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Abstract

Many studies indicate that sustainability ratings attract high fund flows, reinforcing the dominant role of rating agencies
for the fund industry. However, these studies neglect prospectus information, which is very likely to influence investors'
decisions. By analyzing 23,606 equity mutual funds and ETFs, we find that self-declared sustainability statements in fund
prospectus are the main driver of retail and institutional fund flows. Additionally, sustainability references in the fund name
and the fund’s employed sustainability investment approach significantly affect flows. External sustainability ratings on the
other hand appear to be less relevant for fund flows than previous studies suggest.
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Introduction

In recent years, the integration of sustainability considera-
tions into investment decisions has surged in the financial
industry, reflecting a growing emphasis on environmental,
social, and governance (ESG) factors. This shift has led to an
increasing number of investors opting for sustainable invest-
ment funds (Morningstar 2023). Despite ongoing efforts in
sustainable finance research (Hornuf and Yiiksel 2024),
it is not fully understood what sustainability information
affects investors when identifying and selecting sustainable
investments.

Prior research has focused primarily on investor prefer-
ences for sustainable investments, relying exclusively on
external sustainability ratings for investment funds (Hartz-
mark and Sussman 2019; Reboredo and Otero 2021; Becker
et al. 2022; Ceccarelli et al. 2024). These studies conclude
that investors prefer funds with favorable sustainability rat-
ings. While this contributes valuable insights, these studies
face several limitations. Critiques of rating methodologies
(Chatterji et al. 2016; Berg et al. 2020, 2022) as well as
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uncertainties surrounding investor awareness and prioriti-
zation of these ratings (compare Li and Polychronopoulis
2020; Ramos et al. 2023) cast doubts on the reliability of
such ratings. This criticism is highly relevant, as the pre-
vailing state of research is causing a strong focus on sus-
tainability ratings in the public sustainable finance debate.
For example, there are discussions about the need to revise
or even regulate ratings (Charlin et al. 2022; Larcker et al.
2022; European Commission 2023), as they are assumed
to have a major influence on the decision-making of fund
investors.

We argue that other forms of sustainability information
have a greater impact on investors than ratings. Sustain-
ability information provided in fund prospectuses repre-
sent a significant yet underexplored source of information
in literature. The prospectus, mandated to outline a fund's
investment strategy and therefore sustainability considera-
tion, is generally available to all investors. It also provides
additional details about the sustainability approach of a
fund, indicating which funds use exclusions, ESG criteria
or thematic approaches. Our study therefore takes a novel
approach by explaining fund flows with sustainability infor-
mation derived from fund prospectuses. Using a compre-
hensive dataset from Morningstar Direct spanning October
2018 to October 2022, we analyze 23,606 equity mutual and
exchange-traded funds, allowing for a detailed examination
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of sustainability information from both, fund prospectuses
and external sustainability ratings.

First, our study revisits existing research on fund inves-
tors' sustainability preferences, using external ratings to
explain fund flows. Consistent with previous literature, we
find a positive correlation between fund flows and sustain-
ability ratings. However, when explaining fund flows using
sustainability information from fund prospectuses, we find a
significantly stronger positive impact on flows. This finding
indicates that investors allocate significantly more capital to
sustainable funds compared to what previous studies rely-
ing solely on external ratings suggest. Simultaneously, we
document that the importance of external ratings for fund
investors has been overestimated in prior research.

Second, we examine the combined effect of fund pro-
spectus information and external ratings on fund flows. We
find that Sustainable Prospectus funds with better external
sustainability ratings attract significantly higher inflows.
In contrast, external ratings by themselves do not have an
impact on fund flows unless accompanied by sustainability
information in the fund prospectus. Accordingly, fund flows
of conventional funds are not affected by external ratings.
This suggests that investors may view external ratings as a
confirmation of a fund's sustainability orientation.

Thirdly, we investigate whether funds whose sustainable
orientation is already apparent from their name receive more
flows. Our findings indicate that a sustainability reference in
the name enhances fund flows significantly when accompa-
nied by detailed sustainability information in the prospectus.
In isolation, a sustainability reference in the name appears
to have minimal impact on inflows. However, in contrast
to institutional investors, we observe retail investors to be
more inclined to invest in funds that merely indicate sustain-
ability in their name without providing further details on
their sustainability in the prospectus. We conclude that retail
investors seeking sustainable investments may be tempted
by purely cosmetic effects (compare Cooper et al. 2005).

Last, our study pioneers the analysis of flows across dis-
tinct sustainability investment approaches outlined in the
fund prospectus. Investors exhibit different preferences for
various sustainable investment approaches. Retail inves-
tors tend to favor funds focused on thematic investment
approaches, such as climate action, whereas institutional
investors predominantly show a preference for funds that
integrate ESG factors alongside exclusion criteria. Sus-
tainable funds applying only an exclusion approach hardly
receive more inflows than conventional funds.

Overall, the consideration of prospectus information
improves the understanding of investor behavior in the con-
text of sustainability. By using a comprehensive approach
that incorporates both sustainability information from pro-
spectuses and external ratings, we provide a more holistic
assessment of which fund characteristics attract sustainable

oriented investors. Our findings challenge the prevailing
view of the primacy of external sustainability ratings and
highlight the need to reassess their importance in the light of
other information criteria. In conclusion, our study advances
the discourse on sustainable investment decision-making by
unveiling the previously unexplored influence of prospectus
information. This has implications for researchers, policy-
makers, asset managers, and investors, prompting a reexami-
nation of current practices and a renewed focus on transpar-
ency and credibility in sustainability claims.

Related Literature and Contribution

The question of whether investors prefer sustainable invest-
ments and the criteria they use to select them has been a
longstanding focus of academic research in finance. Sus-
tainability preferences among investors have primarily been
assessed through fund flows, often relying on sustainabil-
ity ratings (e.g., Hartzmark and Sussman 2019; Reboredo
and Otero 2021; Becker et al. 2022; Ceccarelli et al. 2024;
Aragon and Chen 2023). The underlying assumption is that
sustainable investors perceive information from sustain-
ability ratings and incorporate them into their investment
decisions. For instance, Hartzmark and Sussman (2019) find
that investors are sensitive to the Globe Rating and docu-
ment massive capital (re)allocations by investors towards
funds with superior ratings. Similarly, Becker et al. (2022)
demonstrate that a superior Globe Rating correlates with
increased net inflows among US and EU mutual funds. Cec-
carelli et al. (2024) note higher inflows for funds with a Low
Carbon Designation (LCD), indicating investor preference
for climate-conscious investments. Reboredo and Otero
(2021) argue that investors want to mitigate climate risks and
therefore use the Carbon Risk Score to select corresponding
funds. All these studies suggest that external sustainability
ratings are of high relevance for investors in selecting sus-
tainable funds.

This current state of research has brought external
sustainability ratings into the forefront of discussions in
both academia and practice, with urgent calls for revi-
sion and regulation of rating providers (see Charlin et al.
2022; Larcker et al. 2022; European Commission 2023).
The discussion has been intensified by increasing criti-
cism of the ratings. Critiques include significant discrep-
ancies between ratings from different agencies (Chatterji
et al. 2016; Billio et al. 2021; Berg et al. 2022) as well as
concerns regarding the comparability and objectivity of
these ratings (Escrig-Olmedo et al. 2014, 2019). On the
one hand, it is assumed that the presence of multiple and
often conflicting signals can lead to confusion or skepti-
cism among investors (Ramos et al. 2023). On the other
hand, there are doubts whether investors perceive external
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ratings at all, as they are often not widely or freely avail-
able (Li and Polychronopoulis, 2020). Despite the criti-
cisms of external ratings, they do influence fund flows as
outlined above and demonstrated in a study by Aragon
and Chen (2023). Certificates confirming the sustain-
ability of an investment can reduce information costs and
address barriers for certain investor groups (Gutsche and
Zwergel 2020). Thereby external ratings can guide fund
selection of investors exhibiting preferences for sustain-
able investments (Gutsche and Ziegler 2019). The findings
of Ceccarelli et al. (2022) suggest that investors prefer
financial institutions whose sustainability has been veri-
fied by external rating providers. In our study, we question
the currently assumed high relevance of external sustain-
ability ratings for fund investors. To do so, we introduce
additional sustainability information into our empirical
analyses, which likely influence investors but have been
overlooked by previous studies.

The most important source of information affecting
fund investors in their fund selection might be the fund
prospectus. It is typically mandated by regulations to
present the investment strategy of a fund, often includ-
ing sustainability aspects, in a comprehensive and simple
language and must be easily accessible to investors (e.g.
European Commission 2010). Andrikogiannopoulou et al.
(2022) find that investors respond to sustainability content
in the fund prospectus. Therefore, we orient ourselves on a
concept introduced by Bollen (2007), who extracts infor-
mation from fund investment policies, to identify sustain-
able funds. Using sustainability information provided by
funds in their prospectus, we find that sustainability infor-
mation in the prospectus have a very strong influence on
fund flows and thus on investor decisions. This influence
is significantly stronger than that of external sustainability
ratings, which appear virtually immaterial in our results.

Another fund characteristic potentially affecting inves-
tor behavior and flows is the fund name. Cooper et al.
(2005) argue that investors are irrationally influenced by
fund names and find that funds change names to attract
higher flows by capitalizing on investment trends. This
may also apply to the current sustainability trend, as El
Ghoul and Karoui (2021) show that funds receive more
inflows after changing their names to sustainability-related
appellations. Our findings support these results and sug-
gest that investors are strongly tempted by the name when
selecting sustainable funds.

Moreover, preferences for sustainable investments may
vary between investor types as it has been documented that
retail and institutional investors differ in their sensitivity to
external sustainability ratings and information (Ammann
et al. 2019). We therefore differentiate between these inves-
tor types in our analyses and demonstrate that sustainability
information affects them differently in some cases.

¥

Data and identification of sustainable funds

The equity fund data used in this empirical study was
obtained from Morningstar Direct, a financial data plat-
form widely utilized in both academic research and indus-
try. The study period spans from October 2018 to October
2022, resulting in a total of 48 monthly observations. For a
comprehensive analysis, our sample includes funds with all
possible investment strategies (i.e., no regions, countries
or styles are excluded). As newly launched funds experi-
ence abnormal flows, we exclude the first three month of
fund data after the inception. We also exclude funds with
insufficient data availability for net flows, returns, or assets
under management (AUM). The final dataset comprises a
total of 23,606 equity mutual funds and equity exchange-
traded funds (ETFs) as of October 2022.

For these funds, various basic variables were collected
at share class level, allowing for a differentiation between
retail and institutional share classes. The collected data
include age, AUM, net flows, net returns, and fees. Net
flows represent the monthly net inflows or outflows of
capital into or out of the share class. The aggregation of
the fund level net returns and fees was performed by value
weighted share class sizes. The dataset includes a total of
113,863 share classes, with 85,318 being retail classes and
17,142 being institutional classes. We make this distinc-
tion only for mutual funds, as ETF investor specific share
classes are not common.

