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Abstract: As a key facet of sustainable development, environmental, social and governance (ESG)
discretion on stock market investment decision is gaining prevalence following the global financial
crisis. ESG considers the sustainable return, risk reduction, and accountability aspects of investments.
This study is an exploration of the individual stock market investors’ preferences for ESG issues
and the influence that purpose of investment has on investment decision-making, by testing the
investment horizon as a moderator. The theoretical background was taken from the theory of
planned behavior (TPB), goal setting theory (GST), and the behavioral asset pricing model (BAPM).
The study uses the sequential mix method of research, starting with an interview followed by a
survey, which was conducted among individual stock market investors in Bangladesh, using simple
random sampling. Structural equation modeling (SEM) analysis was carried out using Warp PLS
version 6.0. The key findings of this study delineate the effect of ESG issues and the purpose of
investment on investment decision-making. The contribution of the study signifies the moderating
role of the investment horizon, which confirms the importance of the long-term horizon as a time
and risk diversification factor. The sparse utilization of the United Nations Global Compact (UNGC)
(2004) and Thomson Reuters Corporate Responsibility Index (TRCRI) (2013) as measurement scales
in this study is mentioned. This study has made practical contributions for managers, investors,
and regulators.

Keywords: ESG; investment decision; the purpose of investment; investment horizon; stock market;
sustainable development

1. Introduction

The business world has encountered drastic changes in the last few decades due to the global
financial crisis (GFC), which evidenced the inescapable interconnectivity of the world economy.
This escalated to the apprehension of companies for unethical behavior, oversight of risk, accountability,
and the ability to manage stakeholders strategically. In the process of this mutinous change, stock
market investors have become concerned regarding environmental, social and governance (ESG)
issues of the companies involved. Such views are gaining prevalence and are regarded as one of
the key elements towards the sustainable development of a nation and the world in a broader sense,
considering that ESG combines sustainable return and risk reduction, with accountability towards the
environment and society. When investing, ESG issues account for diverse non-financial aspects of a
firm’s performance, for instance the firm’s operational impact on the natural environment (e.g., carbon
emissions, energy, and water use), society (e.g., fair trade principles, health and safety, product safety,
and philanthropy), and corporate governance quality (e.g., corruption and bribery, board independence,
and stakeholder protection) [1]. The core belief of ESG investing delineates that the investors, society,
and environment can benefit from including ESG information in the investment decision.
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The predecessor of ESG was the United Nations Principles of Responsible Investment (PRI),
fabricated in 2006, by which the acceptance of ESG in investment decision became more deeply rooted,
however, ESG entered concordance in 2008, with the release of an ESG guide by the Chartered Financial
Analyst (CFA) Institute, although it is absurd to say that ESG arrived that year, as certain components
of ESG had a previous history [2]. Better financial assessment and decision-making is at the core of
ESG evaluation in investment decision-making, thus, it considers sustainable growth rather than rapid
unstable growth or artificial growth.

The stock market is an imperative part of the economy and has the key intermediary role of moving
funds between surplus units and deficit units. Shareholders are considered the prime stakeholders of a
company and their role in influencing the companies’ practice is paramount. Sustainable development
is a global concept [3] that arose a few decades ago [4] and should be evaluated by all stakeholders [5].
The interest of the financial sector in sustainable development is accelerating at a rapid speed, as the
victims of unsustainability include both people and the planet itself [6]. Sustainability is an integration
of three foundational facets: environmental, social, and economic [7]. ESG issues are considered the
three pillars of sustainability [1], and ESG integration in investment decision is showing increasing
growth around the world (US$10.37 trillion) [8]. Although international efforts were taken in the
1980s to ground sustainability, there is still a gap in the understanding of scientific approaches to
sustainability [9]. It is crucial to acknowledge the association between finance and sustainability, due to
its influential role in capital markets, together with ecological system improvements and reconciling
social equity [10].

The significance of ESG rumination in investment decision has had a mountainous impact
on the overall sustainability of the stock market, the country, as well as the world economy and
society, and ecological balance. The reckless behavior of companies may incur large costs related to
clean-up costs in the case of major accidents, sustainability costs, resource consumption costs, loss of
consumer trust, potential negative impacts on employee health and morale, responsibilities towards
local government, and investing stakeholders [11]. Moreover, ESG virtuous companies can gain
customer loyalty, corporate reputation, access to capital, cost savings, innovation capacity, human
resource management, and risk management [12], and these, in turn, increase the productivity and the
payoff achieved in the long run [13]. Besides, ESG issues provide crucial information about financial
performance, like price-earnings ratios; these issues have and will continue to affect the evaluation
of companies in the future [14]. The global financial crisis (GFC) has shown the significance of good
governance practice. Consequences of ESG malpractices and their effect on the environment, society,
and financial market can be illustrated from the incidents of the Exxon Valdez oil spill (1989), Nike’s
sweatshop criticism (2005), Coca-Cola’s labor and environmental malpractice (2006), the BP oil spill of
2010, the Rana Plaza collapse of 2013, the BHS corporate governance scandal of 2016, and so forth.

