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Abstract: Problem statement: One of the astonishing new developments in thenfiral community

is the rise of ethical investments during the ldestade. Particularly, the recent financial crisés h
determined a major attention towards an ethicatlgred finance based on social investments and
environmental benefits that can create greaterorate crisis prevention. Because of the sheereside
importance of the ethical mutual funds, we thoughtompare the ethical and non ethical mutual
funds.Approach: The aim of this study was to describe the ethacal non ethical mutual funds under
Italian and foreign law highlighting how some fasto such as performance, typology (equity,
balanced, fixed income), geographic location, manzant fees, characterize these funds in different
way. Results: The analysis has been carried out collecting a sett of 219 mutual funds published on
www.morningstar.com. The data set is subdivided 08 ethical mutual funds and 110 non ethical
mutual funds. The study uses a multi-disciplingspr@ach and it is led by a Multiple Correspondence
Analysis (MCA) which puts in evidence the principaiaracteristics of the mutual funds by their
projection on a factorial plane. Later the multigge analysis carries out typologies of mutual fnd
clusters with particular characteristics by a Glushnalysis. The study confirmed the existence of
different characteristics with reference to theicgthand non ethical mutual funds. Particularlyputs

in evidence three groups of funds which are insidmogeneous but heterogeneous between them by
the characteristics considered. The first groupdindd “negative ethical performance”, is composed
of 152 funds. The second groups, nhamed “positive ethical performance”, is characterized by non
ethical fund (50.23% of them is present in thisugio The third cluster is called “young funds” ahd

is composed of funds born in the period 2005-2@clusion: Finally, the results indicated that the
ethical funds are different from the non ethicahda with regards to the performance and put in
evidence that the ethical funds governed the filgmcisis triggered by subprime in a better wagrth
the non ethical funds. Consequently we argue thi important that the interests of the financial
community are addressed to the development and gtimmof ethically oriented finance and of its
instruments.
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INTRODUCTION shareholder activism (e.g., shareholder resolutions
active dialogue with companies). The activity o€isb
The mutual fund industry has decreasedscreening and particularly of ethical mutual fuigithe
dramatically over the last years, particularly dgrthe  most popular of these social investment categories.
financial global current crisis. In this contesteoof the The ethical mutual funds do not invest in
astonishing new developments in the financialcompanies that have a low rating or are not consitle
community is the rising of social and ethical ethically-oriented by the fund managers (Adamo,200
investments. Becchetti and Fucito, 2000; Beltratti and Miraglia,
During the last years, the Socially Responsible2001). The ethical mutual funds are similar insteats
Investment (SRI) had the greatest attention amontp ordinary mutual funds, not only for the managetne
investors and financial intermediaries. The socialstructure but also for the financial and regulatory
investment includes activities, as social screeing., aspects. Particularly, the ethical funds can be
ethical mutual funds), community investment (e.g.,distinguished according to the usual classificaion
investment in local development initiatives) andapplied to traditional asset management products
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(securities and real estate, opened and closedjesgu 109 ethical mutual funds and 110 non ethical mutual
balanced, liquid and flexible). funds. The study uses a multi-disciplinary approaati

However, they differ from the traditional mutual it is led by a MCA which puts in evidence the pipat
funds in the selecting investments process to beharacteristics of the mutual funds by their progec
included in the portfolio. In fact, all ethical nual  on a factorial plane. Later it carries out typo&syiof
funds use a series of screens or filters to eitheclusters of mutual funds with particular charactées
intentionally avoid (e.g., exclusionary or negative by a Cluster Analysis.
screens) and/or intentionally select (e.g., qualéaor
positive screens) certain companies as part ofuthd’'s  General market overview: The overall Italian funds
portfolio (Cory, 2001; Lanzeet al., 2003; Vigano, industry has suffered massive outflows in the yestrs
2001). (-120 billion of Euros from 2006 to first quarted@B).

Many funds avoid investing in companies involved Funds account for less than 10% of total financial
in tobacco, alcohol, gambling, military, firearmgr  wealth of Italian families and about 20% of thditta
nuclear weapons. Others focus on social issue rsgree Growth National Product.
such as avoiding companies connected with childrlab The ethical mutual funds are of no exception. In
or that fail to respect animal rights, gay and i@sb 2007, the Core SRI accounts for about 3.4 billidn o
rights, diversity, or feminism. Other possible gare  Euros, which means 0.32% of total assets under
might include selecting companies that best supppert management to national level. The growth rate mEspe
community, diversity, employee relations, enviromtpe to 2006 for the Core SRI is equal to 23%. The Broad
or product quality and safety (Kinder and Domini, SRl has increased remarkably: from 0.09 billion of
1997). Euros in 2005-240 billion of Euros in 2007.

