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Abstract

We study whether investors perceive responsible investments (i.e., investments in assets with
environmental or social benefits) as a luxury good. We exploit windfall wealth due to inheritances
from parental deaths to obtain plausibly exogenous variation in wealth. We show that windfall
wealth increases the likelihood of holding responsible mutual funds and green stocks. Our findings
indicate that both supply factors (e.g., bank advice) and demand factors (e.g., preferences) play a
role in shaping allocations to responsible investments. Notably, beneficiaries with a history of
charitable donations exhibit a stronger response, emphasizing the influence of a 'warm glow' effect
on portfolio formation.
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The growth of socially responsible investments is one of the strongest trends in financial
markets in the 21st century. At the beginning of 2023, mutual funds that considered assets’
environmental, social, and governance characteristics globally had $2.5 trillion assets under
management (Bioy et al., 2023). The growth has sparked an ongoing discussion about the costs
and benefits of socially responsible investment among academics and policy makers (Goldstein et
al., 2022; Pastor, Stambaugh, and Taylor, 2021; Pedersen, Fitzgibbons, and Pomorski, 2021; and
Giglio et al., 2023). In this debate, a central question remains: What motivates investors to allocate

their wealth to socially responsible assets?

From a theoretical point of view, the demand for socially responsible investments is likely to
be influenced by both pecuniary and non-pecuniary benefits, suggesting a potential tradeoff that
investors face when they make portfolio decisions. Several studies provide survey evidence of
investors being motivated by ethical (or green) values, financial returns as well as accepting to hold
responsible investments, even if they expect returns to be lower on a risk-adjusted basis (Bauer
and Smeets, 2015; Riedl and Smeets, 2017; Briere and Ramelli, 2020; Bauer, Ruof, and Smeets,
2021, Degryse et al., 2023; and Giglio et al., 2023). Investors’ willingness to sacrifice financial
returns brings up the question of whether investors perceive responsible investing as a luxury
good. A luxury good is a type of good or service that exhibits a high-income elasticity of demand.
Thus, if responsible investments are a luxury good, then investors’ demand for responsible

investments should increase disproportionally with wealth.

In this study, we start by documenting that the rise of socially responsible investments by
retail investors in Denmark is concentrated among wealthy investors. The fraction of investors
who hold socially responsible mutual funds has increased from 0.8% in 2011 to 13.3% in 2021,
and the fraction of investors with green stocks in their portfolios has increased from 8.7% to
15.9%. The increase is primarily driven by wealthy investors. In 2021, 26.3% of investors in the
top decile of financial wealth held socially responsible mutual funds, and 27% of investors held

green stocks, collectively making up 6.7% of the value of the portfolio of wealthy investors.

The observation that the rise of socially responsible investing is primarily driven by wealthy
individuals motivates us to examine whether investors perceive socially responsible assets as a
luxury good. While the cross-sectional evidence shows a strong correlation between wealth and
investments in responsible assets, the correlation is likely to be confounded by other individual
traits like education and financial literacy: Wealthy individuals have higher education, are more
likely to be financially literate, and are more likely to hold responsible mutual funds and green

stocks.



To provide causal evidence that the demand for responsible investments increases with
wealth, we rely on a subsample of investors who receive windfall wealth from inheritance due to
the death of their last living parent. The key identifying assumption is that inheritances are random
relative to the timing of the investment decision. In further analysis, we relate the change in
individuals’ propensity to invest in responsible assets around inheritances to the size of the windfall
wealth. The specification allows us to control for 1) unobserved time-invariant heterogeneity
through the inclusion of individual fixed effects; 2) macroeconomic conditions, as well as the
supply of responsible assets, through the inclusion of year fixed effects; and 3) geography-based
peer effects through the inclusion of municipality fixed effect. A key advantage of our
identification strategy is that it provides a within-person estimate of the effect of unanticipated

windfalls on the demand for responsible assets.

We find that the allocation to sustainable assets increases with inherited wealth, consistent
with sustainable investments being perceived as a luxury good. The effect is driven by an increased
propensity to invest in sustainable mutual funds and green stocks as well as an increased portfolio
weight on sustainable funds and green stocks. The marginal effect of inheriting one million kroner
(134,200 euros) on the propensity to invest in socially responsible mutual funds is 1.6 percentage
points, an economically significant effect relative to the unconditional pre-inheritance mean of
beneficiaries, across the entire sample, of 1.4%. For green stock, the marginal effect of one million

kroner is 1.5 percentage points, relative to a pre-inheritance mean of 9.9%.

Although the propensity to invest positively responds to windfall wealth (extensive margin
effect), this finding does not imply that responsible investments are being perceived as a luxury
good by the current holders (i.e., intensive margin effect). To provide an intensive margin test, we
regress the portfolio weight of responsible investments on inherited wealth. If responsible
investments are a luxury good, we expect a positive effect of windfall wealth on the portfolio
weight of responsible investments. The marginal effect of inherited wealth on the portfolio weight
of responsible assets is positive and statistically significant: Investors increase the portfolio weight
by 0.34 percentage points per million kroner of inherited wealth, of which 0.21 percentage points
is allocated to mutual funds and 0.13 percentage points to green (minus brown) energy stocks.
These effects are economically significant given an unconditional pre-inheritance mean portfolio
weight of 2.1% on responsible assets, of which 0.25% is allocated to mutual funds and 1.6% to
green (minus brown) stocks for all beneficiaries. Overall, these findings suggest that the demand

for sustainable investments is sensitive to fluctuations in individuals’ wealth.



A plausible interpretation of our results is that responsible investments might result from
passive inheritances of responsible assets held by the deceased parents rather than by active
decisions to purchase responsible assets after receiving windfall wealth. In additional tests we
therefore exclude beneficiaries whose parents held responsible assets before their demise. For the
subsample in which an active decision is the only potential channel, we find a positive and
statistically significant effect of inherited wealth on investments in responsible assets. In terms of
magnitudes, the marginal effects of inherited wealth are slightly smaller than the estimates from
the baseline specification, suggesting that both passive and active decisions play a role in shaping

the portfolios after inheritances.

Several potential channels could explain why wealth affects sustainable investments. First,
investors might demand more responsible assets if, in so doing, they receive an emotional reward
(warm glow). Consistent with this channel, prior literature documents that social preferences play
an important role in ESG investing (Riedl and Smeets, 2017; Giglio et al., 2023). Second,
beneficiaries may decide to diversify their portfolios across more asset classes, resulting in
investments in responsible assets. Third, wealthy investors might choose to invest in actively
managed mutual funds that tend to be more expensive. Since ES funds are typically active and
charge higher fees (Baker, Egan, and Sarkar, 2022), a preference for actively managed or more
expensive mutual funds post-inheritance could explain our results.' Finally, banks might advise
wealthy clients to purchase responsible assets, driving beneficiaries with larger windfall wealth to

purchase responsible assets more often than do beneficiaries who inherit less.

To shed light on the potential channels, we first analyze whether the increase in allocations can
be attributed to a warm glow effect.” In the seminal work of Andreoni (1989; 1990), warm glow
effects arise if individuals derive utility from engaging in pro-social behavior or giving to others.
The warm glow effect occurs if individuals experience a sense of joy and satisfaction from “doing
good” for altruistic or selfish reasons, irrespective of the impact of their generosity. The warm
glow effect implies that one should expect to see a larger sensitivity of investment in sustainable
assets to inherited wealth for individuals with a revealed preference for charitable giving. To test
whether warm glow contributes to the demand for responsible investments, we exploit our

institutional setting: Charitable giving is deductible in taxable income, and the tax benefit is

! In an important pre-condition for this channel, retail investors must hold the belief that actively managed or more
expensive mutual funds lead to higher returns net of fees.

2 We refer to warm glow effects as the effect that atises because individuals might derive utility from investing in
responsible assets, irrespective of the fact that the supply of responsible assets in the short-term is fixed and therefore
does not affect real outcomes. For a detailed explanation of the difference between altruism and warm glow see
Crumpler and Grossman (2008).



substantial given the high personal tax rates in Denmark. The tax deductibility reduces the cost of
donations by 27% to 30% depending on municipality tax rate and possible membership in the
state church.” We find that individuals who made charitable donations before inhetiting are more
likely to invest in responsible assets after they receive windfall wealth. In terms of magnitude, the
marginal effect of windfall wealth is about 50% larger for individuals who have made charitable
donations. We find even larger differences of the marginal effect of windfall wealth on the
portfolio weight on responsible mutual funds and the portfolio weight on green (minus brown)
stocks. Investors who have made charitable donations have a 1.7 to 2.2 times larger marginal effect
of windfall wealth on the portfolio weight on responsible assets. Collectively, these findings
suggest that warm glow is an important channel that motivates wealthy investors to hold

responsible assets in their portfolios.

An alternative channel that can explain why the allocation to responsible assets is growing with
wealth is diversification. We note that wealthy investors tend to hold more diversified portfolios.
In additional tests, we control for the number of unique funds (or stocks) in our main regression
and still find a positive and statistically significant effect of inherited wealth on investments in
responsible assets. Thus, holding the number of unique funds (or stocks) in the portfolio constant,
beneficiaries with larger inheritances are more likely to invest responsibly. We conclude that

diversification is not driving our results.

After inheriting, beneficiaries might be more willing to invest in actively managed or more
expensive mutual funds. Consequently, they would be more interested in ES funds as these funds
typically are actively managed and charge higher fees (Baker, Egan, and Sarkar, 2022). To examine
this channel, we regress the average fee or maximum fee paid by beneficiaries on inherited wealth.
We find that inherited wealth has no significant effect on mutual fund fees, using both the average
fees and the maximum fee of funds the beneficiary holds. Therefore, the chase for actively
managed or more expensive mutual funds does not appear to explain the effect of windfall wealth
on responsible investments. A related concern is whether beneficiaries are more willing to take
risks after inheriting. Prior literature provides little evidence to suggest that investment in socially
responsible assets is systematically related to risk, but portfolio allocations might change in
response to overall risk taking. However, prior literature shows that individuals seem to follow a
rule of thumb and keep their risky asset share constant around inheritances (Andersen, Hanspal,

and Nielsen, 2021), consistent with relative risk aversion either being constant or slightly

3 Donations to charity, religious communities, and research qualify for the tax subsidy, subject to a cap of 17,000 DKK
per year (regulated by a price index) that applies to all causes except research.
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decreasing (see Calvet et al., 2007; Brunnermeier and Nagel, 2008; Chiaporri and Paiella, 2011; and
Calvet and Sodini, 2014). If individuals follow a simple rule of thumb and keep their risky asset
shares constant, increased risk-taking cannot explain why beneficiaries with large inheritances

begin to invest in responsible assets.

The strong impact of wealth on the allocation to responsible investments brings up the
question of whether the effect is driven by demand, supply, or both? Demand effects for
responsible investments might arise if investors perceive such investments as luxury goods. Supply
effects for responsible assets might arise if banks and financial institutions specifically target
wealthy investors when marketing these assets to their clients. Our focus on both the allocation to
responsible mutual funds and the allocation to green stocks is helpful in providing evidence that
at least a portion of the increased allocation to responsible investments is driven by a demand
effect. Banks and financial institutions have a clear incentive to advise investors to buy responsible

mutual funds with high fees, but they have little incentive to advise clients to buy green stocks.

To further examine the role of demand and supply effects, we run additional tests in which we
show that our results are robust to the inclusion of bank branch-year fixed effects. The main
advantage of this specification is that it allows us to analyze the within-branch variation in the
propensity to invest in socially responsible funds each year while controlling for bank advising, or
general marketing campaigns. However, the possibility remains that individuals with large
inheritances are more likely to receive personalized financial advice. To understand whether the
increased allocation to responsible investments is driven by personalized advice to wealthy clients,
we show results depending on whether the investor has his/her brokerage account with a large,
small, or online bank. While large banks typically are more likely to provide financial advice to
wealthy individuals than are small banks, online banks do not provide financial advice to their
clients regardless of their wealth. We find that the effect of windfall wealth on responsible mutual
funds is present for customers of large, small, and online banks, and that windfall wealth increases
investments in green stocks of comparable magnitudes for investors at large, small, and online
banks. We conclude that, although affecting investors’ portfolio decisions, financial advice is not

a key driver of our main results.

