Downloaded by Duquesne University At 07:20 24 February 2016 (PT)

. Emerald Insight

International Journal of Bank Marketing

Segmenting socially responsible mutual fund investors: The influence of financial return
and social responsibility
Jonas Nilsson

Article information:

To cite this document:

Jonas Nilsson, (2009),"Segmenting socially responsible mutual fund investors”, International Journal of
Bank Marketing, Vol. 27 Iss 1 pp. 5- 31

Permanent link to this document:

http://dx.doi.org/10.1108/02652320910928218

Downloaded on: 24 February 2016, At: 07:20 (PT)

References: this document contains references to 63 other documents.

To copy this document: permissions@emeraldinsight.com

The fulltext of this document has been downloaded 2560 times since 2009*

Users who downloaded this article also downloaded:

Mohamed Amine Ben Souf, Mohamed Ichchou, Olivier Bareille, Noureddine Bouhaddi, Mohamed Haddar,
(2015),"Dynamics of random coupled structures through the wave finite element method", Engineering
Computations, Vol. 32 Iss 7 pp. 2020-2045 http://dx.doi.org/10.1108/EC-08-2014-0173

Peter J. Holland, Robert Hecker, John Steen, (2002),"Human resource strategies and organisational
structures for managing gold-collar workers", Journal of European Industrial Training, Vol. 26 Iss 2/3/4 pp.
72-80 http://dx.doi.org/10.1108/03090590210421941

Tim Rogmans, Haico Ebbers, (2013),"The determinants of foreign direct investment in the Middle
East North Africa region”, International Journal of Emerging Markets, Vol. 8 Iss 3 pp. 240-257 http://
dx.doi.org/10.1108/17468801311330310

Access to this document was granted through an Emerald subscription provided by emerald-srm:368748 []
For Authors

If you would like to write for this, or any other Emerald publication, then please use our Emerald for
Authors service information about how to choose which publication to write for and submission guidelines
are available for all. Please visit www.emeraldinsight.com/authors for more information.

About Emerald www.emeraldinsight.com

Emerald is a global publisher linking research and practice to the benefit of society. The company
manages a portfolio of more than 290 journals and over 2,350 books and book series volumes, as well as
providing an extensive range of online products and additional customer resources and services.

Emerald is both COUNTER 4 and TRANSFER compliant. The organization is a partner of the Committee
on Publication Ethics (COPE) and also works with Portico and the LOCKSS initiative for digital archive
preservation.

*Related content and download information correct at time of download.



http://dx.doi.org/10.1108/02652320910928218

Downloaded by Duquesne University At 07:20 24 February 2016 (PT)

a The current issue and full text archive of this journal is available at
L www.emeraldinsight.com/0265-2323.htm

Segmenting socially responsible
mutual fund investors

The influence of financial return and social
responsibility

Jonas Nilsson
Umea School of Business, Umea Uniwersity, Umed, Sweden

Abstract

Purpose — The purpose of this paper is to address reasons for consumer investment in socially
responsible investment (SRI) profiled mutual funds. Specifically, the paper deals with the relative
influence of financial return and social responsibility on the decision to invest in SRI profiled mutual
funds.

Design/methodology/approach — A cluster analytic approach was used where 563 SR-investors
were classified into different segments based on their perception of importance of financial return and
social responsibility. Furthermore, discriminant analysis and chi® tests were used to profile the
segments.

Findings — Three segments of SR-investors were formed. The “primarily concerned about profit”
SR-investors value financial return over social responsibility. The “primarily concerned about social
responsibility” value social responsibility over financial return. The “socially responsible and return
driven” SR-investors value both return and social responsibility when deciding to invest in SRI. The
segments displayed distinct differences with regard to various profiling variables.

Research limitations/implications — As respondents were generated from one SRI provider, it is
possible that the respondents are not fully representative of all SR-investors.

Practical implications — Since there are segments of SR-investors that invest in SRI because of
different reasons, there is an opportunity for SRI providers to target and adapt communication to
certain segments.

Originality/value — For both academia and the SRI industry this study provides useful knowledge
on how private SR-investors handle the issue of financial return and social responsibility when
investing in SRI. This understanding of the differing motivations of the SR-investor also holds
practical importance for developing appropriate marketing strategies within the SRI industry.

Keywords Ethical investment, Unit trusts, Investors, Market segmentation

Paper type Research paper

Introduction

One of the major trends within the retail investment industry in the last couple of
decades has been the introduction and growth of socially responsible investment (SRI)
mutual funds. SRI profiled mutual funds are funds that actively incorporate social,
environmental, or ethical (SEE) consideration in the investment decisions (Social
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Investment Forum, 2005; Sparkes, 2002). Thus, through SRI mutual funds, it is possible
for private investors to incorporate SEE consideration in their personal investment
choices. This opportunity is increasingly embraced by private investors as the market
for SRI profiled mutual funds has grown tremendously in the last decades. The
organization Social Investment Forum (2007) reports that nearly $1 out of every $9 (in
total, ie. including institutional investment) under professional management in
America is involved in SRI. As for socially screened funds, the same source reports that
the number of American funds using social screens is up from 55 in 1995 to 260 in 2007,
representing a total of $202 billion in assets (Social Investment Forum, 2007). With this
growth, it has been argued that “the status of SRI has shifted from being a novelty
financial product to become a major force in international equities markets” (Waring
and Lewer, 2004, p. 101).

One of the key characteristics of SRI is the combination of financial performance
and consideration for SEE issues (Michelson et al., 2004; Social Investment Forum,
2005). The consideration of both financial return and social responsibility represent a
duality of purpose in the very core of the SRI service. This is displayed by authors such
as Sparkes (2002, p. 26-7) that define SRI as “the construction of equity portfolios
whose investment objectives combine social, ecological, and financial goals“. Knoll
(2002) also highlights the duality in the nature of SRI as he uses two criteria of what
SRI is not. First, SRI is investment not charity. Investment implies a future benefit for
something you are giving up today. Thus, SR-investors seek a profit and do not wish to
give their money away. Second, the investment decision is not made only considering
financial criteria. Instead, the financial criteria are combined with social,
environmental, and ethical criteria. Thus, as highlighted by these definitions, SRI
could be said to consist of two distinct parts; to generate a profit (financial return) and
to consider SEE issues while doing so (social responsibility).

As there are two distinct parts of SRI it is reasonable to assume that investor
motivation for investing in SRI differ depending on how the individual investor relates
to the financial and SEE elements of the service. The investor, whose primary
motivation is in the SEE part of the purpose, may invest in SRI profiled mutual funds
without as much consideration of financial results. Investors are not necessarily only
wealth maximizers (e.g. Hallerbach et al., 2004; Rivoli, 1995). Therefore, some investors
may care more for social performance than financial performance and may even, to
some extent, be willing to give up some financial return in return for a socially
responsible strategy in the mutual fund (see for example results in Lewis and
Mackenzie, 2000a). The investors motivated by return, on the other hand, may invest in
SRI just because of expected financial performance. That is, it is quite possible that
“the better performing ethical funds attract not just ethical investors but more general
or conventional investors as well” (Michelson et al, 2004, p. 2). As many SRI funds
perform well (e.g. Hale, 2002; Kiernan, 2002), some investors may believe that investing
in socially responsible funds could generate good returns over time (e.g. Dunfee, 2003).

