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Abstract

The issue of socially responsible investment (SRI) has been gaining increasing popularity in recent years. The idea of
responsible investment, along with sustainable development, primarily assumes complying with ethical principles. The aim of
this study is to survey the extent to which investment funds in Europe and Poland are guided by SRI. The criteria for
identifying SRI funds are analysed, and their net asset value against the background of all investment funds in Europe is
examined. The range of activities of SRI funds in Poland, which is surprisingly low, is also investigated. This paper uses the
review method of legal regulations and analysis of the results of published studies concerning SRI funds. The results of the
study confirm the growing importance of socially responsible funds in Europe. This paper is also a call for uniform reporting
standards, so that SRI funds are more easily benchmarked against other investment funds.
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1. Introduction

The level of wealth in a given country and its society’s affluence are reflected, among other things,
in the degree of development of the financial system. Investment funds are important participants in
the financial system of a country. Financial institutions that make up the financial system, including
investment funds, should fulfil various functions to ensure the smooth functioning of the financial
system.

A sample resource allocation function is implemented in investment funds, which allow individuals
and institutional investors for an optimal allocation of the surplus capital held. The financial system is
required to perform the function of effective management and risk control, so investment funds
should implement the investment policy of the fund through the construction of an appropriate
portfolio of assets. Moreover, investment funds are required to carry out the next function of creating
clearing and payment systems for exchange of goods, services and assets. The function of pooling
resources of individual investors for effective investment is clearly realised. It should be noted that
investment funds should meet the penultimate function of providing information on the price.
Investment funds should treat information on the basis of which investment decisions are made as a
public good, thus ensuring the accuracy, reliability and relevance of publicly available information. The
provision of reliable information is connected to the last function of the financial system, undertaken
by investment funds, such as investor protection (Zamojska, 2012).

According to Khorana, Servaes and Tufano (2005) and Borowski (2011), the most important
determinants influencing the development of investment funds include legal and tax factors,
economic factors as well as socio-demographic factors The efficiency of legal institutions influencing
the stability of the financial system of the country, the level of investor protection, the effectiveness of
enforcement of these rights and the applied accounting standards are the legal and tax factors for the
development of funds. The economic factors are related to the wealth of society in search of ways to
invest the accumulated surplus of capital. The growth possibilities of investment funds are very
strongly determined by macroeconomic factors such as economic growth rate, interest rate level and
inflation level.

In recent years, new factors affecting the development of investment funds have emerged in the
financial markets—they are related to the idea of sustainable investments. Both private and
institutional investors, in addition to economic or legal and tax factors, have also begun to take into
account social and ecological ones.

The aim of this paper is to explore the potential impact of sustainable investment on the
development of investment funds. In particular, the objective is to describe criteria for identifying
socially responsible investment (SRI) funds and to assess the extent to which investment funds in
Europe are guided in their activity by SRI. The net asset value of SRI funds against the background of
all investment funds in Europe was adopted as a measure. This paper also analyses the presence and
scope of SRI funds in Poland, using the review of legal regulations and the analysis of the results of
published studies concerning SRI funds.

2. Criteria for Identifying Socially Responsible Investment Funds—A Literature Review

According to Utz and Wimmer (2014), SRI emerged in the 1960s as a niche for altruists and
philanthropists. Moreover, the authors noted that SRI manages $3.74 trillion worth of assets in the
USA and $13.57 trillion worldwide.

Social responsibility involves complying with ethical principles. According to Biadacz and Borowiec
(2017), the essence of social responsibility is ‘more ethical, responsible and multifaceted behaviour of
businesses towards social groups and environment that they interact with through their activities’'.
Among organisations promoting sustainable development through European financial markets,
European Sustainable Investment Forum (Eurosif) is a leading player. Eurosif was founded in 2001 and
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acts as a partnership for sustainable investment forums in France, Germany, Italy, the Netherlands,
the United Kingdom, Belgium, Spain and Sweden, with the support and involvement of member
organisations. These include institutional investors, providers of financial services and academic
institutions. Both Eurosif and other organisations supporting responsible investment (RI), such as the
Social Investment Forum or the European Fund and Asset Management Association, emphasize that
the concept of Rl assumes the consideration of environmental, social factors and corporate
governance in investment decisions, while ensuring balanced financial returns. The idea of Rl is
broadly discussed in Haigh and Hazelton (2004), Mallett and Michelson (2010) and Sakuma and
Louche (2008).

The terms SRI and Rl are used interchangeably. SRI funds are expected to take into account the so-
called environmental, social, governance (ESG) factors in asset portfolio decisions. It is anticipated that
these funds will invest, inter alia, in companies that meet the principles of social responsibility.

