the dilemma of the de-frag-
mented definitions available of varying ethical concepts, and of differ-
ent applied responsible investment research methodologies. We also
present a classification of institutional and private customer segments
and of other SRI stakeholders and of their motifs. There we identify
performance, business-case orientation, risk avoidance, and promo-
tion of environmental, social, and corporate governance (ESG) top-
ics as motifs and driving factors with a potential to boost the econom-
ic impact of SRI further. An overview of obstacles to SRI such as the
current regulatory environment of this type of investment in Germa-
ny rounds out the picture.

Furthermore, we investigate the effects of an investment cul-
ture that strives for sustainability based on the integration of soft non-
financial ESG data-based factors. For this our research is twofold:
(1) we investigate the level of ESG integration cross-financial actively
and passively managed instruments in Germany and assess the cur-
rent size of this financial sector’s niche; (2) we try to give an outlook
on the future impact SRI could have. For this assessment we investi-
gate optional paths in regard to effects on eco-, social and corporate
governance innovation. In particular, we find that — in the light of the
public corporate social responsibility debate — SRI may even replace
our current paradigm of how money gets invested, how fiduciary du-
ties are interpreted, and how performance is measured. In this regard
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further acceptance, advocacy, and action of the financial industry and
of SRI stakeholders are needed. While future responsible investors
target for an accepted rate of financial return, they also strive to gain
an accepted ESG add-on performance. We conclude that the tradition-
al way of how the financial industry allocates its investments is likely
to shift to reflect different individual ethical concepts of target groups
and take weak to strong patterns of sustainability into account. Once
institutional and retail investors and the financial industry alike start
to accept the SRI business case, advocate it, and finally act in the light
of this new paradigm, ESG-driven investment methodologies may
well enter into the mainstream and gain more economic relevance.
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1 Introduction

We are living during an age where a minority within the financial sec-
tor has permission, fully compliant with legislation, to badly damage
social welfare for the creation of personal wealth.! We argue that such
a modus operandi may be called post-democratic.? One may partial-
ly blame the system itself, as it is comprised of suppliers of financial
services and of customers who in turn provide these suppliers with a
“licence to operate”® when they buy such financial services. While do-
ing this, they approve the despoliation of the environmental and the
social resources of the Earth, which — as society nowadays more and
more recognises — deserves protection.*

On a regular basis we hear that trust of the globalised markets
has to be regained and that these markets have to be calmed through
monetary policy actions. We argue that calming down and regaining
trust of these traditional financial markets would reward the wrong
group. It would publicly tolerate exactly such actions which - based
on speculation for one’s own or other people’s financial profit max-
imisation — almost made the financial system collapse. Another ide-
ology in the context of globalisation is the unconditioned striving for
growth. We argue that growth seen completely in isolation is pret-
ty useless. The ultimate, overarching principle should be to consid-
er multiple aspects of benefits or add-on performances. Such benefits
can be of an economic nature but should also reflect at least neutral to

1 See Marx 2010: 138-142; see Meran 1988: 51-78; see Fung / Law / Yau
2010; see Farmer / Mestel 2011: 24

2 See Fisahn 2010: 225-231; see Reich 2007.

3 See Epstein 2008: 22; see Schéfer / Lindenmayer 2004; see Hansen 2006:
9; see Black 2010: 6; see Thomson / Boutilier 2011; see Warhurst 2001: 58.

4 See Reich 2007.
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positive societal and environmental impacts. This is because positive
revenue streams often create a negative cash flow somewhere else.®

We argue that socially responsible investing (SRI) is an optional
pathway to integrate more democracy in investment decisions, wheth-
er done by retail or professional institutional investors. If a common-
ly accepted definition and a set of widely accepted criteria and meas-
urement indicators are made, SRI are seen as an option for politics to
further regulate the financial markets. This regulation can be done in
ways that would abandon and replace the present harmful structures
with principles that could create social and environmental benefits or
at least are no longer harmful for societal systems.®

In this context we analyse the recently emerged field of SRI
for its potential economic impact and its impact on ESG innovation
in Germany. We argue that in the long run: (1) SRI have the poten-
tial to lead to a paradigm shift toward more sustainability within the
German financial industry; and (2) SRI have the potential to favoura-
bly feed back into the financing of innovations for further striving to-
wards more sustainability.

1.1 Theoretical and practical relevance

When discussing the theoretical and practical relevance of SRI, we ex-
plicitly want to debate the contribution and impact of such recently
emerged financial instruments. On the one hand, one may argue that
until now the vast majority of investors have directed their focus on
the creation of an acceptable economic performance when investing
their capital and that this paradigm still holds true. In this light SRI
would have to be seen either as a hobby activity of investors and sup-
pliers or as a set of activities entirely focused on peace of conscience.

5 One example is the multi-billion European Financial Stability Facility
(EFSF). The money put into this bailout fund is no longer at the dispos-
al of social enterprises, where it is desperately needed for entities such
as kindergartens, creches, the educational system, hospitals, retirement
homes, hospices, and the like (see Bundesministerium fiir Familie, Sen-
ioren, Frauen und Jugend (ed.) 2012).