Bangladesh has been ranked 34th as an emerging country by the World Economic Forum
(WEF) [15], with a gross domestic product (GDP) growth rate of 6.6% [16]. Price Waterhouse Coopers
(PWC) has predicted that Bangladesh will be the 23rd biggest economy in the world by 2050 [17].
The retail-based stock markets of Bangladesh are the prime movers of its economy, gaining worldwide
attention from multinational titans like JP Morgan, Morgan Stanley, Black Rock, and Goldman
Sachs [18], and as a consequence of this, net foreign investment in the Dhaka Stock Exchange Limited
(DSE) increased 792 percent in 2016 [19]. Despite such a notable development, the nation faces crises
pertaining to ESG issues. For instance, the following major ESG issues have been reported: the stock
market crash of 2010–2011 affected more than 3.5 million individual investors [20]; Sonali Bank’s loan
scandal involved US$460 million in 2012 [21]; the Rana Plaza collapse in 2013 caused the death of 1129
people and injured 2515 others; the Spectrum Sweater Factory collapse in 2005 killed 64 workers [22];
the Tazreen Garments Fire in 2012 killed around 112 workers and left more than 100 badly injured [23];
and the country’s Environmental Performance Index (EPI) [24] is ranked 172nd in the world because
of its degrading environmental condition that is threatening national sustainability.
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Despite the fact that non-financial criteria, such as ethical, religious, environmental, social, and
governance, in investment decision has been the subject of research for a long time [25–27], surprisingly
little advancement has been made regarding the effect of the attitudes of individual investors towards
ESG issues in terms of their investment decision; this is an important aspect of sustainability. However,
studying the individual investors’ inclination towards ESG issues is pivotal due to the inter-connectivity
of finance and sustainability, and the influential role of the capital market in reconciling social and
environmental equity, the development of ecological systems, and the stability of the financial system.
A noteworthy starting point to explore sustainable finance is to recognize the ever-changing demands of
heterogeneous investors and to understand their preferences regarding ESG-related issues [10,28–31].
Empirical research is encouraged on ESG issues in emerging economies, as the dedication of the
shareholders to these issues is intrinsic to sustainable development [32,33], and can be conducted by
different market players [1]. Although there have been studies of the utilitarian benefits to investors,
there is a need for studies on the societal concerns of investors [30], and the individual weightings given
to preferences for ESG criteria [34]. Individual weightings could be established by using quantitative
methods to generalize the impacts of these dimensions on finance, investment, and sustainability [10].
There is an obvious distinction between the East and West in terms of philosophies, institutions,
and cultural values [35]. Hence, it is recommended that studies be conducted in cultures other than
typical Western cultures. Moreover, the purpose of the investment is vital, as specifying the purpose or
goals of investment is one of the primary considerations in an investment decision [36].

The contribution of the study signifies the use of the investment horizon as a moderator between
ESG issues and the investment decision, and confirms the importance of the long-term horizon on
ESG investment decision. The impact of the purpose of investment on investment decision-making
is evaluated following the suggestions from an interview conducted at the beginning of the study;
this can add value from the cultural context of the ESG and sustainability literature. The impact of the
purpose of investment on investment decision has rarely been studied in the previous ESG literature.
The measurement scale was adapted from the United Nations Global Compact (UNGC) (2004) [37]
and the Thomson Reuters Corporate Responsibility Index (TRCRI) (2013) [38], these sources, together
with other relevant literature, contribute to the literature with a unique combination of measuring
methods that gauge the preferences of investors on ESG issues with a reliable, valid, and versatile
scale, with individual weightings given to the preferences of ESG dimensions. Besides, a combined
measurement scale used to measure investment decision has scarcely been used in previous literature.
In addition, due to the heterogeneity of the social investors, this study profiles individual investors in
an emerging economy where ESG issues have substance. One potential implication of the study is that
appropriate communication to different stakeholder groups about the ESG preferences of investors
could help in changing their mindsets concerning the particular ESG issues with regard to sustainable
development. This study has practical implications for companies who can recognize the demand
for ESG from investors, act in a sustainable manner, and generate long-term value. Regulators can also
identify the importance of this and form rules and regulations to improve ESG reporting and performance.
Additionally, regulators could start initiatives for the introduction of the ESG index in Bangladesh or
other countries with similar cultural settings. Investors will in turn benefit from sustainable investment
return, ensuring their accountability towards the environment, society, and economic balance. This will
sequentially lead to the sustainable development of the nation and the world.

The rest of the article is organized as follows; in Section 2 a literature review of the relevant field
and hypotheses are presented; the methodology used for the study is described in Section 3; the results
of the study are presented in Section 4; a discussion of the findings of the study is found in Section 5;
and the study conclusions are drawn in Section 6.

2. Literature Review and Hypotheses Development

An investment decision is an important process that involves selecting a stock from a wide range
of options available on the various stock markets. The traditional economic theory assumes that
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people are rational agents and make decision objectively based on their knowledge, experience and
expectations and are capable of taking advantage of the opportunities available to them. However,
emotional inclination, ingrained thought patterns, and the psychological biases of different human
beings—that is, the behavioral paradigm of financial decision-making—describes how investors
perceive the world and make investment decision [39–41]. Investment decision was previously
followed by an ordinary triangle covering risk, liquidity, and return, however, a growing number of
investors nowadays use the phenomenal square, covering liquidity, risk, return and sustainability [42].
Henceforth, the investment decision process of investors is not unique to all investors, but rather is
heterogeneous to various investors. Different investors use different strategies in selecting stocks
or bonds. One group of investors might only consider the financial outcomes of an investment and
make their investment decision accordingly, while another group of investors might consider both the
financial outcomes and the ESG issues in their investment decision. The present study explores the
ESG investment decision of stock market investors by measuring their willingness to pay a premium
price, at the expense of return, and the percentage of portfolio investments in companies with rigorous
ESG practices.