In practice and in the literature, different SRI qualification criteria are used, but according to
Eurosif, they are most often based on different types of strategies used in investment decisions. These
strategies include best-in-class, exclusions, norms-based screening, engagement and voting, ESG
integration, sustainability themed and impact investing (Eurosif, 2016). For example, the SRI fund that
selects the best-in-class strategy invests in the oil or gas sector, but only in those companies that are
the best in a given industry. Focusing on the next strategy—the sustainability themed—the fund
selects investments with a close link to sustainable development. Sustainability themed strategies
include, but are not limited to, renewable energy, energy efficiency, sustainable transport, building
sector, land use/forestry/agriculture, water management and waste management. In line with the
next strategy—norms-based screening—investors assess the degree to which each company in their
portfolio respects the issues related to global norms on environmental protection, human rights,
labour standards and anti-corruption. The strategy may take the form of ‘positive screening’ or
‘negative screening’. This strategy is often associated with the ‘exclusion’ strategy that eliminates
potential investments in companies that fail to comply with international standards or conventions.
Exclusions generally concern companies in such sectors as weapons (production and trade), tobacco,
nuclear energy, pornography, gambling, alcohol and animal testing. The three strategies are the most
frequent in investment decisions. The ‘exclusion’ strategy is dominant and, for example, covers over
EUR 10 trillion of the total European professionally managed assets (Eurosif, 2016).

It is important to note that a key factor influencing investment decisions is transparency in
reporting on Rl to investors, which allows them to make assessments about what extent the Rl
principles and objectives are used in the company (Efama, 2016). The issue of identifying SRI funds can
be problematic, because so far as socially responsible companies can report this in their financial
reports or other reports, this information is difficult to find in the reports of investment funds. The
investment portfolio of the fund can be very diverse, and the inclusion of detailed information on the
social responsibility of all the companies in the portfolio is hardly practiced.

3. Assessment of The Net Asset Value of SRI Funds Against All Investment Funds in Europe

According to the reports analysing the pace of development of socially responsible enterprises, the
‘concept of responsible investing has enormous potential’ (KPMG, 2015). Based on the Efama report
(2016), the net asset value of European investment funds amounted to EUR 14,142 billion in 2016,
which represents an increase of more than 6% compared to that in 2015. By comparing the value of
net assets from 2016 to 2011, a significant increase of 69% is noted. Against the backdrop of global
data, Europe is the second largest to the USA investment fund market, with 48% and 33% shares in the
world market at the end of 2016, respectively. The net asset value in the USA amounted for to EUR
19,674 billion in 2016 and increased by approximately 10% in comparison to 2015. Other countries
recorded a much lower net asset value in 2016: Brazil—EUR 1,544 billion, Australia—EUR 1,530 billion
and Japan—EUR 1,385 billion.
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Data on the net asset value of the SRI investment funds in Europe in 2012-2016 against the
background of the total value of the net assets of investment funds are presented in Table 1.

Table 1. Comparison of net assets of European Investment Funds and
SRI European Investment Funds (EUR in billions) (Eurosif, 2016)

Net assets 2012 2014 2016
1. Net assets of European 9,468 12,030 14,142
investment funds

2. Net assets of SRI European 287 376 476
investment funds

Share of 1in 2 3.0% 3.1% 3.4%

The net asset value of European SRI funds was 476 EUR billion in 2016. The share of net assets of
SRI funds in the total net assets of investment funds in Europe is systematically increasing and in 2016
it remained at the level of 3.4%. Table 1 shows that the net asset value of the SRI funds increased by
26.6% in 2016 compared to that in 2015.

Analysing the data from the Eurosif report (Eurosif, 2016), an interesting trend of increasing net assets
of SRI funds in favour of retail investors should be noted. In 2015, institutional investors held about 78%
of SRl assets, compared to that in 2013 in which there was a drop of almost 19% of the assets held. The
largest number of retail investors has been identified in Belgium—more than 60% of all assets.

In terms of asset allocation, equities comprise 30% of SRI assets and bonds represent 64% of SRI
assets, which represents an increase of 24% in relation to that in 2013. A detailed allocation of assets
across countries is presented in Figure 1.
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Germany
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Netherlands
Poland
Spain
Sweden
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Figure 1. SRl assets allocation by country (Eurosif, 2016)
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Figure 2 presents a review of the strategies used by the European SRI funds for application of the
identification and qualification strategies for SRls.
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Figure 2. Overview of SRl strategies in Europe (Eurosif, 2016)
Figure 2 shows that the prevailing strategy of the SRI funds is the exclusions strategy, because of its
clarity and ease of use.