To ascertain that the estimated effect is not confounded by anticipation of inheritances, we
also restrict the sample to covering only inheritances due to sudden death. By focusing on the
sample of sudden deaths, we enforce that windfalls are, to a large degree, unanticipated, and
individuals, ceteris paribus, should be more willing to change their portfolios if they receive an

unexpected windfall. The disadvantage of using sudden deaths is that we obtain a smaller sample,



which makes estimating the effect of inherited wealth on responsible investments with precision
more difficult. Consistent with the results from the main specification, we find that unanticipated
windfalls due to sudden death increase the likelihood of investing in socially responsible mutual
funds and green stocks. We find no statistically significant effect on portfolio weight of ESG funds
in the subsample of sudden death, suggesting that the effect is mainly driven by the extensive
margin. Overall, we obtain results that are quantitatively similar to the main specification,

suggesting that beneficiaries largely do not anticipate the demise of their parents.
gg g gely p p

In additional tests, we examine how the effect of windfall wealth varies with individual
characteristics. We find surprisingly little evidence to suggest that different types of investors have
different perceptions about whether responsible investments are a luxury good. We find marginal
effects of comparable magnitude for male and female; young and old individuals; individuals with
low and with high levels of education; and individuals living in urban areas and those living in
more rural locations. This finding bolsters our interpretation of the wealth effects as a test of
investors’ perceptions of responsible investments as a luxury good. Irrespective of individual traits,

we, on average, observe increased demand for responsible investments when wealth increases.

Our results speak to several distinct literatures in household finance and asset pricing. First,
our study’s main contribution is to the growing literature on the determinants of retail investors’
allocation of wealth to socially responsible investments. Prior studies document that the increased
allocation to sustainable investments is driven by investors with green or ethical values (Bauer and
Smeets, 2015; Riedl and Smeets, 2017; Briere and Ramelli, 2020; Bauer, Ruof, and Smeets, 2021,
Degryse et al., 2023; and Giglio et al., 2023), high financial literacy (Anderson and Robinson, 2022;
Degryse et al.,, 2023), and investors with high subjective beliefs about returns to responsible
investments (Giglio et al., 2023). In comparison to these studies, we provide evidence of the
portfolio allocation to responsible investments within individuals across time. We find that the
growth in sustainable investments is driven by wealthy investors. Using windfall wealth resulting
from unexpected inheritances, we further provide evidence that investors’ allocations to
responsible investments increase disproportionally with wealth, consistent with investors
perceiving sustainable investments as a luxury good. We further find that the increase in the
allocation to responsible investments is larger among individuals with past charitable donations,

possibly due to a warm glow effect.

Our study is also related to recent research that documents that investors are willing to pay
for sustainable investments. For instance, Baker, Egan, and Sarkar (2022) show that ESG funds

are 20 basis points more expensive than other mutual funds. Other studies, relying on surveys,



document a positive willingness to pay for socially responsible investments (Bauer, Ruof, and
Smeets, 2021) or in experimental settings (Humphrey et al., 2021; and Heeb et al., 2023). Surveys
of investors find that the average retail investor expects a lower return on sustainable investments
compared traditional asset classes (Riedl and Smeets, 2017; Giglio et al., 2023). In comparison to
these studies, we provide evidence consistent with a higher willingness to pay for sustainable
investors among wealthy investors, consistent with sustainable investments being perceived as a

luxury good.

Finally, our study is informative for the asset pricing literature on the risk-return tradeoff of
sustainable investments. Prior research finds conflicting evidence on the financial attractiveness of
sustainable investments. Some studies provide evidence of higher returns (Friede, Busch, and
Bassen, 2015; Khan, Serafeim, and Yoon, 2016; and Whelan et al., 2021), while other studies
provide evidence of lower returns (Hong and Kacperczyk, 2009; Barber, Morse, and Yasuda, 2021;
and Bolton and Kacperczyk, 2021). Asset pricing tests based on the examination of returns of
high- and low-SRI firms during “good” and “bad” times also come to contradictory results (Lins,
Servaes, and Tamayo, 2017; Pastor and Vorsatz, 2020; and Bansal, Wu, and Yaron, 2022). Lastly,
Hartzmark and Sussman (2019) and Gantchev, Giannetti, and Li (2024) explore tradeoffs between
sustainability, investor flows, and mutual fund performance. In comparison to these studies, we
use individual holdings to document the effect of personal wealth on allocations to sustainable
assets, suggesting that financial returns are not the only motivation for the increased allocation to

sustainable investments.

Our study proceeds as follows. Section I describes the construction and sources of our data
as well as the classification of sustainable investments. In Section 11, we document that the rise of
responsible investing is concentrated among wealthy investors. We then examine the effect of
inherited wealth on the allocation of wealth to responsible investments (Section III) and explore
the mechanisms that can explain the increasing allocation to sustainable investments (Section 1V).
In Section V, we study how the effect varies dependent on different observable characteristics of
beneficiaries in our sample. Section VI addresses potential concerns about the anticipation of
inheritances by using the subsample of inheritances due to sudden deaths. We then conclude. An

online appendix provides additional evidence and alternative specifications.

I. Data and descriptive statistics



We construct a dataset of individual investors with detailed information about demographics,
income, wealth, charitable donations, and portfolio holdings. The dataset is based on four different

sources made available from Statistics Denmark, as explained below.

Portfolio holdings are from the official records at the Danish Tax Authorities (SKAT). SKAT
receives this information directly from financial institutions and brokerages. Portfolio holdings are
observed at the end of the year. More importantly, the records include personal identification
numbers, equivalent to the Social Security number in the United States, as well as ISIN codes
(international stock identification number), allowing us to observe whether individuals hold
securities that are classified as socially responsible. As a result, we have reliable data for the entire
Danish population on individuals” holdings of socially responsible investments from 2011 to 2021,

including direct investments through stocks and indirect investments through mutual funds.

Income, wealth, and donations’ information is detived from the official records of the Danish
Tax Authorities (SKAT). This dataset contains personal income and wealth information, sorted
by CPR number, about the Danish population. SKAT receives this information directly from the
relevant sources: Employers supply statements of wages paid to their employees. Financial
institutions similarly supply information to SKAT on customers’ deposits, on interest paid or
received, and on dividends received. Charities report donations to SKAT if donors provide their
Social Security numbers at the time of the donation.” Through Statistics Denmark, we obtain

access to personal income and wealth data from 2011 to 2021.

Educational records are from the Danish Ministry of Education. All completed (formal and
informal) education is registered on a yeatly basis for each individual and made available through

Statistics Denmark. We use this data to measure an individual’s education level.

Individual and family data are from the official Danish Civil Registration System. These
records include the personal identification number (CPR), name, gender, date of birth, names, and
CPR numbers of nuclear family members (parents, siblings, and children), and marital history
(number of marriages, divorces, and widowhoods). In addition to providing control variables, such
as age, gender, and marital status, this data enables us to identify all individuals’ legal parents. The
sample contains the entire Danish population and provides unique identification across individuals

and households over time.

4 Donorts can opt to donate anonymously, in which case their donation is ineligible for the tax deduction and
remains unobserved in our dataset.



Causes of deaths are from The Danish Cause-of-Death Register at the Danish National Board
of Health (Sundhedsstyrelsen). In this dataset, the cause of death is classified according to the
international guidelines specified by the World Health Organization’s (WHO) International
Classification of Diseases (ICD-10) system. The sources of this data are the official death
certificates that are issued immediately after the death of every Danish citizen. The death certificate
details the cause of death based on post-mortem examination reports, information on social and
psychiatric history provided by family members and associates, and other corroborating
information, such as suicide notes. In Denmark, both the death certificate and the post-mortem
examination report are completed by a doctor and, therefore, convey a medically qualified opinion
on the cause of death. Sundhedsstyrelsen compiles this data for statistical purposes and makes it
available for medical and social science research through Statistics Denmark. We obtain the cause
of death for all Danish citizens who passed away from January 1, 2012, through December 31,
2020. We use this dataset to identify a sample of individuals who died suddenly and unexpectedly
and use the data from the Danish Civil Registration System (see above) to link the deceased to

their beneficiaries.

We supplement the administrative register data with information about mutual funds and
stocks from relevant sources.” We use Morningstar to retrieve mutual funds’ names and

characteristics (such as fees), and use data from MSCI to obtain industry codes on stocks.

A. Classification of socially responsible mutual funds

To provide comprehensive evidence of the rise of responsible investing by wealthy investors,
we follow prior studies classifying socially responsible funds or ESG funds based on their names
(Lapanan, 2018; Hellstrom, Lapanan, and Olsson, 2020; Curtis, Fisch, and Robertson, 2021; Geczy
etal., 2021; Michaely, Ordonez-Calafi, and Rubio, 2023; and Li, Naaraayanan, and Sachdeva, 2023).
Specifically, we rely on the list of keywords used by Michaely, Ordonez-Calafi, and Rubio (2023)
to classify environmental and socially responsible funds. These keywords or text strings include

(sorted by frequency in names of US mutual funds) “sustain”, “social’, “ESG”, “PAX, “responsib”,

2> ¢
b

“clean”, “impact’, “SRI”, “environn’” and “green”’. We translate these keywords to Danish, for use in
addition to some typical Danish ESG keywords, as retail investors in Denmark primarily invest in

mutual fund families that are local (in fact, 89.5% of the mutual fund holdings in 2021 are Danish

> Demogtraphic, income, and wealth data are comparable to the data from other Nordic countries [Finland: Grinblatt
and Kelohatju (2001), Kaustia and Knupfer (2012), and Kntpfer, Rantapuska, and Sarvimiki (2017); Norway: Hvide
and Ostberg (2015); and Sweden: Calvet, Campbell, and Sodini(2007, 2009)].
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ISINs).’ To ensure that we cotrectly classify funds at the time of holdings, we use historical fund
names. We identify a total of 565 unique socially responsible mutual funds during our sample
period, increasing from 37 unique funds (2.6% of all mutual funds) in 2011 to 491 unique funds
(10.6% of all mutual funds) in 2021. We further note that while the number of unique mutual
funds held by Danish investors expands threefold from 1,421 in 2011 to 4,643 in 2021, the number
of unique socially responsible mutual funds increases by a factor of 13—from 37 to 491—over the
same period. Interestingly, the majority of socially responsible funds are new funds, as only 66 out

of 565 unique socially responsible funds are classified as such after a name change.

B. Classification of soctally responsible stocks

To obtain a more complete overview of the rise of socially responsible investing, we further
classify individuals’ stock holdings. We focus on stocks in the energy sector because of the intuitive
contrast between socially responsible production methods (wind and solar), and socially
irresponsible production methods (fossil fuels like coal, gas, and oil). In keeping with the literature
on socially responsible mutual funds, we use the name of the stock as the primary source for our

classification. Specifically, we classify stocks in the energy sector (SIC codes 13, 29, 351, 492, and

2> ¢
b

493) where the name includes keywords like “grees”, “solar’, or “wind’ as socially responsible or
YW & > y resp
“green” stocks, while we classify stocks in the energy sector where the name includes keywords
like “coal’, “gas” or “0il” as socially irresponsible or “brown” stocks. For all firms held, we manually
check that the classification based on names corresponds to the underlying activity of the firm.’
p ying y
In total, we identify 105 unique “green” stocks, increasing from 34 unique stocks in 2011 to 76
5 Y q g > g q

unique stocks in 2021. At the same time, we classify 75 stocks as “brown,” increasing from 46

unique stocks in 2011 to 66 unique stocks in 2021.

II. The rise of responsible investors

To examine the rise of responsible investing among retail investors, we focus on the adult

population aged 21 and below 75 that is participating in the stock market.

The top panel of Figure I shows the fraction of retail investors that hold socially responsible

mutual funds in their portfolio over the sample period. The panel shows that the fraction of retail

¢ Appendix Table Al lists the keywords we use to classify ESG focused funds. We map English keywords to Danish,
as about 90% of fund holdings in our sample ate invested in Danish funds and thus have fund names in Danish.
7 We look at firms’ websites to identify their main activities.
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investors with socially responsible mutual funds increased from 0.8% in 2011 to 13.3% in 2021.
More notably, the increase in the holding of socially responsible mutual funds accelerated toward
the end of the sample period, increasing from 2.4% in 2019 to 13.3% in 2021. The bottom panel
of Figure I shows the average portfolio weight retail investors assign to socially responsible mutual
funds (as a proportion of their overall risky assets portfolio). The portfolio weight increased from
0.2% in 2011 to 3.3% in 2021. Online Appendix Figure Al further shows that the increase in the
holdings of socially responsible mutual funds is not driven by increased shares of mutual funds in
investors’ portfolios. Once we condition the sample on investors holding mutual funds, we
observe a stronger time trend in the holdings of socially responsible mutual funds from 2.4% in
2011 to 25.8% in 2021, suggesting that the rise of socially responsible investments is driven by the

intensive margin, rather than the extensive margin, of funds holders.