The ethical mutual funds have grown significantly The prevalence of the retail component, as opposed
over the past two decades. In 2007, according téo the institutional one, in the Italian SRI marletill
Eurosif research, the total asset under management sets it apart from other markets. Unlike other pean
Europe has reached 2.665 trillion of Euros. Thislto markets, the institutional investor market is stiéry
amount is made up of 511.7 billion of Euros for €or small (6% of total Core SRI) due to the relativedgent
SRI and 2.154 trillion of Euros for Broad SRI (The beginning of the pension system (second and third
Core SRI is composed of the following strategiés t pillars).
ethical exclusions (more than two negative criteria  The most employed SRI strategy is a combination
applied), the positive screening, including Bes€iass of negative screening (basically sector exclusiangl
and SRI theme funds and the combination of ethicaBest-in-Class. SRI thematic funds have been intedu
exclusion and positive screening. The Broad SRI igecently and have done well in terms of inflows,
composed of the following strategies: The simplereaching 1.5 bilion of Euros of assets under
screening, including norms-based screening (upvto t management.
negative criteria), the engagement and the integrat The engagement is still a niche phenomenon, due
The European market of ethical funds has increasetb the small assets amounts, relatively recentrinégg
from 1.033 trillion of Euros in 2005-2.665 trillionf  of the active exercise of voting rights by ltaliasset
Euros at the end of 2007. On a like-for-like baBls  managers and lack of large independent asset manage
this represents a growth of 102% over two yeardHowever, a recent regulation jointly issued by Bamk
(Eurosif, 2008). of Italy and Consob (the market authority) encoasag

In Italy, the ethical funds are still a small pontof  them to define and implement consistent votinggiedi
total assets under management. In 2007, the Cofe SRBnd strategies for investor interests.
accounts of about 3.4 billion of Euros, while theo&d
SRI reaches 240 billion of Euros. The ethical and non ethical mutual funds: Comparing

The aim of this study is to describe the ethical a the ethical and non ethical mutual funds we constau
non ethical mutual funds under Italian and fordigmw  database containing the two different typologies of
highlighting if some factors, such as performancemutual funds under Italian and foreign law.

typology (equity, balanced, fixed income), geogiaeph The data are collected by www.morningstar.com
location, management fees, characterize these fimnds and they are related to some funds characteristich
different way. as typology, geographic location, management fees,

The analysis has been carried out by collecting g@erformance.
data set of 219 mutual funds published on Fig. 1 shows the sample of the funds by the
www.morningstar.com. The data set is subdivided ininception date.
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Table 1: The ethical and non ethical funds managéifee

Ethical funds (%)

Non ethical funds (%)

Average 1.18 1.43
Dev_st 0.56 0.67
Min 0.00 0.20
Max 2.39 3.65
Asymmetry -75.60 83.10
Table 2: The ethical and non ethical funds perforcea
1 month 3 months 6 months 1 year 3 years 5 years 0 yedrs
Ethical funds
Average -6.54 -3.18 -14.82 -19.50 0.32 4.87 .640
Dev_st 4.16 3.14 7.36 11.87 3.47 3.66 2.15
Min -16.72 -13.55 -28.52 -44.54 -9.77 -2.54 3.29
Max 12.49 459 0.39 2452 9.51 14.04 3.81
Asymmetry 0.80 -0.77 0.76 0.87 -0.22 0.44 -0.42
Non ethical funds
Average -0.87 -8.13 -11.76 -18.20 -5.38 -0.27 0.12
Dev_st 2.23 10.72 16.28 20.83 6.87 2.64 3.05
Min -8.18 -33.43 -49.02 -53.60 -20.66 -6.85 -5.85
Max 2.50 6.92 15.16 11.33 3.70 6.85 3.52
Asymmetry -0.78 -0.38 -0.23 -0.19 -0.27 -0.02 -0.77
1997 2% exceeding value (Table 1). Moreover, the index o
%833 | ‘ | | asymmetry (this indicator allows to detect a disttion
2000 | ‘ that cannot be separated by a vertical axis into tw
2001 | | equal speculation. A positive value indicates a
:88; | ‘ | distribution that extends towards more positiveueal
2004 | I while a negative value indicates a distributionttha
2005 | extends to more negative values) shows negative
:885 | \ | values and indicates an extending distribution éoyv
- 31' " - ; - 0 > " low amounts. The management fees by the non ethical
J \ J J J y