Thus, different investors are likely to be motivated to invest in SRI by different
aspects of the SRI offering. However, with the exception of a few studies (e.g. Beal and
Goyen, 1998), differences in investor motivation is largely neglected in the literature on
consumer SR investment. Instead, previous research has to a large extent treated all
SR-investors as a homogeneous group. Often, the socially responsible investor group is
assumed to be “truly” socially responsible, thereby neglecting the possible financial
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motivation for investing in SRI. However, when treating all socially responsible
investors as one group, it becomes difficult to draw conclusions about the behavior,
since the reason that the behavior is performed is not known.

This article is an attempt to address this gap in the literature by focusing on why
private investors choose SRI profiled mutual funds. This is done by addressing the
perceived importance of the two major parts of SRI (financial performance and SEE
performance) to the private SR-investor. By addressing these attitudinal characteristics
of the individual SR-investor it is hoped that this study will provide a better
understanding of the underlying reasons for private investment in SRI profiled mutual
funds.

The objectives of the study

Based on the discussion above, there is a need to explore the growing segment of
socially responsible investors with regard to their individual motivation for investing
in SRI profiled mutual funds. To generate clarity on this issue, the overall aim of this
study is to segment and profile investors of SRI profiled mutual funds based on what
the individual SR-investors perceive to be important in the investment decision. Thus,
instead of approaching socially responsible investors as homogeneous based on
behavior (that is the case in much of the literature to date), this study is open to the fact
that they may be heterogeneous based on preferences underlying the behavior.

In accomplishing this overall aim, the study has two primary objectives. First, this
study aims to segment SR-investors using clustering variables that incorporate the
perceived importance of both financial and SEE factors to the SR-investor. That is, in
order to address the gap relating to why investors choose SRI, the segmentation
analysis will focus on the relationship between financial return and social
responsibility as perceived by the individual SR-investor. In doing this, it is hoped
that this study will contribute to the marketing based literature on segmentation of
consumers of financial services as well as the literature on private investment behavior
with regard to SRI. Second, in order to better understand the individual investor
characteristics associated with the different reasons for investing in SRI, this study
aims to develop profiles of each segment of consumers with regard to different
socio-demographic-, attitudinal-, and behavioral profiling variables.

The remainder of the paper is structured as follows. First, literature relevant to the
segmentation of socially responsible investors is reviewed. This is followed by the
presentation of the methodology and data used in the study. Finally, the results of the
study are presented and conclusions are drawn.

Literature review

In order to focus on the two objectives outlined above, the review of the literature was
performed in two steps. First, in order to address the clustering variables relating to the
relationship between financial return and social responsibility, mentioned in the first
objective, the literature on the private SR-investor was reviewed. Second, to address the
second objective of the study (to profile possible segments), both the pro-social
consumer behavior literature and the private investment behavior literature were
reviewed in order to find relevant profiling variables. This review of the literatures are
presented below starting with research focusing on private investment in SRI with a
special focus on the importance of financial and SEE parts of the SRI offering.

Mutual fund
investors
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Private investment in SRI profiled mutual funds
The first step of the literature review focused on previous research with regard to
private investment in SRI. Two major conclusions from the review were that:

(1) the literature on private investment in SRI is fairly limited; and
(2) the research that has been conducted deals with a broad spectrum of issues.

The latter becomes apparent looking at the summary of selected previous research in
Table I. As displayed in the table several issues, such as who invests in SRI (e.g. Lewis
and Mackenzie, 2000a; McLachlan and Gardner, 2004; Rosen et al, 1991), investor
support for activism (Lewis and Mackenzie, 2000b), motives for investing in SRI (e.g.
Beal and Goyen, 1998), and willingness to invest in SRI (Getzner and Grabner-Kriuter,
2004) have all been addressed in the literature. However, from the review it also
becomes evident that most of the reviewed studies, in one way or another, also touch
upon the importance of financial return or social responsibility to private investors.
These two issues are further elaborated upon below.

The importance of financial return when investing in SRI profiled mutual funds. With
regard to the financial performance of SRI profiled mutual funds, there is a large base
of literature that examines the objective performance of SRI compared to “regular”
investments. Some of these studies indicate that SRI may perform better than non-SRI
portfolios. For example, Derwall et al. (2005) find that a portfolio with companies that
perform well on environmental issues also provided better financial returns than a
portfolio with companies with a worse environmental record. In total, however, studies
that have reached this conclusion are few. Instead, the most common result when
comparing SRI and “regular” investments is that there is no significant difference in
financial performance (e.g. Statman, 2000; Kreander ef al, 2005). This notion is also
confirmed in a recent study on SRI equity indices as Schréder (2007, p. 344) conclude
that “the SRI screens for equities neither lead to a significant out-performance nor an
underperformance compared to the benchmarks”.

How important, then, is the financial performance of SRI to the individual
SR-investor? Previous research indicates that the financial performance of SRI profiled
mutual funds is important for the private SR-investor. For example, Nilsson (2008)
found a significant relationship between the perception of SRI return and the
proportion of the investment portfolio invested in SRI profiled mutual funds. Moreover,
a study by Lewis and Webley (1994) shows that willingness to invest in SRI profiled
mutual funds fall if there is a perception of lower return. In their study, 32 percent of
investors were prepared to accept a slightly lower return (9 percent as opposed to 10
percent) when investing in SRI. Moreover, 22 percent of investors were willing to invest
in SRI at an 8 percent return. However, if the level of return falls to 5 percent (as
opposed to 10 percent in “regular” investments) only 4 percent of the respondents
stated that they would invest in SRI, indicating that there is a relationship between
demand for SRI and perception of financial performance. However, in a more recent
study by Lewis and Mackenzie (2000a) this relationship is not as clear as the authors
report that 56.5 percent of the surveyed ethical investors claimed that they would keep
their SR- investments at a significantly lower rate of return (5 percent as opposed to 10
percent). The large proportion of investors that would keep their investments at a
lower rate of return indicates that SR-investors seem to be somewhat price inelastic.
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The general conclusion that can be drawn from these studies is that there is a
relationship between demand for SRI and perception of financial performance as a
decline in perceived future returns make fewer people want to invest in SRI. However,
as some investors seem to be willing to invest in SRI despite a lower return, the studies
also indicate that the relationship between demand for SRI and perception of financial
performance may not be as price elastic as for “regular” investments. Factors that
confuse the picture, however, is that investors seem to have difficulties in deciding
what an appropriate level of return is and that investors do not know how socially
responsible investments perform (e.g. Mackenzie and Lewis, 1999). Thus, it is difficult
for investors to make informed choices since they have to rely on their, sometimes
incorrect, perception of performance.

