Unlocking Sustainable Growth: Introduction to ESG Investing

Imagine a world where your investments don'’t just generate profits but also drive meaningful change i.e
where every rupee you invest helps build a greener planet, supports fair workplaces and ensures
ethical corporate leadership. Welcome to the era of ESG investing, a financial revolution that blends
profitability with purpose.

Traditionally, investment decisions focused solely on financial returns. But what if you could assess a
company based on its environmental impact, social responsibility and governance ethics? ESG investing
does just that.

Environmental: How does a company handle carbon emissions, renewable energy or waste
management?

Social: Does it promote workplace diversity, community well-being and data security?

Governance: Is leadership transparent? Are executive pay and board diversity aligned with ethical
business practices?

By considering these factors, investors uncover risks and opportunities that conventional financial metrics
often overlook.

Companies with strong ESG frameworks enjoy enhanced reputations, lower regulatory risks and
operational efficiency translating into long-term financial stability. Conversely, businesses neglecting ESG
factors face penalties, lawsuits and reputational damage. Investors driven by both ethics and returns
increasingly seek ESG-aligned portfolios that generate sustainable wealth.

Historical vs. Projected Global ESG ETF Flows
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How do investors measure a company’s ESG strength? Ratings agencies provide quantifiable ESG scores
which helps in distinguishing leaders from laggards.

CRISIL assesses 225 companies by weighing Environmental (35%), Social (25%) and Governance (40%)
aspects.

Edelweiss applies an equal-weight model for India’s top 100 firms.



Global frameworks such as MSCI assigns ratings from AAA (leaders) to CCC (laggards) that focus on
industry risks. Sustainalytics offers a 0-100 scale and dives deep into company sustainability. ESG
investing is more than a trend.It's a fundamental shift in capital markets. As businesses and investors align
financial growth with social and environmental responsibility, sustainability is no longer an option but a
necessity.The question is: Are we ready to invest in a better future?

Navigating the ESG landscape in India: Growth and Trends

India’s investment landscape is undergoing a sustainable transformation. As global ESG assets race past
$53 trillion by 2025, India is catching up fast.Ilt's ESG-focused funds are growing at a staggering 36%
CAGR since 2020. By March 2024, these funds reached an AUM of 29,753 crore which signals a shift
towards responsible investing.Investors are no longer just looking at profits but are prioritizing purpose.
India now boasts eight ESG equity schemes and multiple ETFs with the SBI Magnum Equity ESG Fund
leading at ¥5,500 crore AUM.

The numbers tell a compelling story:

The Nifty 100 ESG Index has outperformed the Nifty 50 by delivering a 16.4% three-year CAGR compared
to the latter’'s 15.2%.

Quant ESG Equity Fund shines with a massive 31.4% CAGR. This proves that ESG investing isn’t just
ethical but also profitable.

The government isn’t sitting on the sidelines. With Sovereign Green Bonds (SGrBs) launched in 2022-23,
India has already raised 6,128 crore for climate-friendly projects. And it’s just getting started. ¥20,000
crore worth of green bonds are set to roll out in FY25.This fuels India’s ambitious goal of 500 GW
renewable energy capacity by 2030.The rise of ESG isn’t just about ethics, it's about resilience and returns
which can be inferred from the data below:

ICICI Prudential ESG Exclusionary Strategy Fund: 16.7% CAGR (3 years)

SBI ESG Exclusionary Strategy Fund: 12.17% CAGR (3 years)Both funds have outperformed several
traditional investments.

This solidifies ESG’s status as a smart financial choice.

With SEBI mandating ESG disclosures for India’s top 1,000 listed companies by 2027, the market is
becoming more transparent, credible and investor-friendly. As regulatory backing strengthens and
innovative instruments like green bonds gain momentum, India is well on its way to becoming a global ESG

powerhouse.
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Understanding the ESG Investing Movement: What’s Driving the Shift in
Financial Markets?

The young age demographic of India which is a major section of India’s current workforce are known to be
more sensitive towards sustainable and ethical business practices. Their presence in the financial
markets, as investors especially, has been one of the key driving forces behind the accelerated adoption of
ESG driven investment decisions in India. Additional initiatives from government and financial institutions
on the other hand are maintaining this enthusiasm by ensuring flow of funds to projects related to electric
vehicles, solar energy, etc. The presence of 10 exclusive ESG focus funds including 6 that were launched
in 2021 alone, stands as a strong testimony for NIFTY 100 ESG TRI upward momentum.

Cumulative Returns
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According to a research by Sandhya Dasegowda, published in Journal of Rural Development, it is very
evident that IT and financial firms lead in environmental scores due to lower resource use, while oil, gas,
cement, and mining lag due to high emissions. Socially, IT and finance excel in employment and lending,
while polluting industries compensate with better social initiatives. Governance is strongest in IT and
finance, driven by regulations.