Figure II shows a similar, albeit more gradual, development for the holding of green stocks
and brown stocks. In 2011, 4.6% of the retail investors held brown stocks, while 8.7% held green
stocks, leading to a 4.1 percentage points difference in the propensity to hold green vs. brown
stocks. By 2021, the fraction of retail investors holding brown and green stocks increased to 6.9%
and 15.9%, respectively, equivalent to a 9 percentage points difference in the propensity to hold
green vs. brown stocks. Thus, over the sample period, the holding of green versus brown stock
increased from a margin of 4.1% to 9% in favor of green stocks. In terms of portfolio weights, the
increased holding of green versus brown stocks results in the portfolio weight on green stocks
increasing from 2.4% to 3.3%, while the portfolio weight on brown stocks varies around 1.3%

during the sample period.

To further our understanding of the rise of responsible investing, Figure III plots the evolution
of socially responsible investing from 2011 to 2021 across the distribution of financial wealth. We
focus on wealth because prior studies document that wealthy investors are more likely to hold
socially responsible investments (Hellstrém, Lapanan, and Olsson, 2020; Anderson and Robinson,
2022; and Christiansen et al., 2023). The top figures show holdings of socially responsible mutual
funds, brown stocks, and green stocks across deciles of financial wealth in 2011 and 2021. The
fraction of investors in financial wealth decile 1 that held socially responsible mutual funds
increased from 0.1% in 2011 to 4.3% in 2021. In contrast, the fraction of investors in the top
decile increased from 2.5% to 26.3% over the same period. The middle figure shows a smaller
increase in the fraction of investors holding brown stocks for all deciles of financial wealth, while
the figure to the right shows a larger increase in the fraction of investors who hold green stocks

for households across the distribution of financial wealth. Collectively, the top figures show that

12



the increasing investments to socially responsible mutual funds and green stocks are concentrated

among wealthy investors.

The bottom figures show the average portfolio weight on socially responsible mutual funds,
brown stocks, and green stocks across deciles of financial wealth in 2011 and 2021. The portfolio
weight allocated to mutual funds has increased more for wealthy individuals than for less wealthy
individuals. Among wealthy individuals, the portfolio weight allocated to brown stocks has
declined, while it has increased slightly for individuals with low financial wealth. Last but not least,
we see that wealthy individuals have increased their portfolio weight on green stocks from 2011
to 2021, while the portfolio weight has remained relatively unchanged for less wealthy individuals.
In summary, Figure III shows that the increased allocation to responsible investments is

concentrated among wealthy investors.

To further our understanding of why wealthy investors have increased their allocation to
socially responsible mutual funds and stocks, Table I shows descriptive statistics from across the
distribution of financial wealth. For ease of presentation, we report the average characteristics of
individuals in the 1%, 3%, 5", 7%, and 10™ decile of financial wealth. As expected, individuals with
high financial wealth have higher personal income, are older, and have more years of education
than do individuals with low financial wealth. Individuals with high financial wealth also invest
more in risky assets and are, as suggested by Figure 111, more likely to hold socially responsible

investments.

To formally examine whether wealth drives socially responsible investments, we regress five
measures of exposure to socially responsible investments on individual characteristics, as well as
individual fixed effects, year fixed effects, and municipality fixed effects. The first two measures,
invest in ESG fund and invest in green stocks, are indicators for holding socially responsible mutual
funds and green stocks, respectively. The three remaining measures are the portfolio weight on ESG
funds (portfolio weight on socially responsible funds), the portfolio weight on green stocks, and the

portfolio weight on green minus brown stocks. Table 11 reports the results.

Across the five specifications in Table II, we note that wealthy individuals are more likely to
invest in socially responsible assets.” Having one million (DKK) of financial wealth increases the
propensity to invest in ESG funds (green stocks) by 1.7 (1.6) percentage points. These effects are
economically as well as statistically significant. Table II further shows that the weights of socially

responsible investment are also sensitive to the investors’ wealth. An additional 1 million DKK

8 Appendix Table A2 shows that these effects are not driven by windfall gains resulting from inheritances that we
use in the following section.
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increases the weight of ESG funds and green (minus brown) stocks by 9 bp and 30 bp respectively,
which compares to the respective average unconditional means of 25 bp and 160 bp. Albeit small
in absolute magnitude, the effects of financial wealth on portfolio weights of sustainable assets are

statistically and economically significant.

As shown above, both the descriptive statistics and the basic regressions suggest that wealthy
investors are more likely to invest in socially responsible stocks and mutual funds. The correlations
also highlight the importance of our identification strategy: Responsible investing is more likely
among individuals who are educated and wealthy; as such, testing whether socially responsible
investments are perceived as luxury goods and identifying the channels driving the demand for
responsible assets, such as the warm glow effect, are inherently difficult. We overcome this
challenge by exploiting exogenous variation in wealth due to unexpected inheritances to perform

a within-person test of whether responsible investing is perceived as a luxury good.

III. Inherited wealth and responsible investments

To more carefully examine whether responsible investments are perceived as a luxury good,
we identify beneficiaries who receive inheritances due to the deaths of their last living parents. Our
key identifying assumption is that the timing of the death is random relative to the timing of

investment decisions.

To construct the sample of inheritances, we follow Andersen and Nielsen (2011, 2012) and
identify the beneficiaries of individuals who expire in the period from 2012 to 2020. We focus on
estates in which all the beneficiaries are children of the deceased because the Danish inheritance
law by default divides the net wealth of the estate equally among the children in such cases. In
total, we identify around 87,000 beneficiaries who received windfall wealth due to the death of
their last living parent between 2012 and 2020. Table III provides descriptive statistics on inherited
wealth and the individual and portfolio characteristics of the 72,659 beneficiaries with positive

financial wealth in the year before the death of their parent.

Table III shows large heterogeneity in the size of inherited wealth. Beneficiaries in the 1*
quartile of inherited wealth on average inherit 17,000 DKK (2,200 euros), whereas beneficiaries in
the 4™ quartile on average inherit 1.75 million DKK (235,000 euros). In terms of magnitude relative
to income and wealth prior to the death, inheritances are insignificant for beneficiaries in the 1%
quartile and economically significant for beneficiaries in the 4® quartile. Figure IV shows the

distribution of inherited wealth to income and inherited wealth to financial wealth across quartiles
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of inherited wealth. As expected, beneficiaries in the first quartile receive an economically
insignificant inheritance relative to their income and financial wealth. However, substantial
variation exists in the top quartile of inherited wealth. The median beneficiary in the top quartile
inherits wealth that is equivalent to 3 times their annual earnings before tax and more than 3 times
their pre-inheritance level of financial wealth. In addition, a substantial right tail exists where

beneficiaries experience a 5-fold to 8-fold increases of their financial wealth.

Table III also shows portfolio characteristics of the beneficiaries prior to the death of their last
living parent. Market value of risky assets and the risky assets share are increasing with inherited
wealth, leading to a higher likelihood of investing in socially responsible mutual funds, and a higher
likelihood of investing in brown and green stocks. These differences highlight the importance of
estimating the effect of inherited wealth on socially responsible investments using an econometric
specification that controls for time-invariant individual heterogeneity in the propensity to invest

in specific assets.
Our main econometric specification is as follows:
Yijt = @; + a; + a; + B - Inherit wealth; - Post inherit;. + & - Post inherit; + &;; ,

where y;;; measures responsible investments of individual 7 living in municipality 7 at time 7
The specification includes individual fixed effects (a;) to control for unobserved individual time-
invariant heterogeneity; municipality fixed effects (@;) to control for time-invariant location effect
or local peer effects; and year fixed effects (@;) to control for general propensity to invest in socially
responsible assets at a specific time. The coefficient of interest is 5, which captures the effect of
inherited wealth on the propensity to invest in responsible assets, and §, which captures the
differential propensity to invest in socially responsible assets after receiving an inheritance. If

socially responsible investments are perceived as a luxury good, we expect f > 0.

Table IV reports results on the effect of inherited wealth on socially responsible investments
from year -1 (i.e., directly preceding the inheritance) to year +1 (i.e., right after the inheritance),
where year 0 is the year of the death of the last living parent.” Again, we measure socially
responsible investments using five dependent variables. The first two are indicators taking the
value of 100 for individuals who invest in responsible mutual funds (invest in ESG fund) and invest
in green stocks, respectively. The other three measures are the portfolio weight on ESG funds, the portfolio

weight on green stocks, and the portfolio weight on green minus brown stocks. All portfolio weights are

 Appendix Table A3 provides the same analysis for the change in holdings from year -1 to year +3 relative to the
death of the last living patent.
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measured in percentage points (0 to 100 percent). Across the five specifications, we generally find
a positive effect of inherited wealth on socially responsible investments, as well as a positive effect
on investments after inheritances. In specification 1, the marginal effect of inheriting 1 million
DKK on the propensity to invest in ESG funds is 1.6 percentage points, an economically

significant effect given an unconditional mean for beneficiaries of 1.4%.

To further ascertain that the positive effect of inherited wealth on investments in ESG funds
is not an artifact of the time trends documented in figures I to III, we plot in Figure V the estimated
effect of inheritances in event time for the 1% and 4™ quartiles of inherited wealth. The year of
inheritance is year 0, whereas year -1 denotes the year before inheriting, and year 1 denotes the
year after inheriting. We plot the estimated coefficients for the propensity to invest in ESG funds
(Panel A), and the propensity to invest in green stocks (Panel B) and the 95% confidence intervals.
We note that the estimated difference in the propensity to invest in ESG funds has no differential
pre-trend, but increases significantly after inheriting (years 0 and 1). In Panel B of Figure V, we
also observe parallel trends before inheriting, and a significant increase in the difference in the
propensity to invest in green stocks after inheriting (years O and 1). Thus, we conclude that the
evidence in Table IV is not an artifact of time-trends or pre-trends in the propensity to invest in

ESG funds or green stocks.

In specification 2 of Table IV, we find an effect of larger magnitude on the propensity to invest
in green stocks. An inheritance of one million (DKK) increases the propensity to invest in green
stocks by 1.55 percentage points relative to an unconditional mean of 9.9%. In specifications 3 to
5, we find results of comparable magnitude, although not all effects are statistically significant at
conventional levels. Inherited wealth has a positive effect on the portfolio weight on ESG funds,
green stocks, and green minus brown stocks. Similarly, beneficiaries increase their portfolio
allocation to socially responsible ESG funds and green minus brown stocks after they inherit.
Collectively, Table IV provides evidence of a positive effect of windfall wealth on socially

responsible investments.

One immediate concern with results in Table IV is that the effect of windfall wealth on
responsible investment could result from passive inheritance of responsible investments, rather
than from an active decision to invest responsibly after receiving windfall wealth. To ensure that

the estimated effect of inherited wealth on responsible investments is a result of an active decision,
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we exclude beneficiaries from the sample if their deceased parent held responsible assets in their

portfolio and estimate the main specification. Table V reports the results."

Table V shows a positive and statistically significant effect of windfall wealth on investments
in socially responsible funds and investments in green stocks. In terms of magnitude, the estimated
coefficients are of slightly smaller magnitude than the coefficients in Table V. An inheritance of 1
million DKK increases the propensity to invest in responsible funds by 1.45 percentage points,
which is economically significant given the conditional propensity of beneficiaries to invest in
socially responsible funds of 1.4%. In column 2, we also find a positive and statistically significant
effect of windfall wealth on the propensity to hold green stocks. The marginal effect of a 0.98%
percentage points-larger propensity to invest in green stocks is large relative to an unconditional
mean of 9.9%. When we analyze the effect of inherited wealth on portfolio weights of socially
responsible funds and stocks, the results are mixed. In specification 3, we find a positive and
statistically significant effect of inherited wealth and the fraction of the portfolio allocated to ESG
funds. However, in column 4 the effect of inherited wealth on the portfolio weight of green stocks
is negative. This finding indicates that while more investors allocate funds to green stocks, the
average investor decreases the portfolio weight allocated to green stocks. In column 5, we find no
effect of windfall wealth on the portfolio weight in green minus brown stocks. In summary, Table
V shows that while part of the positive effect of windfall wealth can be attributed to the inheritance
of socially responsible assets, investors still actively increase their investments in socially

responsible mutual funds and green stocks after their inheritance.