At fund level, we gathered the Morningstar Star Rating,
which compares the historical performance of funds with
similar investment objectives, taking into account costs
and risks. Furthermore, we collected sustainability metrics
commonly used in the literature (e.g., Hartzmark and Suss-
man 2019; Ammann et al. 2019; Ceccarelli et al. 2024).
One such metric is the Globe Rating from Morningstar,
which utilizes the Sustainalytics ESG risk score to assign
sustainability ratings to funds. The Globe Rating ranges
from one to five, with five globes indicating high and one
globe indicating low sustainability. We define funds with
a Globe Rating of four or five Globes as Sustainable Globe
Rated. Another sustainability attribute we use is the LCD,
which identifies funds with low or negligible carbon risk
and limited exposure to fossil fuels. This label aims to
assist investors in identifying funds that align with low-
carbon investment objectives. Funds that are LCD labeled
are defined as Sustainable Carbon Rated funds. These two
ratings serve as proxies for funds that have a favorable
external sustainability rating in the following analyses.

Morningstar Direct offers the so-called Sustainable
Investment Attributes, which are binary data points. These
attributes capture whether a fund explicitly states in its
prospectus that it considers sustainability aspects in its
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investment process. We use this data to classify a fund
as Sustainable Prospectus fund if its prospectus, offer-
ing documents, or regulatory filings indicate a focus on
sustainability, impact, or consideration of environmental,
social, and governance (ESG) factors. Funds with no sus-
tainability information in their prospectus are considered
conventional. The Sustainable Investment Attributes pro-
vide a detailed breakdown of the sustainability approach
implemented by the fund. Therefore, we can further cat-
egorize the Sustainable Prospectus funds: (1) Exclusion
Only funds, which solely utilize exclusions as part of their
sustainability investment strategy; (2) ESG Integration
Only funds, which primarily rely on ESG criteria, such
as ESG scores, for investment identification and portfo-
lio weighting; (3) ESG Integration and Exclusion funds,
which combine ESG criteria with clear exclusion criteria
in their investment process; and (4) Thematic funds, which
align their investments with specific sustainability goals
or themes, such as climate action.

In October 2022, the final data set of 23,606 funds has
total AUM of USD 22.1 trillion. Out of these, 16,034 are
conventional funds with assets under management (AUM)
totaling USD 18.8 trillion, and 7572 are Sustainable Pro-
spectus funds, totaling USD 3.3 trillion AUM. Among the
latter, 3833 are Exclusion Only funds, amounting to USD
1.9 trillion AUM, while 573 are ESG Integration Only funds,
totaling 0.1 trillion USD AUM. Additionally, there are 2526
ESG Integration and Exclusion funds, with 1.1 trillion USD
AUM, whereas the remaining 640 are Thematic funds,
amounting to 0.2 trillion USD AUM.

Table 1 provides a descriptive overview of the dataset.
Panel A shows that the Sustainable Prospectus funds in the
sample are 8.21 years old and therefore younger than con-
ventional funds. Among the Sustainable Prospectus funds,
the Exclusion Only funds are the oldest, while the thematic
funds are the youngest. These observations align with
expectations, as sustainable finance strategies have evolved
from basic exclusionary approaches to more sophisticated
approaches that aim to contribute to broader sustainability
goals (Schoenmaker 2017). On average, conventional funds
have nearly 2.5 times more AUM than Sustainable Prospec-
tus funds.

Notably, significant differences emerge when examining
net flows. Except for the Exclusion Only funds, all Sustain-
able Prospectus funds experience consistently high and posi-
tive monthly net inflows, averaging USD 1.6 million, while
conventional funds exhibit average net outflows of USD 0.33
million.

Turning to the sustainability criteria used for this study,
a coherent picture emerges. The average Globe Rating is

higher for the Sustainable Prospectus funds compared to
the conventional funds. This leads to a higher proportion of
the Sustainable Prospectus funds being Sustainable Globe
Rated, compared to the conventional funds. The table also
shows notable disparities in the proportion of Sustainable
Carbon Rated funds. Out of conventional funds, 25 per-
cent are Sustainable Carbon Rated, compared to 40 percent
among Sustainable Prospectus funds.

Panel B to D show the descriptive statistics for the retail
mutual fund, institutional mutual fund, and ETF samples,
respectively. Sustainable Prospectus ETFs are noticeably
younger than mutual funds, with an average age of just over
four years. In addition, a large part of the flows went into
ETFs, where the Sustainable Prospectus funds are in the
lead as well.

The following empirical analysis focuses on explain-
ing these differences in fund flows using various types of
sustainability information, to enhance the understanding of
sustainable investment practices as well as investor prefer-
ences and behavior.

Empirical analysis

The empirical analysis consists of four parts, investigat-
ing the drivers of flows into (sustainable) funds in recent
years. First, in Table 2, we explain fund flows using
existing sustainability estimators (i.e., external ratings)
commonly employed in empirical research and augment
them with sustainability information provided in the
fund’s prospectus. The objective is to reassess existing
research on sustainable fund flows as well as to deter-
mine the relevance of sustainability information in the
prospectus and to compare it to that of external ratings.
Second, in Table 3, we examine the interaction between
external ratings and sustainable fund prospectus data to
improve the understanding of the relevance of external
ratings for investors. The purpose of this analysis is to
investigate whether external sustainability ratings may
be considered by investors as an external verification
for funds that promote sustainability in their prospec-
tus. Third, in Table 4, we study the effect of a sustain-
able fund name on the flows of Sustainable Prospectus
funds, examining whether sustainability cues in the name
attract additional investor attention resulting in higher
flows. Finally, in Table 5 we conduct a detailed analysis
of fund flows related to different sustainability invest-
ment approaches, as we are interested in whether inves-
tors prefer certain sustainability approaches.



220 K. Birk et al.

Table 1 Descriptive statistics of fund characteristics

Conventional Sustainable Exclusions Only ESG Integra- ESG Integration Thematic Total
(€)) prospectus 3) tion Only and exclusions (6) @)
(@) “ (%)

Panel A—full sample
Number of funds 16,034 7572 3833 573 2526 640 23,606
Age 10.41 8.21 9.95 7.13 6.68 5.88 9.93
AUM (million) 1247 506 596 259 527 359 1083
Net flow (thousand) —334 1632 —813 2255 4339 4450 104
Monthly return in % 0.28 0.30 0.23 0.26 0.33 0.63 0.27
Feein % 1.07 0.98 1.04 1.07 0.79 1.11 1.05
Star-rating 3.12 3.27 3.23 3.15 3.42 32 3.15
Globes 2.57 3.14 2.8 3.15 3.62 3.23 2.7
% Sustainable globe rated 0.26 0.46 0.32 0.53 0.63 0.54 0.30
% Sustainable carbon rated 0.25 0.40 0.35 0.38 0.52 0.31 0.29
Panel B—institutional mutual funds
Number of funds 4083 2509 1526 118 716 149 6592
Age 11.22 8.11 8.82 6.84 7.71 6.11 10.42
AUM (million) 1106 326 338 192 389 202 906
Net Flow (thousand) —1668 8 —1538 1363 1936 2603 —1234
Monthly return in % 0.42 0.34 0.28 0.30 0.39 0.66 0.39
Feein % 0.81 0.71 0.71 0.75 0.64 0.81 0.78
Star-rating 3.25 3.36 3.29 332 3.55 3.22 3.28
Globes 2.84 3.27 2.99 3.38 3.72 3.61 2.95
% Sustainable globe rated 0.28 0.46 0.34 0.54 0.64 0.63 0.33
% Sustainable carbon rated 0.31 0.46 0.39 0.46 0.61 0.38 0.35
Panel C—retail mutual funds
Number of funds 12,205 6432 3434 486 1994 518 18,637
Age 10.95 8.66 10.09 7.58 7.43 6.12 10.42
AUM (million) 685 399 476 218 383 306 619
Net Flow (thousand) —-797 598 -616 1298 1664 3056 —473
Monthly return in % 0.26 0.27 0.20 0.22 0.30 0.58 0.25
Fee in % 1.29 1.16 1.2 1.23 1.01 1.28 1.26
Star-rating 3.11 3.25 3.22 3.11 34 3.19 3.14
Globes 2.53 3.1 2.81 3.11 3.57 3.26 2.66
% Sustainable globe rated 0.26 0.45 0.33 0.52 0.61 0.55 0.30
% Sustainable carbon rated 0.26 0.41 0.36 0.38 0.54 0.33 0.29
Panel D—ETF's
Number of funds 3178 829 228 49 448 104 4007
Age 7.63 4.24 7.4 2.99 3 4.53 7.11
AUM (million) 1831 478 506 243 552 335 1623
Net Flow (thousand) 7735 10937 3186 6993 15,978 8156 8231
Monthly return in % 0.35 0.45 0.31 0.41 0.38 0.92 0.37
Feein % 0.39 0.31 0.35 0.37 0.24 0.48 0.38
Star-rating 3.14 3.41 33 3.41 3.53 3.37 3.17
Globes 2.76 3.54 2.8 3.73 3.93 3.14 2.88
% Sustainable globe rated 0.26 0.59 0.30 0.64 0.73 0.49 0.31
% Sustainable carbon rated 0.23 0.37 0.25 0.39 0.44 0.25 0.25

This table shows descriptive statistics on fund characteristics of our sample from 10/2018 through 10/2022. Panel A shows all funds, Panel B
institutional aggregated share classes, Panel C retail aggregated share classes, and Panel D ETF. Column (1)—(7) reflect the sustainability levels
identified from the fund prospectus. The Number of funds and ETFs is as of October 2022. The age of the funds is given in years. Assets under
Management (AUM) is reported in millions of dollars, Net Flow represent the net inflows or outflows of capital into or out of the funds and is
reported in thousands of dollars. Monthly returns and annual fees are given in percent. Funds with five or four Morningstar Sustainability Globes
are considered as Sustainable Globe Rated funds and funds with the Low Carbon Designation as Sustainable Carbon Rated funds. The sample
includes equity mutual funds and ETFs, excluding fund periods over the first three months after inception

¥



221

What attracts sustainable fund flows? Prospectus versus ratings*

K[9A1)99dSaI ‘[9AJ] 9% ] PUB ‘%G ‘%] SY) UO JOUBIYIUSIS AOUIP seyeye ‘e ‘% “SOSIYIUIRd Ul poyrodar are sI0119 pIepue)s 1snqol pue

‘[oAS[-PUN Y} JB PAIAISN[D Ik SIOLId pIepuels Yy, ‘uondoour 1ayje sypuow 91y Is1y Y} 1940 sporrad puny Surpn[oxa ‘s g pue spuny [emnw K3nba sapnjour o[dwes ay ], '$199)9 paxy yluow-Aq
-K1039180 punyj I0J [0NUOD PUL SA[qeLIBA PAZSe] 9Sn SUOISSAISAI [[Y "SpUnJ pajey uoqre) d[qeureisng se UoneuSIso uoqie)) Mo 3y} Y)m Spunj pue spunj pajey 2qo[o) 9[qeureIsng st poIopIsuod
QIe S9qO[D) AJ[IqBUIRISNS TBISTUIUIOA INOJ 0 dAY 3m spuny “((8)—(,) suwn[o)) sALH pue ((9)—(S) suwnjo)) spun [emnjy euonmusuy ‘((4)—(¢) suwnjo)) spunj [eninjA [1e3oy JIoj pajonpuod
ST sIsATeue awes Y], *((z) uwno)) smoadsoid d[qeureIsng © sey punj e Ioyjedm Sunedipul d[qeriea Awwnp pue ((1) uwnjo)) yiuow auo Aq pagse| punj a3 Jo uoneudIso( Uogqie)) Mo pue
Suney 2qo[H AjIqeure)sng IeIsSUTUIOIA YIm SONSLIAIOBIBYD punj uo gz(0g/01 YSnoiyl §10z/01 Wolj smoy (SN ATUIuow JO S1091Q pIaXy YIIm suolssaI3ar [oued Jo sInsax oY) smoys [qe} SIyJ,