The importance of social responsibility when investing in SRI profiled mutual funds.
As mentioned above, previous research indicates that private investors seem to be
somewhat price inelastic when it comes to investing in SRI profiled mutual funds. The
most likely explanation for this willingness to trade off some financial return is that
investors perceive SEE issues to be important. The fact that SR-investors do perceive
SEE issues to be important is displayed by Beal and Goyen (1998) who survey
investors in a nature conservation company in Australia. They reached the conclusion
that environmental issues, such as conservation of plants and endangered animals,
were more important than financial considerations for the investors in the company. In
attempting to explain why investors sometimes perceive social and environmental
issues to be important Beal et al (2005) highlight concepts such as “non-wealth
returns” and “psychic returns”. That is, by investing in SRI, investors receive returns
that are not in the form of financial gain. Instead, investors can receive value by feeling
that they contribute to a worthwhile cause or do something for other people. With
regard to the notion of psychic returns, Beal ef al (2005, p. 72) argues that SR
investment can provide “SR investors with more than financial return. Investing in an
ethical company or ethical funds is to a certain extent like investing in fine art — in
addition to financial returns, the investment yields a flow of pleasure and even social
status”.

In all, the conclusion to be drawn from this body of research is that social
responsibility could be an important value generating part for SR-investors. In some
situations, as displayed by Beal and Goyen (1998), social responsibility could even be
more important to the investor than financial return.

In total, the review of previous research presented above shows that there is
evidence that both financial return and social responsibility matter for the SR-investor.
We now turn to the second step of the review that relate to the second objective of the
study, as we focus on the relevant profiling variables for the SR-investor.

Segmenting and profiling the SR-investor

There have been a few attempts to profile the SR-investor in previous research. For
example, some studies argue that women invest more in SRI than men (e.g. Schueth,
2003; Sparkes, 2002). In line with this research, Nilsson (2008) found that women
tended to invest a larger share of their portfolio in SRI. Moreover, age and education
have been connected to SRI as SR-investors tend to be younger (e.g. Rosen et al., 1991)
and better educated (e.g. Rosen et al, 1991; Nilsson, 2008). However, despite this
research, the literature regarding the profile of the SR-investor is limited. Because of
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this, we look to two separate fields for variables that could be useful in profiling the
SR-investors. First, we review the consumer behavior literature that contain a large
amount of research that profile and segment the consumer who performs
environmentally and socially conscious consumer behaviors. Second, we review the
literature on private investment behavior for variables that could be of importance in
profiling the private SR-investor. These two areas are addressed in turn below.

Profiling variables from the SEE consumer behavior literature. Within the pro-social
consumer behavior literature there are, in general, two different categories of profiling
variables that have received attention in previous research; socio-demographic
variables (e.g. Diamantopoulos et al, 2003; Van Liere and Dunlap, 1980), and
knowledge, attitudinal and psychographic variables (e.g. Amyx et al., 1994; Laroche
et al., 2001; Schwepker and Cornwell, 1991; Straughan and Roberts, 1999). With regard
to the socio-demographic variables, gender, age, education, place of residence and
income has been frequently used in previous studies (see Diamantopoulos et al, 2003
for a review). However, with the exception of a few studies (e.g. Chan, 1999), these
socio-demographic variables have not been as successful in profiling the socially
responsible consumer as psychographic variables (Roberts, 1996; Samdahl and
Robertson, 1989; Straughan and Roberts, 1999). As an explanation of why the
socio-demographic variable of income is not a good predictor of socially responsible
consumer behavior, Roberts (1996) suggests that environmental deterioration is
becoming so severe that the traditional hypotheses regarding the influence of income
may not be valid anymore. This explanation could be a likely cause for many of the
socio-demographic variables as environmental concern have increased and become
widespread among the general population (e.g. Lampe and Gazda, 1995).

Because of the poor results of demographic variables, Straughan and Roberts (1999)
suggest that researchers should combine demographic variables with attitudinal
variables or use an all-attitudinal scheme for segmentation of the environmentally
conscious consumer. In their study, where they aim to identify a model for segmenting
green consumers, they find that the two most important variables predicting
environmentally conscious consumer behaviors were the attitudinal variables of
perceived consumer effectiveness (PCE) and altruism. The most important of these two
segmentation variables, PCE, relates to the notion that consumers are more likely to
engage in pro-social activities if they believe that their individual actions will make an
impact towards solving the SEE issue in question (Berger and Corbin, 1992). PCE, in
the SRI context, would imply that private investors would be more likely to invest in
SRI profiled mutual funds if they believed that their individual investment would make
a contribution towards the social issues addressed in the investment scheme. If the
individual investors, on the other hand, felt that their individual investment would do
little to help solving the SEE issues addressed in SRI, they would be less likely to
invest in SRI profiled mutual funds. In previous research in the SRI context, PCE has
been shown to influence private investment in SRI (Nilsson, 2008), confirming the
importance of PCE in the investment context. The second most important variable
predicting environmentally conscious consumer behavior in the Straughan and
Roberts (1999) study was altruism. In their study, altruism is described as concern for
the welfare for others, which translated to the area of SRI profiled mutual funds means
that private investors should be more likely to invest in SRI if they felt that their
actions somehow increased the wellbeing of others.
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One interesting variable that was not included in the Straughan and Roberts (1999)
study is that of consumer trust in the pro-social initiative. Trust has been extensively
researched within the marketing discipline (e.g. Osterhus, 1997; Morgan and Hunt,
1994; Singh and Sirdeshmukh, 2000; Garbarino and Johnson, 1999). Previous research
within the pro-social consumer behavior domain indicate that trust is likely to be
important for marketers of pro-social products as skepticism among consumers
towards green products are reported to be high. For example, in one survey, 29 percent
of non-green consumers claimed that they were skeptical if green products really were
better for the environment (Gardyn, 2003). This skepticism regarding the
trustworthiness of green products is not surprising considering that research have
shown environmental advertising claims to be misleading (e.g. Kangun et al, 1991;
Polonsky et al., 1998). In all, this indicates that trust is a major concern for marketers of
SRI profiled mutual funds as consumers would be less likely to invest in SRI if they do
not trust the underlying social initiative.

Profiling variables from the financial services and investment behavior literature. The
second research area that is of interest in order to find profiling variables
corresponding to the second objective of the study, is that of consumer behavior with
regard to investment services. In general, buying investment services is a complicated
task that demands a lot of time, effort, knowledge, and involvement from the consumer.
However, previous literature testifies of a lack of knowledge and interest by the
consumer (e.g. Capon et al, 1996; Diacon and Ennew, 2001). Although there is some
evidence suggesting that affluent investors have somewhat better knowledge (Capon
et al., 1994), there seems to be a large segment of investors who display a very low level
of knowledge about their own investments (Capon ef al, 1996). The problem that
causes consumers to have low levels of knowledge, however, is not necessarily lack of
information. Instead, some researchers argue that the market for mutual funds could be
characterized by too much complex information that, in turn, make consumers
unwilling to learn about financial services (Diacon and Ennew, 2001).

