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Abstract:

ESG investing has gradually moved from a niche concept to a relevant driver of financial
markets, raising important questions about what truly determines whether an investment
product is perceived as ESG-oriented. In such context, this paper examines the determinants
of ESG investment positioning in global ETF markets, with a particular focus on ETFs as
composite products, where ESG classification extends beyond the traditional environmental,
social, and governance pillars. Specifically, we analyze the relationship between the ESG
scores of the largest exchange-traded funds, selected by assets under management (AUM),
and a set of market and behaviorally interpreted factors. Using cross-sectional data on major
globally traded ETFs, the analysis employs correlation techniques and logistic regression
modelling to identify factors associated with higher ESG positioning. The results indicate
that several key factors contribute to increasing the odds of ESG positioning, most notably
assets under management (67,5 %), fund inception period (55 %), and technology sector
exposure (38,7 %), all statistically significant at conventional levels (p < 0,1 and better), as
derived from the logit model. These findings suggest that ESG positioning in ETF markets
is not driven solely by underlying sustainability attributes, but also by product-specific
characteristics and market perceptions. This contributes to a better understanding of ESG
investment dynamics and provides useful insights for portfolio management and the design
of sustainable investment strategies.
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1. Introduction

The concept of Environmental, Social and Governance (ESG) has emerged as a
central component of modern financial markets in the 21st century, reflecting an
apparent shift from previous purely financial objectives towards a more
comprehensive assessment of long-term value creation and sustainability (Soratana,
2025). Over the past decade, ESG investing has experienced substantial growth,
driven by increasing awareness of climate change, social responsibility, and
corporate governance standards. Both institutional and retail investors are thus
increasingly integrating ESG criteria into their decision-making processes (de Jong
& Rocco, 2022; Zeidan, 2025), while regulators and policymakers continue to
strengthen ESG-related disclosure frameworks. As a result, ESG investing has
evolved from a niche investment approach into a mainstream paradigm shaping
global capital allocation.

At the same time, the rapid expansion of ESG investing has given rise to intensive
discussions and growing concerns—in particular, questions have been raised
regarding the credibility and consistency of ESG classifications, including the
growing issue of greenwashing and the divergence of ESG ratings across providers.
These concerns suggest that the traditional three ESG pillars may not be the only,
nor necessarily the dominant, factors determining whether an investment product is
perceived as ESG-oriented (Taddeo et al., 2026). This is particularly relevant in the
context of equity investments and exchange-traded funds (ETFs), where the
proliferation of ESG-labelled products and strategies not only reflects underlying
sustainability characteristics but also shapes investor demand and perception.
Unlike individual firms, ETFs represent composite portfolios, where product-
specific characteristics—such as fund size, cost structure, inception year, or
geographic allocation—may play an important role in shaping ESG positioning
beyond the direct environmental, social, and governance attributes of underlying
assets. As a consequence, both academic research and market participants have
begun to focus not only on ESG performance itself, but also on other determinants
that influence how investment products are positioned and perceived as ESG.

In response to these challenges, this paper aims to examine the determinants of ESG
investment positioning in global ETF markets. Specifically, the research
investigates which factors influence whether an ETF is classified as ESG-oriented,
focusing on both market-based and behaviorally interpreted drivers. The empirical
analysis is based on a cross-sectional dataset of the 100 largest ETFs by assets under
management and employs correlation analysis and logistic regression modelling to
identify the key determinants of ESG positioning. By incorporating variables such
as fund size, sector composition, performance characteristics, and risk measures, the
research seeks to provide a comprehensive view of the mechanisms underlying ESG
investment products positioning.
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The contribution of this research is twofold. First, it extends the existing literature
on ESG investing by shifting the focus from traditional environmental, social, and
governance pillars toward external determinants and product-specific
characteristics that shape ESG positioning. While prior studies primarily examine
ESG performance at the firm level (Friede, Busch & Bassen, 2015; Pastor,
Stambaugh & Taylor, 2021; Galeone et al., 2025), this study emphasizes the role of
market structure, fund attributes, and investor behavior in the context of financial
products. Second, the analysis provides also practical insights for investment
decision-making, particularly in the ETF market, which has become one of the most
popular investment vehicles of recent years. By identifying the key drivers of ESG
positioning, our findings can offer valuable guidance for both individual and
institutional investors seeking to construct informed and credible ESG investment
strategies.