SOX SOX SOX SO SR SOX SO SOR SOX SOX SOX SOX  HS PaIaIsn[d [QAJ[-puny
S S S SaX SoX SIX S SOX SIX S S9X S A4 %HOMQH&U pung
SIX S SO SaX SX SAX S SAA SAX S SIX SIX Hq uwiy,
0L0°0 0L0°0 0L0°0 0€0°0 0€0°0 6200 w00 w00 000 €00 €00 1€0°0 parenbs-y
€6L°6L €6L°6L €6L°6L £02°60¢C £02°60T €07°60¢ 789°061 789°061 789°061% 120765 120765 120765 SUONEAIISQQ
(LY9'D) (€960 (¥€9°0) (T¥S°0) (1€5°0) ((01450)] (¥12°0) 1170 (S127°0) 0LE'0) (#9€°0) (LE0)
#5xCSL9T — #5x891°91 — #3535 160°9T — #5x070'Y #55xV9EY #%5:CLIY ##x0S€'T #5:097'C #%5%£89°C #%550L"1 #%5:L90°C #%5:5€€°C JuBISuo)
(819°'1) (909°1) F19°1) (¥8%°0) (18%°0) (681°0) 0TT0) (122°0) (0zT0) (292°0) (€97°0) (192°0)
sV 106 — #%5:8CE°C— ##:970°C — s LS #x5E 1G] s 1671 #5xL0€'T ##x58C°C #%5:0€C°C ##x501°G ##5:£90°C ##x9L8Y Awrwmp puny Xopuy
(621°0) (621°0) (621°0) (€10°0) (€10°0) (€10°0) (900°0) (900°0) (900°0) (600°0) (600°0) (600°0)
#0900 — #1900~ #+S1€0— ##%LL0°0— ##%LL0°0— ##%L80°0— #%x080°0— #%0L0°0—  %%x980°0— #xx9€1°0— #xxSET0— wxxlY1°0— a3e pung
(S0€0) (€€€0) (60€0) (LLY0) (€8%°0) (6L7°0) (L61°0) (L61°0) (861°0) 9%€°0) (L¥€0) (L¥€0)
#%x986°60 ##x00L'60 #5%CEV'0 w55V ST L #%5x9CE 'L ##%:S€CL #5xS1€°€ ##50VE '€ #%5:£9C°€ #5xEV0'L s#xS1 1L #%%956'9 Suner Iels 9AL]
(8¢+°0) (8¢¥°0) (8¢+°0) (890°0) (890°0) (890°0) (LEO'0) (LEO'0) (9€0°0) #90°0) #90°0) #90°0)
EETS ) #4065 #5:LGG9 #4x806°0 — ##:006°0 — #x%L06°0— s [VS°0— #:60€G°0—  wxxCCS0— sV 0— #x:9EV°0— #4281V 0~ az1s puny 50
(160°550) (6¥€°550) (1$€+50) (¥L9°ST) (§99°67) (85L°67) (6£9'8) (¥€9'8) (909°8) (908°C1) (68L°C1) (68L°C1)
#xx80€°GLOT — #xx00€ 8LOT — #xx69€ V20T — #xSTL'8S #%x97S'8S 8811 #4%C88'CE #4916 CE ##+xE£E€E°6C #%%C0E'89 #xx610°L9 #xx610°8S 99 pung
(¥0T°0) (¥0T°0) (s0z'0) (€L0°0) (#L0°0) (€L0°0) (S200) (€200 (200) (€56°€) (1L6°€) (996°€)
##xC85°0 ##x095°0 #5:919°0 #5:x9€6°0— ##:966°0— 4586670~ #45ELT0—— ##%0LC0~  wxxSLT0™ sk €O6VSE—  #xx8889€C—  suxlCLCE— Ayme[oA
(18t°L) (PLY'L) (815°L) (SLLm (SLL'T) (SLL'T) (095°0) (095°0) (095°0) (880°1) (880°1) (680°1)
sx5VPL'8E #xxVPL'8E s5x [ €1°6€ #5xLSE'ST #55 [ €€°CT #%5:L9C°ST ##5710°6 #%%:500'8 #%%850'6 #%%568°0C #%x958°0C #%%L86°0C ¢—1 uImay
(801°8) (801°8) (8€1°8) (€281 (¥28'1) (€281 (¥85°0) (€85°0) (¥85°0) (8L0'T) (LLO'D (8L0'D)
#5x£8€°09 #5x88C°09 ##x09L°09 #5:CVY T ##5:C9€CT 545 L9€°CT w5 1€9°01 #55:L8G°01 54570901 ##x05C €T #4591 €T w45 [ 8CET ¢~ umey
(ozL'6) (81L6) (€9L6) (0800 (1800 (1800) (89°0) (#89°0) (589°0) (TLen (TLen (TLen
#%5:CEG'8E] #%:L0V'8ET #%xC10°6€1 ##%098'LT #55 [0L°LT #%5V08'LT #5%C19°C1 #%5:L9G°C] #%x809°C1 #5x0SC G€ #%5:CS1'CE #%%9LT'CE [—7 uImay
or1 1 asrn (182°0) (282°0) @Lro (L11o) (061°0) (061°0)
681°1 €91 §200 8€1°0 60°0 +*81T°0 91C°0 #xSCP’0 PRI UOqIed dqeureisng
(90 1) (0L0°1) (rvT0) (Tveo) (901°0) (801°0) (1L1ro) (€L1°0)
9¢¥°0 0ST'1 #%%009°0 #4+106°0 #%L9T°0 ##+6LY°0 #xx7€9°0 #%x066°0 PaJeI QO[3 d[qeureIsng
Lren (sov' 1) (#ST°0) (0ST°0) ($21°0) #T1°0) (961°0) (961°0)
#%%890'1 #%5%C0C'S 458 1L'1 #5981 %580V | ##x£08"] sx5LVYC #%%5C9'C smoadsoxd ajqeureisng
(48] (I oD (6) (8) (3} ©9) (©) () (€) @) (0
SOSSB[O AIRYS puny [EMNA SOSSB[O AIRYS puny [EMINIA
sA1d [euonmpsuy ey opdwes [[ng  (UOI[[IW) MO} 19U pung

s3uner yriqeure)sns sa Kiqeure)sns snyoadsold :smop punj Jo sULUTIIAN( ¢ d]qeL



222

K. Birk et al.

In all regression analyses monthly USD fund net flows' are
explained by different sustainability information (i.e., external
ratings and/or fund prospectus), controlling for past return, risk,
fees, fund size, age, the fund type, and the Morningstar Perfor-
mance Rating (cf., Del Guercio and Tkac 2008). As we are inter-
ested in cross-sectional differences in flows between (sustainable
and conventional) funds, we use time fixed-effects. Additionally,
we control for fund category fixed-effects, which are known to
affect flows, especially among index funds (Christoffersen and
Xu 2017).

Reassessing fund flow research with sustainable
prospectus information

We examine the effect of external sustainability ratings, as is
common in previous studies (e.g., Hartzmark and Sussman
2019; Reboredo and Otero 2021; Becker et al. 2022; Cec-
carelli et al. 2024; Aragon and Chen 2023). To do so, we use
two dummy variables, the first indicating whether the fund
is Sustainability Globe Rated and the second whether the
fund is Sustainability Carbon Rated. In the next regression
model, we replaced the external ratings with our Sustain-
able Prospectus dummy variable. The third regression uses
external ratings as well as the Sustainable Prospectus vari-
able. Of primary interest is the magnitude of the effect that
sustainability information in the prospectus has on the flows.
Furthermore, we compare this effect with that of external
ratings and check whether their relevance changes after we
control for prospectus information.

Table 2, Column (1), presents the results of the regres-
sion model largely based on the main Ceccarelli et al. (2024)
model.? Sustainable Globe Rated funds exhibit significantly
higher monthly flows (USD 0.990 million) compared to
funds with inferior ratings. The coefficient for Sustainable
Carbon Rated funds is less significant with an average effect
on flows of USD 0.425 million.

In Column (2), we introduce the dummy variable indi-
cating whether a fund is a Sustainable Prospectus fund.
The coefficient is significantly positive, suggesting that
funds indicating a sustainable investment strategy in their

1 We decide to analyze dollar flows instead of relative flows, where
the dollar flows are adjusted by the prior periods' funds' AUM (com-
pare Sirri and Tufano 1998). The reason is that relative flows may
be distorted, as Sustainable Prospectus funds, on average, tend to be
smaller in size compared to conventional funds, while experienc-
ing higher dollar flows (see Table 1). To control for the size effects
of funds, we include fund size as a control variable in our analysis.
Additionally, as a robustness check, we conducted all analyses using
relative flows and obtained comparable results. These results are
shown in the Appendix in Tables 8,9, 10 and 11.

2 We use similar control variables to explain net fund flows. But,
instead of conducting an OLS difference—in—differences analysis we
perform a time fixed effects regression.

¥

prospectus receive on average USD 2.625 million higher
monthly flows than conventional funds.

Column (3) presents the combination of Sustainable
Prospectus and the external rating variables. The coef-
ficient for Sustainable Globe Rated, though statistically
significant, is with USD 0.634 million nearly 40% smaller
than in Column (1). We find that being Sustainable Car-
bon Rated does not affect the flows of a fund after con-
trolling for prospectus information. The coefficient for
the Sustainable Prospectus dummy remains statistically
significantly high at USD 2.447 million and changes only
slightly compared to column (2). Therefore, the coefficient
for Sustainable Prospectus is notably higher than those for
the sustainability ratings.

The same analyses are performed in Columns (4), (5) and
(6) for the subset of aggregated retail share classes of mutual
funds. In Column (6), the Sustainable Prospectus coefficient
is statistically and economically significant, indicating that
retail investors have, on average, invested USD 1.428 mil-
lion more per month in Sustainable Prospectus funds than
in conventional funds. The coefficient for Sustainable Globe
Rated is 0.267, which is even more than 40 percent smaller
than in Column (4) with an average of USD 0.479 million.
Comparable patterns emerge for the institutional aggregated
share classes of mutual funds in Columns (7), (8) and (9),
although the decline of the Sustainable Globe Rated coef-
ficient funds is a bit smaller.

Columns (10) to (12) scrutinize ETF flows. In Column
(10) we find that Sustainable Globe Rated as well as Sustain-
able Carbon Rated funds do not attract significantly higher
flows. Column (12) reveals that Sustainable Prospectus ETFs
exhibit an average higher monthly flow of USD 4.968 mil-
lion compared to conventional ETFs. The coefficients of the
external ratings remain insignificant.

These findings demonstrate that a fund disclosing a sus-
tainability approach in the prospectus significantly attracts
higher flows across all fund products, irrespective of whether
they are ETFs or mutual funds offered to retail or institu-
tional investors. In contrast, the effect of external sustain-
ability ratings on flows is less conclusive and diminishes
once we account for the intentional sustainability strategy of
the fund. It seems that previous research has overestimated
the relevance of external sustainability ratings, while also
underestimating the preference investors have for sustainable
funds, because they omitted prospectus information.