In previous research there have been a few attempts to segment the market within a
general financial services setting (Speed and Smith, 1992). Examples of this include
Beckett et al. (2000) who group consumers based on involvement and confidence and
Harrison (1994) who segment the financial services consumer along perceived
knowledge and financial maturity. However, with regard to the specifics of consumer
investment behavior, segmentation attempts are less frequent. One interesting study
that deals with segmentation of private investors is Wood and Zaichkowsky (2004). In
their study they find four different clusters based on five different attitudinal variables.
The five segmentation variables includes investment horizon, risk attitude,
personalization of loss, confidence, and control. The first cluster that was created
based on these variables was “risk-intolerant” traders. This segment showed a low
tolerance for risk in their portfolio and also traded little. The second cluster in the study
was labeled “confident traders” and was characterized by high levels of confidence and
control. The third segment created was the “loss-averse young traders” segment. This
segment is characterized by having high levels of personalization of loss and low levels
of confidence and control. The final segment created in the study was the “conservative
long-term investors”, a group that has a longer investment horizon than the other
groups. In general, the Wood and Zaichkowsky (2004) study shows that it is possible to
perform a meaningful segmentation of private investors. Furthermore, as the five
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IJBM segmentation variables were used to segment “regular” investors, they also have the

271 potential to be important to the segmentation of SR-investors. Thus, the Wood and

’ Zaichkowsky (2004) study represent an interesting point of departure for segmenting

SR-investors

In all, the literature with regard to the three theoretical areas (literature on SRI,

literature on socially responsible consumer behavior, and literature on private

14 investment behavior) reviewed above contain several important variables for the

purpose of the study. In this study, we draw on all areas to segment the SR-investor

with the purpose of increasing knowledge of why consumers choose to invest in SRI.
This is further elaborated on in the methodology section below.

Methodology
Ttem development
In order to address the importance of financial return and SEE issues for investors
when choosing to invest in SRI profiled mutual funds, a questionnaire targeted
towards SR-investors was developed. As displayed in Table II, the questionnaire
contained both “clustering” as well as “profiling” variables. Details of the variables
included in the questionnaire are given below starting with the clustering variables.
The clustering variables. As the first objective of the study was to segment
SR-investors based on importance of social responsibility and financial performance,
the main clustering variables in the study were the service specific attitudes of
“Importance of social responsibility” and “importance of financial performance”. Two
questions addressed each clustering variable. The first question asked the respondents
to grade how important financial return and social responsibility was respectively
when they made the decision to invest in the SRI mutual fund. The second question, set
up in a similar manner, asked for the respondents to imagine that SRI could generate
two forms of return; “financial” and “socially responsible” (social responsibility return

Clustering
variables Profiling variables
Pro-social
Service specific Investment related consumer
attitudes attitudes behavior attitudes Behavioral Socio demographic
Importance of Confidence PCE (of SRI) Trading activity ~ Age
social
responsibility
Importance of Risk attitude Altruism Total invested Gender
financial return amount
Investment Trust (in SRI) Total No. of Income
horizon mutual funds
Personalization of Number of mutual Education
loss fund providers
Control % invested in SRI Place of residence
No. SRI mutual
Table II. funds
The variables included in Time as a SRI

the questionnaire investor
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was defined as the social responsible gain to society by investing in SRI funds) and
asked for importance of the different forms of return.

The profiling variables. As the second objective of the study involved profiling
possible segments, many different profiling variables were included in the
questionnaire. As displayed in Table II, four major groups of profiling variables can
be distinguished. Most of the metric scales has been used in previous research (e.g.
Wood and Zaichkowsky, 2004; Straughan and Roberts, 1999). However, all the scales
were modified in one way or another to fit the context of the study and the general area
of socially responsible investment. Therefore, all scales were pre-tested before they
were included in the questionnaire. All the metric scales used in the study are
displayed in Table IIL

The first group of profiling variables consists of the investment specific attitudes;
confidence, risk attitude, investment horizon, personalization of loss, and investment
control. Wood and Zaichkowsky (2004) was used as a starting point for the investment
related constructs as they used the five different constructs as the base of a
segmentation study among investors. However, since some of the scales in that study
included only two items and pre-testing showed low reliability for some of the
constructs, the scales were modified. Thus, some items from the previous scales were
removed while others were modified and some were added until each construct was
represented by four items (Hair ef al., 2003 recommend at least three) and the measures
were considered to be reliable.

The second group of variables included in the questionnaire as profiling variables is
made up of pro-social consumer behavior related constructs. Three different variables
were incorporated; PCE, altruism, and trust. These three variables have been used in
several consumer behavior studies focusing on ethical, socially responsible, or
environmentally conscious shopping (e.g. Osterhus, 1997; Roberts, 1996; Straughan
and Roberts, 1999). However, since this study is on investors the items were modified
to be contextualized to the investment industry, in order to avoid problems with
measures that are too generalized (for further discussion on the topic of generalized
measures in pro-social consumer behavior studies see for example the reviews in Bratt,
1999; Follows and Jobber, 2000). PCE is measured with four Likert style items adapted
from previous research (Roberts, 1996; Straughan and Roberts, 1999). However, as
mentioned above, the items were modified to fit the context of the mutual fund
industry. In doing this one of the original items were replaced by a more SRI
contextualized item and the wording was changed for the items. A five item scale was
created to measure trust in SRI. In doing this, trust was conceptualized following
Morgan and Hunt (1994, p. 23) who highlight trust as “confidence in the exchange
partner’s reliability and integrity”. Thus, the five items were constructed to reflect a
perception of confidence that the service provider has the willingness and ability to
follow the pro-social attributes and guidelines properly. Finally, altruism was also
included as a profiling variable. In this study, how much the investor donates to
charity during a year is used as an indicator of altruism.

The last two groups of profiling variables were behavioral and socio-demographic
items. The behavioral variables included various investment related behavior
including trading activity, amount invested in mutual funds, number of mutual funds
invested in, number of fund providers used, relative percentage of investments
invested in SRI, time as an SR-investor, and number of SRI funds invested in. The
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Table III.
The items for the scales

Cronbach’s
alpha for
Construct scale
Importance of social responsibility and financial return in SRI investment® (5 point SR = 0.81
Likert scale anchored by very important and not at all important) FR =0.76
1. When you made your investment in SRI profiled mutual funds, how important
was it for you that:
a. The mutual fund had good financial prospects
b. The mutual fund had a good socially responsible initiative
2. Imagine that mutual funds can generate two different forms of return; financial
and socially responsible. With this as a condition, how important is it for you that:
a. Your SRI mutual fund generates good financial return
b. Your SRI mutual fund generates good socially responsible return (by
following socially responsible guidelines and thereby has a positive effect on
social and environmental issues)
PCE of SRI® (5 pomt Likert scale anchored by totally agree and totally disagree) 0.75
By investing in SRI every investor can have a positive effect on the environment
2. Every person has power to influence social problems by investing in responsible
companies
3. It does not matter if I invest my money in SRI mutual funds since one person
acting alone cannot make a difference (reversed)
4. Ttis useless for the individual consumer to do anything about pollution (reversed)
Trust in SRI (5 point Likert scale anchored by totally agree and totally disagree) 0.81
1. Itrustthat __ (name of SRI provider) follow the socially responsible guidelines
used in their marketing
2. The SRI funds offered by ____ (name of SRI provider) is an honest attempt to
improve social issues such as pollution
3. TItrust ____ (name of SRI provider) SRI mutual funds to do their best in trying to
get companies to act in a way that reduces social problems such as pollution and
third world poverty
4. Ttrust that ___ (name of SRI provider) SRI profiled mutual funds do not invest
their capital in companies that manufacture weapons and tobacco
5. Providers of SRI profiled mutual funds have(genuine interest in improving the
environment since they, like every other company, primarily wants to make a
profit (reversed)
Confidence © (5 point Likert scale anchored by totally agree and totally disagree) 0.70
1. Iam an experienced and knowledgeable investor
2. When I made a winning mutual fund investment I feel that my knowledge
regarding the stock market affected the result
3. I expect my mutual fund investments to perform better than the stock market
index
4.  For the most part my mutual fund investments perform better than the stock
market index
Horizon © (5 point Likert scale anchored by totally agree and totally disagree) 0.53