Tata Steel, Infosys, ITC, Mahindra & Mahindra, Wipro, HDFC Bank, Adani Green Energy Limited (AGEL),
Hindustan Unilever Limited (HUL), Bharti Airtel and Larsen & Toubro (L&T) are some of the companies,
which have taken significant steps towards integrating ESG principles into their business practices, setting
benchmarks for their peers in the industry



Sustainable Funds OQutperformed Across Asset Classes

FY23 median return by asset type
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There are wide range of ESG instruments available in India

In 2023, sustainable equity funds
outperformed traditional equity, delivering
16.7% median returns versus 14.4%.
Sustainable fixed-income funds also
excelled, yielding 10%, compared to 6.4% for
traditional fixed-income funds. The strong
performance of sustainable investments
highlights their growing performance. Investors
are increasingly favoring ESG-focused funds
for long-term growth and stability.

The growth of Sustainable AUM (USD
billion) increased from around 1,500 billion in
2018 to nearly 3,500 billion by Dec-23. The
Sustainable AUM as a percentage of total
assets rose from approximately 2% in 2018 to
around 7% in 2023, showing steady growth.

1. ESG Equity Funds & Mutual Funds - Some examples are SBI Magnum Equity ESG Fund, Axis ESG

Equity Fund, Quantum India ESG Equity Fund, etc.

2. Green Bonds - These are issued by companies and government to finance environment-friendly
projects. Some examples are India’s first sovereign green bond, NTPC Green Bonds, etc.

3. Sustainability-Linked Bonds - These are bonds where interest rate depends on issuer meeting ESG
goals. Examples include JSW Steel’s $500 million SLB, etc.

4. ESG Exchange traded funds - Some examples are - Mirae Asset ESG ETF, SBI ETF ESG

Investors are increasingly prioritizing companies with strong ESG performance, as they are seen as more
sustainable and less risky in the long term. Morningstar, an American financial services firm, offers detailed
ESG risk ratings to help investors understand how environmental and social risks could impact a



company’s valuation. The “low, medium, or high risk” scoring system identifies material ESG issues
relevant to specific industries. Institutional investors rely on these scores to build ESG-focused portfolios or
screen out high-risk companies.

A 2023 EY study shows that 90 percent of global investors consider ESG performance a key indicator of
long-term business resilience, reinforcing that ESG compliance is becoming a board-level priority.

Investors considering ESG
factors when making
investing decisions
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Regulatory Frameworks & Corporate Adoptions

India’s approach to ESG (Environmental, Social, and Governance) investing is evolving rapidly, driven by
regulatory frameworks and corporate initiatives aimed at enhancing sustainability. A key development in
this shift was the introduction of the Business Responsibility and Sustainability Report (BRSR) by the
Securities and Exchange Board of India (SEBI) in May 2021. This framework replaced the Business
Responsibility Report (BRR) and mandates that the top 1,000 listed companies disclose detailed ESG
metrics starting FY 2022-23. It aligns with international standards like the Global Reporting Initiative (GRI),
providing stakeholders with a comprehensive view of corporate sustainability efforts.

The BRSR requires companies to report on environmental, social, and governance aspects, with key
performance indicators (KPIs) measuring sustainability efforts. SEBI’'s mandate encourages transparency,
helping investors make informed decisions based on ESG practices. It also mandates third-party
assessments, enhancing the reliability and accuracy of ESG disclosures. These regulations are already
impacting India’s corporate landscape, with leading companies like those in the NIFTY 50 setting the pace
in adopting new standards.

In addition to SEBI’s framework, the Indian government is promoting sustainable finance. It has introduced
initiatives like subsidies for electric vehicles (EVs) and green finance instruments, including green
bonds and sustainability-linked loans. These measures facilitate the adoption of environmentally friendly
technologies, aligning the corporate sector with India’s long-term environmental goals, including net-zero
emissions by 2070.



The push for transparency in ESG reporting has fostered investor confidence, with clearer data on
sustainability practices. Companies like ITC and Reliance Industries, with prior commitments to
sustainability, exemplify the shift towards greener, more socially responsible business models. International
reporting standards, such as the EU’s Sustainable Finance Disclosure Regulation (SFDR) and the Task
Force on Climate-related Financial Disclosures (TCFD), have set high standards for ESG reporting
worldwide. These global frameworks are helping to shape India’s ESG regulations, prompting local
companies to adopt more rigorous and standardized reporting practices. As investor interest in sustainable
businesses grows and India aligns with global standards, could this be the moment ESG investing creates
lasting value for everyone?

The Roadblocks of ESG Investing: Why Progress Isn’t As Easy As It Seems

Environmental, Social, and Governance (ESG) investing has become a major focus for investors looking to
align their portfolios with values of sustainability and ethical governance. However, despite its growing
significance, implementing ESG investing comes with its own set of challenges.