2. Relevant literature and theoretical background
2.1 ESG concept, its evolution and role in finance

Environmental, Social and Governance (ESG) considerations have become an
important component of contemporary financial markets, extending traditional
financial evaluation to include sustainability-related factors (Bednarova & Soratana,
2025). The ESG framework comprises three interconnected pillars (Wijeweera et
al., 2026): environmental factors (e.g., climate change, carbon emissions, and
resource use), social factors (e.g., labor practices, diversity, and human rights), and
governance factors (e.g., board structure, transparency, and shareholder rights)
(Nishikawa & Giese et al., 2019; Soratana, 2025).

The modern ESG concept evolved from earlier dimensions of responsible investing,
although these approaches are not synonymous. Socially responsible investing
(SRI) is primarily based on ethical screening and excluding controversial industries,
whereas ESG investing broadened this perspective by incorporating environmental,
social, and governance factors alongside traditional financial criteria (Boffo &
Patalano, 2020; de Jong & Rocco, 2022). Green investing represents a narrower
approach focused predominantly on environmental objectives. A key milestone in
relation to investing was the systematical integration of ESG criteria into
institutional investment strategies, supported by global initiatives such as the United
Nations Principles for Responsible Investment (PRI) (de Jong & Rocco, 2022).

Within this study, the term ESG positioning is used, which following recent
literature can be understood as a combination of measurable sustainability
characteristics of a product, such as its ESG score or rating, and its market
designation as an ESG-compliant investment strategy (Duncombe et al., 2026; Yang
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et al., 2026; Cheng et al., 2026). Therefore, it incorporates both the underlying ESG
profile of the ETF portfolio and the way these characteristics are communicated and
recognized by investors. In the empirical analysis, ESG positioning is primarily
operationalized through the relative ESG score of ETFs, with higher-scoring
products interpreted as more strongly positioned in the ESG investment segment.

A large body of more recent empirical evidence has suggested that ESG factors are
also associated with improved risk-adjusted returns (Friede, Busch & Bassen, 2015;
Galeone et al., 2025) and lower downside risk (Derwall, 2011; Florio et al., 2025),
although results vary depending on methodology and sample (Friede, Busch &
Bassen, 2015; Galeone et al., 2025). The growing importance of ESG has also been
reinforced by regulatory developments and increased disclosure requirements
(Christensen, Hail & Leuz, 2021). Alongside these developments, ESG investing
has expanded rapidly through financial products, particularly equity and exchange-
traded funds (ETFs), which offer investors diversified exposure to ESG-aligned
assets. ESG ETFs have gained popularity due to their liquidity, transparency, and
cost efficiency, allowing both institutional and retail investors to integrate
sustainability considerations into portfolio construction (Zeidan, 2025;
Katsampoxakis et al., 2026).

However, in contrast to individual firms’ stocks, where ESG performance is
typically assessed directly through the three core pillars, ETFs represent composite
investment products composed of multiple underlying assets, making the evaluation
of their ESG characteristics inherently more complex. The ESG characteristics of
such products are largely determined by underlying portfolio composition, sector
allocation, or index construction methodologies, as well as broader product-specific
features such as fund size, cost structure, fund age, and geographic exposure, which
are increasingly becoming the subject of empirical research on ESG-labelled
investment products (Gebauer et al., 2026; Infante, Curto & Arenas, 2025). This
complexity therefore raises important questions about the true determinants of ESG
positioning.

2.2 Determinants of ESG positioning of investment products

A substantial body of literature has examined the determinants of ESG scores and
the factors influencing the positioning of firms and investment products as ESG-
oriented. At the firm level, empirical studies consistently highlight the role of size,
governance quality, and industry characteristics. Larger firms tend to exhibit higher
ESG scores due to greater resources, more developed reporting systems, and
increased regulatory and reputational pressure (Ioannou & Serafeim, 2012; Khan,
Serafeim & Yoon, 2016). Similarly, according to Nishikawa and Giese et al. (2019)
sectoral differences seem to play a crucial role, as industries with lower
environmental intensity—such as technology—are generally associated with higher
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ESG ratings compared to carbon-intensive sectors like energy or heavy
manufacturing. Firms investing in digital technologies and green innovation
therefore tend to achieve higher ESG scores, as such investments enhance
transparency, efficiency, and environmental performance (Wang & Yang, 2024;
Zhao et al., 2025).