1. Daily fluctuations in the stock market do not concern me since my investment

2.

focus is on long term performance

If my mutual funds dropped 20 percent over 6 months, and this drop coincided
with a general stock market slump, I would keep that investment in hopes that it
would recover

(continued)
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Cronbach’s
alpha for
Construct scale

3. I'make most of my investments in mutual funds with a long term focus since it is
hard for an individual investor to profit from short term investments

4. I take part of financial information (through television or financial newspapers)
on a daily basis as I am always prepared to sell my mutual funds (reversed)®

Risk attitude © (5 point Likert scale anchored by totally agree and totally disagree) 0.69

1. I am prepared to choose mutual funds with a high level of risk in order to earn
greater returns

2. I feel a little uneasy investing in mutual funds and stock since there is a
possibility that my money will be lost (reversed)

3. I invest most of my money in low risk mutual funds because I am worried that I
will lose my money if I invest in mutual funds with a higher risk level (reversed)

4. I often choose mutual funds with a high level of risk since I believe that they will
perform better in the long term

Control © (5 point Likert scale anchored by totally agree and totally disagree) 0.70

1. To be able to buy and sell mutual funds by my self, without the involvement of a
bank or broker, make me feel safer with my investments

2. 1 spend a considerable amount of time in researching my mutual fund
investments

3. The more information I collect, the more confident I feel with my mutual fund
investments

4. I check the performance of my investments frequently

Personalization of loss © (5 point Likert scale anchored by totally agree and totally — 0.66
disagree)
. I'find it very difficult when my mutual funds and stock decrease in value

2. Toften get sad when my mutual funds decrease in value even though I know that
the stock market sometimes performs poorly

3. I often get more sad when my mutual funds decrease in value than I get happy
when my mutual funds increase in value

4. In a long term investment strategy you have to tolerate that the value of your
mutual funds decrease from time to time

Notes: These are all translations into English as the original questionnaire was in Swedish; * The SR
index consist of question 1a and 2a, the FR index consist of question 1b and 2b;  Scale based on
Roberts (1996) and Straughan and Roberts (1999). However, the scale and its items have been modified
to fit with the current study as described in the article; © Scale based on Wood and Zaichkowsky (2004).
However, the scale and its items have been modified (i.e. scale extended or shortened, or item replaced
or worded differently) to fit with the current study as described in the article; ¢ Deleted item

Mutual fund
investors

17

Table III.

socio-demographic variables included data on age, gender, income, place of residence,
and education.

Sample and data collection

After the completion and pre-testing of the questionnaire it was mailed out to a sample
of 2000 investors that owned at least one SRI profiled mutual fund. In order to solve the
(difficult) issue of getting access to SR-investors, an SRI mutual fund provider agreed
to send out the questionnaires to a randomly selected sample of customers in their
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Table IV.

Constructs and reliability Investment control

database. Of the 2000 questionnaires sent out, a total of 563 were returned and usable
which represents a response rate of 28.2 percent.

Preliminary data analysis showed that more women (63 percent) than men (37
percent) were in the sample. This majority of women respondents were expected as
previous research have largely found that women are more likely to invest in SRI than
men (Beal and Goyen, 1998; Schueth, 2003). The average age for the sample was 62
with a standard deviation of 5.4 indicating a concentration of respondents to the higher
age groups. The average investor allocated 21-30 percent of their investments to SRI.
However, the mode value indicates that the most common strategy was to put 1-10
percent in SRI (indicated by 23 percent of the respondents). This percentage was
allocated to an average of 2.23 SRI mutual funds. However, 39 percent of the sample
only had one SRI mutual fund.

Scale reliability

After reviewing the preliminary data on the sample, Cronbach’s alpha tests were run in
order to check reliability of the metric measures used in the study. As displayed in
Table IV, most of the measures received satisfactory alpha values. The only scale with
a low alpha value was the “investment horizon” construct that received a 0.53 alpha
score after one of the items had been deleted. However, as this value is above some
recommended estimates of reliability (such as Nunnally, 1967), a decision was made to
keep the construct in the analysis for exploratory purposes. The complete set of items
for the constructs displayed in Table IV is presented in Table III.

Data analysis and results

The data analysis was made up of two major steps. The first step in the analysis of the
data was to perform a cluster analysis (corresponding to the first objective of the
study). Based on the two variables “importance of financial return” and “importance of
social responsibility”, SR-investors were grouped using a hierarchical cluster
procedure with Wards linkage and squared Euclidean distance. The second step of
the analysis was the profiling of the cluster solution (corresponding to the second
objective of the study). For the ten metric profiling variables this was done through a
stepwise discriminant analysis with the three-cluster solution as the dependent
variable and the metric profiling variables as independents. For the remaining
non-metric variables chi-square tests were used.

Construct No. of items Cronbach’s alpha
Importance of social responsibility 2 0.81
Importance of financial return 2 0.76
Perceived consumer effectiveness of SRI 4 0.75
Trust in SRI 5 0.81
Investment confidence 4 0.70
Risk attitude 4 0.69
Investment horizon 3 0.53
Personalization of loss 4 0.66

4 0.70
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Cluster analysis
Based on the results of the cluster analysis, a three cluster solution was chosen using
the percentage change in heterogeneity stopping rule (Hair et al., 2006). The percentage
change in heterogeneity rule involves estimating the change in heterogeneity between
different clustering solutions with the aim of getting the simplest structure possible
while still having homogeneous clusters (Hair ef al., 2006). The percentage changes in
heterogeneity between the different clustering solutions were calculated and are shown
in Table V. As displayed in the table, the largest change in heterogeneity is between
the three- and the two cluster solution. Because of this, the three cluster solution was
judged to be the best solution for further analysis. Moreover, the three cluster solution
also proved to be manageable in terms of the subsequent profiling of the segments.
After having generated the three cluster solution, the clusters were graphically
outlined in a scatter plot (see Figure 1). When examining the graphical outline of the
clusters it became clear that the three clusters all had unique characteristics. The
largest of the three clusters was labeled “socially responsible and return driven”

Percentage change in heterogeneity (to go to next
Cluster No. Coefficient cluster solution)

104.683 286
134.678 339
180.406 26.7
228.509 50.4
343.607 431
491.757

HDN Wk 1o
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Table V.

Percentage change in
heterogeneity between
different clustering
solutions

!
: Importance of
i financial return

I:I = Socially responsible & profit
driven (n=292)

= Primarily concerned about
profit (n = 166)

. = Primarily concerned about social
responsibility (n = 105)

High

High Low

! Importance of social
! responsibility

Figure 1.

Scatter plot of the three

investor clusters
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IJBM (n = 292). This segment, outlined in the bottom left part of the scatter plot in Figure 1,

271 display high levels of importance for both financial return and social responsibility.