Déttling and Kim (2024) suggest that the demand for sus-
tainable funds among investors may be sensitive to income
shocks or crises, leading to variations over time. Examin-
ing our data, we observe that funds with a Sustainable Pro-
spectus consistently received inflows, whereas conventional
funds experienced strong outflows from October 2018 to
October 2020, followed by inflows thereafter. To account for
potential shifts in preferences, we conduct analyses for two
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separate observation periods, as detailed in Appendix A.1.
We find no significant differences compared to the results
shown in Table 2. This aligns with the findings of Pastor
and Vorsatz (2020), who also do not report any changes in
preference for sustainable funds over time.

The role of external ratings

Given previous studies indicating that investors may use
external sustainability ratings to validate financial products
that claim to be sustainable, we hypothesize that favorable
ratings for sustainable funds lead to higher inflows. This
would suggest that external ratings are perceived as a confir-
mation of sustainability by investors. To test this hypothesis,
we extend the model from Table 2, Column (3), by incor-
porating interaction terms. Specifically, we use interaction
terms between the dummy variable for Sustainable Prospec-
tus funds and the dummy variables for a Sustainable Globe
Rated and a Sustainable Carbon Rated fund.

Analyzing the full sample regression in Table 3, Column
(1), we find that sustainability information provided in the
prospectus alone has a significantly positive effect on aver-
age fund flows, amounting to USD 1.606 million. A superior
Globe Rating does not affect the flows of a conventional
fund. However, for a Sustainable Prospectus fund, a superior
Globe Rating leads to an expected increase of the monthly
flows of USD 1.631 million. On the other hand, Sustain-
able Carbon Rated funds do not experience significantly
higher flows, regardless of whether they are conventional
or sustainable according to their prospectus. For retail share
classes of mutual funds (Column (2)), the overall results are
comparable. Additionally, we find that Sustainable Prospec-
tus funds receive significantly higher flows when they are
also Sustainable Carbon Rated.

Column (3) presents the results for the institutional share
classes of funds, indicating that funds with a superior Globe
Rating receive USD 0.638 million higher flows, but only
at a significance level of 5 percent. Sustainable Prospectus
funds, on average, receive USD 1.693 million higher flows
per month compared to conventional funds, significant at
the 1 percent level. An additional superior Globe Rating
does not further affect the flows. The coefficients with the
Sustainable Carbon Rated funds are also insignificant.

In Column (4), we observe that Sustainable Prospectus
ETFs receive on average USD 9.316 million higher monthly
flows than conventional ETFs, but only if they also exhibit a
superior Globe Rating. The presence of sustainability infor-
mation in the prospectus or a superior sustainability rating
alone does not significantly influence the flows of ETFs.

These results indicate that external ratings on their own
have mostly no material influence on investor decisions. We
get comparable results when explaining relative fund flows
(see Appendix, Table 9). External ratings primarily exert a

significant influence on fund flows when applied to funds
explicitly promoting a sustainability orientation. Sustainabil-
ity information given in the fund prospectus significantly
affects investors, regardless of external ratings, and results in
higher inflows. An additional superior sustainability rating
leads to even higher inflows. The latter applies particularly
to Sustainable Prospectus ETFs, which only attract higher
flows if they also have a superior external sustainability
rating. We interpret these observations as follows: Inves-
tors seem to choose sustainable investments on the basis
of sustainability information available in fund prospectuses
and may use ratings to verify the proclaimed sustainability.
Therefore, to attract inflows, providers of sustainable funds
should communicate sustainability in their prospectuses and
at the same time ensure that their portfolios align with estab-
lished external sustainability ratings. In future academic
research, it should be considered that external sustainabil-
ity ratings have limited relevance for conventional funds,
but rather for funds that actively assert their sustainability.

Sustainable fund names

Following our results showing that sustainability informa-
tion in the fund prospectus leads to significantly higher
flows, we examine whether and how the name as a source
of information affects investors (compare Cooper et al. 2005;
El Ghoul and Karoui 2021). We hypothesize that sustainable
funds with a sustainability reference in their name attract
higher flows due to their ease of discovery and identification
by investors, or simply because investors are easily attracted
by “cosmetic effects” like the fund name (compare Cooper
et al. 2005).

We analyze the fund names of funds using a keyword
search with 25 keywords and abbreviations (compare van
der Beck 2021).> We create the dummy variable Sustain-
able Name, indicating whether a fund has a sustainability
reference in its name. We identify 2934 Sustainable Name
funds. Of these, 2673 funds also include sustainability infor-
mation in their prospectus. The remaining 261 funds are not
sustainable according to the prospectus and could therefore
possibly be greenwashing funds, where the name suggests
sustainability that may not actually be implemented in the
investment strategy.

In the analysis shown in Table 4, we examine the impact
of the sustainability information provided in the prospectus
and in the name on the fund flows. Column (1) reveals that

3 We use the following 25 keywords and abbreviations comparable to
van der Beck (2021), where upper and lower case is ignored: carbon,
clean, climate, clmt, co2, conscious, csr, earth, env, esg, ethical, fair,
gender, gndr, gov, green, impact, renew, resp, screen, soc, solar, sri,

sust and thematic.
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Table 3 Interactions of prospectus sustainability information and sustainability ratings

Fund net flow (million) Full Sample Retail Mutual Fund Institutional Mutual Fund ETFs
Share Classes Share Classes
)] (@) 3) C))
Sustainable prospectus 1.606%** 0.857%** 1.693%%* 1.232
(0.219) (0.144) (0.300) (1.498)
Sustainable globe rated 0.186 0.008 0.638%* —1.205
(0.202) (0.127) (0.305) (1.153)
Sustainable prospectus x sustainable globe rated 1.631%%* 0.8827%** 0.197 9.316%%*
(0.368) (0.226) (0.474) (2.282)
Sustainable carbon rated 0.084 —0.061 0.061 1.400
(0.227) (0.141) (0.342) (1.280)
Sustainable prospectus x sustainable carbon rated 0.375 0.484%* -0.130 —2.280
(0.380) (0.231) (0.485) (2.604)
Return 71 35.264%%* 13.624%*%* 27.866%** 138.670%%#*
(1.272) (0.685) (2.080) (9.734)
Return -2 23.276%%* 10.645%** 22.441%%** 60.372%%**
(1.077) (0.584) (1.822) (8.118)
Return 1-3 20.911%%#* 9.023%** 25.355%** 38.769%**
(1.088) (0.560) (1.774) (7.489)
Volatility —35.880%** —0.276%** —0.536%** 0.568%%*
(3.960) (0.025) (0.072) (0.204)
Fund fee 66.273%** 34.635%** 58.778%* —1994.197#%**
(12.809) (8.609) (25.661) (254.815)
Log fund size —0.442%%* —0.542%** —0.908*** 6.517%**
(0.064) (0.037) (0.068) (0.437)
Five star rating 7.043%%* 3.315%%* 7.253% %% 9.689%**
(0.345) (0.197) 0.477) (2.303)
Fund age —0.135%** —0.079%** —0.077%** —0.245%*
(0.009) (0.006) (0.013) (0.128)
Index fund dummy 5.078%%* 2.289%%% 1.573%** —5.186%**
(0.262) 0.219) (0.484) (1.617)
Constant 1.983%** 2.4947%%% 4.051%** —16.191%**
(0.376) (0.218) (0.544) (2.666)
Observations 594,021 490,682 209,203 79,793
R-squared 0.032 0.042 0.030 0.071
Time FE Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes

This table shows the results of panel regressions with fixed effects of monthly USD flows from 10/2018 through 10/2022 on fund characteristics
with interactions of the Sustainable Prospectus dummy and the Morningstar Sustainability Globe Rating and Low Carbon Designation. The
analysis is conducted for the Full Sample (Column (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and ETFs
(Column (4)). Funds with five or four Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the
Low Carbon Designation as Sustainable Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month fixed
effects. The sample includes equity mutual funds and ETFs, excluding fund periods over the first three months after inception. The standard
errors are clustered at the fund-level, and robust standard errors are reported in parentheses. *, **, *** denote significance on the 10%, 5%, and

1% level, respectively

the coefficient for the Sustainable Name dummy is signifi-
cant, indicating that funds with sustainability terms in their
names attract, on average, USD 2.204 million more in flows
than funds without such terms. Similarly, the Sustainable

¥

Prospectus dummy also demonstrate a significant positive
effect on flows. In Column (2) we introduce an interaction
term between the Sustainable Name dummy and the Sustain-
able Prospectus dummy. The interaction term's coefficient
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Table 4 Sustainable fund name analysis
Fund net flow (million) Full sample Retail Institutional ETFs
mutual fund share classes mutual fund share classes
1 2) (3) (C)) (5) (6) @) )
Sustainable prospectus 1.820%s#:# 1,362 1,172k 1.093 %k 1.23 50k 1.055% s 2.362%:* —2.830%**
(0.183) (0.194) (0.123) (0.132) (0.244) (0.257) (1.154) (1.052)
Sustainable name 2.204sks#:% -0.230 1.0207%#:* 0.542 %% 1.755%s#:# 0.575 4.748%% —4.281%%*
(0.284) (0.296) (0.180) (0.187) (0.359) (0.426) (1.438) (1.636)
Sustainable prospec- 3.589%** 0.694** 1.617%** 17.020%**
tus X sustainable name
(0.461) (0.296) (0.595) (2.414)
Sustainable globe rated 0.527%%% 0.491 %k 0.220%* 0.214%* 0.602%* 0.5897% 0.126 -0.337
(0.171) (0.170) (0.106) (0.106) (0.246) (0.247) (1.034) (1.033)
Sustainable carbon rated 0.174 0.174 0.070 0.071 —-0.021 —0.036 1.126 0.811
(0.189) (0.189) (0.117) (0.117) (0.280) (0.280) (1.139) (1.131)
Return r—1 35,177 35,104 13.583s%s#:# 13.57 (ks 27.804#s#5 27.756%#:# 138.443 %k 138.3527#s#3
(1.271) (1.270) (0.684) (0.684) (2.080) (2.080) (9.704) (9.678)
Return -2 23.186%#* 23.115%s#* 10.604 %53 10.593 %% 22.360%#* 223097 60.1897#:# 60.051 %%
(1.077) (1.076) (0.583) (0.583) (1.823) (1.823) (8.099) (8.082)
Return -3 20.828%#* 20.760%#* 8.991##* 8.98 14 25.262%%%* 25.212%%% 38.560%* 38427k
(1.088) (1.087) (0.560) (0.560) (1.775) (1.775) (7.474) (7.460)
Volatility —35.093%*%  —35069%%*  —Q27]%kkk —(.27]%kE - (.532%%x (. 535%kk (57 7ewH 0.555%s:*
(3.945) (3.943) (0.024) (0.024) (0.072) (0.072) (0.204) (0.203)
Fund fee 73.983%s#:# 74.9907%#5 37.775%%* 38.132%% 66.036%* 64.563%* — 1944744 —1985.879%*
(12.848) (12.855) (8.642) (8.640) (25.724) (25.714) (255.371) (254.495)
Log fund size —0.429%%* —0.425%%* —0.536%%%  —0.534%x  —(0.902%*kF  —(0.904%**  6.565%** 6.469%#*
(0.064) (0.064) (0.037) (0.037) (0.068) (0.068) (0.438) (0.435)
Five star rating 7.0327%%% 7.019%#:* 3.3097%#* 3.303%#* 7.240%%* 7.239%% 9.555%** 9.680%#*
(0.345) (0.345) (0.197) (0.197) 0.477) 0.477) (2.306) (2.298)
Fund age —0.13]%%* —0.13 %% —0.078%**  —0.078***  —0.075%F  —0.075%*F*%  —0.236* —0.223%
(0.009) (0.009) (0.006) (0.006) (0.013) (0.013) (0.129) (0.128)
Index fund dummy 5.070%:#:* 5.047%%:% 2.3097%#* 2.306%** 1.5297%s#:# 1.505%#* —5.180%** —5.025%%*
(0.261) (0.261) (0.220) (0.220) (0.480) (0.478) (1.623) (1.620)
Constant 1.578%#:* 1.636%#* 2.262%%* 2.266%#* 3.9] 5% 4.001#%* —17.226%** —16.163%%*
(0.372) (0.371) 0.214) 0.214) (0.542) (0.541) (2.666) (2.638)
Observations 594,021 594,021 490,682 490,682 209,203 209,203 79,793 79,793
R-squared 0.033 0.033 0.043 0.043 0.030 0.030 0.070 0.071
Time FE Yes Yes Yes Yes Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes Yes Yes Yes Yes

