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Abstract
The increasing global emphasis on sustainability and ethical practices has led to a significant rise in socially responsible investments. Socially Responsible Investment (SRI) has emerged as a viable strategy, focusing on investing in companies that prioritize ethical practices, support sustainable development initiatives, and deliver positive financial returns. This systematic literature review paper aims to explore the performance of SRI, examining various studies that analyze the financial returns, risk factors, and stakeholder impacts associated with these investment strategies. By examining a diverse range of quantitative and qualitative studies, the research seeks to investigate the relationship between SRI practices and investment returns, and assess the influence of various ESG (Environmental, Social, and Governance) criteria on performance of socially responsible investments. Additionally, the study aims to highlight gaps in the literature and propose future research directions, ultimately providing valuable insights for investors, academics, and policymakers in the context of sustainable financial strategies.
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1. Introduction
The increasing awareness of environmental, social, and governance (ESG) issues has significantly reshaped the financial landscape, leading to a surge in the popularity of socially responsible investing. As investors strive to align their financial choices with their ethical values, discourse surrounding the efficacy of SRI in comparison to traditional investment strategies has gained traction. SRI represents a compelling investment strategy that integrates ESG criteria with conventional financial analysis, underscoring the growing recognition of corporate responsibility and consumer behavior in driving sustainable growth. It serves as a vital mechanism for capital allocation aimed at achieving sustainable development goals (PRI, 2017). Nonetheless, the lack of a clear definition for what constitutes a socially responsible investment, combined with the absence of standardized criteria for SRI investments and concerns about the quality of ESG rating data, presents challenges for investors (Avetisyan & Hockerts, 2017; Friede, 2019).

Similarly, the literature demonstrates significant variation in the conceptual understanding of SRI, with much of the focus directed toward financial aspects, particularly the investment performance of SRI portfolios (Höchstädter & Scheck, 2015; Capelle‐Blancard & Monjon, 2012). Issues regarding the transparency and reliability of existing ESG metrics have also been highlighted in the literature, further complicating the evaluation process (Dorfleitner, Halbritter, & Nguyen, 2015; Semenova & Hassel, 2015). However, the diversity within SRI literature remains poorly mapped, leading to a limited understanding of the significance of these ESG metrics.

Despite the expanding interest and perceived viability of SRI, its performance provokes ongoing debate within academic circles. Several studies suggest that SRI can deliver returns that are comparable to, or even exceed, those of conventional investments, with foundational analyses by Hamilton et al. (1993) and Bauer et al. (2005) laying the groundwork. However, these early studies often inadequately address confounding factors, such as fund size, age, investment universe, and geographic scope, which may distort performance comparisons. In response, researchers such as Mallin et al. (1995), Gregory et al. (1997), and Kreander et al. (2005) have employed matched-pair methodologies to pair SRI funds with conventional counterparts based on specific criteria, providing a more nuanced understanding of performance dynamics yet still overlooking potential disparities in fund manager expertise.

Further enriching this discourse, Statman (2000, 2006) and Schroder (2007) have introduced an innovative paradigm by analyzing the performance of SRI indices relative to conventional indices, positing that indices are less susceptible to biases that affect individual funds. This distinction allows for a clearer evaluation of the overall impact of SRI on investment performance.

This paper aims to conduct a systematic literature review that thoroughly examines and evaluates the performance of SRI funds compared to traditional investment strategies. By synthesizing existing research findings, this review seeks to uncover valuable insights into the efficacy of SRI, identify gaps in current knowledge, and propose future research directions that could enrich the academic discourse in this emerging field. Ultimately, this study aspires to foster a deeper understanding of SRI's role in contemporary finance and its implications for investors seeking to achieve both ethical satisfaction and financial success.

2. Literature Review
This systematic literature review explores the performance of socially responsible investments compared to conventional investment strategies. The review is organized into four main thematic areas: Performance Comparison of Ethical and Conventional Investments; Strategic Approaches to Socially Responsible Investing; Corporate Social Performance and Stock Returns; and Investor Behavior and Performance Sensitivity.