Environmental issues bear significance when making an investment decision. Environmental
issues include air, water or resource pollution, greenhouse gas (GHG) emissions, climate change,
changes to the nitrogen and phosphorus cycles, ocean acidification, changes in land use, waste
management, biodiversity loss, stratospheric ozone depletion, renewable energy, energy efficiency
pertaining to the quality and operation of the environment, and natural systems [43]. The functioning of
the economy and society must consider the environment and climate change due to the back and forth
effects of social transformation, economic development, scarcity of natural resources, and population
growth [10,44]. The impact businesses have on the environment has gradually been given additional
importance by a wealth of literature due to the visible, far-reaching impact on biodiversity, the damage
to natural resources, and accelerated global warming caused by corporate business. Hence, companies
with virtuous environmental practices can give credence to the generation of reasonable and sustainable
financial returns, together with fulfilling their environmental accountabilities. Several prior studies
have documented the relationship between environmental aspects and investment decision-making
process, for example in the USA, Japan, India, France, and Australia. Investors in the USA expressed
that the evaluation of environmental issues helps them judge a companies’ socially responsible
behavior [45]. ESG practice disclosures by certain French firms impacted the investment decision and
firm evaluation of private equity investors whose socially irresponsible practices or policies regarding
the environment reduced the investment likelihood by 30.8% [46]. In addition, environmental issues
are the most influential element of Indian investors to achieve non-economic investment goals [25].
In contrast, the Brazilian stock market does not reflect the incorporation of environmental issues in
investment decision [32]. Irresponsible industrial behaviors contribute to environmental pollution in
Bangladesh [47]. With the increasing attention of investors around the globe regarding the impact
of environmental issues on investment decision, it is important to examine whether investors in
Bangladesh consider environmental issues in their investment decision. This lead to the development
of the first hypothesis of this study.

Hypothesis 1 (H1). Environmental issues have a positive influence on the investment decision of the stock
market investors of Bangladesh.

Social issues are subjects related to the well-being, rights and interests of people and communities,
mainly including workplace health and safety; human rights; slave, child, and bonded labor;
labor standards in the supply chain; diversity; freedom of expression and freedom of association;
health and access to medicine; employee relations and human capital management; relations
with local communities; controversial weapons and consumer protection; and activities in conflict
zones [43]. Social issues are one of the dominant parts of the ESG under consideration by Australian
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superannuation fund investors [48], the community–employee relationship and human rights are
considered by investors in their investment decision [49]. Additionally, social issues are rated more
highly than other issues like environmental and governance issues by the Australian investors [50].
In contrast, social issues are not evaluated by stock market investors in Brazil [32]. Globally, there is
an accelerating trend among investors towards contemplating the social issues of the companies they
invest in. Therefore, to explore whether investors in Bangladesh consider the social issues of companies
in their investment decision, we constructed our second hypothesis.

Hypothesis 2 (H2). Social issues have a positive influence on the investment decision of the stock market
investors of Bangladesh.

The economic rationality of the investors has a dominant correlation with the governance practice
of the companies. Profitability is essential to resource allocation, sustainable business, and the economic
system [51]. Companies with efficient governance practices are more likely to have responsible social
and environmental practices. Governance issues relate to the governance of firms and other investee
entities, and include board size, structure, diversity, skills, independence, internal controls and risk
management, executive pay, disclosure of information, business ethics, shareholder rights, stakeholder
interaction, relationship between a company’s management staff and other stakeholders, bribery,
and corruption [43]. Investors have special consideration for social issues as long as they are also
aligned with healthy financial returns, indicating their preference for the governance issues of the
company [49,50]. Corporate governance is preferred by 64% of the respondents when making their
investment decision in Australia [48], whereas governance issues are not considered by stock market
investors in Brazil [32]. The GFC has increased the demand for better governance from different
stakeholder groups. However, whether stock market investors are considering corporate governance
issues is unknown when considering a country where investors have recently faced a stock market
crash and corporate governance scandals. In light of the accelerating global awareness of governance
issues in the investment decision, largely for the indemnity of investment, and the recent corporate
governance scandals in Bangladesh, the third hypothesis of this study was constructed.

Hypothesis 3 (H3). Governance issues have a positive influence on the investment decision of the stock market
investors of Bangladesh.

The purpose of investment has significance regarding the investment decision-making process.
The investment objectives or purposes of individual investors are crucial to understanding the overall
investment decision and investment performance [52]. Investors usually start their investment
decision by allocating their wealth amongst investment purposes or goals [53]. The identification and
determination of the purposes of investment can play a dominant role in explaining the investment
decision and how it relates to ESG issues; according to the findings of an interview conducted among
six academics, institutional, and professional investors at the beginning of this study. The findings
of the interview indicated that investors who invested in stocks for saving purposes might be more
interested in ESG investments when compared to investors whose purpose of investment was to earn
regular income from stock market investment. Previous studies [54,55] have used the purpose of
investment merely to describe the investors’ demographic characteristics, therefore, this study used
this variable and explored its impact on the investment decision relating to ESG issues, and thus,
the fourth hypothesis was proposed.

Hypothesis 4 (H4). Savings purpose has a positive influence on the investment decision of the stock market
investors of Bangladesh.