’ The second largest segment (# = 166) was labeled “primarily concerned about profit”

SR-investors. These individuals display a moderate to high level of concern for

financial return and the lowest levels of concern for social responsibility. Thus, this

segment is likely to invest in SRI mutual funds because they perceive a possibility for

20 future financial gains in investing in SRI funds and not primarily because the funds

SEE investment strategy. The last and smallest of the three clusters was labeled

“primarily concerned about social responsibility” (z = 105). These investors exhibit a

high level of importance for socially responsible issues but show the lowest levels of

concern for financial return. As opposed to the “primarily concerned about profit”

segment, these investors are likely to invest in SRI because of the funds socially
responsible profile.

After reviewing the graphical outline of the clusters, the mean values of the groups
were inspected and plotted in a separate matrix (see Figure 2). After this, separate
one-way ANOVA tests were run on the clusters. As the Levenes test for homogeneity
of variance was significant for importance of return (F (2, 560) = 39.18, p < 0.001) and
importance of social responsibility (F (2, 560) = 13.99, p < 0.001), Games-Howell post
hoc tests were used as it is designed for situations where population variances differ
(Field, 2005). The ANOVA results showed a significant difference between the means
with regard to both importance of return (F (2, 560) = 443.37, p < 0.001) and
importance of social responsibility (F (2, 560) = 231.43, p < 0.001). These results were
also significant for both variables at (p < 0.001) with the Welch’s F statistic. As
displayed in Table VI, Games-Howell tests displayed significant differences between
all groups at (p < 0.001) for importance of financial return and at (p < 0.05) for
importance of social responsibility.

Importance of
! financial return

5
Low
<> = Socially responsible & profit
4 driven (n =292)
A /\ = Primarily concerned about
3 profit (n = 166)
(O = Primarily concerned about social
2 A responsibility (n = 105)
<
High
1
1 2 3 4 5
Figure2. o _.
The mean values of the High Low | ! Importance ofsocial |
three clusters | responsibility
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Profiling the clusters
In order to address the second objective of the study, the next step in the data analysis
was to profile the three clusters. This was done using the profiling variables included
in the questionnaire. The first step of the profiling procedure was to run a regular
discriminant analysis in order to evaluate the metric profiling variables in an
exploratory manner. The preliminary evaluation of the means, as displayed in
Table VII, showed promising discriminant ability for some of the independent
variables. For example, the “primarily concerned about profit” segment scored higher
levels of investment related variables such as investment confidence and risk
willingness. On the other hand, this group displayed the lowest levels on the variables
that relate to socially responsible consumer behavior such as trust and PCE. At the
other end of the spectrum, the “primarily concerned about social responsibility”
segment showed the highest level of PCE and the lowest level of investment control
and confidence. The “socially responsible and return driven” group for the most part
scored levels in between the two other clusters.

After having reviewed the means in an exploratory manner, a stepwise discriminant
analysis using Mahalanobis distance was run to evaluate the discriminant ability of

Primarily concerned

Socially responsible Primarily concerned about social
and return driven about profit responsibility
(n = 292) (n = 166) (n = 105)
Mean SD Mean SD Mean SD
SR?* 1.26 0.355 2.26 0.584 144 0.598
FR® 1.68 0.407 1.99 0.335 3.10 0.551

Notes: ? Significant for all groups (p < 0.05) using Games-Howell post hoc test;  significant for all
groups (p < 0.001) using Games-Howell post hoc test
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Table VI.
The mean values of the
three clusters

“Primarily

“Socially “Primarily concerned about
responsible and concerned about social

Total sample return driven” profit” responsibility”
Age 61.94 61.77 62.10 62.14
Confidence® 315 3.20 2.88 342
Risk?® 3.24 3.34 297 340
Loss® 351 349 3.46 3.65
Horizon® 1.74 1.67 1.80 1.84
Control® 3.23 3.25 3.00 3.55
PCE? 1.74 1.79 212 1.67
Trust* 1.95 1.55 2.20 1.99

No. of mutual

funds 5.35 5.16 6.01 4.84
No. of providers 2.24 2.23 2.36 2.09

Notes: * Measured on a five level Likert scale where 1 indicate a high level and 5 indicate a low level

Table VII.

Means for the three
cluster solution for the
metric variables
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the profiling variables (Hair ef al., 2006). The homogeneity of variance assumption was

271 met for the analysis displayed by the non-significant Box’s M (F (12,
’ 523262.6) = 1.424, p = 0.146) (Sherry, 2006). As indicated in Table VIII, the
canonical discriminant functions were small for the two functions (function 1 = 0.408
R.? = 16.6 percent, function 2 = 0.160 R,* = 2.5 percent) indicating that the functions
explain a small part of the variance. Both functions, however, were significant at p <
22 0.001 and can thus be included in further analysis (Sherry, 2006).
The results of the stepwise discriminant analysis are displayed in Tables IX and X.
As shown in Table IX, three of the ten variables entered (investment confidence, trust,
and PCE) showed discriminant ability between the groups. These three were therefore
kept after running the stepwise analysis. The standardized discriminant function
coefficients and structure coefficients displayed in Table IX indicate that PCE
contributed the most to the differences between the segments in the first function. For
the second function, investment confidence contributed the most to group differences.
When examining the group centroids (Table X), the “primarily concerned about profit”
segment were had the highest value of all groups for function 1. Analyzed together
with the data in Table IX, this indicates that the “primarily concerned about profit”
hold the lowest levels of PCE. Moreover, this group is also more confident regarding
their investment ability than the other groups. As displayed in Tables IX and X, the
differences between the two remaining groups are smaller. However, the “primarily
concerned about social responsibility” group holds the least amount of confidence of all
groups.
Tz}ble VIIL Function Wilks’s Lambda Chi-square Df P R, R.2 %
Wilks’s lambda and
canonical correlations for  1-2 0.812 116.596 6 0.000 0.408 16.6
the three cluster solution 2 0.974 14.559 2 0.001 0.160 2.5
Scale Coefficient 75 752 %
Function 1
Investment confidence —0.467 —0.536 28.7
Trust 0.278 0.600 36
Table IX. PCE 0.678 0.860 74
Summary of standardized  Function 2
discriminant function and Investment confidence 0.796 0.788 62.1
structure coefficients for ~ Trust 0.558 0.612 375
the three cluster solution PCE 0.107 0.291 85
Cluster Function 1 Function 2
Table X. Socially responsible and return driven —0.308 —0.109
Functions at group Primarily concerned about profit 0.689 —0.015
centroids Primarily concerned about social responsibility —0.234 0.328
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The final step of the profiling procedure was to examine the non-metric profiling
variables for statistical differences between the three clusters. This was done using the
chi® statistic. As displayed in Table XI, many variables showed significant differences
between the segments. Gender, education, altruism, trading activity, and time as
SR-investor all received significant values at p < 0.05. However, income, amount
invested in mutual funds, place of residence and employment did not show significant
differences between the groups.