oNonethical funds o Ethical funds

Fig. 1: The pyramid of the mutual funds classiftey
the inception date

Ethical funds Non ethical funds

g : 35% 34%
12%
e g
31%

OEquity @Balanced BFixed income DOEquity @Balanced BFixed income

Fig. 2: The categories of mutual funds

funds are on higher average (1.43%) and presergxa m
equal value to 3.65%. In this case the index of
asymmetry is positive hence the distribution extend
towards more positive values.

Data of the performance are published on
www.morningstar.com. Specifically, the performance
recorded by the ethical and non ethical funds on 30
December 2008, related to 1, 3 and 6 months, 5, 3,
and 10 years of their beginning, are collected and
revised to determine some statistical indicators.

Particularly, it is noted the performance on agera
registered by the traditional funds is better tlhat
registered by the ethical funds and the minimum and

As regards the ethical sector, it is represented bmaximum values are registered on a 1 year (Table 2)

109 funds and it is divided into different categsri

indicated by Assogestioni: Equity (76), balance8)(1

MATERIALSAND METHODS

and fixed income (20). As regards the non ethical

sector, it is representative by 110 funds and kased
on the following categories: Equity (37), balan¢ad)
and fixed income (39) (Fig. 2).

The study uses a multi-disciplinary approach
(Bauer et al., 2005; Guerard, 1997; Gray, 2002).
Particularly, it is led by a Multivariate Analysis

The asset of the ethical funds is on equal avei@ge applying a MCA, which puts in evidence the printipa

275,96 million of Euros, while the asset of the mtimical
funds is on equal average to 156,04 million of Euro

characteristics of the mutual funds by their prtgec
on the factorial plane and a Cluster Analysis toyca

The management fees of the ethical funds areut typologies with particular characteristics ofitoal
equal to 1.18%; however there are some funds witliunds (Corbetta, 2002; Fabbris, 1997).
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The MCA is an extension of Correspondence In this study we have used a hierarchical cluster
Analysis (CA) which analyzes the pattern of analysis and a Ward's linkage to find relatively

relationships of several categorical dependenabiés.  homogeneous clusters of cases based on measured
As such, it can also be seen as a generalization @haracteristics.

Principal Component Analysis (PCA) when the |t starts with each case in a separate cluster and
variables to be analyzed are categorical instead Ghen it combines the clusters sequentially, reducire
quantitative. number of clusters at each step until only onetefus

Because of the widely varying countries and
languages in which these typologies of methods have
been proposed, there is a wide variety of names f
what turns out to be just one method. It is the Acam
Optimal Scaling, Optimal Scoring and Appropriate
Scoring methods; the Canadian Dual Scaling; thetDut .
Homogeneity Analysis; the French MCA; the Israelibya]o'n_Of_ Fhe tree. ) ) .
Scalogram Analysis and the Japanese Quantification The_|n|t|a! data for the hierarchical cIu_ster m
Method. In addition to the several countries and®f N objects is a set of N per (N-1)/2 object-tqemih
languages, MCA has been proposed many timedistances and a Ilnkage function for computatiotthef
because the data analyzed can be expressed iralsevefluster-to-cluster distances. . .
apparently different but equivalent ways. MCA canb A I|r_1kage function is an essennal_ prerequisite fo
seen as a way of analyzing a subject by variableixma hlerarchlgal cluster analysis. Its value is a me_ﬁment_
with categorical variables; or a subject by itemtniwa  Of the “distance” between two groups of objects.{i.
of multiple-choice data; or a multi-way contingency betwee_n two cluste_rs). Algorlthms for h|e_rarchlcal
matrix (De Leeuw, 2007). clustering normally differ by the Imkage_ functl_mlseq.

Technically MCA is obtained by using a standard The most common _type of linkage functions give tse
CA on an indicator matrix (i.e., a matrix whoseragt ~ the following algorithms for Cluster Analysis: Slag
are 0 or 1). The percentages of explained variaeeel  linkage clustering; complete linkage clusteringeiage
to be corrected and the CA interpretation of ipeint ~ linkage clustering; average group linkage; Ward's
distances needs to be adapted. linkage. . .