The investment horizon, which refers to short-term, medium-term, or long-term investment
strategies, is crucial to ESG investment decision. The emphasis regarding the investment horizon,
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ESG investment and the involvement of the financial sector should be given special attention [10].
Sustainable investment return is associated with long-term strategies and therefore the investment
horizon can play a dominant role in the ESG investment decision and value creation. As the primary
aim of a company is long-term value creation and wealth maximization [56], the value-creation
approach of sustainability is related to risk reduction [57]. If the return is good, the long-term investors
are ready to accept a short-term fall in their investment; no significant differences in the investment
horizons of socially responsible and non-socially responsible investors were found among Australian
investors [50]. On the contrary, a short-term investment horizon is a major obstacle for socially
responsible investment by Swedish institutional investors [58]. However, the extent to which an
investment strategy supports a long-term paradigm is influenced by the scope and sophistication
of the individual approach and concept [51]. In addition, the investment horizon may impact the
riskiness of the investment. The importance of the time horizon to the investors in their asset allocation
remains open for discussion [59]. The investment horizon is related to time diversification [60], which is
associated with risk diversification, and understanding the role of the investment horizon in terms of
ESG issues and the investment decision is paramount. Additionally, to obtain a more congruent picture
of sustainable investment and corporate sustainability it is crucial to test different moderating and
mediating variables [61,62]. Therefore, to examine the moderation of the investment horizon between
ESG issues and the investors’ investment decision in Bangladesh, a fifth hypothesis was developed.

Hypothesis 5 (H5). The investment horizon moderates the relationship between ESG issues and the investment
decision of the stock market investors of Bangladesh. In the light of this hypothesis, three other related hypotheses
were formed.

a The influence of the environmental issues on investment decision is stronger when investors have long-term
investment horizon.

b The influence of social issues on investment decision is stronger when investors have long-term
investment horizon.

c The influence of governance issues on investment decision is stronger when investors have long-term
investment horizon.

Figure 1 exhibits the research framework of this study.
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3. Methodology

3.1. Theoretical Underpinning

The theoretical underpinning of this study is based on the theory of planned behavior (TPB),
goal setting theory (GST), and behavioral asset pricing model (BAPM). TPB explains that human
‘intention’ depends on ‘attitudes toward behavior’, ‘subjective norms’, and ‘perceived behavioral
control’; ‘intention’ ultimately leads to ‘actual behavior’ [63]. However, the present study uses only one
component, ‘attitude’, to predict ‘intention’ based on the objectives of the study. The partial adoption
of the TPB in other research papers can also be found [64,65]. The TPB is operationalized by exploring
the ‘attitudes’ of stock market investors regarding ESG issues, and thus focusing on the ‘intention’
towards ESG investing with the consideration of investment decision. ‘Attitude’ toward a behavior is
defined as a total set of obtainable behavioral beliefs [66], and an individual’s readiness to perform
a behavior is defined as an ‘intention’ [67]. Considering that attitude, among other psychological
constructs, can predict and explain social behavior concisely [67], and investors’ attitudes towards
different investment criteria have significance when making investment decision [68,69], the ‘attitude’
and ‘intention’ components of TPB are considered. Additionally, previous literature [70,71] reported
the strong impact of attitude on intention among investors. To explain the relationship between the
purpose of investment and the investment decision, GST was used, which denotes that goals and
intentions are related to behavior regardless of incentive conditions [72]. Besides, the theoretical
framework was improved by adding the investment horizon as a moderator in ascertaining the
effect on the investment decision of the ESG aspects drawn from the BAPM explanation. In BAPM,
the utilitarian, expressive and emotional benefits are included, and it states that the value of the
investment or expected return of the stock depends on risks, social responsibility, liquidity, thrill,
prestige, misleading emotions, cognitive errors, and so forth [73]. The classical theory professes that as
the investment horizon increases, the risk of the investment decreases, at which time diversification is
possible [60,74]. Therefore, risk and investment horizon are intercorrelated elements of the investment
decision. Moreover, the investment horizon is related to the predictive return and riskiness of the
portfolio investments [75,76], which is significant in stockholding [77]. The investment horizon may
impact the riskiness of the investment, however, the importance of the time horizon of the investors
in their asset allocation remains open for discussion [59]. ESG investment claims to be related to
risk reduction, due to the virtuous ESG practices of companies and the long-term value creation and
wealth maximization for the stakeholders [2,78]. However, the moderating role of the investment
horizon bears significance regarding the understanding of the roles of risk diversification and social
responsibility in the value of the stocks and investment decision, as highlighted in BAPM.