A key issue is greenwashing, where companies exaggerate or misrepresent their sustainability efforts to
appear more eco-friendly or ethical than they actually are. A notable example of greenwashing occurred
with H&M, the global fast-fashion giant. H&M was accused of misleading consumers and investors by
using the Higg Index— a tool designed to measure the environmental impact of products—incorrectly. A
report revealed that 60% of the company's sustainability claims were deceptive. Similarly, Volkswagen’s
emissions scandal, where the company falsely marketed diesel cars as environmentally friendly, while
secretly installing software to cheat emissions tests. This deceit not only led to billions in fines but also
significantly damaged investor trust, demonstrating the severe consequences of misleading environmental
claims.

Another challenge is the absence of standardized ESG metrics. With ESG covering a broad spectrum of
issues—from environmental factors such as carbon emissions to social concerns like labor practices—the
diversity of these topics across different industries makes it challenging to create a universal reporting
standard, complicating comparisons between companies.

Additionally, the quality of ESG data is often inconsistent. According to a 2020 study by the CFA Institute,
nearly 40% of investors report difficulties in accessing reliable ESG data. Many companies selectively
report ESG data, highlighting favorable aspects while downplaying negative ones. Moreover, the manual
process of collecting and managing ESG data can introduce errors, with 45% of organizations
acknowledging data integrity issues, making it harder for investors to assess true sustainability
performance.

Despite these challenges, there are strategies that companies can adopt to overcome the complexities of
ESG investing. One of the key lessons is the importance of transparency in ESG reporting. Volkswagen's
emissions scandal underscores the risks of misleading environmental claims. Investors increasingly
demand accurate, relevant ESG data that aligns with a company’s business model, and failure to provide
this can result in lost trust and reputational damage.

Adopting standardized ESG metrics can help companies not only measure but also improve their
sustainability performance. For instance, IBM implemented an internal carbon pricing program using
ESG data analytics, which helped the company reduce its emissions by 16% within just two years.



Another key strategy is regular monitoring of ESG performance. Companies like Microsoft, which has
pledged to become carbon-negative by 2030, track their progress through robust ESG data systems. By
continuously reviewing performance, companies can make adjustments to their strategies and ensure they
stay on track to meet their long-term sustainability targets.

While ESG investing comes with its challenges, companies can tackle them by embracing transparency,
adopting standardized metrics, harnessing technology, and ensuring regular monitoring. This approach will
not only help companies gain investor trust but also enable them to play a crucial role in shaping a more
sustainable and ethical future.

Road Ahead for ESG Investing in India

India’s ESG push is driven by climate action, regulatory reforms, and government policies. SEBI’s
BRSR mandates corporate sustainability disclosures, while India’s Net Zero 2070 goal attracts $10 trillion
in green investments. Investors support renewable energy, EVs, and green tech, fueling ESG fund growth
in the country.

In 2020, ESG fund size was around Rs.2,747 Cr and in 2024 Rs.9,753 Cr, showing a positive growth.
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According to Avendus Capital Study, ESG investments could make up 34% of total domestic AUM by
2051.

The future of ESG investing in India is shaped by community-driven initiatives like Earth5R, which integrate
businesses, governments, and citizens for sustainable growth. By engaging local communities in ESG
projects, these initiatives ensure mutual benefits for businesses and society, proving that collective action
is the key to driving impactful and scalable sustainability efforts in India.

Technology is essential in ESG, driving sustainability, governance, and DEI. Carbon capture tech, digital
twins, and Al optimize emissions reduction. Blockchain ensures supply chain transparency, fostering trust



and CSR. Al-powered analytics enable real-time ESG reporting, helping businesses meet regulatory
standards, engage stakeholders, and enhance decision-making for long-term sustainability. These

platforms can streamline the reporting process, ensuring compliance with international standards and
regulations such as the Global Reporting Initiative (GRI) and the Task Force on Climate-related
Financial Disclosures (TCFD).

Awareness is rising about ESG investments, especially among Millennials (68%), Gen Z, and educated
investors with Millennials leading in ESG-driven employment and investment decisions and Younger
investors’ show affinity for ESG-friendly stocks supports long-term ETF growth, according to Global
Strategy Group and SEC Newgate. Education is key to expanding ESG adoption, requiring collaboration
among financial institutions, regulators, and NGOs.

Conclusion

ESG investing is revolutionizing the financial landscape by combining long-term growth with sustainable
and socially responsible practices. As more funds and companies adopt ESG principles, there is a growing
shift toward prioritizing environmental, social, and governance factors alongside traditional financial
metrics. Regulatory frameworks are becoming more robust, encouraging greater transparency and
accountability. While challenges such as greenwashing and data limitations persist, the increasing focus on
sustainability is creating new opportunities for growth and innovation. ESG investing is not only reshaping
markets but also paving the way for a future where financial returns are closely aligned with positive global
impact.