This table shows the results of panel regressions with fixed effects of monthly USD flows from 10/2018 through 10/2022 on sustainability
information from the fund prospectus and sustainability hints in the name of the fund. We used a string analysis to analyze the fund names for
sustainability cues and the dummy variable Sustainable Name indicates if a name of a fund entails a sustainability reference. The analysis is
conducted for the full sample (Column (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and ETFs (Column
(4)). Funds with five or four Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the Low Carbon
Designation as Sustainable Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month fixed effects. The
sample includes equity mutual funds and ETFs, excluding fund periods over the first three months after. The standard errors are clustered at the
fund-level, and robust standard errors are reported in parentheses. *, **, ***denote significance on the 10%, 5%, and 1% level, respectively

is statistically significant and indicates that funds with sus-
tainability references in both the name and the prospectus
attract 3.589 million higher flows than conventional funds.
Notably, while the Sustainable Prospectus variable remains
significantly positive, the Sustainable Name alone does not
significantly influence fund flows. This disparity suggests

that investors may prioritize detailed sustainable practices
outlined in the prospectus over mere naming conventions. It
appears that investors tend to select sustainable funds based
on prospectus information, either alone or in conjunction
with the fund name, rather than the name alone.

¥
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Table 5 Sustainable investment approaches

Panel A—Regression analysis Full sample Retail mutual fund share Institutional mutual fund ETFs
classes share classes
Fund net flow (million) [e)) ) (3) )
Exclusions only 0.587%%* 0.597%%* 0.599%* —2.799%*
(0.194) (0.133) (0.244) (1.166)
ESG integration only 3.117%%* 1.896%#* 2.027%** 1.332
(0.404) (0.294) (0.537) (2.459)
ESG integration and exclusions 5.086%** 2.353%*x 3.837%** 11.486%**
(0.395) (0.231) (0.530) (2.317)
Thematic 4.969%#* 3.714%%* 3.202%%* 7.211%*
(0.616) (0.486) (0.836) (3.038)
Sustainable globe rated 0.350%* 0.133 0.483* —-0.422
(0.171) (0.106) (0.249) (1.034)
Sustainable carbon rated 0.129 0.070 —0.093 0.695
(0.189) (0.116) (0.280) (1.131)
Return 7—1 35.144%%% 13.542%%* 27.788%%* 138.787+%*
(1.270) (0.684) (2.078) (9.669)
Return -2 23.148%%* 10.561%#%* 22.332%%% 60.466%**
(1.076) (0.583) (1.821) (8.090)
Return -3 20.762%** 8.933#* 25.210%** 38.779%**
(1.087) (0.559) (1.773) (7.468)
Volatility —35.163%#* —0.269%#* —0.54 1% 0.550%%*
(3.949) (0.025) (0.072) (0.204)
Fund fee 69.803%*** 36.162%** 59.257** —1931.766%**
(12.743) (8.577) (25.598) (256.054)
Log fund size —0.425%#* —0.532%* —0.909%#* 6.469% %%
(0.064) (0.037) (0.068) (0.435)
Five star rating 7.010%** 3.208%%** 7.196%** 9.776%**
(0.344) (0.196) (0.475) (2.302)
Fund age —0.13 ]k —0.078%#* —0.076%** —-0.203
(0.009) (0.006) (0.013) (0.128)
Index fund dummy 5.017#%* 2.208%%* 1.452%%% —5.071%%*
(0.260) (0.220) (0.478) (1.628)
Constant 1.735%** 2.305%** 4.177#%* —16.591%%%*
(0.371) (0.214) (0.537) (2.645)
Observations 594,021 490,682 209,203 79,793
R-squared 0.034 0.043 0.031 0.071
Time FE Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes
Panel B—Wald test for difference in coefficients
Exclusions only vs. ESG integration only 2.530%** 1.2997%:% 1.428%% 4.130
Exclusions only vs. ESG integration and exclusions 4,499 1.756%** 3.238%** 14.285%**
Exclusions only vs. thematic 4.382%% 3.117%%* 2.693%%% 10.010%**
ESG integration only vs. ESG integration and exclusions 1.969%** 0.457 1.810%** 10.154%%*
ESG integration only vs. thematic 1.852%* 1.818%** 1.265 5.879
ESG integration and exclusions vs. thematic -0.117 1.361%** —0.545 —-4.275

Panel A of this table shows the results of panel regressions with fixed effects of monthly USD flows from 10/2018 through 10/2022 on fund
characteristics with dummy-variables for the sustainable investment approach of the fund. The analysis is conducted for the Full Sample (Col-
umn (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and ETFs (Column (4)). Funds with five or four Morning-
star Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the Low Carbon Designation as Sustainable Carbon
Rated funds. All regressions use lagged variables and control for fund category-by-month fixed effects. The sample includes equity mutual funds
and ETFs, excluding fund periods over the first three months after inception. In Panel B, after each regression, a pairwise Wald test is conducted
to examine the significance of differences between the coefficients of interest. The standard errors are clustered at the fund-level, and robust
standard errors are reported in parentheses. *, **, *** denote significance on the 10%, 5%, and 1% level, respectively
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In Column (3), the results for retail funds are comparable
to those shown in Column (1), where both sustainability
references in the prospectus and in the name of a fund show
a positive effect on fund flows. In Column (4), we observe
that the coefficient for the Sustainable Name dummy is sta-
tistically significant. Retail investors tend to allocate more
capital towards funds with sustainability references in their
names, even though the prospectuses of these funds do not
detail how sustainability is implemented in the investment
process. Similarly to the observations in Column (2), funds
receive more inflows when they include sustainability ref-
erences in the prospectus, and even more so when the sus-
tainability orientation is additionally indicated in the fund’s
name.

In Column (5), results indicate that for institutional funds,
both the Sustainable Prospectus dummy and the Sustainable
Name dummy are significantly positive. Conversely, Column
(6) presents an insignificant coefficient for the Sustainable
Name dummy. Unlike retail investors, institutional investors
do not allocate additional capital to funds that only adver-
tise sustainability in their names. The coefficients for the
‘Sustainable Prospectus' dummy and the interaction term,
however, remain significant.

In Column (7), both the Sustainable Prospectus dummy
and the Sustainable Name dummy are statistically signifi-
cant and positively associated with ETF flows. Column (8)
reveals that the interaction term has a statistically signifi-
cant positive effect on ETF flows, while the Sustainable Pro-
spectus and Sustainable Name dummies are now negatively
correlated with the fund flows. This suggests that investors
predominantly invest in either conventional ETFs or in sus-
tainable ETFs that are explicitly marked as sustainable both
in the prospectus and the name. Note that these results may
be influenced by the fact that the ETF market has a high
concentration of capital in a very small number of ETFs, as
also documented by Clifford et al. (2014). In our sample, the
large ETFs with high inflows are predominantly categorized
as either fully conventional ETFs or ETFs that indicate their
sustainability in both their prospectus and their name. To
account for this, we additionally analyze relative inflows,
which leads to results that are comparable to those of the
mutual fund sample. The detailed results are presented in
Appendix Table 10.

Overall, sustainability information in the prospectus
attracts higher flows, even after controlling for sustainability
references in the name of a fund. Generally, a sustainability
reference in the name alone does not materially affect flows.
However, funds with a Sustainable Prospectus that also sig-
nal sustainability in their name attract significantly higher
flows than funds whose sustainability is not apparent from
the name alone. We observe that retail investors are more
likely to invest in funds that advertise sustainability in their
name but do not mention sustainability in the prospectus

when describing the investment strategy. In contrast, insti-
tutional investors do not disproportionately invest in such
funds. This could suggest that some retail investors, possibly
due to limited sustainable finance literacy (Filippini et al.
2024), are enticed by trendy sustainability names (compare
Cooper et al. 2005 and El Ghoul and Karoui 2021), without
further investigation into the prospectus' details. Conducting
the analyses with relative flows leads to comparable results
(see Appendix, Table 10).

Sustainable investment approaches

Our approach allows us to differentiate Sustainable Prospec-
tus funds based on their investment strategies regarding the
consideration of sustainability in the investment process. To
the best of our knowledge, Ielasi and Rossolini (2019) are
the only ones to date to have conducted an empirical analysis
that differentiates between distinct sustainability approaches
of funds. Their study, however, focuses on return differences
rather than on fund flows. Therefore, we are interested in
whether the sustainability approaches outlined in the fund
prospectus attract different levels of flows. Specifically, we
examine four distinct sustainability approaches (Exclusion
Only, ESG Integration Only, ESG Integration and Exclusion,
and Thematic).