3.2. Method

This study uses the sequential mix research method, which starts with an interview followed
by a questionnaire survey. In this approach, the researcher conducts an initial phase of qualitative
data collection and analysis, then uses quantitative data collection in the analysis approach, which is
beneficial to exploring a phenomenon during the development and testing of a new instrument [79].
At first, a semi-structured interview was conducted with three academicians and three professional
and institutional investors to learn their inclusive views on the ESG practices of companies operating in
Bangladesh, as well as the considerations of the current stock market investors on ESG issues. Secondly,
a questionnaire survey was conducted on individual stock market investors of the Dhaka Stock
Exchange Limited (DSE) and Chittagong Stock Exchange Limited (CSE), with simple random sampling
used to collect final data, as this was the main part of the research pertaining to the objectives. Therefore,
the present study used the positivist paradigm, as this mode of accounting research seeks to uncover
law-like regularities that are testable by empirical datasets [80]. For the pilot study, 65 questionnaires
were distributed among individual stock market investors and the academics from the accounting and
finance departments of two eminent universities in Bangladesh. The 34 responses were collected to
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check reliability and face validity and modifications to the survey instrument were made accordingly.
Interview suggestions were incorporated into the questionnaire and objective of the study. In total,
768 questionnaires were distributed for a sample size of 384 [81,82]. However, the minimum sample
size for the study was determined using Warp PLS (Version 6.0) with a power of 0.80; the inverse
square root method was used to calculate the minimum sample size (160) and the Gamma-exponential
method was used to determine the sample size of 146. Finally, 343 useable responses, with a response
rate of 44.66%, were analyzed. Subsequently, this study used scientific methods to test the hypotheses,
the methods were quantitative in manner and helped us to reach a rational explanation of the problem
raised in the study. To analyze the quantitative data, we used the Statistical Package for Social Science
(SPSS) version 22.0 software and structural equation modeling (SEM) in conjunction with Warp-PLS
version 6.0, which is a definitive software for SEM to present partial least squares (PLS) algorithms,
as well as factor-based PLS algorithms that account for measurement error and produce estimates of
true composites together with factors [83,84].

3.3. Research Instrument

A comprehensive research instrument was adapted for this study, as an improvement to ESG
measurement scales is required to fulfill the needs of the long-term paradigm [51]. It is encouraged to
add both a belief aspect—cognitive process to explain an object—as well as an affective aspect—liking
or disliking an object—to measure attitudes [85]. Therefore, the scales were adapted to measure
three homogeneous independent variables; environmental issues (13 items); social issues (14 items),
and governance issues (15 items); we accumulated both the aspects drawing support from the
dimensions of ESG, adapted from the internationally recognized United Nations Global Compact
(UNGC) (2004) [37] and the Thomson Reuters Corporate Responsibility Index (TRCRI) (2013) [38],
as well as other relevant literature [26,48,86,87]. The seven points of the Likert scale, ranging from
‘strongly disagree’ to ‘strongly agree’, were used with two negative items for each independent variable
to protect against acquiescence and random responding [88]. Purpose of investment was measured
using a nominal scale from previous literature [55], however, an expert panel was used to divide the
purposes of investment between the savings purpose and the regular income purpose. This variable
was analyzed as a dummy variable during data analysis. To measure the dependent variable and the
investment decision of the investors, we used three-item ordinal scales, measuring the percentage of
ESG investment in the portfolio, the willingness to pay a premium price, and the sacrifice of return for
companies practicing ESG [26,50,89,90]. The moderating variable, investment horizon, was measured
with a one-item ordinal scale [26].

4. Results

This section provides the results and analysis of the study. Table 1 illustrates the demographic
profile of the respondents.

Table 1. The demographic profile of the respondents.

Items Characteristics Response (%)

Gender Male 91.50
Female 8.50

Age Less or equal 20 years 0.90
21 to 30 years 32.90
31 to 40 years 40.50
41 to 50 years 19.80
Above 50 years 6.70
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Table 1. Cont.

Items Characteristics Response (%)

Religion Islam 87.20
Hinduism 10.50
Buddhism 2.00
Christianity 0.30

Education Below Secondary School Certificate (S.S.C.) 0.30
Secondary School Certificate (S.S.C.) 20.40
Higher Secondary School Certificate (H.S.C.) 28.60
Bachelor’s degree 21.00
Master’s degree 22.70
Professional Degree 7.00

Experience Less than 5 years 39.40
5 to 10 years 41.40
More than 10 years 19.20

Purpose of Investment Regular income 64.70
Savings 35.30

Investment Horizon Short-Term 71.40
Long-Term 28.60

Income Level Less or equal *BDT 500,000 44.00
BDT 500,001 to 1,000,000 25.40
BDT 1,000,001 to 1,500,000 16.30
BDT 1,500,001 to 2,000,000 8.70
Above BDT 2,000,000 5.50

Investment Amount BDT 500,000 or less 25.10
BDT 500,001 to 1,500,000 21.90
BDT 1,500,001 to 2,500,000 19.20
BDT 2,500,001 to 3,500,000 18.70
BDT 3,500,001 to 4,500,000 9.00
Above BDT 4,500,000 6.10

*BDT = Bangladeshi Taka; 1 USD = BDT 82.95 as on 15 March 2018.

4.1. Structural Equation Modeling (SEM)

Structural equation modeling (SEM) depicted the relationships between the constructs and their
corresponding indicator variables, whereas the latent variable relationship was described by the
structural model [91].

4.1.1. Measurement Model Assessment

To evaluate the reflective measurement model, the reliability tests—Cronbach’s alpha and
composite reliability—and the validity tests—convergent validity and discriminant validity—were
conducted [91]; the results of reliability, discriminant validity and multicollinearity tests are shown in
Table 2.

Table 2. Reliability, validity and multicollinearity test results.