4. Analysis of SRI funds popularity in Poland

Despite the development of the Polish capital market, the SRl market is still in a very early stage of
growth. Poland has not been included in the cited Efama report in the ‘Country specific developments’
section, containing data from 14 European countries (Efama, 2016). On the other hand, the Eurosif
report analysed the Polish SRI fund market for the first time as early as in 2012. According to the 2012
report, the assets of Polish funds classified as SRI funds amounted to PLN 5 billion (Eurosif, 2012).
Market analyses and a few scientific studies on the socially responsible funds in 2012(Krupa, 2012)
mentioned at least some socially responsible funds. The authors anticipated rapid development of the
SRI funds in the future. Eurosif reports include, inter alia, data on other investment strategies used, as
shown in Figure 3.
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Figure 3. Overview of SRI strategies in Poland (Eurosif)
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However, in the Eurosif report of 2016, there presented a less optimistic opinion on Poland.
According to the Eurosif report, the main reason for the low popularity of funds is a low demand for
such investments due to distrust and lack of investor knowledge. It is not possible to determine which
of the funds could become a leader, shaping a stable sector of SRI funds (Eurosif, 2016).

By 2013, the following SRI funds were present in Poland, as shown in Table 2.

Table 2. Net assets value of SRI funds in Poland (PLN in thousands) (Polish websites of investment funds)
Name of the funds Type December December December December December
31,2012 31,2013 31,2014 31, 2015 31, 2016

PKO Biotechnology Other foreign 5,615 80,059 2,52,289 8,39,902 8,46,459
and Innovation shares
PZU Energy, Foreign 0 1,450,068 1,05,72,730 64,91,011 65,41,039
Medicine, Ecology sector shares
Universal No data 7,985 7,985 No data No data
SKOK FIO Ethical 1 Polish debt available available available
securities
SKOK FIO Ethical 2 Uni.versal 36,910 3,379 1,04,016 1,09,973 1,05,995
Polish shares
Climatic Change Foreign 799 1,392 1,388 2,522 No data
Investor sector shares available
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The largest Polish fund recognised as an SRl fund holds net assets of PLN 65,41,039, which is
approximately the value of EUR 15,21,171. There was a strong increase in net assets of this fund in
2014—by 629% compared to that in 2013. At the end of 2016, the net assets of this fund represented
only 62% of the value at the end of 2014. The net assets of other funds have a significantly lower
value.

The net asset value of all investment funds in Poland was 275,015, 3 million PLN in 2016. The share
of net assets of the SRI funds in the net asset value of all funds was 2.89% in 2016, which is very low.
The highest net asset value of SRI funds was recorded in 2014, which was then 5.19% of the net asset
value of all funds in Poland (GUS, Central Statistical Office of Poland).

When analysing the funds listed in Table 2, it is important to note that with the change in name of
the PKO Biotechnology and Innovation Fund to the PKO Technology and Innovation (since October
2014), the fund has slightly changed its investment policy. Currently, the fund’s core investments are
equity instruments that generate income through the development, promotion, and use of modern
technologies and innovations, and which are innovative or have unique intellectual property as well as
equity interests whose policies involve investment in such funds. Neither the financial statements nor
any other official fund material mention SRIs. Therefore, it must be assumed that the PKO Technology
and Innovation fund is no longer considered a socially responsible fund.

Another fund, SKOK Ethical 1, was taken over by SKOK Bonds at the beginning of 2017. The
acquisition will be made on the basis of the consent of the Polish Financial Supervision Authority of 9
February 2017 and, thus, the fund will no longer be counted as a socially responsible fund. The
Investor of Climate Change also withdrew from the SRI funds and was taken over by Investor
Agrobiznes at the end of 2015; then with a change in the investment policy on 6 April 2016, it changed
its name to UFK Europe Investor, Germany.

Of these funds, only the PZU Energy, Medicine, Ecology SKOK Ethical 2 can still belong to SRI funds.

Comparing the rapidly growing development of SRI funds in Europe with the decreasing popularity
of these funds in Poland, one should ask about the reasons for this state of affairs.

According to the author, one of the reasons for the low popularity of SRI funds in Poland is
insufficient scope of the reporting of such funds. As regards the financial statements, in Poland, there
are applicable separate accounting and reporting rules for investment funds included in the
Regulation of the Minister of Finance on 24 December 2007 on special accounting rules for investment
funds (Regulation of the Minister of Finance of 24 December 2007 on special accounting rules for investment
funds). The financial statements of the funds listed in Table 1 contain information limited only to the
data stipulated by the rule of law. As required, the fund should present its investment policy in the
financial report. The financial statements of the above-mentioned investment funds should contain
clear information on the investment policy of the funds, including the type of investment strategy that
would identify the fund as a socially responsible entity. Of the funds listed in Table 1, only two fulfil
this obligation.