At the level of financial products, the determinants of ESG positioning are closely
related to portfolio composition and fund characteristics. Investment funds with
higher exposure to sectors perceived as sustainable—particularly the already
mentioned information technology or also communication services—tend to exhibit
higher ESG scores. Recent ETF evidence also suggests that fund characteristics,
portfolio composition, and investor demand jointly influence the market positioning
of ESG investment products (Infante, Curto & Arenas, 2025). While Rompotis
(2022) does not identify a systematic relationship between ESG ratings and fund
size, the study highlights that ESG ETFs exhibit considerable heterogeneity,
suggesting that product characteristics beyond ESG ratings alone deserve further
investigation. Likewise, Pastor, Stambaugh and Taylor (2021) argue that strong
investor demand for sustainable assets may increase their market prices and
consequently lower their expected future returns, illustrating how investor
preferences can influence the valuation of ESG-oriented products.

Other fund-specific characteristics may also be relevant when examining ESG
positioning, although the existing evidence is less conclusive. Characteristics such
as expense ratios, fund age, and geographical exposure have been researched as
potentially relevant determinants (Black & Kolbel, 2024; Morrissey & Kleiman,
2025; Lozano & Martinez-Ferrero, 2022). Newer funds are often designed with ESG
considerations in mind (Morrissey & Kleiman, 2025; Vu et al., 2025), reflecting
evolving regulatory requirements (Lukacs & Molnar, 2025) and investor
preferences (Ortez et al., 2026), while funds with higher exposure to developed
markets may benefit from more advanced ESG disclosure frameworks (Chau et al.,
2025; Lukacs & Molnar, 2025). However, the relationship between these factors
and ESG positioning is not always linear and may be influenced by broader
institutional and market dynamics.

An important challenge in this area is the issue of ESG rating divergence and
potential greenwashing. Differences in ESG methodologies can lead to inconsistent
evaluations of the same asset, while some firms or products may strategically
present themselves as sustainable without substantial underlying improvements
(Berg, Kolbel & Rigobon, 2022; Taddeo et al., 2026). This highlights the need to
interpret ESG scores not only as measures of sustainability performance, but also as
outcomes shaped by reporting practices, regulatory environments, and market
incentives.
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2.3 Behavioral perspective on ESG investing

In addition to structural and financial determinants, the literature increasingly
emphasizes the role of non-financial and psychological factors in ESG investing.
Behavioral finance provides a framework for understanding how investor
preferences, social norms, and cognitive biases influence investment decisions
beyond traditional risk-return considerations (DellaVigna, 2009).

One key insight is that ESG investing often reflects non-pecuniary motivations,
where investors derive utility from aligning their portfolios with personal values or
societal goals. Empirical studies suggest that investors are willing to accept lower
financial returns in exchange for higher ESG performance, indicating the presence
of “social preferences” in investment behavior (Renneboog, Ter Horst & Zhang,
2008; Pasquino & Lucarelli, 2025). This is consistent with the broader concept of
impact investing, where financial and social objectives are jointly pursued
(Serafeim, 2020). Furthermore, recent research highlights the importance of trends
and narratives in financial markets. Media headlines surrounding sustainability,
technological progress, and responsible investing can influence investor perceptions
and capital allocation decisions, contributing to the popularity of ESG investments
(Seth & Das, 2026). In particular, the perception that certain companies are
inherently more sustainable can amplify their attractiveness within ESG portfolios,
regardless of their actual environmental impact.

The interaction between behavioral and structural factors collectively suggests that
ESG positioning of investment products is not solely determined by objective
sustainability performance. Instead, it reflects a complex interplay of factors, that
will be analyzed in this research for the market of particularly relevant ETF
investment products, where ESG characteristics may be shaped as much by external
factors and demand-side dynamics as by underlying fundamentals.