Reliability Tests Discriminant
Validity Test Multicollinearity Test

Constructs Composite Reliability (CR) Cronbach’s Alpha Average Variance
Extracted (AVE) Full Collinearity VIF

Environmental Issues (E) 0.929 0.917 0.502 2.151
Social Issues (S) 0.935 0.925 0.506 2.733
Governance Issues (G) 0.939 0.930 0.505 3.060
Investment Decision (InDec) 0.914 0.859 0.781 4.556
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4.1.2. Reliability Tests

Composite reliability (CR), the criterion showing indicator reliability, should be greater than
0.8 [92], and the Cronbach’s alpha value should be above 0.80 [93]. The composite reliability (CR)
and Cronbach’s alpha of all scales in this study were above 0.80, which indicated that the scales were
sufficiently reliable to ensure construct reliability (Table 2).

4.1.3. Validity Tests

Convergent validity of the constructs was assessed with the factor loadings. The factor loadings
of most of the items were above the minimum acceptance range of 0.70 [94]. Items E1, E11, S1, and S11
had factor loadings below 0.70. However, items with weak factor loading can be retained in some cases
as a benefaction to content validity [91]. Therefore, none of the items were deleted from the constructs.
To confirm the discriminant validity of the measurement model, the average variance extracted (AVE)
should be greater than 0.50 [91]. Table 2 shows, the AVE of all the constructs are above 0.50 confirming
the discriminant validity of the present study’s measurement model. Additionally, Table 3 illustrates
the correlations of the latent variable with the square roots of the AVE, shown diagonally. In this study,
the square roots of the AVE are greater than any other correlations among the latent variables that
show good discriminant validity [93].

Table 3. Correlations among latent variables with square roots of the average variance extracted (AVE)
shown diagonally.

Constructs Environmental
Issues Social Issues Governance

Issues
Investment

Decision

Environmental Issues (0.708) 0.671 0.601 0.616
Social Issues 0.671 (0.711) 0.697 0.653
Governance Issues 0.601 0.697 (0.711) 0.677
Investment Decision 0.616 0.653 0.677 (0.884)

4.2. Multicollinearity Test

It is of great importance to check the multicollinearity in the model to ensure the quality of the
measurement scale, otherwise the independent variables may cause inflation of the effect sizes [95].
Warp PLS 6.0 calculates the vertical and lateral collinearity using the test of full variance inflation
factor (VIF) [84]. Moreover, full collinearity VIF can be used to check for common method bias and
considered superior to the exploratory factor analysis [96]. It is recommended that the VIF score should
be less than 5, and more conservatively less than 3.3 [94]. Table 2 summarizes the full collinearity VIF
values for all independent variables, which were less than 3.3 for all constructs, confirming that there
was no multicollinearity in the model. Though the dependent variable had a VIF value of 4.556, it is
still within the acceptable threshold [84].

4.2.1. Structural Model Assessment

The aim of the structural model is to investigate the model fit of the hypothesized research
model [97]. The relationships of the constructs defined in the theoretical model were assessed through
the coefficient of determination (R2), path coefficient (β), effect size (f2), and predictive relevance (Q2).
The path coefficient (β) describes the hypothesized relationship between the variables, the p-value
assesses the significance level, the coefficient of determination (R2) is the measure of the research
model’s predictive power [91], and the Q-squared coefficient (Stone–Geisser Q-squared coefficients, Q2)
is a nonparametric measure used to assess the predictivity of the model [98]. In addition, the missing
data imputation algorithm used in the study was the arithmetic mean imputation, the outer model
analysis algorithm was PLS regression and the resampling method was Stable3.
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Figure 2 depicts the structural model of the study and Table 4 lists the structural model parameters
with an indication of the test results for the hypotheses. The path coefficient (β) between environmental
issues (E) and the investment decision (InDec), was found to be positive and significant (β = 0.15,
p < 0.01) with a small to moderate [99] effect size (f2 = 0.09). This confirms H1, meaning that companies’
environmental issues (E) have a notable effect on the investors’ investment decision. In addition,
the path coefficient (β) between social issues (S) and the investment decision (InDec), indicated that
the relationship was positive and significant (β = 0.15, p < 0.01), with a small to moderate [99] effect
size (f2 = 0.10). This confirmed H2, regarding interpreting the positive influence of social issues (S)
on the investors’ investment decision. Moreover, the path coefficient (β) between governance issues
(G), and the investment decision (InDec) was positive and significant (β = 0.25, p < 0.01), with a
moderate to large effect size [99] (f2 = 0.17). This affirmed H3, meaning that when the preference for
governance issues (G) was high, the effect of these issues on the investment decision was also high.
Furthermore, among ESG issues, governance issues (G) showed a stronger effect on the investment
decision. The impact of the purpose of investment on the investment decision was found to be
significant (β = 0.13, p < 0.01), which supports H4, and indicates that investors whose investment
purpose was savings showed greater preference towards ESG investment decision. As a moderator,
the investment horizon of an investor played an important and positive role in the relationship
between ESG issues and the investment decision, suggesting that having a long-term investment
horizon tends to affect this relationship, supporting H5a, H5b, and H5c. The relationship between
environmental issues (E) and the investment decision (InDec) was moderated through investment
horizon (IH) significantly (β = 0.11, p < 0.05) with a small effect size (f2 = 0.06). Interestingly, a similar
significant moderating effect of investment horizon (IH) was found (β = 0.10, p < 0.05, f2 = 0.06) for the
relationship between social issues (S) and investment decision (InDec), and for governance issues (G)
and the investment decision (InDec). The coefficient of determination (R2) of the model was 0.61 and
the Stone–Geisser Q-squared coefficients (Q2) were 0.62, which means that the predictive power of the
study model is moderate [95].