6 See BUND et al. (ed.) 2009: 387-393; see Dieter 2002: 55-77; see Kronauer
2010: 226-228.
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On the other hand, one may want to discuss that today’s society
has already started to undergo or is at the edge of undergoing a sig-
nificant change: We claim that the paradigm of what we consider as
value, how we do business in general, and how we invest our money
in particular is about to shift.” We evaluate the argument that just act-
ing within and being compliant with the legislation applicable for an
organisation still holds enough to be accepted by today’s society. This
is, as one may also want to argue, that a society accepting such an ar-
gument would also accept e.g., an organisation’s exportation of ESG
problems into a region with softer regulations, and hence being con-
fronted with less legal resistance.®

Perhaps society’s perception of organisational action, mean-
while, has shifted to a “comply or explain” approach, where organi-
sations need to legitimate their activities further towards their critical
shareholders. However, one may want to argue that ESG criteria have
grown so significantly in importance that the concept of what we un-
derstand under profit has shifted — or at least has started to do so.
To make an informed assessment, we discuss if the demand for such
forms of investments are of significant relevance at all, including their
economic relevance. We argue that this would be an indicator that SRI
has reached a stage of conscious awareness in German society.

Our work is guided by the following research questions:

* Q1: To what extent are today’s SRI economically relevant in
Germany?

* (Q2: What would be the ESG, and economic impact of SRI, if
SRI assets under management (AuM) move into the main-
stream by a significant increase in volume?

Finally, we try to achieve practical relevance by discussing options
and concepts to enable SRI to gain further awareness and advocacy
and to finally trigger more action in the financial industry and among
other stakeholders. We attempt to introduce pathways that we think
would enable SRI to move from its current bilateral oligopoly to a bi-
lateral supply and demand polypoly. One argument in this context is

7 See Gates 2009: 7-16; see Buffet / Gates 2009: 20-39; see Kinsley 2009: 40-
47; see Landsburg 2009: 58-59; see Fox 2009: 201-203; see Boatright 2008.

8 See von Nauckhoff 2011: 108-109; see BUND et al. (ed.) (2009): 141-142.
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that currently SRI is represented by a community of a few suppliers
and few buyers; it would only reach significant ESG and economic
impact if the shift into mainstream investing is achieved.

1.2 Purpose of this dissertation

This work is concerned with finding answers to questions, to solve
problems, and to create new knowledge.® Conceptually, we try to ap-
ply a process common in social academic research and very much fo-
cused on a literature review to use documents as sources of data. By
doing so, we try to observe and draw conclusions from the experienc-
es of others."

Besides their economic effect, investments have an ESG impact
that affects stakeholders such as the environment and communities.
Increased expectations with regard to responsible personal and or-
ganisational environmental and social behaviour has already led to a
debate. The debate is about whether investors can be held responsi-
ble for the negative impacts caused by their investments. As a conse-
quence to this request to take responsibility for an investment'’s effects
on the environment and the society, SRI suppliers (as niche players in
the financial industry) emerged. These suppliers aim to improve in-
vestment impact by applying a fragmented variety of overlays: these
include filters, strategies, and research approaches to increase stake-
holder satisfaction and, arguably, to solve environmental and social
problems.

The relatively young area of SRI is showing rapid growth rates
around the world. We expect this asset class to continue its growth
due to increasing awareness of investors for ESG issues. We argue
that this may lead to a relative importance of this asset class and may
have a potential impact e.g., on innovation effects on areas related to
the environment, society, and, last but not least, on corporate govern-
ance'' in Germany. One effect may include, for example, easier access
to financial resources for ESG-driven innovation, the invention and
introduction of products, processes, or services to solve ESG issues.

9 See Goldhaber / Nieto 2010: 940.
10 See Bryman 2008: 514-534.
11 See Leyens 2007: 1061-1112.
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This is because organisations and investors as well are more and more
held accountable for the ESG consequences of their activities."

This trend is reflected by environmental innovations such as eco-

efficiency and the aspiration for more sustainability. Furthermore, we
outline social innovation concepts such as social entrepreneurship,
strategic philanthropy,'* and corporate social responsibility (CSR)."
Lastly, we outline corporate governance'® innovations such as corpo-
rate citizenship,”” and corporate responsiveness.’® We argue that such
trends imply that suppliers of financial products and investors alike
need to think about it, if at all, and if so, how to best take soft ESG cri-
teria besides hard facts based on conventional financial criteria into
account.” The considerations behind that can be based on controver-
sial motifs such as the creation of a higher return, the avoidance of
systemic market and reputation risk,® business case considerations,
and the support of ESG pioneering projects and spirit. In turn this
would lead to beneficial effects e.g., for Germany’s national innova-
tion system (NIS),*! mainly due to emerging patents on technological

12
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14
15

16
17

18
19
20

21

Environmental, and social responsibilities of organisations have been
under discussion since the 1950s. The trend toward eco-efficiency — to
reduce environmental impacts — emerged in the 1970s. The 1980s and
1990s saw increased public awareness of social issues (stakeholder is-
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innovations for a more sustainable and better use of the natural envi-
ronment.

However, ESG criteria are traditionally not yet included in con-
ventional financial instruments. A further inclusion may be benefi-
cial for social innovation (to improve the well-being of human beings
in general), and may trigger changes in legislation towards one that
would better support the implementation and growth of SRI.*

22 See Varadarajan / Menon 1988.
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Conclusion
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Figure 1: Structure of dissertation.

This dissertation focuses on outlining the academic and practical rel-
evance of SRI and its impact in Germany. We attempt this by demys-
tifying SRI through outlining its historic roots, definitions, concept,
strategies, and the regulatory framework applicable in Germany. One
focus is on finding an answer to the question whether SRI are current-
ly economically relevant at all. Here we state that SRI investors may
be grouped by their motifs and what such investors and other stake-
holders consider valuable. Up until now, environmental and social
impacts are not sufficiently reflected by the market, as they are not yet
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