“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-fragmented definitions available of varying ethical concepts, and of
different 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 promotion of environmental, social, and corporate governance (ESG) topics as motifs and
driving factors with a potential to boost the economic impact of SRI further. An overview of
obstacles to SRI such as the current regulatory environment of this type of investment in

Germany rounds out the picture.

Furthermore, we investigate the effects of an investment culture 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 current 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
investigate 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 duties are interpreted, and how performance is measured. In this
regard 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 traditional 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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