Age, education level, income level, and the investment amount of the investors were controlled
for this study, and it was found that the age (p = 0.189) and educational level (p = 0.474) of the investors
did not have any impact on their investment decision. In contrast, the income level (β = 0.12, p = 0.01)
and investment amount (β = 0.16, p = 0.001) of the investors significantly contributed to the investment
decision of investors. Moreover, the predictive power or R2 of the model with controlled variables was
0.65, meaning that the control of the variables could explain an additional 4% predictivity of the model.
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Table 4. Structural model parameters and hypotheses testing.

Paths β p-Values f2 Hypotheses

E->InDec 0.15 0.002 ** 0.09 H1: Supported
S->InDec 0.15 0.003 ** 0.10 H2: Supported
G->InDec 0.25 0.001 ** 0.17 H3: Supported
PI->InDec 0.13 0.007 ** 0.08 H4: Supported
Moderating Effect: Investment Horizon
E->InDec 0.11 0.02 * 0.06 H5a: Supported
S->InDec 0.10 0.03 * 0.06 H5b: Supported
G->InDec 0.10 0.03 * 0.06 H5c: Supported

The coefficient of determination (R2) = 0.61

** p < 0.01; * p < 0.05.

4.2.2. Model Fit Indices

Warp PLS 6.0 uses a divergent set of measures to check the model fit in order to observe the
required fit of the PLS-SEM model [84]. The model fit and quality indices of the present study model
are listed below in Table 5, which indicates the acceptability of the model while considering the
listed thresholds.

Table 5. The model fit and quality indices of the present study model.

Measures Model Fit Indices Recommendation References

The Average path coefficient (APC) 0.142, p < 0.01 Significant at the p < 0.05 level [100]
Average R-squared (ARS) 0.613, p < 0.001 Significant at the p < 0.05 level [100]
Average Adjusted R-squared (AARS) 0.605, p < 0.001 Significant at the p < 0.05 level [100]
Average block VIF (AVIF) 2.460 Acceptable if ≤ 5, ideally ≤ 3.3 [84]
Average full collinearity VIF (AFVIF) 3.016 Acceptable if ≤ 5, ideally ≤ 3.3 [83]

Tenenhaus GoF (GoF) 0.622 Small ≥ 0.1, Medium ≥ 0.25,
Large ≥ 0.36 [101]

Simpson’s paradox ratio (SPR) 1.000 Acceptable if ≥ 0.7, ideally = 1 [84]
R-squared contribution ratio (RSCR) 1.000 Acceptable if ≥ 0.9, ideally = 1 [84]
Statistical suppression ratio (SSR) 1.000 Acceptable if ≥ 0.7 [84]
Nonlinear bivariate causality
direction ratio (NLBCDR) 1.000 Acceptable if ≥ 0.7 [84]

Hence, the model fit indices confirm the acceptability of the model of the present study.

5. Discussion

This study provides initial empirical evidence of the extent of the individual stock market
investors’ inclination towards ESG investment in one of the emerging economies of the world.
The present study elaborates on the current ESG and sustainability literature by establishing that
stock market investors in Bangladesh show an equal preference for environmental issues and social
issues. However, strongest greatest preference was for governance issues. Of the environmental
issues, generating contemporary market opportunities through advanced environmental processes and
technologies was generally the most preferred by the investors, followed by proper waste management
of harmful wastes from production processes, producing environment-friendly and durable products,
and reducing harmful gases (carbon dioxide and chlorofluorocarbons) from the production process.
These findings show the eagerness of the investors to invest in environmentally friendly production
processes and the anti-pollution activities of firms, through which the sustainable development of
the society, country, and the world is possible. Investors’ preferences for environmental issues is
likely a cumulative effect of awareness of industrial pollution, climate change issues, environmental
degradation, risk reduction, sustainable investment return, and so forth. Additionally, investors firmly
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believe that a company with standard environmental practices will perform better in the long run and
vice versa. They have also shown their interest in considering the environmental practices in their
investment decision, and agreed that non-environmentally-friendly firms were risky investments.

With regard to social issues, the present study ascertains the preference of investors for the
workplace safety and health of employees and workers, followed by equal preference given to
developing employee skills, competencies, employability, and careers by arranging training and
education, thus increasing the employees’ productivity and loyalty by advancing an effectual life-work
balance, a family-friendly environment, and equal opportunities irrespective of age, gender, ethnicity,
or religion. Additionally, preferences were found regarding respecting elementary human rights
conventions (not using children, forced or compulsory labor, etc.), producing standard goods and
services that consider the customers’ health and safety, and providing accurate product information
and labeling. Most of the inclination towards workers’ and employees’ safety relates to the recent
incidents of the Rana Plaza collapse and fire accidents in the garments industries. Furthermore,
investors vigorously believe that, together with financial issues, if they consider the social issues of
the companies they invest in it will bring a higher return on their investment. This belief links to
expectations that social issues will secure healthy investment returns. Besides, investors’ interest
in investing in socially virtuous firms is notable. Additionally, the research justifies the bounded
rationality towards the economic entities of the investors, where the investors perceive benefit from
an investment to be the sum of the social, economic, and psychological benefits [102], whereas most
of the theories of finance consider investors as rational economic entities who prefer only economic
gain from investment. However, ESG is an investment concept where there is cross-over between
traditional finance theories and behavioral finance theories, because ESG issues have an impact on
the long-term investment return. Therefore, the consideration of environmental and social issues in
investment decision can be due to economic preferences, social and environmental concerns, or both.
In contrast, governance considerations in the investment decision are purely related to the rationality
of the investors, which is backed by pure financial theories.