The segments

Socially responsible & return driven. The group of SR-investors that are characterized by
being interested in both a high level of financial return as well as a socially responsible
investment profile is the largest of the three clusters consisting of approximately half of
the sample. This segment display high levels of trust in the SRI industry and to a certain
extent believe that the acts of one person towards solving social and environmental
issues can make a difference (PCE). The SR-investors in this group have invested in SRI
for the longest amount of time of all clusters indicating that their experience with SRI
mutual funds is greater than the other groups. Women make up the majority of this
segment and this is also where the largest depth of SR investment can be found. Almost
10 percent (9.9 percent) of this segment put 100 percent of their mutual fund portfolio in

“Socially “Primarily “Primarily
responsible concerned  concerned about
and return about social
driven” profit” responsibility”
(%) (%) (%) Pvalue n

Gender Male 31 49 32

Female 69 51 68 0.001 562
Altruism?* Nothing 5 10 5

1-1000 36 51 23

1001-5000 45 32 47

>5000 13 7 25 0.000 512
Trading At least once a month 2 5 2
activity At least once every 6

months 16 18 13

At least once a year 27 37 27

Less than once a year 55 40 58 0.030 516
Education University graduate 68 48 70

Not university

graduate 32 52 30 0.000 559
Time as SR 6 years or less 28 44 27
investor More than 6 years 72 56 73 0.001 548
% invested  1-20%
in 37 57 40
SRI 21-40% 23 23 25

41-60% 18 10 14

61-80% 7 5 8

81-100% 15 5 13 0.001 527

Notes: # Donated to charity during last year; currency in Swedish kronor (SEK)
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Table XI.

Chi? analysis of
non-metric profiling
variables
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SRI profiled mutual funds. This is also the best educated group where almost 70 percent
have a university degree. In general, this group is fairly comfortable in making
mvestment decisions and because of their high levels of trust they chose SRI profiled
mutual funds to be part of their investment portfolio.

Primarily concerned about profit. The segment that sticks out the most in terms of
the profiling variables is the “primarily concerned about profit” group. This group does
not care as much about the socially responsible aspect of SRI as the other two groups.
They also invest the least amount in SRI as 57 percent of the segment invests less than
20 percent of their overall portfolio in SRI. Only 5 percent invest more than 80 percent
of their portfolio in SRI. This segment displays the highest level of investment
confidence. The confidence aspect is also reflected in the fact that this group trades
more than the other groups. With regard to the pro-social profiling variables the profit
driven SR-investors show low levels of both PCE and trust. Moreover, this group gives
the least to charity of all segments (as 61 percent gives 1000 SEK or less per year).
These results confirm the nature of this group as not as concerned about social and
environmental issues as the other two groups. With regard to socio-demographic
characteristics the primarily concerned about profit SR-investors are to a higher extent
male (49 percent). They also have less formal education than the other groups as 48
percent have a university degree (compared to approximately 70 percent in the other
two groups). In essence, this group feels confident in making investment decisions and
chose SRI profiled mutual funds as part of their portfolio because they believe that
these funds could represent a good choice financially.

Primarily concerned about social responsibility. The last of the three clusters to be
profiled is the socially responsible segment. The “primarily concerned about social
responsibility” group cares less about financial return as they seem to put more
emphasis on social responsibility when investing in SRI profiled mutual funds. This
fact, however, should not be interpreted that this group has no interest in return at all.
As the median investment in SRI in this group was between 20 and 30 percent, we
should interpret this lack of interest of financial return as specific for their SRI
investments, not their overall investment strategy. Thus, this group invests a certain
part of their funds in SRI and for these specific funds, return is not the most important
issue. The socially responsible segment has the lowest investment confidence scores
indicating that they are not comfortable with making investment decisions. This
segment show altruistic signs as they give the most of all groups to charity (25 percent
of the segment gave more than 5000 SEK the previous year compared to 13 percent and
7 percent for the other clusters). The SR-investors that make up this group also believe
that the actions of one investor can make a difference towards solving SEE problems
as indicated by the highest PCE scores of all groups. Demographically, this group
consists of well educated female investors. In general, this group is not very confident
making investment decisions and because of their high involvement with pro-social
issues they chose to invest their money in SRI mutual funds.

In many ways, this segment is the most interesting group of investors as it puts
social responsibility over financial return and thereby somewhat challenges the notion
of profit maximization as the main investment motive. Because of this aspect, this
segment was further profiled. The focus of this additional profiling was specifically on
gender and level of education as these socio-demographic variables has been argued to
be important factors in profiling the SR-investor (e.g. Schueth, 2003; Beal and Goyen,
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1998; Rosen et al., 1991). In performing the additional profiling of the segment gender and
education was tested against confidence, trust, PCE, altruism, trading activity, and how
much that is invested in SRI. A few of these yielded significant results on gender and
education. With regard to gender, t-tests and chi-square tests showed that the men in the
segment were more confident (t (95) = —2.6,p < 0.05) and traded more (x> (3) = 8.60,
p < 0.05) than the women in the segment. However, no significant differences in gender
were found for the other variables entered (altruism, PCE, trust, percent of portfolio in
SRI). With regard to level of education, #-tests and chi-square tests showed that the
people within the segment that had a university degree had lower investment confidence
(t (103) = —3.83, p < 0.05) and traded less (x* (3) = 16.48, p < 0.05) than the less
educated members of the segment. The people with a university degree also displayed a
higher level of PCE (t (103) = 2.14, p < 0.05) and higher levels of altruism (x*
(3) = 13.28, p < 0.05) as they give more to charity than the people without a university
degree. No differences were found in how much was invested in SRI and in trust.

In essence, the additional profiling shows that gender and education can explain
some of the characteristics within the “primarily concerned about social responsibility”
segment. In general, women within this segment seem to be less confident and trade
less than the men in the segment. The better educated investors within the segment
displayed higher levels of PCE and altruism, but lower levels of confidence and trading
activity. However, it should be noted that although there are some within-segment
differences, this cluster in general scored high on altruism and PCE and low on trading
behavior and confidence.