IV. Mechanisms

Investors appear to treat ESG as a luxury good: Investment in responsible financial
instruments (both mutual funds and green stocks) increases disproportionally with wealth. To
further our understanding of the channels through which wealth affects responsible investments,
we look at four factors that could explain our results. We start by considering the role of the warm
glow effect by focusing on investors whose utility is more affected by prosocial behavior. We
continue by analyzing whether the increased allocation to sustainable assets is a byproduct of a
diversification motive. Next, we examine whether investors who inherit more develop stronger

interest in ESG funds because, post-inheritance, they can afford to pay higher fund fees. We

10 Appendix Table A4 provides the results for the active change in holdings from year -1 to year +3 relative to the
death of the last living patent.
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conclude this section by studying whether the results can be attributed to banks advising wealthier

clients to purchase responsible assets.

A. Warm Glow

One potential channel for the effect of inherited wealth on socially responsible investments is
the warm glow effect. The warm glow effect arises if individuals experience a sense of joy and
satisfaction from giving to others (Andreoni, 1989; 1990), whether for altruistic or selfish reasons,
without regard to the actual impact of their generosity. In our setting, a warm glow effect might
arise if individuals derive utility from their socially responsible investments, either because they

enjoy giving to a good cause or because they like to be associated with doing good.

To examine the role of warm glow, we divide our sample into two based on the individuals’
charitable giving in the past. Under Danish tax law, charitable donations are tax deductible. If
donations are made to a charity (e.g., Red Cross) or a religious community, the tax deductibility is
subject to a cap of 17,000 DKK per year (regulated by a price index), whereas the tax deductibility
has no limit if donations are given to research (e.g., The Danish Cancer Society). The tax
deductibility reduces the cost of charitable donations between 27% and 30% depending on the
local income tax rate at the municipality level and possible membership in the church. Based on
the data from the Danish tax authorities, we observe whether a given individual made charitable
donations. Out of 71,793 beneficiaries in our sample, 20% have donated within the three-year

period preceding the inheritance, whereas 80% have not.

Both theoretical arguments (Andreoni, 1988; 1989) and empirical evidence (e.g., Crumpler and
Grossman, 2008) suggest a connection between warm glow and charitable giving. We conjecture
that revealed preference for charitable giving contains information about the individual’s
susceptibility to the warm glow effect, which will also reveal itself in her investment decisions. If
socially responsible investments are motivated by a warm glow effect, we expect individuals who
made charitable donations in the past to have a higher sensitivity of windfall wealth to socially
responsible investments.'" If socially responsible investments are perceived as a luxury good for
other reasons, we would expect windfall wealth to be positively related to responsible investments

among individuals with no charitable donations in the past. Table VI reports the results.

Panel A of Table VI shows the effect of windfall wealth for individuals with charitable

donations within three years before the inheritance, whereas Panel B shows the effect of windfall

1A related question, the effect of windfall wealth on charitable giving, is discussed in Appendix B.
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wealth for individuals without charitable donations during the same period.'” Consistent with a
warm glow effect, we note that the effect of windfall wealth on socially responsible investments is
larger among individuals with charitable donations in the past. An inheritance of 1 million DKK
leads to a 2.1 percentage points-larger propensity to invest in socially responsible funds and a 2.0
percentage points-larger propensity to invest in green stocks for individuals exhibiting prior warm
glow behavior. In specifications 3 and 5, we find a positive and statistically significant effect of
inherited wealth on the portfolio weight allocated to socially responsible funds and brown minus
green stocks, respectively. In terms of magnitude, these results contrast with the results in Panel
B. Coefficients on inherited wealth are significantly smaller than the estimated coefficient in Panel
A. Still, we note that windfall wealth is positively related to socially responsible investment in three
out of five specifications, suggesting that even individuals who didn’t donate in the previous three

years might also view such investment as a luxury good.

In summary, Table VI shows evidence of two potential channels for the effect of inherited wealth
on socially responsible investments. First, we find evidence consistent with a warm glow effect.
Individuals who made charitable contributions in the past are also more likely to invest inherited
wealth in socially responsible assets. Second, individuals without a recent charitable contribution
still respond to windfall wealth and invest in socially responsible assets, albeit by a smaller

magnitude.

B. Dziverstfication

Another possible reason why investors with higher inheritances invest more in responsible
assets is diversification. If wealthier investors are more likely to increase the size of their portfolios
and generally aim at diversifying their portfolio risk, it is possible that investors mechanically
increase their probability of holding a sustainable fund or a green stock through diversification.
Thus, sustainable investments might arise as a byproduct of diversification, rather than resulting
from an active decision to allocate more wealth to responsible assets. To address whether our
results derive from a decision to diversify the portfolio, we introduce controls for the size of the

portfolio (i.e.,, number of unique mutual funds and number of unique stocks) and hence

12 Our dataset enables us to comprehensively observe all charitable donations for each individual in our sample up
to a maximum hotizon of three years. Expanding this horizon would result in certain observations having a longer
petiod of donation history preceding the inheritance event, potentially introducing discrepancies and bias into the
sample. Table A5 in the Appendix shows the results for a split in which individuals in Panel A donate at least once
prior to the inheritance within our history of observation, and the rest (Panel B) do not donate over the same
horizon.
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diversification across assets. Although the number of funds and the probability of holding a fund
of a fixed category are highly correlated, by controlling for the number of mutual funds (and
stocks) in our tests, the specification holds the size of the portfolio constant, and examines whether

investors who inherit more are more likely to invest in responsible assets. Table VII reports results.

Table VII documents that windfall wealth is positively associated with responsible investments
when holding constant the size of the portfolio. Whereas the estimated coefficients on inherited
wealth are lower compared to the results in Table IV, the coefficients of interest in columns 1, 2,
3, and 5 remain economically and statistically significant. We note that although some of the
investment in sustainable assets could be attributed to wealthier beneficiaries deciding to diversify
their portfolios and, by chance therefore, investing in responsible assets, the results in Table VII
imply that windfall wealth from inheritances induces traders to actively choose responsible
investments over other types of investments. Moreover, results in Appendix Table A6 emphasize
that the choice of responsible investing is present even when we separately control for the number
of active and passive funds held. We conclude that our main findings, showing an increase in the

allocation to responsible investments with wealth, do not primarily result from diversification.

C. Fund fees

Another potential channel for our result is that investors might decide to invest in actively
managed mutual funds with higher fees. Thus, it remains a possibility that inheritances relax
financial constraints and allow investors to invest in more expensive funds. Prior research
documents that ES funds tend to come with a higher fee than do other types of funds (Baker,
Egan, and Sarkar, 2022). In Table VII, we therefore test whether inherited wealth is associated
with the purchase of funds with higher fees. We note that the sample in Table VIII is significantly
reduced because it contains only beneficiaries who hold mutual funds with fee data in
Morningstar."” The estimates in column 1 show that a larger inheritance does not correspond to a
higher average weighted fee paid by the investor on all mutual funds in her portfolio. However,
since our main results are strongest on the extensive margin, it is plausible that investors acquire
expensive funds without significantly impacting their average weighted fee. To explore this
prospect further, in column 2 we test the impact of inheritance on the maximum fee paid by the
investor across all held funds. We find that the coefficient of inherited wealth on the maximum

fee is positive and statistically significant. However, the estimated effect of 3 basis points-higher

13 In Europe, the disclosure of mutual fund fees is not subject to the same mandatory reporting requirements as it is
in the United States. As a result, the coverage of fee data on European mutual funds by Morningstar is limited.
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fees per million kroner of inheritance is economically insignificant. Thus, we conclude that

investors who receive large windfall wealth do not choose to invest in more expensive funds.

D. Bank advice

Up until now, we have examined whether changes in investors’ demand for sustainable
investments are induced by pro-social preferences and warm glow. Alternatively, beneficiaries may
receive investment advice from banks that observe the change in their clients’ wealth statuses. As
more and more banks offer sustainable funds to their customers and heavily advertise them on
their websites, a plausible channel for our results is that financial institutions or specific bank
branches increase their marketing of responsible funds or, alternatively, market them more
strongly to their wealthier customers. While this channel is presumably less important in explaining
the effect for stocks, we test this hypothesis in two different setups: first, by controlling for bank
branch-year fixed effects, and then, by splitting the analysis between online and traditional banks

of different sizes.

In this first test, to address the bank advice channel, we introduce bank branch-year fixed
effects to our main specification. The main advantage of using bank branch fixed effect is that it
allows us to analyze the within-branch variation in the propensity to invest in socially responsible
funds. It follows that bank branch-year fixed effects allow us to control for supply of responsible
funds, general marketing campaigns, or advice to clients to buy responsible assets. It does not,
however, address the possibility that wealthier clients within a given bank branch, might be more

likely to receive advice than are less-wealthy clients. Table IX reports results.

From Table IX, we note that the introduction of bank branch-year fixed effects has a small
and economically insignificant effect on the estimated coefficient. Thus, the evidence from Table
IV is not an artifact of an increased supply of ESG funds across banks or general marketing of
responsible assets: Individuals are more likely to invest in responsible funds and stocks after

inheritance, and the effect increases with windfall wealth.

As mentioned above, one important caveat with the test in Table IX is its omission of the
possibility that wealthy clients are more likely to receive personalized financial advice from their
banks. This advice might, on average, be representative of the average mix of funds offered by the
bank. One way to observe the bank advice channel is to compare the results for several groups of
banks that differ by the degree of financial advice and/or by the mix of funds that they offer. We

observe three groups of banks: large, small, and online banks. Large banks are typically parts of
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bigger financial groups, marketing group funds to their clients, while smaller banks often provide
access to a wide variety of independent funds. In contrast, online banks give access to a fund menu,
but do not provide financial advice to clients regardless of their wealth. Panels A, B, and C of
Table X show the effect of windfall wealth for clients of large, small, and online banks, respectively.
The increase in the probability of investing in ES funds is present in all three subsamples. Investors
who inherit more wealth are more likely to buy an ES fund even in the absence of bank advisors.
Additionally, the increase in probability of investing in green energy stocks is very similar across
all three samples, suggesting that all three types of banks provide similar access to stocks. This
result is not surprising since traditional banks provide relatively little financial advice about stock
investing, preferring to sell mutual funds to their clients. However, portfolio weights on ESG
funds and green (minus brown) stocks are not significant in online accounts. This result could be
due to either the sample size or the possibility that the effects in online banks only arise from the
extensive margin. Overall, we conclude that while different degrees of advising and different
degrees of marketing efforts across banks can play a role, as suggested by the difference in
coefficients between the different bank categories, bank advice is not the main channel that drives

our results.

We conclude that the evidence in Table X suggests that the increased investment in responsible
assets may be potentially (partially) explained by the mixture of funds offered by the bank together
with increased access to financial advice. However, this mechanism alone does not fully explain
the more-than-proportional increase in investors’ demand for responsible assets after the

inheritance.

V. Heterogeneity and the effect of inherited wealth on responsible investing

In this section we explore whether there is heterogeneity in investors’ allocation of inherited
wealth to socially responsible investments. In particular, we consider the following individual
characteristics: gender, age, education, location and the timing of the inheritance. Table XI reports

results for various subsamples.

Panel A of Table XI shows the estimated effect of windfall wealth for men and women. Across
the five specifications, we note that the gender differences in response to windfall wealth are
relatively small. Female beneficiaries are more likely to invest in socially responsible funds, while
male beneficiaries are more likely to invest in green stocks. Female beneficiaries tend to allocate a
larger proportion of their portfolios to socially responsible investments, although the difference is

relatively modest. For age, we split the sample at the median age and find that older people are
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somewhat more likely to invest in ESG funds after inheriting a larger amount of money and to
increase their portfolio weight of green less brown stocks, while other specifications display similar
results across age groups. Panel C shows a slightly larger sensitivity of socially responsible
investments to inherited wealth for individuals with an above median level of education. Panel D
shows a tendency for investors in large cities to invest in socially responsible mutual funds, while
individuals living outside the ten largest cities are more likely to invest in green stocks. Finally,
Panel E shows a time split for inheritances before and after 2016. While, as expected, there is a
stronger effect in the likelihood to invest responsibly after 20106, the overall wealth effect on impact

investing is also present in the earlier part of our sample.

Collectively, little evidence exists to suggest that different types of investors have different
perceptions about responsible investments as a luxury good, which bolsters our interpretation of
the wealth effects as a test of investors’ perception. Irrespective of individual traits, we on average

observe increased demand for responsible investments when wealth increases.

VL Alternative specifications

The prior analysis performs a test of the effect of inherited wealth on socially responsible
investments. The key identifying assumption is that the timing of inheritances is random relative
to the timing of the investment decision. One potential concern arises if individuals can anticipate
the size of their inheritance, or alternatively, anticipate the death due to declining health of their

last living parent.