MCA is used to analyze a set of observations N our s?udy we have qsed this Igst-one..The idea
described by a set of nominal variables. Each naimin has much in common with Analysis Ofariance
variable includes several levels and each of thesds  (ANOVA). The linkage function specifying the
is coded as a binary variable. For example gerfeldfs( _d|stance _between two clusters is computed as the
M) is one nominal variable with two levels. Thetpat  increase in the “Error Sum of Squares” (ESS) after
for a male respondent will be 0 1 and 1 0 for adiem fusing two clusters into a single qluster. War_d’etwbd
The complete data matrix is composed of binaryse_e!‘s_ to chpose the_ successive clustering steps to
columns with only one column taking the value “Erp Minimize the increase in ESS at each step.
nominal variable.

MCA can also accommodate quantitative variables RESULTS
by recoding them as “bins”. For example, a scotté i
range of -5-+5 could be recoded as a nominal viriab
with three levels: less than 0, equal to 0, or ntbaa 0. . . . .
With this schema, a value of 3 will be expressedhay relationships of several categorical dependentlbtas
pattern 0 0 1. The coding schema of MCA implieg tha (Bolasco, 1999). _ _ _
each row has the same total, which for CA implhest t As regards our study, it puts in evidence two
each row has the same mass. factors that explain the 27.05% of the inertia (€d).

The Cluster Analysis is concerned by forming
groups of similar objects based on severalTable 3: Eigen-values, percentage of inertia andmutative

When there are N cases, this involves N-1
0(Elustering steps, or fusions. This hierarchicaktung
process can be represented as a tree, or dendrogram
where each step in the clustering process is rifited

The MCA allows to analyze the pattern of

measurements of different kinds made on the objects_ percentage _ ‘

The key idea is to identify classifications of thigjects ~ Eigen-values Percentage of inertia Cumulative (%)
that would be useful for the aims of the analySisis a0 1040

idea has been applied i_n_ many areas includ_in%:z3 10.55 37.60
astronomy, archeology, medicine, chemistry, edanati 0.13 6.04 43.64
psychology, linguistics and sociology. 011 4.92 48.56
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Management topics - 11.65 %

Perf:lﬂyearposihve
§ sBoi9n)
L Perf_lyear positive
055 1 Swedish area Perf_Syearposlhvei -7 .p 8 Perf_fmonth positive
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Performance - 15.40 %
Fig. 3: MCA of the ethical and non ethical fund
About the first factor, defined “performance”, the The first cluster, defined “negative ethical
modalities that contribute to its construction linked  performance”, is composed of 152 funds and it is

to the performance. This variable is like a leadigrdy
which it is possible to explain the other variabld®
typology and the geographic location. Particulady,
the positive side of the first factor there are tian
ethical fixed income funds with a positive perfonua,
while on the opposite side there are the ethicaiteq
funds characterized by a negative performancehim t
case, it deals with English, France, Danish, Aastri
Irish, Norwegian funds.

exclusive because the 98.6% of the funds with negat
performance at 6 months are present in this group.
Besides, the same cluster is exclusive for theepies
of ethical funds (68%), prevalently derived by iaal
and England geographical zones. For the 63% of them
it deals with equity funds.

The second cluster, named “positive non ethical
performance”, is characterized by non ethical fund
(50.23% of them is present in this group) and iis th

The second factor, defined “management topics”cluster there are the 90% of the non ethical fuhitiv

is explained by the variables linked to the managgm

have a very positive performance to 3 months. #isle

asset, the management fees and the inception @ate. with Italian fixed income funds (55.2%).

the positive side there are funds characterizedhigly
management asset,
inception date in 1980-1995, while on the opposite
there are the other
management fee and a low management asset, too.

In the Fig. 3 we can note the contribution of the

individual modalities of the variables as regatus tivo
factors.

The analysis continues by a

At the end, the third cluster is called “young

particularly for the funds witHfunds”. It deals with funds born in the period 2005

2008; the trend of their performance is not knowd a

funds which have a highthe management fees are not very expensive.