3. Methodological framework and data

This paper adopts a quantitative, cross-sectional approach to examine the
determinants of ESG investment positioning within global ETF markets. In line with
the existing literature the analysis focuses on identifying the key characteristics
associated with whether an ETF is positioned as ESG-oriented. The main objective
of the study is here to identify statistical associations rather than establish causal
relationships between fund characteristics and ESG positioning, while future
research might extend the analysis using panel data, instrumental-variable
approaches, or quasi-experimental designs to investigate causal mechanisms in
greater detail.

Based on already referred previous research, summarized in chapter 1, the main
research question is formulated as follows: ,,What factors determine whether ETF
products are positioned as ESG-oriented in global financial markets? *.

10
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Based on the theoretical and empirical insights discussed in the literature review,
several testable hypotheses are derived. Prior research suggests that ESG
positioning is influenced by fund size (Ioannou & Serafeim, 2012; Khan, Serafeim
& Yoon, 2016), sector composition (Nishikawa & Giese et al., 2019), and evolving
market preferences toward sustainability. In particular, larger funds may be more
likely to adopt ESG characteristics due to stronger investor demand and reputational
considerations (Rompotis, 2022; Ortez et al., 2026), while newer funds may reflect
recent regulatory and market trends favoring ESG integration (Morrissey &
Kleiman, 2025; Vu et al., 2025). Additionally, funds with higher exposure to
technology sectors are often perceived as more sustainable due to their lower
environmental intensity and alignment with digital transformation narratives (Wang
& Yang, 2024; Zhao et al., 2025).

The explanatory variables were selected on the basis of both ESG-specific literature
and broader empirical studies examining the determinants of financial asset
valuation and investment characteristics (for example Mottaghi et al., 2023).

Accordingly, the following hypotheses are formulated:

* H1: ETFs with higher assets under management (AUM) are more likely to be
positioned as ESG-oriented.

* H2: Newer ETFs (with more recent inception years) are more likely to be
positioned as ESG-oriented.

» H3: ETFs with a higher share of technology sector exposure are more likely to be
positioned as ESG-oriented.

These hypotheses reflect both structural (size and sector composition) and
behavioral (investor preferences, market narratives) determinants of ESG
positioning. In addition to these core hypotheses, the empirical analysis includes a
set of additional fund-specific characteristics that have as of yet received limited
attention in existing literature, and therefore no explicit hypotheses are formulated.

3.1 Summary of variables and ESG positioning definition

The empirical analysis is based on a cross-sectional dataset of the 100 largest
exchange-traded funds (ETFs) globally, selected according to assets under
management (AUM). The analysis focuses exclusively on equity exchange-traded
funds (ETFs) because they represent one of the fastest-growing collective
investment products globally, combining broad use by both retail and institutional
investors with a high degree of transparency regarding portfolio composition and
fund characteristics. In addition, compared with traditional mutual funds, ETFs
provide more standardized and publicly available information on holdings and ESG
metrics. All data were extracted in March 2026.

11
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The dataset combines financial characteristics, portfolio composition indicators, and
approximate ESG scores. To operationalize ESG positioning, a binary dependent
variable is constructed. Specifically, ETFs with an ESG score above the sample
median are classified as ESG-oriented (assigned a value of 1), while those below
the median are classified as non-ESG (assigned a value of 0). Although transforming
a continuous ESG score into a binary variable inevitably results in some loss of
information, this specification was intentionally adopted because the primary
objective of the study is to examine the factors associated with whether an ETF is
positioned as relatively ESG-oriented rather than to explain marginal differences in
ESG scores themselves. The binary classification also allows for a more simplified
and straightforward interpretation and is consistent with the conceptual definition
of ESG positioning introduced in the theoretical part. Future studies may
complement this approach using continuous-score regression models to assess the
robustness of the findings.

. (1, if esg; > median
ESG_high = {0, otherwise (1
Meaning:
. 1 = ETF belongs to the ESG-positioned funds,
. 0 = low ESG positioning.

As summarized in the table 1 below, the independent (explanatory) variables
include fund size, cost structure, sector exposure, geographic allocation,
performance indicators, and risk measures. Together, these variables capture both
traditional financial characteristics and factors linked to ESG perception.