To address this potential concern, we identify a sample of inheritance cases that arise due to
the sudden death of the last living parent. The main advantage of sudden deaths is that the timing
of the inheritance is truly exogenous to the investment decision. The use of unexpected inheritance
helps to ensure that the impact of inherited wealth does not arise due to beneficiaries anticipating
the inheritances. Table XII reports results for the subsample of beneficiaries who inherit due to

the sudden and unexpected deaths of their last living parents.

Table XII provides evidence of a positive effect of inherited wealth on investment in socially
responsible mutual funds and investment in green stocks. The effect of the inherited wealth on
the portfolio weight assigned to green minus brown stocks (column 5) is also statistically and
economically significant, suggesting that the inheritance effect holds on the extensive as well as

intensive margin. However, the coefficient in specification 3 indicates that, conditional on
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investors’ security choices, the average portfolio weight on ESG funds is not significantly affected

by unexpected inherited wealth.

Around 10% of all ESG funds in 2021 are identified as such due to name changes in our
sample. Although this fraction is small, it could create a bias in our results if name changes are
more concentrated in funds that are held by wealthier investors. We repeat our main test on funds
that have never been reclassified during the sample period. The results in Table A7 in the Appendix
show that there is no significant change in the magnitude of the effect of inherited wealth on
neither the likelithood of investing in ESG funds nor the fraction of the portfolio invested by

beneficiaries.

Our empirical specifications throughout the study pool investors together, irrespective of
whether they hold mutual funds, stocks, or both. In Appendix Table A8 we repeat our main tests
considering investors holding mutual funds and investors holding stocks separately, and
computing portfolio weights respective to the asset class. Columns (1) and (3) focus on existing
funds’ investors prior to inheritance while the rest of the table focuses on existing stocks’ investors.
Our main results remain unchanged. Therefore, the influence of wealth on responsible investment

does not stem from wealthier investors increasing their fund holdings.

VII. Concluding remarks

In this study, we examine the rise of responsible investing among wealthy retail investors in
Denmark as well as potential channels behind it. First, we document that responsible investing has
increased significantly during the last decade, especially in recent years from 2019 to 2021. The rise
in responsible investments is concentrated among wealthy investors. Almost 13% of investors in
the top decile of financial wealth hold socially responsible mutual funds, and one out of four holds

green stocks.

The large effect of wealth on the propensity to hold sustainable investments motivates a more
careful analysis in which we identify the within-person sensitivity of responsible investing to
wealth. We rely on a sample of individuals who receive windfall wealth due to the death of their
last living parent and find a positive and statistically significant effect of inherited wealth on
responsible investing. Therefore, our results suggest that investors regard responsible investing as

a luxury good.

Our results can be explained through several mechanisms, and we investigate four distinct

channels. We borrow from the charitable donations’ literature the concept of warm glow, where
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individuals can exhibit different preferences toward “doing good.” Consistent with this hypothesis,
we observe that beneficiaries who made donations before inheritance tend to invest more in
responsible assets as the size of their inheritance increases. We show that the increase in
responsible investing is not a byproduct of a decision to diversify the portfolio. Controlling for the
size of the portfolio, we find that windfall wealth has a positive and statistically significant effect
on responsible investing. While some evidence appears of investors diversifying their holdings
across more asset classes after inheritance, this diversification does not solely drive the growth of
allocations to responsible assets. We also show that the increase in responsible investing is not
driven by a general decision of wealthy investors to increase their allocations to active mutual funds
or funds with high fees. Finally, we find evidence to suggest that increased supply of responsible
assets or bank advice plays a role but is not the main channel driving the effect of windfall wealth

on responsible investing.

Opverall, our study finds that investors are more likely to hold responsible assets in their
portfolios after receiving windfall wealth. After windfalls, they also allocate a larger fraction of
their portfolios to responsible assets, consistent with responsible investing being a luxury good.
Exploring different channels, our study finds that investors with a history of charitable giving
exhibit a strong response sensitivity to windfall wealth of responsible investing, which emphasizes

the influence of a ‘warm glow’ effect on the demand for sustainable assets.
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Figure I. Investments in socially responsible mutual funds by retail investors, 2011-2021

This figure shows investment in socially responsible mutual funds among retail investors from
2011 to 2021. The top panel shows the fraction of retail investors who hold a socially responsible
mutual fund in their portfolios. The bottom panel shows the average portfolio weight allocated to
socially responsible mutual funds among retail investors. Portfolio weights are calculated relative
to the holding of risky assets (stocks and mutual funds).
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Figure II. Investments in brown and green stocks by retail investors, 2011-2021

This figure shows investments in green and brown stocks among retail investors from 2011 to
2021. The top panel shows the fraction of retail investors who hold green and brown stocks in
their portfolios. The bottom panel shows the average portfolio weight allocated to green and
brown stocks among retail investors. Portfolio weights are calculated relative to the holding of
risky assets (stocks and mutual funds).
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Figure III. Financial wealth and socially responsible investments in 2011 vs. 2021
This figure shows investment in socially responsible assets among retail investors in 2011 and 2021 binned into financial wealth deciles. The top panel shows the fraction of retail investors who hold socially responsible mutual
funds, brown stocks, or green stocks in their portfolios in 2011 versus 2021 by financial wealth deciles. The bottom panel shows the average portfolio weight allocated to socially responsible mutual funds, brown stocks, or green

stocks among retail investors in 2011 versus 2021 by financial wealth deciles. Portfolio weights are calculated relative to the holding of risky assets (stocks and mutual funds).
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Figure IV. Size and distribution of inheritances

This figure shows the distribution of inherited wealth relative to income (top figure) and financial
wealth (bottom figure). To comply with our data agreement with Statistics Denmark, which
prohibits reporting any statistics that are not based on at least 10 observations, we sort
observations in each quartile based on the ratio of inherited wealth to income and to financial
wealth, respectively. We then calculate the average value of every 20 observations and plot the
distribution of the average ratios across the quartiles of inherited wealth. An inherited wealth to
income (financial wealth) ratio of 2 implies that an individual’s inherited wealth is two times his/her
annual income before tax (financial wealth) in the year before the year of the inheritance. Inherited
wealth is measured after inheritance taxes.
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Figure V. Investment in socially responsible funds around inheritances

This figure plots estimates of the propensity to invest in socially responsible funds (and 95%
confidence intervals) in event time relative to the year of inheritance. We compare investments in
socially responsible funds and green stocks for individuals with small inheritances (1% quartile of
inherited wealth) to investments in socially responsible funds and green stocks for individuals with

large inheritances (4™ quartile of inherited wealth). Year 0 is the year of inheritance.
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Table I. Individual and portfolio characteristics in 2021
This table provides descriptive statistics for the sample of investors in 2021. Panels A and B show the average individual and portfolio characteristics, respectively, across the
distribution of financial wealth. Financial wealth is the value of holdings of cash, bonds, stocks, and mutual funds.

All Financial wealth decile Difference
1 3 5 7 10 10) — (1)
Panel A: Individual characteristics
Income (1,000 DKK) 484.1 352.5 423 4535 471.6 821.1 4687
(707.7) (265.2) (259.6) (312.7) (341.2) (1955.2) (6.0)
Financial wealth (1,000 DKK) 806.1 23.7 114.3 261.7 538.9 4409.4 4385.7+
(1996.5) (11.3) (16.0) (27.8) (57.4) (4897.6) (14.9)
Age (years) 50.7 41.7 44.8 49.5 54.5 59.3 17.5"
(15.8) (15.8) (16.0) (15.7) (14.2) (11.1) 0.1
Gender (percent male) 55.7 58.4 55.3 54.1 53.6 61.2 2.8
(49.7) (49.3) (49.7) (49.8) (49.9) (48.7) 0.2)
Married (percent) 53 41.3 49 54.9 58.1 55.9 14.6"
49.9) (49.2) (50.0) (49.8) (49.3) (49.7) 0.2)
Education (years) 14.8 14.2 14.8 14.9 14.8 153 1.2%
(2.5) (24 (24 (2.5) (2.6) (2.6 0.0)
Panel B: Portfolio characteristics
Market value of risky assets (1,000 DKI) 350.9 4.1 20.8 46.5 94.6 2829.8 2825.7+
(39224.9) (7.0) (29.0) (67.1) (144.5) (124012.3) (378.3)
Risky asset share (percent) 41.9 23.1 28.7 36.4 46.2 74.3 51.3*
(118.1) (25.9) (27.4) (29.8) (31.7) (359.5) (1.1)
Invest in ESG funds (percent) 13.3 4.3 8.7 11.9 15 26.3 22.07
(34.0) (20.3) (28.1) (32.4) (35.7) (44.0) 0.1)
Portfolio weight in ESG funds (percent) 33 2 3 3.5 3.8 3.7 1.7+
(12.6) (11.8) (13.0) (13.2) (12.8) (10.9) 0.0)
Invest in brown stocks (percent) 6.9 1.3 3.2 5.3 7.1 19.4 18.17
(25.3) (11.4) (17.5) (22.4) (25.0) (39.5) 0.1)
Portfolio weight on brown stocks (percent) 1.3 0.5 0.9 13 1.5 2 1.5
(7.8) (6.3) (7.3) 8.2) 8.2) (7.8) 0.0)
Invest in green stocks (percent) 15.9 6 13.8 15.9 16.5 27 20.9
(36.5) (23.8) (34.5) (36.0) (37.1) (44.4) 0.2)
Portfolio weight on green stocks (percent) 33 2.5 3.9 3.7 3.3 3 0.6"*
(12.6) (12.7) (14.2) (13.2) (12.1) (10.0) 0.0)
N 1,074,888 1,074,888 1,074,888 1,074,888 1,074,888 1,074,888
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Table II. Socially responsible investments

This table examines the determinants of socially responsible investments. The dependent variables in the
tive specifications are as follow: (1) invest in ESG funds is an indicator for investments in socially responsible
mutual funds; (2) inwvest in green stocks is an indicator for investments in green energy stocks; (3) portfolio weight
on ESG funds is the fraction of investments in stocks and mutual funds allocated to socially responsible
mutual funds; (4) portfolio weight on green stocks is the fraction of investments in stocks and mutual funds
allocated to green energy stocks; and (5) portfolio weight on green minns brown stocks is the fraction of investments
in stocks and mutual funds allocated to green energy stocks minus the fraction allocated to brown energy
stocks. All the dependent variables are measured in percentage points (i.e., range from 0 to 100). Section 1
provides details about the classification of socially responsible mutual funds and the classification of green
and brown energy stocks. Income is personal income. Financial wealth is the value of cash, bonds, stocks and
mutual funds. All specifications include individual fixed effects, year fixed effects, and municipality fixed
effects. Standard errors are clustered at the municipality-year level and reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Financial wealth (million DKK) 1.655** 1.620™ 0.090"* 0.108"* 0.301*
0.07) (0.04) (0.01) (0.01) (0.02)
Income (million DKK) -0.097+ -0.147 0.009 -0.042 -0.058"
(0.03) (0.04) (0.01) (0.01) 0.02)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 10,241,901 10,241,901 10,241,890 10,241,890 10,241,890
Adjusted R? 0.355 0.680 0.377 0.683 0.663
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Table III. Individual and portfolio characteristics of beneficiaries

This table provides descriptive statistics for beneficiaries one year prior to inheritances across the entire
sample of demises between 2012—2020 binned into inherited wealth quartile. Panels A and B show averages
and standard deviations (in parentheses) for individual and portfolio characteristics as well as differences
between the highest and lowest quartiles.

