
Two-Dimensional Matrix
• Adding ESG funds

• Existing ESG fund flow: specific scandal issue

• Social: all investors, heterogeneity exists in the
• magnitude: old investors twice likely to change portfolio
• specific scandals: rich-technology; poor-human rights, 

labor; Republican-bribery; Democratic-privacy
• Environmental: young, rich and Democratic investors
• Governance: none of the investor

Investor: Decomposition of ESG Products
• When encountering certain E/S/G scandals, investors 

prefer funds with higher E/S/G scores in that aspects
• After E-scandal: 20-30% overweight
• After S-scandal: 33-50% overweight

• Welfare losses still exist: the more benchmarks exist, the 
better the investors are 

Unpackaging ESG: Evidence from 401(k) Investment
Jiahong Shi1 and Jiaxing Tian2 

1 London School of Economics and Political Science; 2 Chinese University of Hong Kong, Shenzhen

Abstract

Motivation
• ESG product market: homogeneous

• 50% name : “XXX Social Responsible Fund”
• 80% benchmark: MSCI ESG Index, S&P500 ESG Index, and 

FTSE Russell ESG index
• Limited in specifically focused topics: gender equality, 

health, pollution…
• ESG demand: heterogeneous preferences

• E/S: externalities
• G: firm internal agency problem

• Potential conflicts between the demand and supply
• welfare implication: do we need more products?

Research Question
How to estimate the heterogeneous sustainable preferences 
given investors are holding homogeneous products?

Main Massage

• scandals may “evoke” the non-pecuniary concerns

Methodology and Data

401(k) Pension Plans
• A menu of 10-50 funds for employees to choose from

• annual contribution: 3-5% of income
• annual report Form 5500 + Brightscope Beacon

• 29,000 plans with >200 participants and >10M USD assets 
2012 - 2019

• aggregated investment menu and fund balance
• plans → representative agents

• infer investor characteristics from plan / local data
• age (TDF), wealth (plan account balance), political 

leaning (local presidential voting outcomes)

RepRisk ESG Incidents
• negative experiences and triggers to investment decisions

• 51,000 scandals of 29,000 firms 2011 – 2018
• 3 main topics, 13 main issues, and 73 tags

Empirical Strategy
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• Y: # ESG funds, addition / deletion, ESG fund flows
• X: # scandals in previous year 

• act as shocks for this year's investment
• employees respond to ESG scandals around the 

sponsor's (firm's) address
• employee + employer co-decide the menu

Results

Investors response to local ESG scandals by adding new ESG 
funds and putting more money into existing funds
• One s.d. more local ESG scandals →

• 10-70% higher likelihood of adding an ESG fund
• 20-40% more ESG fund inflow

Scandals: “evoke” investor ESG preferences 
• not change their expectations of pecuniary returns or risks
• highly spread, new and unexpected scandals: large 

marginal effect → awareness
• severe or harsh scandals: no difference
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Young vs Old

Heterogenous 
investors

Local E/S/G scandals
Reveal preferences

Heterogeneous 
portfolio changes 
in homogeneous 

products

Rich vs Poor Rep vs Dem

Scandals in Philadelphia: 
13 → 21 (2011-2012)

A Real-World Example

Plans in Philadelphia: 
add ESG funds (2013)
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