We replace the Sustainable Prospectus fund dummy from
the regression from Table 2, Column (3), with four dummy
variables representing the different sustainability strate-
gies mentioned above. For the analysis of the full sample in
Table 5, Panel A, Column (1), we observe that all strategy
dummies are significantly positive. On average, Exclusion
Only funds have USD 0.587 million higher monthly flows,
ESG Integration Only funds have USD 3.117 million higher
flows, ESG Integration and Exclusion funds have USD 5.086
million higher flows, and Thematic funds have USD 4.969
million higher flows compared to conventional funds. Panel
B shows the results of a pairwise Wald test, which is con-
ducted to examine the significance of differences between
the coefficients of interest. While Sustainable Prospectus
funds, in general, receive more flows than conventional
funds, there are significant differences in flows among dif-
ferent sustainability strategies. For instance, funds adopting
the ESG Integration Only strategy receive USD 2.53 million
more flows on average than Exclusion Only funds. Thematic
funds attract USD 4.382 million more flows than Exclusion
Only funds, USD 1.852 million more flows than ESG Inte-
gration Only funds, and comparable high flows as ESG Inte-
gration and Exclusion funds. Note that after controlling for
the different sustainability approaches, the coefficient for the
Sustainable Globe Rated funds is now only significant at the
5 percent significance level and lower compared to Table 2
(Column (3)). This finding further strengthens our earlier
proposition that, when analyzing fund flows, it is preferable
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Table 6 Determinants of fund flows: prospectus sustainability vs. sustainability ratings separated into two time periods
Panel A: 10/2018-09/2020 Full sample Retail Institutional ETFs
Mutual fund share Mutual fund share
classes classes
Fund net flow (million) (1) 2) 3) 4) %) (6) (@) ®)
Sustainable prospectus 3.257%%* 2.119%** 2.104%%%* 7.524%%*
(0.324) (0.204) (0.476) (2.030)
Sustainable globe rated 1.349%%* 0.914#** 0.449***  0.156 1.022%*%  (.772%%* 1.473 0.545
(0.243) (0.243) (0.155) (0.154) (0.324) (0.325) (1.370) (1.339)
Sustainable carbon rated 1.174%%* 0.914%#* 0.487+* 0314 0.893* 0.772* 4.482%% 4.004%*
(0.341) (0.341) (0.213) (0.211) (0.459) (0.460) (1.857) (1.868)
Return r—1 20.256%**  28.575%k*  ]]1.582%%%k  11.213%**  24.291%*Fk 24 101%**  108.953%*** 106.814#:#*
(1.816) (1.814) (1.002) (0.999) (3.304) (3.302) (15.110) (15.025)
Return 1-2 21.395%**  20.852%**  Q332%kk 9 (O70***  25799%k*  25.642%%%k  70.697*** 68.759%**
(1.776) (1.772) (0.964) (0.962) (3.334) (3.331) (14.573) (14.547)
Return 1-3 21.600%**  21.287*%*  Q768%*k*k  Q.630%**  23.946%** 23 890%H*k 48441 %** 46.991 %
(1.836) (1.835) (0.954) (0.954) (3.132) (3.129) (11.298) (11.283)
Volatility —41.020%*% —38.435%%% —(.236%**% —0.217**%*% —(0.730%**% —(0.722%** (.571* 0.554*
(6.376) (6.372) (0.038) (0.038) (0.126) (0.126) (0.332) (0.330)
Fund fee —13.980 —2.862 —2.267 6.933 -10.792 —4.802 —2542.539%#% —2514.351%**
(18.530) (18.563) (12.519) (12.565) (39.545) (39.418) (405.494) (405.050)
Log fund size — LA441%%% 1 434%%% ] 125%%% ] 129%%%F ] 112%¥%  —1,092%%* 3 27(H** 3.309%**
(0.090) (0.089) (0.053) (0.053) (0.099) (0.099) (0.524) (0.524)
Five star rating 8.3207##* 8.516%#%* 3.483%**  3.611%**  9346%**F  9.436%** 8. 24(%H* 8.831%#*
(0.508) (0.507) (0.298) (0.297) (0.732) (0.730) (2.899) (2.909)
Fund age —0.120%**  —0.110%**  —0.061%%*% —0.055%*%*% —0.093***% —0.084*** —0.210 —0.144
(0.012) (0.012) (0.008) (0.008) (0.019) (0.019) (0.182) (0.181)
Index fund dummy 4.133%%* 4.326%** 2221%*% - 223Q%kx 2 (006***  [.875%*  —3.28] —3.698*
(0.356) (0.356) (0.292) (0.291) (0.678) (0.672) (2.011) (2.035)
Constant 6.104%%* 5.318%%* 4.006%**  3478***  6202%**  5693***  —3.606 —-4.311
(0.591) (0.593) (0.341) (0.345) (0.937) (0.936) (3.647) (3.656)
Observations 199,093 199,093 164,657 164,657 74,107 74,107 26,336 26,336
R-squared 0.041 0.043 0.064 0.067 0.038 0.039 0.043 0.043
Panel B:10/2020-10/2022
Sustainable prospectus 2.032%%% 1.074%** 1.625%** 4.116%**
(0.203) (0.126) (0.246) (1.399)
Sustainable globe rated 0.8527%%** 0.5417%%* 0.531*%**  (0.366%**  (.844%**  (.615%* 1.377 0.734
(0.191) (0.190) (0.117) 0.117) (0.277) (0.280) (1.246) (1.232)
Sustainable carbon rated ~ —0.034 —-0.206 -0.034 —0.127 -0.223 -0.330 0.094 —0.288
(0.198) (0.198) (0.120) 0.121) (0.302) (0.300) (1.297) (1.285)
Return r—1 38.586%**  38.631***  ]15.539%**  ]5.563%** 28.897***  28.902%**  ]156.981*** 156.814%**
(1.529) (1.530) (0.819) (0.820) (2.313) (2.314) (11.735) (11.715)
Return -2 24.185%**  24201***  11.930%**% 11.935%*% 19.821%**  19.834%*%  §7.354%%* 57.231%**
(1.271) (1.271) (0.713) (0.713) (1.989) (1.989) (8.961) (8.937)
Return -3 20.695%**  20.613%**  9267***  Q2]7¥¥*k  25202%**k  25294%%% 36,993k 36.769%**
(1.214) (1.214) (0.665) (0.666) (1.943) (1.945) (8.928) (8.892)
Volatility —26.822%¥%  _26.852%%*% —(.257**%k  —(.257**F*F  —(0.437FFF  —(.439%*% ().859%** 0.829%%**
(4.554) (4.545) (0.029) (0.029) (0.079) (0.079) (0.238) (0.237)
Fund fee 88.491***  97.497*¥* 4] 237*¥%  46.145%**  65.205%*  87.783%**  —1733.205%F* —1688.440%**
(13.436) (13.490) (8.893) (8.945) (25.789) (26.004) (254.885) (256.089)
Log fund size 0.090 0.053 —0.235%%%  —(0.255%**  —(.826*** —(0.807*** 8.249%%* 8.230%**
(0.066) (0.067) (0.036) (0.036) (0.070) (0.070) (0.499) (0.500)
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Table 6 (continued)
Panel A: 10/2018-09/2020 Full sample Retail Institutional ETFs
Mutual fund share Mutual fund share
classes classes
Fund net flow (million) (1) 2) 3) 4) %) (6) (@) ®)
Five star rating 6.318%*%* 6.368%*** 3.203%%% 3231k 6,062%%F  6.053%**  10.541%** 10.570%**
(0.368) (0.367) (0.216) (0.216) (0.492) (0.491) (2.768) (2.765)
Fund age —0.160%**  —(Q.149%*%  —(0.098%** —(.092%** —(.084%** —(Q.074%** —(.356%** —0.308%*
(0.009) (0.009) (0.006) (0.006) (0.013) (0.013) (0.133) (0.133)
Index fund dummy 5.080%%* 5.301%%* 2.198%*** D 268%*E  ].194%* 1.338%* —6.114%%* —6.209%%*
(0.276) (0.279) (0.228) (0.228) (0.539) (0.539) (1.838) (1.843)
Constant 0.348 —0.097 1.986%#*  1.733%#k%  4,059%#*k 3 334%%% D3 9] 5k —24.529%%*
(0.401) (0.398) (0.228) (0.228) (0.567) (0.570) (3.063) (3.070)
Observations 394,928 394,928 326,025 326,025 135,096 135,096 53,457 53,457
R-squared 0.029 0.030 0.033 0.034 0.026 0.027 0.087 0.087

This table shows the results of panel regressions with fixed effects of monthly USD flows from 10/2018 through 09/2020 in Panel A and 10/2020
through 10/2022 in Panel B on fund characteristics with Morningstar Sustainability Globe Rating and Low Carbon Designation of the fund
lagged by one month (Column (1)) and Prospectus Sustainability Information dummy variable (Column (2)). The same analysis is conducted
for Retail Mutual Funds (Columns (3)—(4)), Institutional Mutual Funds (Columns (5)—(6)) and ETFs (Columns (7)—(8)). Funds with five or four
Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the Low Carbon Designation as Sustain-
able Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month fixed effects. Thesample includes equity
mutual funds and ETFs, excluding fund periods over the first three months after inception. The standard errors are clustered at the fund-level,
and robust standard errors are reported in parentheses. *, **, *** denote significance on the 10%, 5%, and 1% level, respectively

to consider sustainability information provided in prospec-
tuses rather than relying solely on external ratings.

In the results for the retail share classes of mutual funds
(Column (2)), we find that all sustainability strategies receive
more flows than conventional funds. Funds with a thematic
focus receive the highest flows compared to conventional
funds or funds with other sustainability approaches, as dem-
onstrated by the pairwise Wald test. The results are all statis-
tically significant at the one percent level and indicate that
retail investors exhibit a pronounced preference for mutual
funds that align their investments with trendy sustainability
goals or themes, such as climate action.

Turning to the institutional share classes of the funds
(Column (3)), we similarly find that all strategies had sig-
nificantly higher flows than conventional funds. Through the
coefficients for the sustainability strategy dummies and the
associated Wald tests, it becomes apparent that ESG Inte-
gration and Exclusion as well as Thematic funds received
the highest flows among the Sustainable Prospectus funds.

In the case of ETFs (Column (4)), however, we find that
Exclusion Only ETFs do receive significantly lower flows
than conventional ETFs. We suspect that this may be due
to shifts towards products with a more recent sustainabil-
ity strategy, like funds that combine an ESG integration
approach with exclusions or thematic funds. All other sus-
tainability strategies attract higher flows, although the flow
difference between ESG Integration Only and conventional
ETFs is not significant. Particularly, ESG Integration and

Exclusion ETFs have substantially higher flows compared to
conventional ETFs. These results indicate that among ETFs,
this strategy has attracted the highest flows, which is con-
firmed by the Wald test.

In summary, we observe varying preferences for the dif-
ferent approaches communicated by Sustainable Prospectus
funds. We obtain the same results when explaining relative
fund flows (see Appendix, Table 11). Differences in prefer-
ences are particularly evident between retail and institutional
investors. For instance, our results suggest that retail inves-
tors have a significant preference for thematic sustainabil-
ity approaches. As thematic investment is a quite modern
approach, we assume that retail investors might follow a
trend (compare Cooper et al. 2005) and are able to adopt
this faster than institutional investors. The latter may need to
update their investment policies accordingly or even encoun-
ter challenges when investing in such concentrated or spe-
cialized investment products (compare Somefun et al. 2023).
Overall, these findings suggest that in both practice and aca-
demic research, the particular sustainability strategy, along
with the investor and fund types, significantly influence sus-
tainable fund flows and should thus be explicitly taken into
account. For robustness, we additionally controlled for name
effects in the analyses from Table 5, as some sustainability
approaches may indicate their sustainability in their names
more frequently. The fund name does not affect the relevance
of the sustainability approach for fund flows and the main
findings remain unchanged (see Appendix A.2.).
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Table 7 Sustainable investment approaches controlling for sustainability names