Inherited wealth quartile

1 2 3 4 @ -0
Panel A: Individual characteristics
Inherited wealth (1,000 DKK) 17.1 101.4 330.7 1757.3 1740.2"
(10.9) (42.3) (100.7) (6875.9) (51.2)
Income (1,000 DKK) 440.3 459.5 471.5 536.2 95.9
(437.1) (500.1) (508.5) (692.0) 6.1)
Financial wealth (1,000 DKK) 468.9 566.2 661.6 1039.2 570.4
(1095.0) (1248.4) (1442.2) (2164.2) (18.0)
Age (years) 53.2 53.9 53.4 53.5 0.3
8.1 8.1 8.2) (8.1 0.1
Gender (percent male) 55.5 57.3 56.7 56.6 1.1~
(49.7) (49.5) (49.6) (49.6) 0.5)
Martied (petrcent) 63.2 64 62.1 61.1 2.1
(48.2) (48.0) (48.5) (48.8) 0.5)
Education (years) 14 14.4 14.7 15.2 1.27
2.4 (2.4 2.3) 24 0.0)
Number of siblings 2.8 2.6 2.3 1.9 -0.9"
(1.3 (1.2) (1.0 0.8) 0.0)
Panel B: Portfolio characteristics
Market value of risky assets (1,000 DKK) 108.1 123.6 147.3 273.4 165.3™
(871.9) (1393.6) (1451.5) (1809.4) (14.9)
Risky asset shate (percent) 33.6 34.5 35.1 39.0 5.4
(31.8) (31.6) (31.6) (32.3) 0.3)
Invest in ESG funds (percent) 1.0 1.2 1.4 2.0 1.0
(10.2) (11.1) (11.8) (14.2) 0.1
Portfolio weight in ESG funds (percent) 0.2 0.2 0.3 0.3 0.1
(3.0 (3.3 (3.5 (3.8) 0.0)
Invest in brown stocks (percent) 4.1 4.5 5.5 8.2 4.1
(19.8) (20.8) (22.8) (274 0.3)
Portfolio weight on brown stocks (percent) 1.1 1.1 1.2 1.8 0.7
(7.8) (7.9) 8.2 .7 0.1)
Invest in green stocks (percent) 8.9 9.5 10.1 10.9 2.0"
(28.5) (29.3) (30.1) (31.2) 0.3)
Portfolio weight on green stocks (percent) 3 3 2.9 2.7 -0.3"
(13.9) (13.7) (13.0) (12.4) 0.1
N 18,002 18,158 18,206 18,293
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Table IV. Inherited wealth and socially responsible investments

This table examines the effect of inherited wealth on socially responsible investments. The sample includes
individuals who inherit due to the death of their last living parent. For each individual, we include the year
before inheritance and the year after inheritance. Inberited wealth is the value of the inheritance (equal to zero
before the inheritance). The dependent variables in the five specifications are as follow: (1) invest in ESG
fundsis an indicator for investments in socially responsible mutual funds; (2) invest in green stocks is an indicator
for investments in green energy stocks; (3) portfolio weight on ESG funds is the fraction of investments in
stocks and mutual funds allocated to socially responsible mutual funds; (4) portfolio weight on green stocks is the
fraction of investments in stocks and mutual funds allocated to green energy stocks; and (5) portfolio weight
on green minus brown stocks is the fraction of investments in stocks and mutual funds allocated to green energy
stocks minus the fraction allocated to brown energy stocks. All the dependent variables are measured in
percentage points (i.e., range from 0 to 100). Section I provides details about the classification of socially
responsible mutual funds and the classification of green and brown energy stocks. Affer inberitance is an
indicator equal to one in the year after inheritance. All specifications include individual fixed effects, year
tixed effects, and municipality fixed effects. Standard errors are clustered at the municipality-year level and
reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 1.594* 1.547+ 0.209** -0.017 0.131*
(0.18) (0.15) (0.04) (0.05) 0.06)
After inheritance 4.376" 0.948" 0.762* 0.128* 0.165*
(0.31) (0.23) (0.006) (0.07) (0.08)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 145,318 145,318 145,314 145,314 145,314
Adjusted R? 0.348 0.746 0.360 0.768 0.739
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Table V. Inherited wealth and active investments in socially responsible assets

This table examines the effect of inherited wealth on socially responsible investments. The sample includes
individuals who inherit due to the death of their last living parent. To identify active investment decisions,
the sample excludes individuals if the deceased parent holds socially responsible mutual funds (columns 1
and 3), or green stocks (columns 2 and 4), or green or brown stocks (column 5) in their portfolio. For each
individual, we include the year before inheritance and the year after inheritance. Inberited wealth is the value
of the inheritance (equal to zero before the inheritance). The dependent variables in the five specifications
are as follow: (1) znvest in ESG funds is an indicator for investments in socially responsible mutual funds; (2)
invest in green stocks is an indicator for investments in green energy stocks; (3) portfolio weight on ESG funds is
the fraction of investments in stocks and mutual funds allocated to socially responsible mutual funds; (4)
portfolio weight on green stocks is the fraction of investments in stocks and mutual funds allocated to green
energy stocks; and (5) portfolio weight on green minus brown stocks is the fraction of investments in stocks and
mutual funds allocated to green energy stocks minus the fraction allocated to brown energy stocks. All the
dependent variables are measured in percentage points (i.e., range from 0 to 100). Section I provides details
about the classification of socially responsible mutual funds and the classification of green and brown
energy stocks. Affer inheritance is an indicator equal to one in the year after inheritance. All specifications
include individual fixed effects, year fixed effects, and municipality fixed effects. Standard errors are
clustered at the municipality-year level and reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) 3) @ ©)
Inherited wealth (million DKK) 1.453* 0.983* 0.205** -0.090" 0.038
(0.18) (0.14) (0.04) (0.04) 0.06)
After inheritance 4.414 0.956* 0.767 0.125* 0.181*
(0.31) (0.22) (0.006) (0.006) (0.08)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 144,370 142,638 144,366 142,634 140,372
Adjusted R? 0.348 0.755 0.359 0.775 0.746
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Table VI. Warm glow, inherited wealth, and socially responsible investments

This table examines the effect of warm glow and inherited wealth on socially responsible investments. In
Panel A, the sample includes individuals who have donated within the three-year period preceding the
inheritance received on the death of their last living parent. In Panel B, the sample includes individuals who
did not make a charitable donation three years before they inherit due to the death of their last living parent.
For each individual, we include the year before inheritance and the year after inheritance. Inberited wealth is
the value of the inheritance (equal to zero before the inheritance). The dependent variables in the five
specifications are as follow: (1) invest in ESG funds is an indicator for investments in socially responsible
mutual funds; (2) inwvest in green stocks is an indicator for investments in green energy stocks; (3) portfolio weight
on ESG funds is the fraction of investments in stocks and mutual funds allocated to socially responsible
mutual funds; (4) portfolio weight on green stocks is the fraction of investments in stocks and mutual funds
allocated to green energy stocks; and (5) portfolio weight on green minns brown stocks is the fraction of investments
in stocks and mutual funds allocated to green energy stocks minus the fraction allocated to brown energy
stocks. All the dependent variables are measured in percentage points (i.e., range from 0 to 100). Section I
provides details about the classification of socially responsible mutual funds and the classification of green
and brown energy stocks. Affer inberitance is an indicator equal to one in the year after inheritance. All
specifications include individual fixed effects, year fixed effects, and municipality fixed effects. Standard
errors are clustered at the municipality-year level and reported in parentheses.

Panel A. Individuals making charitable donations before inheritance

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 2.065 2.009* 0.295* 0.033 0.218
(0.28) (0.28) (0.08) (0.08) (0.11)
After inheritance 4.926" 1.437 0.934 0.312* 0.421*
(0.38) (0.38) (0.09) (0.14) (0.106)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 33,582 33,582 33,582 33,582 33,582
Adjusted R? 0.397 0.753 0.442 0.757 0.727

Panel B. Individuals without charitable donations before inheritance

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
0 @ © @ 6
Inherited wealth (million DKK) 1.389 1.355" 0.171 -0.037 0.098
(0.19) (0.17) (0.04) (0.05) 0.07)
After inheritance 4.184 0.791 0.695** 0.073 0.086
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Individual fixed effects
Year fixed effects
Municipality fixed effects

N
Adjusted R?

(0.35)

Yes
Yes
Yes

111,736
0.323

(0.24)

Yes
Yes
Yes

111,736
0.743

(0.07)

Yes
Yes
Yes

111,732
0.308

(0.08)

Yes
Yes
Yes

111,732
0.771

(0.09)

Yes
Yes
Yes

111,732
0.742

41



Table VII. Main results controlling for number of funds/stocks

This table examines whether the main results on wealth on responsible investing can be explained
by investors diversification across multiple funds/stocks after inheritance. Similar to Table IV, the
sample includes individuals who inherit due to the death of their last living parent. For each individual, we
include the year before inheritance and the year after inheritance. Inberited wealth is the value of the
inheritance (equal to zero before the inheritance). The dependent variables in the five specifications are as
tollow: (1) znvest in ESG funds 1s an indicator for investments in socially responsible mutual funds; (2) 7nvest
in green stocks 1s an indicator for investments in green energy stocks; (3) portfolio weight on ESG funds is the
fraction of investments in stocks and mutual funds allocated to socially responsible mutual funds; (4) portfolio
weight on green stocks is the fraction of investments in stocks and mutual funds allocated to green energy
stocks; and (5) portfolio weight on green minus brown stocks is the fraction of investments in stocks and mutual
funds allocated to green energy stocks minus the fraction allocated to brown energy stocks. All the
dependent variables are measured in percentage points (i.e., range from 0 to 100). Section I provides details
about the classification of socially responsible mutual funds and the classification of green and brown
energy stocks. After inberitance is an indicator equal to one in the year after inheritance. Number of funds is
the number of different funds the investor holds, and number of stocks is the total number of different
stocks within the beneficiaries’ portfolios. All specifications include individual fixed effects, year fixed
effects, and municipality fixed effects. Standard errors are clustered at the municipality-year level and
reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weight on  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
0 @ © @ 6
Inherited wealth (million DKK) 0.587 0.321 0.082 -0.053 0.140*
(0.14) (0.13) (0.04) (0.05) 0.06)
After inheritance 4.312" 0.138 0.754 0.104 0.171*
(0.29) (0.18) (0.006) (0.07) (0.08)
Number of funds 1.928* 0.244
(0.14) (0.02)
Number of stocks 2.190" 0.064 -0.016
(0.10) (0.01) (0.02)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 145,318 145,318 145,314 145,314 145,314
Adjusted R? 0.384 0.771 0.367 0.768 0.739
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Table VIII. Inherited wealth and mutual fund fees

This table examines the effect of inherited wealth on mutual fund fees paid by investors. The sample
includes individuals who inherit due to the death of their last living parent and hold mutual funds. For each
individual, we include the year before inheritance and the year after inheritance. Inberited wealth is the value
of the inheritance (equal to zero before the inheritance). The dependent variables in the five specifications
are as follow: (1) average fee is the net mutual fund fee weighted by the investor’s portfolio holdings; and (2)
max fee is the highest fee across all mutual funds held by investor 7 in year £ After inberitance is an indicator
equal to one in the year after inheritance. All specifications include individual fixed effects, year fixed effects,
and municipality fixed effects. Standard errors are clustered at the municipality-year level and reported in
parentheses.

Dependent variable Average fee Max fee
) @)
Inherited wealth (million DKI) -0.003 0.029*
(0.00) (0.00)
After inheritance -0.135* -0.234+
(0.01) (0.01)
Individual fixed effects Yes Yes
Year fixed effects Yes Yes
Municipality fixed effects Yes Yes
N 40,248 40,258
Adjusted R? 0.735 0.667
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Table IX. Controlling for supply of responsible assets at the bank branch-year level

This table examines the effect of inherited wealth on socially responsible investments in a specification with
bank branch-year fixed effects. The sample includes individuals who inherit due to the death of their last
living parent. For each individual, we include the year before inheritance and the year after inheritance.
Inberited wealth is the value of the inheritance (equal to zero before the inheritance). The dependent variables
in the five specifications are as follow: (1) dnvest in ESG funds is an indicator for investments in socially
responsible mutual funds; (2) znvest in green stocks is an indicator for investments in green energy stocks; (3)
portfolio weight on ESG funds 1s the fraction of investments in stocks and mutual funds allocated to socially
responsible mutual funds; (4) portfolio weight on green stocks is the fraction of investments in stocks and mutual
funds allocated to green energy stocks; and (5) portfolio weight on green minus brown stocks is the fraction of
investments in stocks and mutual funds allocated to green energy stocks minus the fraction allocated to
brown energy stocks. All the dependent variables are measured in percentage points (i.e., range from 0 to
100). Section I provides details about the classification of socially responsible mutual funds and the
classification of green and brown energy stocks. Affer inheritance is an indicator equal to one in the year after
inheritance. All specifications include individual fixed effects, year fixed effects, and municipality fixed
effects. Standard errors are reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 1.575 1.446™ 0.214 -0.032 0.087
(0.18) (0.15) (0.04) (0.05) 0.06)
After inheritance 2.815 14.515" 0.394 0.388 0.452
(2.70) (8.62) (0.45) (0.36) 0.37)
Individual fixed effects Yes Yes Yes Yes Yes
Bank branch-year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 143,686 143,686 143,682 143,682 143,682
Adjusted R? 0.401 0.751 0.401 0.775 0.744
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Table X. Banks’ effect on responsible investing

This table examines the effect of inherited wealth on responsible investing by analyzing individuals with
brokerage accounts at different groups of banks. Panel A focuses on large banks, Panel B, on small banks,
and Panel C, on online banks. The sample includes individuals who inherit due to the death of their last
living parent. For each individual, we include the year before inheritance and the year after inheritance.
Inbherited wealth is the value of the inheritance (equal to zero before the inheritance). The dependent variables
in the five specifications are as follow: (1) dnvest in ESG funds is an indicator for investments in socially
responsible mutual funds; (2) znvest in green stocks is an indicator for investments in green energy stocks; (3)
portfolio weight on ESG funds 1s the fraction of investments in stocks and mutual funds allocated to socially
responsible mutual funds; (4) portfolio weight on green stocks is the fraction of investments in stocks and mutual
funds allocated to green energy stocks; and (5) portfolio weight on green minus brown stocks is the fraction of
investments in stocks and mutual funds allocated to green energy stocks minus the fraction allocated to
brown energy stocks. All the dependent variables are measured in percentage points (i.e., range from 0 to
100). Section I provides details about the classification of socially responsible mutual funds and the
classification of green and brown energy stocks. Affer inheritance is an indicator equal to one in the year after
inheritance. All specifications include individual fixed effects, year fixed effects, and municipality fixed
effects. Standard errors are clustered at the municipality-year level and reported in parentheses.