Tab. 1: Definition of variables

Variable Description

AUM Assets under management (USD)

esg ESG score (MSCI ESG Research methodology) (points)
expense Estimated expense ratio — fees charged by fund (%)

tech Share of technology sector within ETF assets allocation (%)
us Share of US exposure within ETF assets allocation (%)
year Year of fund inception (year)

12
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return

vol

3-year annualized return (%)

Standard deviation of returns (%)

Source: authors' own processing

3.2 Logit model and data specification

To quantitatively examine the determinants of ESG positioning, the study then
employs a logistic regression model (logit), which is appropriate for binary
dependent variables. The model estimates the probability that a given ETF is
classified as ESG-oriented based on its characteristics.

Our model can be expressed as:

Z; = Bo + B1 In(AUM;) + B,expense; + Pstech; + B,us; + Psyear; +
Bereturn; + f-vol;

where:

1

P(ESGpign = 1) = ————
( SGhlghi ) 1+e_Zi (2)

3)

ESGpigp is a binary variable equal to 1 if the ETF has an ESG score above
the median, and 0 otherwise,

AUM,; represents assets under management,

expense; denotes the expense ratio,

tech; captures technology sector exposure,

us; reflects geographic exposure to the United States,

year; captures fund age based on the difference between the ETF inception
year and the year of data extraction (2026), meaning the variable is
expressed in negative values where higher values indicate more recently
established funds (i.e., values closer to zero represent newer ETFs),
return;represents past performance (3-year return),

vol; measures risk.

Estimated coefficients are interpreted primarily through odds ratios (using Euler’s
number e = 2,7183 raised to the power of resulting coefficients fB;). This
specification allows for the estimation of the marginal effects of each variable on
the likelihood of ESG positioning, while controlling for other relevant factors.

13
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It should be noted that some explanatory variables, particularly assets under
management, may exhibit potential endogeneity with ESG positioning, as investor
demand for ESG products can itself influence fund growth. Since the objective of
our research is to identify associations rather than causal effects, this potential
bidirectional relationship should not invalidate the empirical analysis but has to be
considered when interpreting the estimated coefficients. Addressing this issue
would require more data or causal identification strategies, such as instrumental-
variable and panel-data approaches, which are beyond the data availability and
overall scope of the currently presented research.

The analysis relies on publicly available data from Yahoo Finance, Bloomberg, and
MSCI ESG Fund Metrics. Financial characteristics, portfolio composition, and
fund-level information were obtained from Yahoo Finance and Bloomberg, while
ESG scores were primarily based on the MSCI ESG Quality Score. This score
evaluates an ETF's ability to manage medium- to long-term environmental, social,
and governance risks using 77 underlying ESG indicators. Where complete MSCI
observations were unavailable, missing values were conservatively approximated
using the corresponding MSCI ESG Peer Percentile, Global Percentile metrics, and
cross-validation with publicly available ESG fund information to preserve
consistency across the sample. Although this approximation represents a limitation
of the analysis, it enabled the construction of a homogeneous dataset for the largest
global ETFs.

4. Results and discussion

This chapter will present the empirical findings of the study in three steps - first,
descriptive statistics are provided to characterize the dataset and offer an initial
overview of the variables; second, a correlation matrix is analyzed to explore the
relationships between ESG scores and selected ETF characteristics and finally, the
results of the logistic regression model are presented to identify the key determinants
of ESG positioning, followed by an interpretation that incorporates both traditional
financial reasoning and behavioral perspectives.

Below presented Table 2 reports the descriptive statistics for the variables used in
the analysis with the sample consisting of 100 ETFs, ensuring a balanced cross-
sectional representation of major global funds. The average ESG score is 45.48,
with a standard deviation of approximately 9.98, indicating moderate dispersion
across funds. The range (23.3 to 68.7) suggests that the dataset captures both
relatively low and high ESG-oriented ETFs, supporting the construction of a binary
ESG classification. The mean logarithm of assets under management (InAUM) is
19.79, reflecting the large size of the selected funds. Expense ratios average is
0.198%, which is consistent with typical ETF cost structures, though variation exists
across funds.