2.1 Performance Comparison of Ethical and Conventional Investments
A substantial body of research indicates that the performance of socially responsible investments often parallels that of conventional funds, despite their differing investment philosophies. Bauer, Koedijk, and Otten (2005) found minimal differences in risk-adjusted returns among ethical mutual funds operating in Germany, the UK, and the US. This conclusion is further validated by Bauer, Derwall, and Otten (2007), who assert that ethical funds in Canada demonstrate performance comparable to traditional investment vehicles. Similarly, Cortez, Silva, and Areal (2009) highlight that socially responsible mutual funds in Europe exhibit neutral performance, suggesting that integrating social screens does not significantly impair financial returns.
In Australia, Cummings (2000) identified no substantial performance disparities between ethical investment trusts and relevant market benchmarks. Statman (2006) observed that socially responsible indexes occasionally outperform the S&P 500, although such performances are inconsistent and subject to tracking errors. A more extensive study by Morgan Stanley's Institute for Sustainable Investing (2015) examined the performance of 10,228 open-end mutual funds and 2,874 Separately Managed Accounts (SMAs) in the US, finding that sustainable investments often meet or exceed the performance of comparable traditional investments, both on an absolute and a risk-adjusted basis. Collectively, these findings indicate that while ethical investments are increasingly embraced, they do not consistently offer clear financial advantages over conventional investments across various geographic contexts.
Supporting this narrative, Schröder (2007) found that SRI indexes generally exhibit no significant outperformance or underperformance relative to their conventional counterparts and that many SRI indexes can be replicated by relevant benchmark indexes, indicating similar risk-return characteristics. Moreover, Belghitar, Clark, and Deshmukh (2014) suggest that despite no significant differences in average returns, there are financial costs associated with socially responsible investing when examining higher moments of return distributions.
In terms of performance during crises, several studies indicate that SRI portfolios provide downside protection. Nofsinger and Varma (2014) found that SRI mutual funds in the US outperformed conventional mutual funds during market downturns. Atif and Ali (2021) demonstrated an inverse relationship between ESG disclosure and default risk, supporting the notion that firms with strong ESG performance can mitigate financial risks. Conversely, this downside protection often comes at a cost, with ESG portfolios underperforming during stable markets, as articulated in the "insurance function" of high ESG stocks by Ding et al. (2021) and Engle et al. (2020). Such findings correspond with Prospect Theory, which suggests that investors prefer portfolios that minimize losses during downturns, further reinforcing the preference for SRI during crises (Cox et al., 2004).

2.2 Strategic Approaches to Socially Responsible Investing
Recent studies suggest that strategic approaches to socially responsible investing can enhance financial performance, allowing SRI portfolios to compete effectively with conventional investments. Statman and Glushkov (2009) found that funds weighted toward higher social responsibility scores tend to achieve better returns, while avoiding "shunned" sectors, such as tobacco, often correlates with poorer performance—supporting a "no effect" hypothesis on overall performance. Conversely, Kempf and Osthoff (2007) identified that trading strategies based on high KLD ratings can generate abnormal returns of up to 8.7% annually, especially through a "best-in-class" methodology. Derwall et al. (2005) challenged the perception of inferior SRI performance by demonstrating that portfolios with high eco-efficiency ratings significantly outperform those with lower ratings, independent of other market factors. Similarly, Gollier and Pouget (2014) revealed that significant activist investors could create positive abnormal returns by engaging with non-responsible companies and turning them into responsible investments—a strategy dubbed the “Washing Machine,” which has long-term positive effects and a convincing pro-social orientation. Edmans (2011) posits that firms recognized for employee satisfaction yield not only superior stock returns but also present a challenge to market efficiency concepts surrounding intangible values, suggesting that SRI can enhance investment outcomes when prioritizing employee welfare. Furthermore, Bollen (2009) highlights the behavioral aspects of SRI investors, indicating their tendencies toward stability and loyalty, which further suggests that socially responsible investing can align ethical considerations with competitive financial returns. Overall, these findings indicate that when strategically executed, socially responsible investing can yield financial returns that are competitive with, if not superior to, those of conventional investments.
The role of ESG performance in strategic approaches to investing is further underscored by Broadstock et al. (2020), who found that higher ESG firms exhibited lower price volatility during the COVID-19 period, suggesting that SRI strategies can enhance resilience against downside risks. In the Indian context, Beloskar and Rao (2022) affirmed the protective qualities of ESG stocks during the pandemic, reinforcing the good management hypothesis related to sustainable investment practices. Additionally, Cardillo et al. (2022) noted that high-rated ESG firms better managed their performance compared to their lower-rated competitors during significant market announcements related to COVID-19.