The PZU Energy, Medicine, Ecology Fund in its investment policy focuses on companies that carry
out activities related to energy, broadly understood health care and environmental protection.
Moreover, the investment policy of SKOK Ethical 2 explicitly states that the fund does not invest in
securities issued by entities whose activities have adverse social or environmental effects.

Additional reporting is also expected from the SRI funds, e.g., in the fund information brochures
and on the Investment Fund Companies’ websites. The analysis of the prospectuses of the funds listed
in Table 2 and the websites of the investment companies, as well as the Internet portals for investors,
leads to the conclusion that the information on social reporting is not singled out or is even impossible
to find (Polish websites of investment funds).

The second premise of the low popularity of SRI funds in Poland may be the low expected efficiency
of these funds. The issue of performance of SRI companies or SRI funds was broadly examined in the
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literature. Chun et al. (2012) did not prove statistically significant differences in the results of ‘green
funds’ and conventional funds. Similar results were presented in Cortez, Silva and Areal (2009), Halbritter
and Dorfleitner (2015) and Rathner (2012).

In Poland, there have been too few studies on the performance of SRI funds, whose results could
encourage investment in such funds. According to the research in Lulewicz-Sas and Kilon (2014),
where the financial performance of five investment funds with different strategies of 2009—-2013 was
analysed, the risk of investing in SRI funds was lower than the market risk over the same period. The
authors only indicated one of the funds—PZU Energy, Medicine, Ecology—as a worthwhile
investment, emphasising that the results are inconclusive.

The Eurosif Report of 2016 highlights the high level of economic growth in Poland, with a GDP
growth rate of 3.6% in 2015, which is higher than the EU average, estimated at 1.9% (Eurosif, 2016).
The capitalisation of the Warsaw Stock Exchange exceeded EUR 117 million. The Warsaw Stock
Exchange as a member of the UN Sustainable Stock Exchanges promotes the principles of RI. Against
the background of a well-developed capital market, the lack of active participation of investment
funds in SRIs puzzles because the idea of SRl does not seem to be alien to the Warsaw Stock Exchange.
Since 2009, there has been in operation the RESPECT index, bringing together companies that adhere
to the highest environmental, social and corporate governance standards. In addition, the ‘ESG
Analysis of Companies in Poland’ project is being implemented, aimed at boosting the SRl awareness
and increasing the quantity and quality of the ESG disclosure. In the scope of legal regulations for
entities that are not investment funds, there are no separate SRI regulations for funds in Poland,
although each listed company at the Warsaw Stock Exchange should publish a statement on corporate
governance in its annual report. The statement should remain in compliance with the Warsaw Stock
Exchange Code of Corporate Governance: ‘Best Practice of GPW Listed Companies 2016’ (Warsaw Stock
Exchange). Additionally, since 2009, socially responsible companies in Poland have been grouped in the
RESPECT index. Currently, it consists of 24 companies with the highest liquidity, i.e., those
representing WIG20, mWIG40 or sWIG80 indices. The final number of companies is chosen in a three-
stage selection; in addition to the liquidity issues, the company’s corporate governance, information
policy and investor relations are evaluated. The level of maturity of the company in terms of social
responsibility is also verified.

5. Conclusion

In the era of dynamic development of financial markets, the qualification to have socially
responsible funds may be an important prerequisite for the growth of investment funds. The net asset
value of European SRI funds was 476 EUR billion in 2016. The share of net assets of SRl funds in the
total net assets of investment funds in Europe is systematically increasing and in 2016 it remained at
the level of 3.4%. The data confirm that an activity consistent with the idea of social responsibility can
be an important factor in making investment decisions. It would seem that the idea of social
responsibility in Poland is well known. There is the RESPECT index that groups socially responsible
companies since 2009. In 2016, the index was composed of 24 companies.

However, the scope of activity of SRI funds in Poland is very low. The highest net asset value of SRI
funds was recorded in 2014, which was then 5.19 % of the net asset value of all funds in Poland.

According to the author, the reason for such a state of affairs is the low awareness of investors in
Poland, regarding the idea of social responsibility. The demand for this type of investment is low in
Poland, which may be due to distrust and lack of knowledge of investors. Another reason for the low
popularity of SRI funds in Poland is the insufficient scope of reporting of such funds. The investment
policy of SRI funds is insufficiently presented both in the financial statements and in the prospectus of
the funds, as well as on the websites of the Investment Fund Companies. The last premise of the low
popularity of SRI funds in Poland, in the view of the author, is low expected effectiveness of these
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funds, although scientific research conducted worldwide and in Poland does not indicate significant
differences in relation to the effectiveness of other investment funds.
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