14
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From a portfolio perspective, the average technology sector weight is 23.52%, with
substantial variation (from 5.29% to 44.70%), indicating that sector composition
differs significantly across included ETF products. Similarly, US exposure is
relatively high on average (71.26%), reflecting the dominance of US markets in
global ETF portfolios. Performance and risk characteristics show that the average
3-year return for selected funds was 7.83%, while average volatility is 17.47%,
again with notable dispersion. The mean inception year of 2011 suggests that the
sample includes both relatively mature and newer funds, which is important for
testing the hypothesis related to ESG evolution over time.

Tab. 2: Descriptive statistics

Variable Obs Mean Std. Dev. Min Max
esg 100 45.477 9.975 233 68.7
InAUM 100 19.785 732 16.872 20.596
expense 100 .198 .092 .061 347
tech 100 23.522 12.031 5.286 44.702
us 100 71.263 17.391 40.256 99.952
return 100 7.828 6.194 -2.547 17.828
vol 100 17.47 6.09 8.128 27.624
year 100 2011.38 6.115 2000 2022

Source: authors' own processing according to data from Yahoo Finance, Bloomberg and
MSCI ESG Research (2026)

Following up with the results of correlation matrix (shown in Figure 1) are provided
initial insights into the relationships between ESG scores and ETF characteristics.
Most notably, ESG scores exhibit a moderate positive correlation with technology
sector exposure (0.52) and assets under management (0.49). This supports the
hypothesis that larger funds and those with higher exposure to technology tend to
be more ESG-oriented. A weaker but still positive relationship is observed between
ESG scores and returns (0.29), suggesting that ESG positioning may be associated
with performance perceptions, although this relationship is not particularly strong.
In contrast, ESG scores show a negative correlation with volatility (-0.21),
indicating that ESG-oriented ETFs may be perceived as less risky or more stable
investments. This aligns with the notion that investors associate ESG investments
with lower downside risk (as supported by Derwall, 2011 or Florio et al., 2025).

15
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The relationship between ESG scores and US exposure is slightly negative (-0.11),
suggesting that ESG positioning is not strictly driven by geographic concentration
in US markets. Similarly, expense ratios show almost no correlation with ESG
scores (-0.04), indicating that fees alone do not strongly determine ESG
classification at the descriptive level. Importantly, while several correlations are
moderate, none are excessively high, suggesting the absence of severe
multicollinearity issues and supporting the validity of the employed regression
analysis.

Fig. 1: Correlation matrix results

Correlation Matrix

esg

INAUM +
95952

87857
79761
71665
6357
55474
47379
30283
31187
23092
14996
06901
-01195
-.00201
-17386

expense

tech

us

return -

vol

year -

T T T T T T T T
esg INAUM expense tech us return vol year

Source: authors' own processing

To formally quantify the determinants of ESG positioning, a logistic regression
model was estimated, the results of which are summarized in Table 3. Within the
presented results, technology exposure (tech) emerges as the most statistically
significant determinant (p <0.01, coefficient = 0.327). Transforming this coefficient
using the Eulers number (e%327 ~ 1.387), implies that each one-percentage-point
increase in the technology sector allocation raises the odds of an ETF being
classified as ESG-oriented by approximately 38.7%, ceteris paribus. This strongly
confirms H3 and highlights the structural and narrative importance of technology
sectors in ESG positioning.

Assets under management (InAUM) likewise show a positive effect (coefficient =
0.516, significant at 10%), with a one-unit increase in the logarithm of assets under
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management increasing the odds of ESG positioning by approximately 67.5 %
(e>'® ~ 1.675). This supports H1 and indicates that larger ETFs are significantly
more likely to be ESG-oriented. Fund age (year) is also positive and statistically
significant (p < 0.05, coefficient = 0.439). This indicates that newer funds are 55.0
% more likely to be ESG-oriented, supporting H2. In practical terms, this also
reflects the growing importance of ESG considerations in more recently established
investment products.