Fund net flow (million) Full Sample Retail mutual fund  Institutional mutual ETFs
share classes fund share classes
)] @) 3 C))
Panel A—regression analysis
Exclusions only 0.571%%* 0.591%%* 0.579%%* —2.777%*
(0.193) (0.133) (0.244) (1.162)
ESG integration only 2.686%** 1.701%** 1.565%%* 2.036
(0.435) (0.308) (0.555) (2.678)
ESG integration and exclusions 4.671%** 2.169%%* 3.426%%* 12.222%%*
(0.387) (0.241) (0.554) (2.454)
Thematic 4.599%** 3.546%%* 2.907%*%* 7.818%*
(0.629) (0.494) (0.843) (3.174)
Sustainable name 0.712%%* 0.343%* 0.670* —0.835
(0.297) (0.195) (0.377) (1.515)
Sustainable globe rated 0.342%* 0.130 0.477* -0.410
(0.171) (0.106) (0.249) (1.034)
Sustainable carbon rated 0.123 0.065 —0.095 0.678
(0.189) (0.116) (0.280) (1.130)
Return -1 35.132%%* 13.537%** 27.778%** 138.803***
(1.270) (0.684) (2.078) (9.669)
Return 1-2 23.135%** 10.556%** 22.319%** 60.489%**
(1.075) (0.583) (1.822) (8.091)
Return -3 20.753%** 8.9207%%% 25.196%** 38.801%**
(1.087) (0.559) (1.773) (7.469)
Volatility —35.111%%* —0.268%*** —0.540%** 0.549%%*
(3.947) (0.025) (0.072) (0.204)
Fund fee 71.520%** 36.726%%* 62.180%* —1935.8207%**
(12.776) (8.574) (25.670) (256.594)
Log fund size —0.423%x* —0.531%** —0.907*** 6.463%%*
(0.064) (0.037) (0.068) (0.435)
Five star rating 7.009%%* 3.208%%* 7.197%%% 9.789%%*
(0.344) (0.196) (0.475) (2.300)
Fund age —0.130%** —0.077*** —0.075%** —0.205
(0.009) (0.006) (0.013) (0.128)
Index fund dummy 5.012%%* 2.300%** 1.450%** —5.061%**
(0.260) (0.220) (0.478) (1.627)
Constant 1.677%** 2.281%%* 4.116%** —16.504 %%
(0.371) (0.214) (0.538) (2.651)
Observations 594,021 490,682 209,203 79,793
R-squared 0.034 0.043 0.031 0.071
Time FE Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes
Panel B—Wald test for difference in coefficients
Exclusions only vs. ESG integration only —2.115%** —1.110%** —0.986%* —4.806%*
Exclusions only vs. ESG integration and exclusions —4.100%** —1.578%** —2.847%%* —14.990%**
Exclusions only vs. thematic —4.028%** —2.955%** —2.328%%* —10.588***
ESG integration only vs. ESG integration and exclusions —1.985%** —0.468 —1.861%** —10.184%**
ESG integration only vs. thematic —1.913%** —1.845%%* —1.342 —-5.782
ESG integration and exclusions vs. thematic 0.072 — 1.377%%* 0.519 4.402
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Table 7 (continued)

Panel A of this table shows the results of panel regressions with fixed effects of monthly USD flows from 10/2018 through 10/2022 on fund
characteristics with dummy-variables for the sustainable investment approach of the fund. We used a string analysis to analyze the fund names
for sustainability cues and the dummy variable Sustainable Name indicates if a name of a fund entails a sustainability reference. The analysis is
conducted for the Full Sample (Column (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and ETFs (Column
(4)). Funds with five or four Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the Low Carbon
Designation as Sustainable Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month fixed effects. The
sample includes equity mutual funds and ETFs, excluding fund periods over the first three months afterinception. In Panel B, after each regres-
sion, a pairwise Wald test is conducted to examine the significance of differences between the coefficients of interest. The standard errors are
clustered at the fund-level, and robust standard errors are reported in parentheses. *, **, *#** denote significance on the 10%, 5%, and 1% level,

respectively

Conclusion

Recent fund flow reports reveal a decline in the demand for
sustainable funds compared to previous years (Morningstar
2024). Despite this downturn, it remains plausible to suggest
a gradual shift in investor preferences towards sustainabil-
ity. Prior academic research has predominantly posited that
investors express this preference by choosing sustainable
funds based largely on external sustainability ratings. How-
ever, our findings challenge the previously assumed high sig-
nificance of external sustainability ratings for fund investors.

Prospectus information has been overlooked in previous
studies, despite investors very likely consider it when iden-
tifying and selecting sustainable funds. We investigate the
effect of sustainability information in fund prospectuses on
fund flows and find that it strongly affects investor deci-
sions. The economic relevance of prospectus information
outweighs that of external sustainability ratings by far. The
overestimation of the latter's importance stems from studies
relying solely on ratings. The influence of ratings must be
examined with care, as they do not affect investor decisions
for conventional funds but do for funds that indicate sustain-
ability in their prospectuses. We posit that investors may
use ratings to verify a fund's self-proclaimed sustainability.

Other fund characteristics and information also influence
investor decisions. We find that sustainability cues in fund
names attract more investors, likely because they make such
funds easier to find or identify. In particular, retail investors
are influenced by superficial fund characteristics, such as
the name, and may be guided by a fund's perceived rather
than actual sustainable investment commitments. Addition-
ally, we reveal that retail and institutional investors exhibit
different preferences for various sustainability approaches.
For instance, while retail investors prefer thematic funds
with trendy investment approaches (e.g., climate change),
institutional investors opt for funds combining exclusions
and ESG criteria.

Our study highlights the importance of sustainability
information supplied by fund providers in guiding invest-
ment decisions. Andrikogiannopoulou et al. (2022) demon-
strate that the way sustainability disclosures are presented
in fund prospectuses can affect investors. As our findings
underscore the overall importance of prospectus information
there may be a rationale for examining and exposing mis-
leading or exaggerated sustainability commitments in this
context. This may necessitate a review or even regulation
of the disclosures made by fund providers. The European
Union’s Sustainable Finance Disclosure Regulation of 2021,
for instance, adopts such an approach (European Commis-
sion 2019). It outlines the sustainability information that
funds are required to disclose and counteracts the dissemi-
nation of exaggerated sustainability claims to prevent the
creation of false expectations among investors, commonly
referred to as greenwashing.

Overall, our findings suggest that the attention of academ-
ics, practitioners and policy makers may have been misdi-
rected. The focus on sustainability ratings and their revision
or regulation should at least be extended by prospectus infor-
mation, fund names and the investment approach of the fund.

Appendix
Appendix: A.1

When examining the flows over time, we notice that the
Sustainable Prospectus funds received continuous inflows.
The conventional funds, on the other hand, had strong out-
flows during the period from October 2018 to October 2020,
while they had mostly inflows thereafter. We then re-run the
analysis of Table 2, dividing our sample into two periods
accordingly, to check the robustness of our findings. We find
that the results are robust, as we obtain very similar results
for the two time periods. Table 6 Panel A and B show the
results of this robustness check. The preference for sustain-
able funds is comparable between the two periods and the
main analysis in Table 2.
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Table 8 Determinants of fund flows: prospectus sustainability versus sustainability ratings

Relative flow Full sample Retail Institutional ETFs
Mutual fund share classes ~ Mutual fund share classes
ey 2) (3) @ (5) (6) @ ®)
Sustainable prospectus 0.005%%** 0.005%** 0.004#%%* 0.015%**
(0.000) (0.000) (0.001) (0.002)
Sustainable globe rated 0.002%** 0.002%** 0.002%** 0.002%** 0.001%** 0.001 0.003*%* 0.001
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.001) (0.001)
Sustainable carbon rated ~ 0.002%*** 0.002%** 0.002%%** 0.002%** 0.001%** 0.001* 0.005%%*%* 0.003**
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.001) (0.001)
Return -1 0.101%** 0.101%** 0.073%** 0.073%** 0.141%** 0.141%** 0.310%%%* 0.308%#%*%*
(0.003) (0.003) (0.003) (0.003) (0.007) (0.007) (0.017) (0.017)
Return 1-2 0.069%#** 0.069%** 0.058%** 0.058%** 0.094%%** 0.094%** 0.161%** 0.159%#%%*
(0.003) (0.003) (0.003) (0.003) (0.006) (0.006) (0.013) (0.013)
Return -3 0.053#%* 0.053%#** 0.047%#** 0.047%** 0.080%** 0.080%** 0.104%** 0.102%**
(0.003) (0.003) (0.003) (0.003) (0.006) (0.006) (0.014) (0.013)
Volatility —0.054%**  —0.053*%**  —0.001***  —0.001***  —0.001*%**  —0.001***  0.002%** 0.002%**
(0.010) (0.010) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
fund fee —0.282%%%  —(26]1%%k  —(0271%Fx  —(0.250%**%  —(.298%*k  —(0.260%**  —D481F**k D 33EHk*
(0.028) (0.028) (0.029) (0.029) 0.072) (0.072) (0.282) (0.280)
Log fund size —0.001*%**  —0.002%**  —0.002%**  —0.002%**  —0.002%*%*  —0.002%*%*  —0.003*¥*%*  —0.003***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Five star rating 0.0107%** 0.01 1% 0.011%%* 0.011%%* 0.016%** 0.016%** 0.008%*%** 0.008%%**
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.002) (0.002)
Fund age —0.000%**  —0.000%**  —0.000%**  —0.000%*%*  —0.000%*%*  —0.000%*%*  —0.001**%*  —0.001***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Index fund dummy 0.008%** 0.009%** 0.007%#%%* 0.007%#%%* 0.002%* 0.002%%* 0.002 0.001
(0.000) (0.000) (0.001) (0.001) (0.001) (0.001) (0.002) (0.002)
Constant 0.013%** 0.012%** 0.014%** 0.013%#%%* 0.017%%* 0.016%** 0.033%** 0.031%**
(0.001) (0.001) (0.001) (0.001) (0.002) (0.002) (0.004) (0.004)
Observations 594,021 594,021 490,682 490,682 209,203 209,203 79,793 79,793
R-squared 0.034 0.035 0.033 0.034 0.025 0.025 0.048 0.050
Time FE Yes Yes Yes Yes Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes Yes Yes Yes Yes
Fund-level clustered SE ~ Yes Yes Yes Yes Yes Yes Yes Yes

This table shows the results of panel regressions with fixed effects of monthly relative fund flows from 10/2018 through 10/2022 on fund char-
acteristics with Morningstar Sustainability Globe Rating and Low Carbon Designation of the fund lagged by one month (Column (1)) and
Prospectus Sustainability Information dummy variable (Column (2)). The same analysis is conducted for Retail Mutual Funds (Columns (3)—
(4)), Institutional Mutual Funds (Columns (5)—(6)) and ETFs (Columns (7)—(8)). Funds with five or four Morningstar Sustainability Globes are
considered as Sustainable Globe Rated funds and funds with the Low Carbon Designation as Sustainable Carbon Rated funds. All regressions
use lagged variables and control for fund category-by-month fixed effects. The sample includes equity mutual funds, excluding funds that are
younger than three months. The standard errors are clustered at the fund-level, and robust standard errors are reported in parentheses. *, **, #%*

denote significance on the 10%, 5%, and 1% level, respectively

Appendix: A.2

Sustainability indicators in names may vary across different
sustainability approaches. Therefore, we complement the
analyses from Table 5 with the name dummy introduced and
shown in Table 4. We observe that a sustainability indicator
in a fund’s name has a positive effect on its flows. The coef-
ficients for the individual sustainability approaches change

¥

only marginally compared to Table 5, and the interpretation
of the results remains unchanged (Tables 7, 8).