2.3 Corporate Social Performance and Stock Returns
Emerging research illuminates the interplay between corporate social performance (CSP) and stock returns, indicating that some investors may prioritize short-term financial gains over long-term ethical benefits. Brammer, Brooks, and Pavelin (2006) found that higher CSP often correlates with lower stock returns in the UK, implying that investors might achieve greater abnormal returns by selecting less socially desirable stocks. Supporting this notion, Galema, Plantinga, and Scholtens (2008) observed that SRI investments frequently correlate with lower book-to-market ratios, resulting in the underperformance of socially responsible stocks when compared to “sin stocks.” Additionally, Gregory, Matatko, and Luther (1997) suggested that ethical unit trusts, while grappling with the small firm effect, do not show notable performance advantages over general unit trusts. Investigating further, Renneboog, Ter Horst, and Zhang (2008) reported an annual underperformance of approximately 5% for SRI funds against domestic benchmarks in various regions. Notably, they found that SRI funds in the UK and US displayed performance levels comparable to their conventional counterparts. Their work indicates that while certain investment screens, particularly those focused on corporate governance, can enhance risk-adjusted returns, environmental screens may detract from overall performance. Moreover, the review by Margolis and Walsh (2003) suggests a shift from merely correlating CSP to CFP towards exploring how corporations can effectively engage in these social initiatives to enhance their financial performance. Additionally, Brooks and Oikonomou (2018) highlight a modest positive correlation between CSP and financial performance, noting that firms with either very low or very high levels of social performance tend to outperform those with moderate levels.
Additionally, the work of Latinovic and Obradovic (2013) notes that performance results vary based on the source selected for measuring SRI performance. At the individual corporate level, a corporate social responsibility strategy may decrease company value, whereas at the index level, SRI strategies may outperform during bullish market periods or specific time frames in emerging markets. RBC Global Asset Management (2012) further asserts that socially responsible investing does not produce lower investment returns, based on comparative research across various financial metrics.

2.4 Investor Behavior and Performance Sensitivity
The literature on SRI also emphasizes the distinctive behaviors and motivations of investors. Benson and Humphrey (2008) argue that fund flows into SRI are less responsive to financial performance, as investors derive utility from non-financial criteria. This leads to persistent fund choices despite variations in performance. Renneboog, Ter Horst, and Zhang (2011) reinforce this view, noting that ethical considerations predominantly drive global money flows into SRI, resulting in a lower sensitivity to negative performance and highlighting the importance of in-house research capabilities. In exploring investor behaviors, Derwall, Koedijk, and Ter Horst (2011) differentiate between values-driven and profit-seeking investors within the SRI space. Values-driven investors often favor negative screening practices, resulting in superior returns on excluded stocks, while profit-seeking investors might benefit from positive screening focused on environmental and social issues. Nonetheless, the mixed impacts of these strategies can dilute SRI performance relative to conventional funds.
Finally, Barnett and Salomon (2006) explore the curvilinear relationship between social responsibility and financial performance, indicating that an increase in social screens can initially detract from returns but may lead to a rebound over time. This underscores the necessity for a nuanced understanding of how specific social screening strategies impact financial success. Additionally, Humphrey, Lee, and Shen (2012) investigate the relationship between CSP ratings and firm performance, finding no significant difference in risk-adjusted performance based on CSP ratings, indicating that the perceived benefits of high CSP ratings may not translate into tangible performance advantages.
Other studies, such as those by Sjöström (2011), evaluate the overall performance across several studies, revealing that while some studies report similar performances between SRI and traditional investments, others indicate mixed or inferior performance, depending on the fund type or time period evaluated.
Table 1: Research studies demonstrating SRI performance comparison result with the conventional investment performance.
	References
	Result
	References 
	Result

	(Cummings, 2000) 
	=
	(Jones et al., 2008) 
	<

	(Statman, 2000)
	=
	(Jégourel & Maveyraud, 2008)
	<

	(D’Antonio et al., 2000)  
	>
	(Cengiz et al., 2010)
	=

	(Bragdon & Karash, 2002) 
	>
	(Gil-Bazo et al., 2010)  
	>

	(Epstein & Schnietz, 2002)
	>
	(Humphrey & Lee, 2011)  
	=

	(Gompers et al., 2003)
	>
	(Hong & Kostovetsky, 2012) 
	<

	(Schröder, 2004)
	=
	(Ito et al., 2013) 

	>

	(Miglietta, 2004) 
	<
	(Brzeszczyński & McIntosh, 2014)
	>

	(Geczy et al., 2005)
	<
	(Leite & Cortez, 2014)  
	=

	(Bauer et al., 2005) 
	=
	(Martí-Ballester, 2015) 

	>

	(Bello, 2005)
	=
	(Lean et al., 2015)
	>

	(Kreander et al., 2005)
	=
	(Henke, 2016)  
	>

	(Derwall et al., 2005) 
	>
	(Syed, 2017) 
	=

	(Shank et al., 2005)
	>
	(Reddy et al., 2017)
	=

	(Bauer et al., 2006) 
	=
	(El Ghoul & Karoui, 2017)  
	<

	(Mill, 2006)
	=
	(Ibikunle & Steffen, 2017)  
	>

	(Lozano et al., 2006)
	=
	(Joliet & Titova, 2018)  
	>

	(Hill et al., 2007) 
	>
	(Gangi & Varrone, 2018)  
	<

	(Kempf & Osthoff, 2007)
	>
	(Galagedera, 2019) 
	>

	(Bauer et al., 2007)  
	=
	(Alda, 2019)