Panel A: Large Banks

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 1.431% 1.349* 0.192 0.024 0.141*
(0.19) (0.17) (0.05) (0.05) 0.06)
After inheritance 1.741% 1.269* 0.341* 0.152 0.134*
(0.14) (0.106) (0.03) (0.006) 0.07)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 93,942 93,942 93,942 93,942 93,942
Adjusted R? 0.393 0.749 0.313 0.775 0.745
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Panel B: Small Banks

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 2232 1.688** 0.276"* -0.043 0.106
(0.35) (0.30) (0.07) (0.09) (0.11)
After inheritance 2411 0.398* 0.489* 0.153 0.061
(0.25) (0.20) (0.006) (0.09) (0.11)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 43,752 43,752 43,748 43,748 43,748
Adjusted R? 0.311 0.776 0.445 0.806 0.787
Panel C: Online Brokers
Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 1.222% 1.726* 0.045 0.055 0.447
(0.52) (0.95) (0.09) (0.34) (0.45)
After inheritance 1.659* 2.021* 0.408"* 0.209 0.370
(0.34) (0.81) (0.09) (0.31) (0.44)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 5,584 5,584 5,584 5,584 5,584
Adjusted R? 0.314 0.646 0.334 0.675 0.610
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Table XI. The effect of inherited wealth on investment in socially responsible assets by
individual characteristics

This table provides an overview of the effect of inherited wealth on socially responsible assets by the
following individual characteristics: a) gender, b) age, c) education, d) location, and ¢) time period. Each
line presents the estimated coefficient of inherited wealth from our main specification for individuals with
a given characteristic. For each individual, the sample includes one year before inheriting and one year after
inheriting. The dependent variables in the five specifications are as follow: (1) zmvest in ESG funds is an
indicator for investments in socially responsible mutual funds; (2) znvest in green stocks is an indicator for
investments in green energy stocks; (3) portfolio weight on ESG funds is the fraction of investments in stocks
and mutual funds allocated to socially responsible mutual funds; (4) portfolio weight on green stocks is the fraction
of investments in stocks and mutual funds allocated to green energy stocks; and (5) portfolio weight on green
minus brown stocks is the fraction of investments in stocks and mutual funds allocated to green energy stocks
minus the fraction allocated to brown energy stocks. All the dependent variables are measured in percentage
points (i.e., range from 0 to 100). Section I provides details about the classification of socially responsible
mutual funds and the classification of green and brown energy stocks. All specifications include individual
fixed effects, year fixed effects, and municipality fixed effects. Standard errors are clustered at the
municipality-year level and reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
M @ © @ B
A. Gender
- Male 1.463 1.597 0.203** -0.058 0.120
(0.21) (0.21) (0.05) (0.07) (0.08)
- Female 1.766** 1.492% 0.221* 0.025 0.131
(0.21) (0.20) (0.05) (0.06) 0.08)
B. Age
- Age below median 1.353 1.624 0.183* -0.044 0.126
(0.30) 0.27) (0.006) (0.09) (0.12)
- Age above median 1.823* 1.504* 0.222% 0.012 0.174~
(0.21) (0.20) (0.05) (0.05) 0.07)
C. Education
- Short 1.332% 1.563* 0.141 0.022 0.091
(0.21) (0.20) (0.04) (0.08) 0.09)
- Long 1.628** 1.427+ 0.229* -0.048 0.132*
(0.21) (0.18) (0.05) (0.05) 0.07)
D. Location
- Copenhagen 1.743* 1.318* 0.247* 0.142 0.446™
(0.85) (0.49) 0.12) (0.15) (0.17)
- Top 5 cities 1.584 1.075 0.167* 0.008 0.174
(0.51) (0.33) (0.08) (0.10) (0.13)
- Top 10 cities 1.705 1.116™ 0.197 0.024 0.145
0.43) (0.28) (0.07) (0.09) (0.12)
- Outside Top 10 cities 1.512% 1.726" 0.206* -0.029 0.133*
(0.18) (0.18) (0.05) (0.05) 0.07)
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E. Time
- Before 2016 0.360" 1.216™ 0.038"* -0.034 0.142

(0.09) (0.17) (0.01) (0.07) (0.09)
- After 2016 2,867 1.898" 0387 -0.004 0.112*
(0.29) (0.23) (0.07) (0.05) (0.07)
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Table XII. Unexpected inheritances due to sudden death and investments in socially
responsible assets

This table examines the effect of inherited wealth on socially responsible investments. The sample includes
individuals who inherit due to the sudden death of their last living parent. For each individual, we include
the year before inheritance and the year after inheritance. Inberited wealth is the value of the inheritance (equal
to zero before the inheritance). The dependent variables in the five specifications are as follow: (1) znvest in
ESG funds 1s an indicator for investments in socially responsible mutual funds; (2) invest in green stocks is an
indicator for investments in green energy stocks; (3) portfolio weight on ESG funds is the fraction of investments
in stocks and mutual funds allocated to socially responsible mutual funds; (4) portfolio weight on green stocks is
the fraction of investments in stocks and mutual funds allocated to green energy stocks; and (5) portfolio
weight on green minus brown stocks is the fraction of investments in stocks and mutual funds allocated to green
energy stocks minus the fraction allocated to brown energy stocks. All the dependent variables are measured
in percentage points (i.e., range from 0 to 100). Section I provides details about the classification of socially
responsible mutual funds and the classification of green and brown energy stocks. Affer inberitance is an
indicator equal to one in the year after inheritance. All specifications include individual fixed effects, year
tixed effects, and municipality fixed effects. Standard errors are clustered at the municipality-year level and
reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
M @ © @ B
Inherited wealth (million DKK) 1.105* 1.379* 0.083 0.024 0.287*
(0.30) (0.33) (0.006) (0.10) (0.15)
After inheritance 5.069 1.442% 0.906* 0.109 0.056
0.57) (0.40) (0.14) (0.14) (0.17)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 22,522 22,522 22,522 22,522 22,522
Adjusted R? 0.337 0.770 0.288 0.789 0.764
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Appendix A

Figure Al. Investments in socially responsible mutual funds by retail investors who hold
mutual funds, 2011-2021

This figure shows investment in socially responsible mutual funds from 2011 to 2021 among retail
investors who hold mutual funds. The top panel shows the fraction of retail investors who hold a
socially responsible mutual fund in their portfolio. The bottom panel shows the average portfolio
weight allocated to socially responsible mutual funds among retail investors. Portfolio weights are
calculated relative to the holding of mutual funds only.
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Figure A2. Investments in brown and green stocks by retail investors who hold stocks,
2011-2021

This figure shows investment in brown and green stocks among retail investors holding stocks
from 2011 to 2021. The top panel shows the fraction of retail investors who hold a brown or a
green stock in their portfolio. The bottom panel shows the average portfolio weight allocated to
green and brown stocks among retail investors. Portfolio weights are calculated relative to the
holding of stocks only.
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Table Al. ES fund classification

This table reports all the keywords we use to determine ES funds. The English list is similar to Michaely,
Ordonez-Calafi, and Rubio (2023).

English Keyword

responsib

social (except social media)

sustain (except sustainable dividend), sust
esg

clean

green (except evergreen)

environm

alternative energy

equality
wind energy

solar

climate

better wotl

sr1

low carbon
ecology (or “ eco “
gender

ethical

impact

water

renewable
brighter future
Danish Keywords
bzred, redygtig
gronne
klima, milj
etik, etisk
nordea + stats
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Table A2. Socially responsible investments: robustness

This table examines the determinants of socially responsible investments. The sample consists of individuals
who do not receive inheritance from their last living parent during the period of the study. The dependent
variables in the five specifications are as follow: (1) znvest in ESG funds is an indicator for investments in
socially responsible mutual funds; (2) invest in green stocks is an indicator for investments in green energy
stocks; (3) portfolio weight on ESG funds is the fraction of investments in stocks and mutual funds allocated to
socially responsible mutual funds; (4) portfolio weight on green stocks is the fraction of investments in stocks and
mutual funds allocated to green energy stocks; and (5) portfolio weight on green minus brown stocks is the fraction
of investments in stocks and mutual funds allocated to green energy stocks minus the fraction allocated to
brown energy stocks. All the dependent variables are measured in percentage points (i.e., range from 0 to
100). Section I provides details about the classification of socially responsible mutual funds and the
classification of green and brown energy stocks. Income is personal income. Financial wealth is the value of
cash, bonds, stocks, and mutual funds. All specifications include individual fixed effects, year fixed effects,
and municipality fixed effects. Standard errors are clustered at the municipality-year level and reported in
parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
M @ © @ B
Financial wealth (million DKK) 1.568** 1.533* 0.081* 0.102* 0.291*
(0.06) (0.03) (0.00) (0.01) 0.02)
Income (million DKK) -0.096* -0.149 0.010* -0.042 -0.059"
(0.03) (0.04) (0.01) (0.01) 0.02)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 10,136,282 10,136,282 10,136,272 10,136,272 10,136,272
Adjusted R? 0.355 0.680 0.377 0.683 0.663
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Table A3. Inherited wealth and investments in socially responsible mutual funds and
stocks after 3 years

This table examines the effect of inherited wealth on socially responsible investments. The sample includes
individuals who inherit due to the death of their last living parent. For each individual, we include two
observations: one in the year before inheritance and one in year three after inheritance. Inberited wealth is the
value of the inheritance (equal to zero before the inheritance). The dependent variables in the five
specifications are as follow: (1) znvest in ESG funds is an indicator for investments in socially responsible
mutual funds; (2) inwvest in green stocks is an indicator for investments in green energy stocks; (3) portfolio weight
on ESG funds is the fraction of investments in stocks and mutual funds allocated to socially responsible
mutual funds; (4) portfolio weight on green stocks is the fraction of investments in stocks and mutual funds
allocated to green energy stocks; and (5) portfolio weight on green minns brown stocks is the fraction of investments
in stocks and mutual funds allocated to green energy stocks minus the fraction allocated to brown energy
stocks. All the dependent variables are measured in percentage points (i.e., range from 0 to 100). Section 1
provides details about the classification of socially responsible mutual funds and the classification of green
and brown energy stocks. Affer inberitance is an indicator equal to one in the year after inheritance. All
specifications include individual fixed effects, year fixed effects, and municipality fixed effects. Standard
errors are clustered at the municipality-year level and reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
M @ © @ B
Inherited wealth (million DKK) 2113 2.034+ 0.144 -0.035 0.290"*
(0.20) (0.19) (0.03) (0.006) 0.09)
After inheritance 8.341 0.328 1.471 0.028 0.038
(0.49) (0.35) (0.11) (0.12) (0.16)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 99,610 99,610 99,602 99,602 99,602
Adjusted R? 0.209 0.666 0.187 0.667 0.632
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Table A4. Inherited wealth and active investments in socially responsible mutual funds
and stocks after 3 years