This study reveals that investors prioritize the setting up of an effective board with allocated
duties and responsibilities for all corporate governance issues, followed by the adherence to financial
reporting requirements, and the independence of auditors. Again, the independence and accountability
of the board of directors and audit committee structure, and its functions are considered to be important
factors among corporate governance issues. Corporate governance inclinations have relevance to the
corporate governance scandals in Bangladesh as well as around the world in recent years. In addition,
investors strongly believe that investment in a company that has been penalized by the relevant
regulatory authorities for corruption or other governance malpractices is risky. Moreover, investors
relate standard corporate governance practices with better, more sustainable performance and financial
returns in the long run. In Bangladesh, individual stock market investors showed their inclination
to pay premium prices for the shares in ESG practicing companies. Investors also tended to reward
firms with acceptable ESG practices by preferring to pay a premium price for the company’s shares.
At the same time, this can be related to one of the strategies to secure investment return, together with
paying more for the reputed firms as a goodwill gesture.

The influence of the savings purpose of investment was found to be a significant factor
in investment decision, and is associated with the concept that investors who are saving for
children/grandchildren, future retirement benefits, the purchase of property, diversification of
investments, or investment in mutual funds consider ESG investments to be more attractive than for
regular income purposes, such as enhancing their current lifestyle, income for basic needs, extra income,
higher rate of return than other investments. This may be relevant to the reliability of ESG investments
for future benefits.

Additionally, the investment horizon proved to be successful in moderating the relationship
between ESG issues and the investment decision. This signifies that the investors had a better
understanding of the fact that in order to gain a sustainable return and competitive advantage from
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ESG investments, a longer time horizon is one of the predominant factors to be focused on and
integrated. Investors maintained that ESG issues require time to be exercised, implemented, and for
significant returns on investment to be realized. This study found that investors with a long-term
horizon are more inclined to participate in ESG investments.

The use of TPB, GST, and BAPM can enrich the ESG literature by aiding the understanding of
investors’ attitudes and preferences from the divergent perspectives of psychology and motivational
literature and behavioral finance literature. The utilization of TPB and GST confirms the impact of
human attitudes and goals in predicting intention. In the light of BAPM, the moderating role of the
investment horizon asserted the importance of a long-term horizon as a time and risk diversification
factor in the evaluation of ESG investments from the investors’ perspective.

The findings related to the control variables used in this study identified other possible factors
influencing the ESG investment decision. The demographic characteristics of the social investors
are an important factor for understanding their attitudes and behavior [33]. In this study, age was
a control variable, but not a significant one; this finding supports the previous literature [27,90].
In addition, the education level of investors had an insignificant effect on the investment decision,
which contradicts the previous literature [26,27], which indicated that an educated investor would be
more concerned about ethical, environmental, social, or governance issues. A possible explanation
for these findings might be the presence of a comparatively well-educated investor pole in the stock
markets of Bangladesh. For instance, most of the respondents (72.30%) had an education level of
at least a Higher Secondary Certificate (H.S.C.) and at most a Master’s degree, which suggests at
least some understanding of ESG and the importance of sustainable issues in investment decision
due to the easy dissemination information in the present age. Furthermore, investors with a higher
income level tended to show a greater inclination towards ESG issues, which agrees with the previous
literature [30,103]. Moreover, investors with higher investment amount invested in stock markets
that had a greater preference for ESG issues. These findings have relevance to the consideration that
investors with a higher investment volume have better diversifying capacities, rather than preferring
short-term gain from their investments, which has a significant impact on the ESG investment decision.
Therefore, the findings of the controlled variables utilized in this study can contribute to the literature
as part of a cultural aspect, by profiling the investors from an emerging country like Bangladesh or
countries with similar cultural environs where there are pivotal prospects of ESG investments.

6. Conclusions

ESG investment is becoming a wide-spread phenomenon around the world. With the aid of
the questionnaire survey administered among the individual investors of the Dhaka Stock Exchange
Limited (DSE) and Chittagong Stock Exchange Limited (CSE), and the carrying out of an initial
interview, this study aimed to examine the ESG preferences and socio-demographic characteristics
of investors in Bangladesh. The study’s findings can help recognize the demand for ESG issues and
will ultimately motivate companies to improve their business conduct in ESG-friendly ways. Stock
market regulators will be able to use investor preferences when framing the rules and regulations in
this area. The adoption and implementation of ESG rules and regulations will eventually improve
the overall ESG practices of the nation, and will consequently help to preserve ecological and social
balance. The investors will be ensured a sustainable investment return together with accountability
towards the environment, society, and economic balance, which can pave the way towards sustainable
development. Moreover, companies’ virtuous practices can help in generating a ‘Pareto improvement’
for the whole economy [104]. Although this study ascertained the preference of certain individual
investors towards ESG issues, their primary motivation for this type of investment decision was not
fully explored. Hence, this could be an interesting topic for further exploration in order to illuminate
social, functional, emotional, value-based, or social change motivations. Besides, the study is conducted
in Bangladesh, a Muslim majority nation. Therefore, future research is encouraged in other countries
with different religious and cultural environs.
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