	>

	Schröder (2007)
	=
	(Azmi et al., 2019) 
	<

	(Renneboog et al., 2008)  
	=
	(Pirgaip et al., 2020)
	>


Source: Author’s own compilation 
Note: ‘=’ SRI funds show equal or insignificant difference compared to the conventional funds; ‘>’ SRI funds outperformed compared to the conventional funds; ‘<’ SRI funds underperformed compared to the conventional funds.
3. Methodology
This paper employs a systematic literature review methodology to comprehensively analyze the performance of socially responsible investments compared to conventional investment strategies. Our approach begins with an extensive search of academic databases, including JSTOR, Google Scholar, using relevant keywords such as "socially responsible investment," "financial performance," and "ESG metrics." The review is organized into four thematic areas: Performance Comparison of Ethical and Conventional Investments; Strategic Approaches to Socially Responsible Investing; Corporate Social Performance and Stock Returns; and Investor Behavior and Performance Sensitivity. Each identified study is assessed for methodological rigor and relevance, followed by a synthesis of findings that highlight key trends and discrepancies in existing research. This structured approach enables a nuanced understanding of the factors influencing SRI performance and provides a solid foundation for future research directions in this evolving field.
4. Discussion
The findings from this systematic literature review underscore the complexity surrounding the performance of socially responsible investments. Although a substantial body of research indicates that SRI frequently yields financial returns comparable to conventional investments, inconsistencies remain in the data. While studies by Bauer et al. (2005) and Cortez et al. (2009) suggest that integrating ESG criteria does not negatively impact financial returns, other analyses indicate potential performance drawbacks, particularly when examining certain investment screens or during different market conditions. For instance, research indicates that SRI portfolios can provide better downside protection during market downturns (Nofsinger and Varma, 2014), but may underperform in stable markets (Ding et al., 2021).
Furthermore, the exploration of strategic approaches reveals that SRI can enhance performance when investors apply robust screening methodologies and focus on higher ESG scores. Nonetheless, the lack of standardized definitions and metrics for SRI complicates performance assessments and raises questions about the comparability of existing studies (Höchstädter & Scheck, 2015). The dialogue surrounding corporate social performance (CSP) also indicates a tension between short-term financial performance and long-term ethical considerations, suggesting that investors may need to adopt a broader perspective to fully appreciate SRI's potential benefits.
Additionally, investor behavior insights reveal that ethical considerations often drive fund flows into SRI, reducing sensitivity to negative performance. This highlights an important dichotomy in the marketplace, where values-driven and profit-seeking investors may respond differently to financial outcomes. The nuanced findings of this review call for a deeper understanding of the mechanisms underlying SRI performance and the need for further empirical research to clarify the relationship between ESG metrics and financial success. Overall, this study contributes essential insights to the financial discourse surrounding SRI and lays the groundwork for future investigations into how ethical investing can align with traditional performance metrics.
5. Future Research Directions
Building upon the findings of this systematic literature review, future research on socially responsible investing can pursue several promising directions. First, there is a critical need for the development and standardization of ESG performance metrics that can enhance comparability across studies and facilitate more robust assessments of SRI funds. Longitudinal studies that span varying economic cycles would provide insights into the long-term performance and risk characteristics of SRI compared to conventional investments. Furthermore, sector-specific analyses could illuminate how the effectiveness of SRI strategies differs across industries, helping to identify sectors where SRI may yield superior returns or additional risks. Lastly, investigating investor behavior in greater depth, particularly through qualitative methods, could uncover the motivations behind fund flows into SRI and how these factors influence performance sensitivity. 

6. Conclusion
This systematic literature review has highlighted the evolving landscape of socially responsible investing and its performance relative to conventional investment strategies. While existing research indicates that SRI can yield financial returns comparable to those of traditional investments, discrepancies remain, particularly concerning the effects of various investment strategies and market conditions. It reveals that various investor motivations, strategic frameworks, and the relationship between corporate social performance and stock returns significantly contribute to the multifaceted performance metrics of SRI funds. In our meta-analysis, we observe that most research papers to date indicate that socially responsible investment funds perform comparably to traditional investment options. Additionally, a notable number of studies have highlighted that SRI investments can outperform their conventional counterparts, while some research has even identified a negative correlation between SRI investments and traditional investments. Furthermore, the existing studies indicate a prevailing trend where ethical considerations often fail to translate into superior financial performance, with many investors favoring short-term returns. Future research should explore the evolving dynamics of SRI performance across different sectors and investment strategies, as well as the long-term implications of employing socially responsible investing principles.
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