
In Holdings We Trust: 
Uncovering the ESG Fund 
Lemons
Presenting author: Dr Sebastian Gehricke

Co-authors: 
Ivan Diaz-Rainey
Lachie Mclean
Renzhu Zhang



Provide initial evidence of 
greenwashing by funds available to 

New Zealand retail investors.



Growth of Sustainable 
Investing



Greenwashing

• To capitalize on the growing ESG investment market, funds 
that greenwash present themselves in such a manner 
that they appear more responsible than they truly are 
(Brandon et al., 2021; Liang et al., 2020)



Literature - Greenwashing
• Greenwashing may be emphasized for retail investors (Carlin & 

Manso, 2011; deHaan et al., 2021). 

• Liang et al. (2020) 
• one-fifth of Hedge Fund UNPRI signatories had ESG scores that 

fell below the median score.

• Kim and Yoon (2020) highlighted that PRI signatories did not exhibit 
material improvements in their fund-level ESG, but flows increased

→UNPRI signature increases flow (signal), but does not lead 
to ESG outperformance



Literature - Greenwashing
• Brandon et al. (2021) 

• U.S.-domiciled PRI signatories who reported partial or full ESG 
integration did not obtain better portfolio ESG scores

• non-U.S. signatories did obtain better scores

→Greenwashing may be more of an issue in the U.S. than Europe? 
What about NZ?

• Dumitrescu et al (2022) 
• 24% of mutual funds are greenwashers according to their 

definition.

• Raghunandan and Rajgopal (2021) 
• showed that that ESG funds had significantly more law 

violations, alongside higher CO2 emissions intensity for funds 
from the same scheme



Literature – Sustainable 
Investing beliefs
• Results on ESG to return relationship are mixed.

• Amel-Zadeh and Serafeim (2018) and van Duuren et al. 
(2016) show significant differences in the geographic 
perceptions of ESG investing between the United States 
and Europe.
• U.S. skeptical about the social benefits of RI
• Europeans view ESG integration as ethical responsibility

→what about in NZ?



Methodology: Survey

• Some question were inspired by the existing literature 
(Amel-Zadeh and Serafeim, 2018; van Duuren et al., 2016; 
Krueger et al., 2020).

• Feedback from academic experts and Beta tested with 
industry partners and network

→ 36 questions with branching logic (next slide).

• Voluntary nature would bias our survey toward more ESG 
minded funds with less to hide, which would bias our results 
against finding evidence greenwashing.



Allocate 100 points 
across E, S and G and 
then sub themes

Calculate given 
formula and 
instructions or 
explain why not

Motivations/beliefs

ESG practices

Should bias results 
against finding 
Greenwashing



Data: Survey

• Sent to 105 fund managers, which have global equity 
funds investable by New Zealand retail investors.
• 43 eligible responses (high 41% response rate)



Data: Holdings and ESG

• Collected most ESG ambitious global equity fund names
• Respondent Managers: collected stated most ESG ambitious global 

equity fund holdings data
• Non-respondent Managers: holdings data on the most ESG 

ambitious fund of the institution, as determined by industry 
partners from Morningstar and MyFiduciary.

• Some funds were ESG named/focussed funds and some were 
general global equity funds.

• Data anonymised after matching to holdings data

• Holdings data was provided by Morningstar, as of 30 
June 2021.



ESG Motivations



ESG Approaches



ESG theme priority



Reported vs estimated Carbon 
Intensity



Climate Change Priority –
Estimated Carbon Intensity



Methodology: Determinants 
of Carbon intensity

• Respondent sample:
• 33 respondent funds with holdings data

• Rotated control variables
𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑦𝑦𝑗𝑗 = 𝛽𝛽0 + 𝛽𝛽1𝑋𝑋𝑗𝑗 + 𝛽𝛽2𝐻𝐻𝑄𝑄 + 𝛽𝛽3𝐸𝐸𝐸𝐸𝐸𝐸 𝑁𝑁𝑁𝑁𝑁𝑁𝑒𝑒𝑗𝑗 + 𝜀𝜀𝑗𝑗 , (4)

𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑦𝑦𝑗𝑗 = 𝛽𝛽0 + 𝛽𝛽1𝑋𝑋𝑗𝑗 + 𝛽𝛽2𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑒𝑒𝑗𝑗 + 𝛽𝛽3𝐿𝐿𝐿𝐿 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑗𝑗 + 𝜀𝜀𝑗𝑗 , (5)
• 𝑋𝑋𝑗𝑗 are the variables of interest

• Climate initiative dummy
• Material to financial performance motivation dummy
• Ethical responsibility motivation dummy
• Decarbonization strategy dummy
• Future performance ESG effect belief dummy
• Engagement dummy
• Environment theme weighting
• Climate Change theme weighting



Drivers of Estimated Carbon 
Intensity – respondents (n=33)



Methodology: Determinants 
of Carbon intensity

• All funds
• 78 respondent and non-respondent funds with holdings 

data
• Rotated control variables

𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑦𝑦𝑗𝑗
= 𝛽𝛽0 + 𝛽𝛽1𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝑠𝑠𝑗𝑗 + 𝛽𝛽2𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑒𝑒𝑗𝑗 + 𝛽𝛽3𝐸𝐸𝐸𝐸𝐸𝐸 𝑁𝑁𝑁𝑁𝑁𝑁𝑒𝑒𝑗𝑗 + 𝛽𝛽4Ln 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝑆𝑆𝑆𝑆𝑆𝑆𝑒𝑒𝑗𝑗
+ 𝛽𝛽5𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡𝑗𝑗 + 𝛽𝛽6𝐴𝐴𝐴𝐴𝑒𝑒𝑗𝑗 + 𝛽𝛽7𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑒𝑒𝑗𝑗 + 𝛽𝛽8𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑦𝑦𝑗𝑗
+ 𝛽𝛽9𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑒𝑒𝑗𝑗 + 𝜀𝜀𝑗𝑗 (6)

• Survey Respondent dummy
• Age of fund
• 12 month financial return and volatility of fund
• Coverage of carbon intensity before sector average approximation



Drivers of Estimated Carbon 
Intensity – all funds (n=78)



Drivers of Estimated ESG 
score – all funds (n=78)



Conclusions – practice and 
motivation

• Some form of ESG incorporation stated by all funds 
surveyed, but the actual practice is not clear.

• ESG Investing is driven mainly by expected value rather 
than values
• Particularly for U.S. headquartered funds

• U.S. HQ funds prioritise Environmental, while Australasian HQ 
funds equally weight E, S and G.

• Climate Change is the most important ESG sub-theme
followed by corporate behaviour



Conclusions – portfolio 
analysis

• Lack of understating of portfolio carbon intensities
• Only about half of respondents provided it

• Climate Initiative members actually have higher portfolio carbon 
intensities

• Those that prioritize climate change or claim a decarbonization 
strategy, do not have lower carbon intensity
• Not explained by engagement or active engagement → a sign of 

greenwashing

• ESG name does not mean much in terms of ESG performance or Carbon 
intensity



Plans ahead
• This was a preliminary study for a larger global project in 

collaboration with Massachusetts Institute of Technology

• Study global fund managers beliefs, strategies and motivations 
through a survey/interview methodology and explore their portfolio 
holdings.

• Refine questions

• Explore more granular ESG metrics

• Explore more ESG providers’ ratings, 

• Analyze performance vs benchmark
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