Appendix: A.3
Several studies use relative flows instead of absolute net

flows to examine the preferences and behavior of investors
(e.g., Hartzmark and Sussman 2019; Reboredo and Otero
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Table 9 Interactions of prospectus sustainability information and sustainability ratings
Relative flow Full Sample Retail Mutual Fund Institutional Mutual Fund ~ ETFs
Share Classes Share Classes
M (@) 3 C))
Sustainable prospectus 0.005%** 0.005%** 0.003*** 0.010%**
(0.000) (0.001) (0.001) (0.002)
Sustainable globe rated 0.001%* 0.001%* 0.000 —0.001
(0.000) (0.000) (0.001) (0.001)
Sustainable prospectus X sustainable globe rated 0.004%** 0.003*** 0.002* 0.011%**
(0.001) (0.001) (0.001) (0.003)
Sustainable carbon rated 0.002%** 0.002%** 0.001%* 0.004%**
(0.000) (0.000) (0.001) (0.001)
Sustainable prospectus X sustainable carbon rated —0.002%** —0.002%** —0.001 —0.002
(0.001) (0.001) (0.001) (0.003)
Return -1 0.101#** 0.073%#%* 0.141%#%* 0.309%**
(0.003) (0.003) (0.007) (0.017)
Return 1—2 0.069%** 0.057#%* 0.094%** 0.159%**
(0.003) (0.003) (0.006) (0.013)
Return -3 0.053#*** 0.047#%* 0.080%** 0.102%**
(0.003) (0.003) (0.006) (0.013)
Volatility —0.052%** —0.001%** —0.001%** 0.001%**
(0.010) (0.000) (0.000) (0.000)
Fund fee —0.261%** —0.249%** —0.259%** —2.359%**
(0.028) (0.029) (0.072) (0.281)
Log fund size —0.002%** —0.002%** —0.002:%%* —0.003***
(0.000) (0.000) (0.000) (0.000)
Five star rating 0.011%** 0.011%** 0.016%** 0.009%3**
(0.000) (0.000) (0.001) (0.002)
Fund age —0.000%** —0.000%** —0.000%#* —0.001%***
(0.000) (0.000) (0.000) (0.000)
Index fund dummy 0.009%3#* 0.007%%* 0.002%* 0.001
(0.000) (0.001) (0.001) (0.002)
Constant 0.012%** 0.013%** 0.016%** 0.032%%*
(0.001) (0.001) (0.002) (0.004)
Observations 594,021 490,682 209,203 79,793
R-squared 0.035 0.034 0.025 0.051
Time FE Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes

This table shows the results of panel regressions with fixed effects of monthly relative fund flows from 10/2018 through 10/2022 on fund char-
acteristics with interactions of the Sustainable Fund Dummy and the Morningstar Sustainability Globe Rating and Low Carbon Designation.
The analysis is conducted for the Full Sample (Column (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and
ETFs (Column (4)). Funds with five or four Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with
the Low Carbon Designation as Sustainable Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month
fixed effects. The sample includes equity mutual funds and ETFs, excluding fund periods over thefirst three months after inception. The standard
errors are clustered at the fund-level, and robust standard errors are reported in parentheses. *, **, *** denote significance on the 10%, 5%, and

1% level, respectively

2021; Becker et al. 2022; Ceccarelli et al. 2024). In our main
analyses, we are using absolute net flows because they would
not be affected by the adjustment for fund size. Furthermore,
we are interested in which fund characteristics have attracted

more money in the past in absolute terms and not in relative
terms of fund size. To check the robustness of our results,
we re-run the analyses of Tables 2, 3, 4, and 5 with relative
flows following Sirri and Tufano (1998). We obtain very
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Table 10 Sustainable fund name analysis

Relative flow Full sample Retail Institutional ETFs
Mutual fund share classes ~ Mutual fund share classes
ey 2) (3) @ (5) (6) @ ®)
Sustainable prospectus 0.004%** 0.003%** 0.004%** 0.003%** 0.002%#%%* 0.001* 0.012%%* 0.004%#%*
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.002) (0.002)
Sustainable name 0.004#%** 0.000 0.004%** 0.001 0.005%** —0.001 0.004*%* —0.009%**
(0.001) (0.001) (0.001) (0.001) (0.001) (0.002) (0.002) (0.003)
Sustainable prospec- 0.006%** 0.004%** 0.008#%*%* 0.026%%**
tus X sustainable name
(0.001) (0.001) (0.002) (0.004)
Sustainable globe rated 0.001%#** 0.001%** 0.001%** 0.001%** 0.001 0.001 0.000 —0.000
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.001) (0.001)
Sustainable carbon rated ~ 0.002%** 0.002%** 0.001%** 0.002%** 0.001 0.001 0.003%* 0.003%*%*
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.001) (0.001)
Return 1—1 0.100%%** 0.100%** 0.072%** 0.072%** 0.141%%* 0.141%** 0.308%** 0.308%**
(0.003) (0.003) (0.003) (0.003) (0.007) (0.007) (0.017) (0.017)
Return -2 0.069%%*%* 0.069%%** 0.057%** 0.057%** 0.094%#%** 0.094%*** 0.159%** 0.159%**
(0.003) (0.003) (0.003) (0.003) (0.006) (0.006) (0.013) (0.013)
Return -3 0.053#%*%* 0.053%#%*%* 0.047%** 0.047%** 0.080%** 0.079%** 0.102%** 0.102%**
(0.003) (0.003) (0.003) (0.003) (0.006) (0.006) (0.013) (0.013)
Volatility —0.053*%**  —0.053***  —0.001***  —0.001*%**  —0.001*%**  —0.001%**  0.002%** 0.001%**
(0.010) (0.010) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Fund fee —0.250%%*  —0.248%*%*  —(0.243%%*  —(0.241%F*  —(0.240%*F*  —(0.247FFF  —2308%*F*  —2.370%**
(0.028) (0.028) (0.029) (0.029) (0.072) (0.072) (0.281) (0.280)
Log fund size —0.002%**  —0.002%**  —0.002%**  —0.002%*%*  —0.002%*%*  —0.002%¥*%*  —0.003*¥**  —0.003%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Five star rating 0.011%** 0.01 1%** 0.011%%* 0.011%%* 0.016%** 0.016%** 0.008%*** 0.009%**
(0.000) (0.000) (0.000) (0.000) (0.001) (0.001) (0.002) (0.002)
Fund age —0.000%**  —0.000%**  —0.000%**  —0.000%*%*  —0.000%*%*  —0.000¥**  —0.001***  —0.001***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Index fund dummy 0.009%** 0.009%** 0.0077%** 0.007%#3%* 0.0027%:* 0.002%:* 0.001 0.002
(0.000) (0.000) (0.001) (0.001) (0.001) (0.001) (0.002) (0.002)
Constant 0.01 1#** 0.01 [5#** 0.013%** 0.013%** 0.015%:%* 0.016%** 0.031%#%* 0.0327%:%*
(0.001) (0.001) (0.001) (0.001) (0.002) (0.002) (0.004) (0.004)
Observations 594,021 594,021 490,682 490,682 209,203 209,203 79,793 79,793
R-squared 0.035 0.036 0.034 0.034 0.026 0.026 0.050 0.051
Time FE Yes Yes Yes Yes Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes Yes Yes Yes Yes

This table shows the results of panel regressions with fixed effects of monthly relative flows from 10/2018 through 10/2022 on sustainability
information from the fund prospectus and sustainability hints in the name of the fund. We used a string analysis to analyze the fund names for
sustainability cues and the dummy variable Sustainable Name indicates if a name of a fund entails a sustainability reference. The analysis is
conducted for the full sample (Column (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and ETFs (Column
(4)). Funds with five or four Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the Low Car-
bon Designation as Sustainable Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month fixed effects.
The sample includes equity mutual funds and ETFs, excluding fund periods over the first three months afterinception. The standard errors are
clustered at the fund-level, and robust standard errors are reported in parentheses. *, **, *** denote significance on the 10%, 5%, and 1% level,

respectively
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Table 11 Sustainable investment approaches

Panel A—regression analysis Full sample Retail Institutional ETFs
Mutual fund share Mutual fund share
classes classes
Relative flow (1) 2) 3) 4)
Exclusions only 0.001%#* 0.001%** —0.000 0.001
(0.000) (0.000) (0.001) (0.002)
ESG integration only 0.010%** 0.011%%* 0.006%** 0.014%*
(0.001) (0.001) (0.002) (0.006)
ESG integration and exclusions 0.009%** 0.007#%* 0.009%** 0.024 %%
(0.001) (0.001) (0.001) (0.003)
Thematic 0.013%* 0.014%%* 0.015%%* 0.021%#%*
(0.001) (0.001) (0.003) (0.005)
Sustainable globe rated 0.001*** 0.001*** 0.000 —0.001
(0.000) (0.000) (0.001) (0.001)
Sustainable carbon rated 0.002%*** 0.002%#** 0.001 0.003**
(0.000) (0.000) (0.001) (0.001)
Return 7—1 0.100%** 0.072%%* 0.141%%* 0.308%***
(0.003) (0.003) (0.007) (0.017)
Return -2 0.069%* 0.057%#* 0.094%33 0.159%%*
(0.003) (0.003) (0.006) (0.013)
Return -3 0.053%%* 0.047%%* 0.079%%* 0.102%%*
(0.003) (0.003) (0.006) (0.013)
Volatility —0.05] % —0.001 %% —0.001%** 0.001***
(0.010) (0.000) (0.000) (0.000)
Fund fee —0.2627%** —0.25] %% —0.263%#* —2.293 %k
(0.028) (0.028) (0.072) (0.280)
Log fund size —0.001#*** —0.0027%** —0.0027%** —0.003***
(0.000) (0.000) (0.000) (0.000)
Five star rating 0.01 1% 0.011%#* 0.016%%* 0.009%*
(0.000) (0.000) (0.001) (0.002)
Fund age —0.000%** —0.000%** —0.000%** —0.001#**
(0.000) (0.000) (0.000) (0.000)
Index fund dummy 0.0097%* 0.007%%* 0.002%* 0.002
(0.000) (0.001) (0.001) (0.002)
Constant 0.011%#%* 0.013%%* 0.016%** 0.031%#%*
(0.001) (0.001) (0.002) (0.004)
Observations 594,021 490,682 209,203 79,793
R-squared 0.036 0.036 0.026 0.052
Time FE Yes Yes Yes Yes
Fund category FE Yes Yes Yes Yes
Fund-level clustered SE Yes Yes Yes Yes
Panel B—Wald test for difference in coefficients
Exclusions only vs. ESG integration only 0.009%3** 0.010%%** 0.006%** 0.013%*
Exclusions only vs. ESG integration and exclusion 0.008*** 0.006%*** 0.009%** 0.023#***
Exclusions only vs. thematic 0.012%%** 0.013%%* 0.015%** 0.020%**
ESG integration only vs. ESG integration and exclusions —0.001 —0.004*** 0.003 0.010
ESG integration only vs. thematic 0.003* 0.003* 0.009%* 0.007
ESG integration and exclusions vs. thematic 0.004#** 0.007#%* 0.006* —-0.003

Panel A of this table shows the results of panel regressions with fixed effects of monthly relative fund flows from 10/2018 through 10/2022 on
fund characteristics with dummy-variables for the sustainable investment approach of the fund. The analysis is conducted for the Full Sample
(Column (1)), Retail Mutual Funds (Column (2)), Institutional Mutual Funds (Column (3)) and ETFs (Column (4)). Funds with five or four
Morningstar Sustainability Globes are considered as Sustainable Globe Rated funds and funds with the Low Carbon Designation as Sustain-
able Carbon Rated funds. All regressions use lagged variables and control for fund category-by-month fixed effects. The sample includes equity
mutual funds and ETFs, excluding fund periods over the first three months after inception. In Panel B, after each regression, a pairwise Wald test
is conducted to examine the significance of differences between the coefficients of interest. The standard errors are clustered at the fund-level,
and robust standard errors are reported in parentheses. *, **, *** denote significance on the 10%, 5%, and 1% level, respectively
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similar results, which can also be interpreted in the same
economic sense as those of our main analyses (Tables 9,
10, and 11).
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