DISCUSSION

The aim of this study was to describe the ethical

clusteringand non ethical mutual funds under Italian andifpre

methodology that puts in evidence three groups ofaw highlighting how. Particularly, the ethical fim

funds which are inside homogeneous but heterogsneoperformance decreased smaller than the traditional
between them by the characteristics consideredunds performance.

determining a gain of inertia inter-cluster/totabrh Some recent studies (Ardu,
0.42-0.43% (Bolasco, 1999). 2008; Eurosif, 2008; Pezzatti,
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observations and show how the ethical funds gowerneBecchetti, L. and L. Fucito, 2000. La Finanza etica

the financial crisis triggered by subprime in atéet Considerazioni teoriche e simulazioni empiriche.

way than the non ethical funds. Riv. Polit. Econ., 5: 29-67.
By the statistical analysis was confirmed the http://www.rivistapoliticaeconomica.it/pdf/maggio/

existence of different characteristics with refereno 02becche.pdf

the ethical and non ethical mutual funds. Partitylla Beltratti, A. and R. Miraglia, 2001. Mutual Fundhe

the multivariate analysis allowed to put in evidenc Italian Case. 1st Edn., Carocci Editore, yltal

some groups of mutual funds through significant pp: 180.

statistical results. Bolasco, S., 1999. Analisi Multidimensionale deitDa
Indeed, this study confirmed previous theoretical Metodi, Strategie e Criteri D’interpretazione. 1st

analysis over more it was possible to identify groof Edn., ISBN: 8843014013, pp: 355.

funds with more features according to an analysi€orbetta, P., 2002. Metodi di Analisi Multivarigiar le

statistically significant. Scienze Sociali. 1st EdnCGopyleft University, Il

Mulino, ISBN: 978-88-15-08501-6, pp: 360.
CONCLUSION Cory, J., 2001. Business Ethics. 1st Edn., Kluwer

The results of the analysis lead to two Acgdemic Publishers, USA., ISBN: 0792373006,

considerations. pp: 277.

g De Leeuw, J., 2007. Correspondence analysis of

Firstly, the analysis showed that the ethical 8in ; . .
Y 4 archeological abundance matrices. UCLA Statistic

are different from the non ethical funds with retgto El i Publicati
the performance and so they are included in two h ec?;/romc;] Iu |rc]gt|ons}. fitermn/3m18x7
separate clusters. Indeed, the observations on the ttp://escholarship.org/uc/item/3m18x7qp

performance of these two clusters revealed mor elbecque, B., 2008. Trer)ds in the European
positive values for the traditional mutual funds Investment Fund Industry in the Fourth Quarter of
compared to the ethical funds. This is more evident 2008 and Results for the Full Year 2008. EFAMA

because of our sample is composed predominantly by Q. ] Stat. Re_:lease, 36.: 1-11.
Italian equity funds. In the cluster defined “negat http.//www.efama.(_)rghnd_ex2.php?0pt!0n:com_d0
ethical performance” a lot of ethical equity funaise cman&task:doc_wew&g|d:872&ltem|d:35 :
placed in Italy. Particularly, many Italian ethieuity Eurosif, 2008. El_Jropean .SR.I stu_dy. !Eurosn‘.
funds focus only on negative criteria to avoid stusg htfcp://www.eurosﬁ.org/p_upl|cat|ons/§r|_§tud|es -
in companies involved in tobacco, alcohol, gamhling Fabbris, L'.' 199.7' Stat|st|ca Mu|t|var|ata}-AnaI|S|
military, firearms, or nuclear weapons; they do nsé Esplorativa Dei Dati. 1st Edn., McGraw-Hill, Italy,

- o : ISBN: 9788838607653, pp: 438.

positive criteria to select companies that bestpstp ) ;

community, diversity, employee relations, enviromte Gray,tI;%_., ﬁgozaTTSQf'Gn?ggéal inrformatncl:f of Eur;2p§an
or product quality and safety. ethical funds ) - ©. Account. Fnance, )

; p http://eprints.gla.ac.uk/15758/
Secondly, data of the third cluster, called “youn : .
funds” shov&lthe tendency of the management C())/mpa% uerardJr.,J.B.,1997.1s there a cost to being socially
i) ) A H H H 4 9 . -
to reduce the management fees in recent yeargyttgin responsible in investing? J. Invest., 16: 475-490.

X DOI: 10.1002/(SICI)1099-
make welcome again the asset management market. 131X(199712)16:7<475:-AID-FOR668>3.0.CO:2-X
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