Discussion and conclusions

This study is an investigation into individual socially responsible investment
behavior. It makes a theoretical contribution to the literature on segmenting the
financial services consumer in that it generates and applies new segmentation
variables (in addition to the ones used in previous studies within the financial services
marketing domain, e.g. Harrison, 1994; Beckett ef al., 2000), and develops segments of
socially responsible investors with regard to their reasons for choosing to invest in SRI.
In doing this, this study also contributes to the literature on private SR-investment by
generating knowledge of how private investors handle the issue of financial return
versus social responsibility when investing in SRI. Previous research on this topic have
often reached different conclusions as some studies (e.g. Lewis and Mackenzie, 2000a)
show that SR-investors are prepared to tradeoff some return for social responsibility
while some studies (e.g. Mackenzie and Lewis, 1999; Lewis and Webley, 1994) have
found that investors seem to be reluctant to sacrifice financial return (unless the
sacrifice 1s very small). This study generates at least two major conclusions with
regard to how private SR-investors deal with the relationship between financial return
and social responsibility. The first of these conclusions is that there is a group of
investors that regard financial return to be more important than social responsibility.
Thus, it cannot be assumed that individuals who have invested in SRI are socially
concerned. SR-investors may just as well be a profit maximizing investor that only
chose SRI because of financial reasons. This may very well be a reasonable choice as
SRI funds have displayed decent performance in the past (Hale, 2002; Bauer et al,
2007). The second major conclusion of the study is that some SR-investors do not put
financial return as the number one objective when making investment decisions. There
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1s a distinct group of people that put social responsibility before financial return when
they invest in SRI profiled mutual funds. This finding is in line with Beal and Goyen
(1998) that find that their sample of investors in an ethical company perceived SEE
issues to be more important than financial return. There are several explanations to
why these investors do not invest with profit as the primary objective. One of the more
appealing explanations of this behavior is brought up by Beal ef 4l (2005) who argues
for the concept of “psychic return”, where even though the investor does not maximize
financial returns, they get some form of psychic return in terms of a socially
responsible investment strategy. In this way, Beal et al (2005) argues that psychic
return in the form of social responsibility generates some form of added value to the
investment. Statman (2004; 2008) argues in similar fashion claiming that investors
want both expressive and utilitarian benefits. Therefore, financial profit may only be
one of the expressive (non-financial) benefits desired by the investor. However, the
“primarily concerned about social responsibility” segment should not be regarded as
ivestors that have no interest in financial return at all. As the median investment in
SRI in this study was 21-30 percent, this segment only consider socially responsible
factors to be more important than financial return for the SRI portion of their
vestments, not for their overall portfolio of funds. The tendency to use different
investment strategies for different parts of the investment portfolio is highlighted by
Mackenzie and Lewis (1999). In their qualitative research they reach the conclusion
that SR investors tend to divide their money into “core” and “surplus” funds where
surplus funds can be used without as much demand for financial return. This is an
appealing explanation for the observed behavior in this study.

In addition to this explanation, this group could, in many ways be likened to the
consumers who are willing to pay a premium for SEE goods. Auger ef al. (2003 p. 299)
reached the conclusion that the average consumer in their sample was “quite willing to
pay a significant percentage of the value of the product for specific ethical features”.
The findings of this study suggest that this could very well also be the case for
vestment services. This willingness to pay also seems to be connected to gender as
the group that put social responsibility over financial return primarily consists of
women. This relationship also have support in the literature as Laroche et al (2001)
who profile the consumer willing to pay a premium for environmentally friendly
products found a relationship between gender and willingness to pay. On a more
general level, it has also been shown that women behave in a more environmentally
conscious manner and hold stronger environmental attitudes than men
(Diamantopoulos et al., 2003). However, it should be noted that although there is a
group that may be willing to pay, there is little evidence that investors have to pay for
social responsibility when investing in SRI profiled mutual funds. Instead, the majority
of studies comparing SRI and non SRI profiled mutual funds have reached the
conclusion that there is no significant difference that could be attributed to social
responsibility (Bauer et al., 2007; Kreander et al., 2005; Statman, 2000). However, the
fact that some investors are willing to pay is still important as it may give providers of
SRI some room to focus more on the SEE part of the service. Moreover, as previous
literature has shown that some SR-investors perceive that SRI underperform (Lewis
and Mackenzie, 2000a), the “objective” performance of SRI is of little importance as
investors will largely make decisions on their individual perceptions of return.

By focusing on reasons to invest in SRI, this study highlights that the relationship
to financial return and social responsibility differ among SR-investors. The final
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conclusion of the study revolves around the notion that some investors prefer financial
return while some investors focus more on social responsibility when they choose to
invest in SRI profiled mutual funds. Thus, this study contributes with the insight that
instead of asking if SR-investors are prepared to sacrifice return for socially
responsible investment (as have been done in previous research), researchers should
ask which SR-investors are prepared to do so.

Managerial implications

For providers of SRI mutual funds, the results of this study generate practical
implications for marketing strategy. The first of these is that the current SR-investors
care about both financial return and social responsibility, albeit with differing
intensity. This means that in order to satisfy all three different customer segments, SRI
providers has to live up to their slogan “making a profit while making a difference”. As
the different customer segments expect different things of their investment in SRI, it is
important for providers to address both issues. For example, some SR-investors expect
a thorough socially responsible initiative. These investors would probably be willing to
sacrifice some return for social responsibility. However, if the SRI mutual fund would
underperform financially, the individuals in the “primarily concerned about profit”
group could leave for more financially oriented investment options. Thus, in order for
SRI to keep (and expand) its customer groups it is crucial to address both issues of
performing financially as well as socially.

However, the segmentation of SR-investors performed in this study also open up
opportunities for targeting certain segments and offering differentiated socially
responsible investment products to the different segments. For example, the “primarily
concerned about social responsibility” segment would be a good target for a more
thorough social investment product, where social return is put before financial return.
This would open up opportunities for a more proactive social investment movement
that would be less restricted by considerations for financial return.

One weakness of the clustering solution is that the segments may be hard to identify
as they are based on attitudinal and not demographic variables. One solution to this
weakness could be to focus on the demographic characteristics associated with the
cluster. In this respect, gender seem to be a fairly good indicator of what segment
investors belong to as both groups that care more about social responsibility consist of
more women than men. In a similar manner, time as a SR-investor and how much
invested in SRI could indicate the segment to which the investors belong. However,
these demographic indicators should be used with caution as representatives from all
socio-demographic groups seem to be present in all three segments.

A final remark regarding the managerial importance of the study is that these
clusters may very well respond to marketing actions differently. As all three groups
have different reasons for investment in SRI as well as different levels of investment
confidence, PCE, and trust, there is an opportunity for SRI providers to provide tailored
communication for all the different groups based on their characteristics.

Further research and research limitations

One of the limitations of this study is that it is performed using respondents from only
one SR-provider. As providers of SRI profiled mutual funds use different selection
criteria in choosing their investment objects as well as use differing strategies for
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practicing social responsibility, this could represent a limitation of the study. With
respect to this, future research could benefit from confirming the results with regard to
customers of different SR-providers, in different countries and regions.

Another limitation of this study that could merit attention in future research is the
age variable as the current sample was concentrated to the older age brackets. This
makes it difficult to reach any conclusions about age and SR-investment in the current
study. Another potential limitation of this study is the presence of socially desirable
responding in research about behavior with regard to SEE aspects. For example,
Auger and Devinney (2007) show that willingness to pay measures could overstate
intention to behave to some extent. It cannot be excluded that this could have some
impact on the results of the mail survey, despite the fact that it was anonymous (which
1s considered to reduce socially desirable reporting).

This study has documented that investors have different reasons for investing in
SRI profiled mutual funds. An interesting area for future research with regard to this
segmentation would be to find out the reasons why investors belong to certain groups.
Issues that could be focused on here include why some investors put social
responsibility over return and why some investors prefer the opposite. What reasons
do SR-investors have for the choices and preferences that they have? Is it possible to
change these preferences so that they invest more of their portfolio in SRI?

Another issue for future research is to expand the profiling of the clusters. There are
many profiling variables within consumer behavior such as involvement and
knowledge that could be applied in order to get a deeper understanding of the members
of the segments.

A final suggestion for future research is to focus on what kind of mutual funds that
could be marketed to the different segments. As the study shows that investors have
differing reasons to invest in SRI, they are also likely to be appealed by different
applications of social responsibility in the mutual fund. By focusing on what
characteristics of the mutual funds that is attractive to the different segments, it would
make it easier for the SRI industry to target and position based on the segments
presented in the study.
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