Within the additional variables, volatility (vol) has a negative coefficient (-0.236),
with higher volatility reducing the odds of ESG positioning by approximately 21 %,
supporting the view that ESG funds are associated with lower perceived risk.
Returns (return) show a positive but statistically weak effect, indicating that ESG
positioning may be partly linked to performance narratives, although the
relationship is not that robust. Expense ratio (expense) has a positive coefficient
(0.075), implying that higher-cost ETFs may be more likely to be positioned as
ESG-oriented, potentially reflecting a pricing premium associated with ESG
branding. In contrast, US exposure (us) is negative (-0.48), suggesting that ETFs
with other geographical allocation— possibly European markets known for their
strict ESG regulation and overall sustainability inclination — may exhibit higher
ESG orientation. Both of these effects (expense and us) are however statistically
insignificant and should therefore be interpreted with caution.

Tab. 3: Results of the logistic regression

esg high Coef. St.Err. t-value p-value [95% Interval] Sig
Conf

InAUM 516 231 -2.06 .097 -1.093 173 *

expense .075 512 0.73 464 -1.795 5.885

tech 327 171 3.30 .037 255 1.002 **

us -.048 .047 1.02 31 -.045 141

return 315 .064 1.93 .072 -.112 141 *

vol -.236 .109 2.39 .063 -.096 .568 *

year 439 133 -0.25 .049 -.231 179 woE

Constant  46.879  219.588  0.21 .831 -383.506  477.264

Mean dependent var  0.500 SD dependent var 0.503

17
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Pseudo r-squared 0.327 Number of obs 100
Chi-square 33.602 Prob > chi2 0.000
Akaike crit. (AIC) 40.027 Bayesian crit. (BIC) 60.868

K p< 01, ** p<.05, * p<.I

Source: authors' own processing

The model is statistically significant overall (Prob > %> = 0.000) and exhibits a
pseudo-R? of 0.327, indicating that the selected explanatory variables provide a
relatively good fit for distinguishing between ETFs with higher and lower ESG
positioning. Nevertheless, the estimated relationships should be interpreted as
statistical associations rather than causal effects, consistent with the cross-sectional
design of the study.

Beyond the traditional financial explanations presented thus far, the results can be
in line with previously mentioned literature interpreted also through a more
behavioral lens. First, the strong effect of AUM reflects investor demand dynamics.
Larger funds may attract more capital precisely because they are perceived as ESG-
aligned, creating a feedback loop where investor preferences reinforce ESG
positioning. Although the present analysis cannot distinguish between these
mechanisms, the observed relationship is consistent with a potential feedback
process between investor preferences and fund characteristics. Second, the
dominant role of technology exposure highlights the importance of market
narratives, where investors may associate technology firms with innovation,
sustainability, and future-oriented growth, even when actual environmental impacts
are more nuanced. Third, the negative relationship between volatility and ESG
positioning suggests that investors in fact perceive ESG investments as safer. This
indirectly aligns with behavioral biases such as risk aversion and the preference for
stable, “responsible” assets. Although expense ratios were not statistically
significant, the positive sign is consistent with the idea that investors may be willing
to pay higher fees for ESG-labeled products, reflecting value-based investing
behavior. And finally, the weak but positive relationship between returns and ESG
positioning indicates that optimism may also play a role, as investors may associate
ESG with superior long-term outcomes.

Overall, the empirical results suggest that ESG positioning of ETF products is
driven primarily by fund size, technological exposure, and temporal factors, while
risk perceptions and investor behavior further reinforce these relationships. Taken
together, the findings highlight that ESG positioning is truly determined by a wide
rrange of factors, supporting the broader argument that ESG investing reflects both
financial and non-financial dynamics.

18



Matusovicova, S. — Moravec, P.: Determinants of ESG Investment Positioning: Cross-
Sectional Evidence from Global ETF Markets.

5. Conclusion

ESG investing has become an increasingly important topic in financial markets,
influencing both investment strategies and the positioning of financial products. In
this study, we have therefore examined the determinants of how exchange-traded
fund (ETF) products are positioned as ESG-oriented within global markets, with a
particular focus on both market-based and behavioral factors. Specifically, our
analysis highlights that, in the case of ETFs as composite investment vehicles, ESG
positioning is not understood solely through the traditional environmental, social,
and governance pillars, but is also shaped by product-specific and market-related
characteristics.