This table examines the effect of inherited wealth on socially responsible investments. To identify active
investment decisions, the sample excludes individuals if the deceased parent holds socially responsible
mutual funds or green stocks in their portfolio. The sample includes individuals who inherit due to the
death of their last living parent. For each individual, we include two observations: one in the year before
inheritance and one in year three after inheritance. Inberited wealth is the value of the inheritance (equal to
zero before the inheritance). The dependent variables in the five specifications are as follow: (1) invest in
ESG funds 1s an indicator for investments in socially responsible mutual funds; (2) snvest in green stocks is an
indicator for investments in green energy stocks; (3) portfolio weight on ESG funds is the fraction of investments
in stocks and mutual funds allocated to socially responsible mutual funds; (4) portfolio weight on green stocks is
the fraction of investments in stocks and mutual funds allocated to green energy stocks; and (5) portfolio
weight on green minus brown stocks is the fraction of investments in stocks and mutual funds allocated to green
energy stocks minus the fraction allocated to brown energy stocks. All the dependent variables are measured
in percentage points (i.e., range from 0 to 100). Section I provides details about the classification of socially
responsible mutual funds and the classification of green and brown energy stocks. Affer inberitance is an
indicator equal to one in the year after inheritance. All specifications include individual fixed effects, year
tixed effects, and municipality fixed effects. Standard errors are clustered at the municipality-year level and
reported in parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) 2 3) @ ©)
Inherited wealth (million DKK) 2.058 1.592% 0.138 -0.060 0.164*
(0.21) (0.18) (0.03) (0.05) (0.08)
After inheritance 8.365 0.427 1.475* 0.106 0.145
(0.49) (0.33) (0.11) (0.11) (0.15)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 99,160 97,816 99,152 97,808 96,116
Adjusted R? 0.208 0.673 0.186 0.672 0.640
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Table A5. Warm glow, inherited wealth, and socially responsible investments: robustness

This table examines the effect of warm glow and inherited wealth on socially responsible investments. In
Panel A, the sample includes individuals who made a charitable donation at any point in time before they
inherit due to the death of their last living parent. In Panel B, the sample includes individuals who did not
make a charitable donation before they inherit due to the death of their last living parent. For each
individual, we include the year before inheritance and the year after inheritance. Inberited wealth is the value
of the inheritance (equal to zero before the inheritance). The dependent variables in the five specifications
are as follow: (1) znvest in ESG funds is an indicator for investments in socially responsible mutual funds; (2)
invest in green stocks is an indicator for investments in green energy stocks; (3) portfolio weight on ESG funds is
the fraction of investments in stocks and mutual funds allocated to socially responsible mutual funds; (4)
portfolio weight on green stocks is the fraction of investments in stocks and mutual funds allocated to green
energy stocks; and (5) portfolio weight on green minus brown stocks is the fraction of investments in stocks and
mutual funds allocated to green energy stocks minus the fraction allocated to brown energy stocks. All the
dependent variables are measured in percentage points (i.e., range from 0 to 100). Section I provides details
about the classification of socially responsible mutual funds and the classification of green and brown
energy stocks. Affer inheritance is an indicator equal to one in the year after inheritance. All specifications
include individual fixed effects, year fixed effects, and municipality fixed effects. Standard errors are
clustered at the municipality-year level and reported in parentheses.

Panel A. Individuals making charitable donations before inheritance

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 2278 1.876* 0.323" -0.038 0.141
0.29) (0.28) (0.08) (0.08) (0.11)
After inheritance 5.024 1.425 0.960"* 0.362* 0.445
(0.37) (0.40) (0.09) (0.13) (0.15)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 36,998 36,998 36,996 36,996 36,996
Adjusted R? 0.381 0.749 0.415 0.760 0.728
Panel B. Individuals without charitable donations before inheritance
Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
M @ © @ B
Inherited wealth (million DKK) 0.482 1.393* 0.088"* -0.003 0.135
(0.11) (0.17) (0.03) (0.006) 0.07)
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After inheritance

Individual fixed effects
Year fixed effects
Municipality fixed effects

N
Adjusted R?

2460
(0.28)

Yes
Yes
Yes

108,392
0.180

0.755"
(0.23)

Yes
Yes
Yes

108,392
0.744

0.281°
(0.03)

Yes
Yes
Yes

108,390
0.148

0.048
(0.08)

Yes
Yes
Yes

108,390
0.770

0.067
(0.10)

Yes
Yes
Yes

108,390
0.740
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Table A6. Main results controlling for number of active/passive funds

This tables examines whether the main results on wealth on investing in ESG funds can be
explained by investors’ diversification across active funds after inheritance. Similar to Table IV,
the sample includes individuals who inherit due to the death of their last living parent. For each individual,
we include the year before inheritance and the year after inheritance. Inberited wealth is the value of the
inheritance (equal to zero before the inheritance). The dependent variables in the two specifications are as
tollow: (1) invest in ESG funds is an indicator for investments in socially responsible mutual funds, and (2)
portfolio weight on ESG funds 1s the fraction of investments in stocks and mutual funds allocated to socially
responsible mutual funds. All the dependent variables are measured in percentage points (i.e., range from
0 to 100). Section I provides details about the classification of socially responsible mutual funds. Affer
inberitance is an indicator equal to one in the year after inheritance. Number of active (passive) funds is the
number of different active (passive) funds the investor holds. All specifications include individual fixed
effects, year fixed effects, and municipality fixed effects. Standard errors are clustered at the municipality-
year level and reported in parentheses.

Dependent variable Invest in Portfolio
ESG fund  weight on
ESG funds
O @)
Inherited wealth (million DKIS) 0.621** 0.085*
(0.14) (0.04)
After inheritance 4125 0.737*
(0.29) (0.06)
Number of active funds 1.490* 0.205"
(0.13) (0.02)
Number of passive funds 4.108" 0.441
(0.31) (0.05)
Individual fixed effects Yes Yes
Year fixed effects Yes Yes
Municipality fixed effects Yes Yes
N 145,318 145,314
Adjusted R? 0.391 0.368
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Table A7. Results on ES funds ignoring name changes

This table examines the effect of inherited wealth on socially responsible funds when we exclude ES funds
that were reclassified during the sample. The sample includes individuals who inherit due to the death of
their last living parent. For each individual, we include the year before inheritance and the year after
inheritance. Inberited wealth is the value of the inheritance (equal to zero before the inheritance). The
dependent variables in the five specifications are as follow: (1) znvest in ESG funds is an indicator for
investments in socially responsible mutual funds; and (2) portfolio weight on ESG funds is the fraction of
investments in stocks and mutual funds allocated to socially responsible mutual funds. All the dependent
variables are measured in percentage points (i.e., range from 0 to 100). Section I provides details about the
classification of socially responsible mutual funds. Affer inberitance is an indicator equal to one in the year
after inheritance. All specifications include individual fixed effects, year fixed effects, and municipality fixed
effects. Standard errors are clustered at the municipality-year level and reported in parentheses.

Dependent variable Invest in Portfolio
ESG funds  weight on
ESG funds
©) 2
Inherited wealth (million DKK) 1.280™ 0.247
(0.14) 0.04)
After inheritance 3.612 0.901
(0.30) (0.08)
Individual fixed effects Yes Yes
Year fixed effects Yes Yes
Municipality fixed effects Yes Yes
N 145,142 145,142
Adjusted R? 0.300 0.279
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Table A8. Inherited wealth and investments in socially responsible assets for funds and
stocks investors separately

This table examines the effect of inherited wealth on socially responsible investments. The sample includes
individuals who inherit due to the death of their last living parent. We differentiate between investors in
funds and stocks. For each individual, we include two observations: one in the year before inheritance and
one in year three after inheritance. Inberited wealth is the value of the inheritance (equal to zero before the
inheritance). The dependent variables in the five specifications are as follow: (1) znvest in ESG funds is an
indicator for investments in socially responsible mutual funds among funds investors; (2) invest in green stocks
is an indicator for investments in green energy stocks among stocks investors; (3) portfolio weight on ESG
fundsis the fraction of investments in mutual funds allocated to socially responsible mutual funds; (4) portfolio
weight on green stocks is the fraction of investments in stocks allocated to green energy stocks; and (5) portfolio
weight on green minus brown stocks is the fraction of investments in stocks allocated to green energy stocks
minus the fraction allocated to brown energy stocks. All the dependent variables are measured in percentage
points (i.e., range from 0 to 100). Section I provides details about the classification of socially responsible
mutual funds and the classification of green and brown energy stocks. Affer inheritance is an indicator equal
to one in the year after inheritance. All specifications include individual fixed effects, year fixed effects, and
municipality fixed effects. Standard errors are clustered at the municipality-year level and reported in
parentheses.

Dependent variable Invest in Invest in Portfolio Portfolio Portfolio
ESG funds green weighton  weighton  weight on
stocks ESG funds green green
stocks minus
brown
stocks
©) ©) () @ ©)
Inherited wealth (million DKK) 1.540% 1.677 0.124* -0.026 0.176*
0.29) (0.17) (0.006) (0.006) 0.07)
After inheritance 9.509 0.924* 1.629 0.130 0.185
(0.70) 0.27) (0.15) (0.08) (0.10)
Individual fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes Yes
N 53,918 118,274 53,914 118,274 118,274
Adjusted R? 0.403 0.761 0.420 0.774 0.746
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Appendix B. Wealth and donations to charity

In Section IV, we use individuals’ revealed preferences for charitable donations and establish that
investors who are more prone to the warm glow effect (i.e., past donors) have a stronger effect of
windfall wealth on their holdings of responsible mutual funds and stocks. Although our analysis
neither requires nor assumes that charitable donations themselves are a luxury good, we examine
whether responsible investments and donations are changing in the same directions in response
to windfall wealth. Our hypothesis is that charitable giving increases with inheritance. Alternatively,
if responsible investment and donations to charity are substitutes, it is possible that an increase in
responsible assets share is accompanied by a decrease in donations.

We start by estimating the effect of the inherited amount on the size of an average charitable giving
for the sample of beneficiaries holding financial assets, using the same econometric specification
and data as in Table IV. Results are presented in column 1 of Table B1. An additional 1 million
DKK in inheritance increases the average charitable donation by 54 DKK, which is 10% of the
average pre-inheritance donation in the sample (534 DKK).

Unlike portfolio weights and holdings, charitable donations are a flow variable, which has zeros
for the majority of person-year observations. Therefore, in column 2, we use the sum of donations
for three years before the inheritance (that is, years -3 to -1) and for three years after the inheritance
(that is, years 1 to 3). An additional 1 million DKK of inheritance increases the 3-year donation by
192 DKK, which is 14% of the mean (1328 DKK). These estimates correspond to elasticities of
5.6% to 8%, which are below 29%, the elasticity of donations to transitory income shocks obtained
by Auten, Sieg, and Clotfelter (2002), using data from the IRS panel of tax returns of 1980 to 1992.
Our estimates, together with the modest size of the average donation, are consistent with public
goods provided by the government crowding out private charitable donations (e.g., Andreoni,
1993). Free healthcare and education, relatively high taxes, and the general efficiency of the public
sector in Denmark may explain the low average level of charitable giving.

Finally, in columns 3 and 4, we estimate the effect of the inheritance amount on the probability of
donating in year +1 compared to year -1 (column 3) and in years +1 to +3 compared to years -3
to -1 (column 4). We find that the 1-year probability of donation increases by 0.63% for every 1
million DKK inherited, while the probability to donate over a horizon of 3 years increases by 1%.
This finding is economically significant as the average pre-inheritance donation probabilities are
19.7% and 22.9%, respectively.

Opverall, we conclude that individuals increase their charitable donations, as well as their probability
to donate, after receiving windfall wealth from inheritance.
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Table Bl. Inherited wealth and donations to charity

This table examines the effect of inherited wealth on donations to charity. The sample includes individuals
who inherit due to the death of their last living parent. For each individual, we include two observations:
one in the year before inheritance and one in year three after inheritance. Inberited wealth is the value of the
inheritance (equal to zero before the inheritance). The dependent variables in the four specifications are as
tollow: (1) Amount donated is the amount donated to charity one year before or one year after the inheritance;
(2) Donated to charity over a 3-year horizon is the amount donated to charity over a three-year horizon preceding
or following the inheritance; (3) Donate to charity is an indicator for donations to charity over a 1-year horizon
(one year prior to the inheritance or one year after the inheritance); and (4) Donate to charity over a 3-year
horizon is an indicator for donations to charity over a three-year horizon preceding or following the
inheritance. Affer inberitance is an indicator equal to one in the year after inheritance. All specifications include
individual fixed effects, year fixed effects, and municipality fixed effects. Standard errors are clustered at
the municipality-year level and reported in parentheses.

Dependent variable Amount Amount Donate to Donate to
donated donated charity charity over
over a 3- a 3-year
year horizon horizon
@ @) ©) ©)
Inherited wealth (million DKIS) 54,058 192.032*** 0.654 1.038**
(10.82) (53.01) (0.13) 0.17)
After inheritance 68.337* 34,348 1.387 1.016**
(15.44) (44.19) (0.22) (0.30)
Individual fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
Municipality fixed effects Yes Yes Yes Yes
N 145,318 145,318 145,318 145,318
Adjusted R? 0.925 0.649 0.773 0.680
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