The empirical analysis revealed that several key characteristics significantly
influence ESG positioning. In particular, assets under management, technology
sector exposure, and fund inception period emerged as the most important
determinants. Larger ETFs were found to have a positive and statistically significant
effect at the 10% level, with larger ETFs exhibiting approximately 67.5% higher
odds of being classified as ESG-oriented. Technology sector exposure proved to be
a statistically significant determinant at the 5% level, with funds more exposed to
technology showing approximately 38.7% higher odds of ESG positioning,
highlighting the structural and narrative advantages associated with technology-
intensive portfolios. Similarly, the effect of fund inception year was statistically
significant at the 5% level, indicating that newer ETFs are approximately 55% more
likely to be ESG-oriented, consistent with the growing importance of sustainability
considerations in recent years. In addition to these primary factors, other variables
such as volatility and returns also demonstrated partial explanatory power, whereas
in contrast, expense ratios and geographic exposure did not appear to be statistically
significant determinants in this context. From a behavioral perspective, the findings
were interpreted in the sense that ESG positioning is not driven solely by objective
sustainability characteristics, but also reflects investor preferences, market trends,
and perception biases. In particular, demand for large, technology-oriented, and
seemingly stable investment products appears to reinforce their classification as
ESG, highlighting the role of non-financial motivations in shaping investment
outcomes.

Despite the presented results, the research is subject to several limitations. First, the
analysis relies on cross-sectional data, which limits the ability to capture dynamic
changes in ESG positioning over time. Future research could thus employ time
series or panel data approaches to better understand temporal developments and
causal relationships. Furthermore, the presented analysis identifies only statistical
associations rather than causal relationships. The potential endogeneity between
fund characteristics and ESG positioning, particularly regarding fund size, should
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therefore be considered. For example, larger funds may become more ESG-oriented
due to stronger investor demand, while ESG-oriented products may simultaneously
attract greater capital inflows. Future research could address this issue through more
advanced econometric approaches, such as instrumental variable techniques, panel
data models with fixed effects, or quasi-experimental research designs, which would
allow for a more rigorous examination of causal mechanisms. Another limitation
relates to the set of explanatory variables included in the model. Although the
analysis incorporates several important ETF characteristics, additional financial risk
factors may explain part of the variation in ESG positioning. In particular,
established asset pricing factors, such as value and size premiums represented by
Fama-French risk factors, could potentially capture differences in portfolio
characteristics that are not fully reflected by the included variables. Incorporating
these factors would present a valuable extension of the current framework, but their
inclusion requires extensive additional data availability and methodological
adjustments. The insignificance of geographic exposure might also suggest that
further research is needed to explore regional differences in ESG positioning,
potentially using more detailed country-level variables. Finally, while this study
incorporates a behavioral perspective indirectly, future research could apply
experimental or survey-based methods to directly examine investor behavior related
to ESG investing.

Nonetheless, the research contributes to literature on sustainable finance in a
valuable way by identifying key determinants of ESG positioning in ETF markets.
Importantly, the presented findings demonstrate that factors beyond the traditional
environmental, social, and governance pillars—such as repeatedly highlighted
factors of fund size, sector composition, and market dynamics—play a crucial role
in shaping ESG classification. From a more practical perspective, the identified
determinants also provide useful predictive insights regarding the likelihood that an
ETF will be classified as ESG-oriented. Understanding the role of fund size, sector
exposure, and fund age can support investors in evaluating ESG characteristics of
investment products, assist portfolio managers in designing and positioning
sustainable financial products, and provide product developers with insights into
market factors associated with ESG demand. These findings are particularly
relevant in the European context, where ESG considerations have been strongly
embedded in regulatory frameworks and investment practices over recent years. The
European market is characterized by a comparatively high emphasis on
sustainability standards and disclosure requirements, which further amplifies the
importance of correctly understanding ESG positioning. At the same time,
especially investors in Central Europe tend to rely more heavily on collective
investment vehicles such as ETFs rather than active stock selection, making the role
of ETF characteristics especially influential in shaping perceived sustainability. The
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presented results thus provide meaningful implications for European investors and
policymakers.

Taken all together, findings of this research paper therefore can offer valuable
insight for a wide spectrum of investors, portfolio managers, and financial product
designers seeking to better understand the drivers of ESG investment positioning in
an increasingly sustainability-oriented financial environment.
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