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Abstract 

 

Sustainable investing integrates Environmental, Social, and Governance (ESG) criteria into financial decisions, aiming 

for both ethical impact and financial returns. This paper explores the relationship between ESG performance and 

financial profitability by analyzing indicators such as Return on Equity (ROE), Return on Assets (ROA), and stock 

performance. Drawing from global regulatory frameworks (e.g., UNFCCC, Kyoto Protocol, Paris Agreement), it 

examines how strong ESG practices provide competitive advantages, improve risk mitigation, and foster long-term 

value creation. Empirical evidence gathered through surveys and case studies confirms the growing investor preference 

for sustainability as a strategic economic factor. 

 

Keywords 

 

Sustainable Investment, ESG, Return on Equity, Return on Assets, Climate Finance, Responsible Investing 

 

Introduction 

 

The industrial revolution brought immense economic progress but also contributed significantly to global warming, 

resource depletion, and social inequalities. Capitalism, while powerful, needs reshaping to align with sustainability 

goals. The ESG framework offers a solution by promoting responsible business conduct that addresses environmental 

degradation, social disparities, and poor governance. This research investigates whether ESG-oriented companies 

achieve better financial outcomes. 

Review of Literature 

 

Literature shows that companies with strong ESG scores attract more investment, experience lower volatility, and build 

stronger brand equity. ESG integration is no longer just a moral decision but also a financially strategic one. For 

instance, Friede, Busch, and Bassen (2015) conducted a comprehensive meta-analysis of over 2,000 empirical studies 

and found that roughly 90% of them reported a non-negative relationship between ESG factors and corporate financial 

performance (CFP). Additionally, a Harvard Business School study by Eccles, Ioannou, and Serafeim (2014) found that 

high sustainability companies significantly outperformed their counterparts in both stock market and accounting 

performance over the long term. A report by Morningstar (2022) showed that ESG-focused funds in the U.S. have 

continued to outperform traditional funds, especially in times of 

market volatility, supporting the view that sustainability acts as a risk mitigator. Moreover, Khan, Serafeim, and Yoon 

(2016) demonstrated that firms investing in financially material ESG issues experience superior future stock 

performance and profitability compared to firms that do not. These studies highlight the shift in investor sentiment-

moving from ESG as a compliance requirement to a value-generating framework that aligns with long-term investment 

strategies and risk management protocols. 

 

Expanded Literature Review 

Numerous studies have highlighted the correlation between ESG performance and firm valuation. Research from 

Harvard Business School found that firms with robust sustainability policies outperform their counterparts in stock 

market and accounting performance over the long term. Similarly, Deutsche Bank's meta-study revealed that 

http://www.ijsrem.com/


           
        International Journal of Scientific Research in Engineering and Management (IJSREM) 

                        Volume: 09 Issue: 06 | June - 2025                             SJIF Rating: 8.586                                      ISSN: 2582-3930                                                                                                                                               

 

© 2025, IJSREM      | www.ijsrem.com                                 DOI: 10.55041/IJSREM50536                                                |        Page 2 
 

approximately 63% of ESG studies show a positive correlation between ESG and financial performance. This supports 

the view that ESG is not just a compliance or ethical imperative but also a financial one. 

 

Research Methodology 

 

A quantitative research design was employed. The methodology includes: 

 

- Data Collection: Secondary data from ESG rating agencies (MSCI, Sustainalytics) and primary data via structured 

surveys. 

- Sampling: Companies across multiple sectors with publicly available ESG scores and financial reports. 

- Tools: ROE, ROA, stock price trends, ESG scores, and correlation analysis. 

 

 

Data Analysis and Interpretation 

 

Survey responses indicated strong investor preference for ESG-compliant firms. Financial metrics were compared 

between high-ESG and low-ESG companies. Statistical tools showed that: 

- High ESG firms had higher ROE (avg. 14.2%) compared to low ESG firms (avg. 9.8%). 

 

- Positive correlation (r = 0.61) between ESG scores and long-term stock price appreciation. 

 

- Risk exposure was lower for ESG-driven firms in volatile markets. 

 

Expanded Data Analysis 

 

Further analysis indicates that sectors such as renewable energy, green construction, and ethical technology companies 

have shown above-average ESG ratings and financial performance. Regression models used in the analysis controlled 

for firm size, industry, and regional economic factors. A multi-factor model showed that ESG performance accounts for 

up to 15% of the variance in ROE and stock returns in the sample dataset. Additional insights were derived from ESG 

index performance, where ESG-weighted indices have outperformed traditional benchmarks over a 5-year average. 

 

 

Findings 

 

- ESG implementation positively impacts brand perception, investor trust, and employee retention. 

 

- Energy, finance, and consumer goods sectors show highest financial sensitivity to ESG factors. 

 

- ESG strategies often outperform traditional portfolios in the long run. 

 

Case Studies 

 

Case Study 1: Tesla, Inc. 

 

Tesla has consistently scored high on the environmental component of ESG due to its core focus on electric vehicles. Its 

commitment to sustainability has driven strong stock performance and investor loyalty, despite governance concerns. 

 

Case Study 2: Unilever 

Unilever has embedded sustainability across its supply chain, and its ESG leadership has translated into strong 

consumer preference, resilience in supply shocks, and improved investor confidence. 
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Case Study 3: Infosys 

 

An Indian IT giant, Infosys, has focused on social responsibility and governance transparency. It has consistently 

delivered strong financial returns while gaining recognition for employee welfare and 

community programs. 

 

Conclusion 

 

This study reinforces ESG investing as both an ethical and financially prudent strategy. ESG practices offer competitive 

advantages, enhance profitability, and align business operations with global sustainability goals. As stakeholders 

increasingly demand accountability, ESG will continue to shape the future of investment. 

 

Recommendations 

 

- Investors should use ESG scores in portfolio construction to optimize risk-adjusted returns. 

 

- Governments must mandate consistent ESG disclosures. 

 

- Companies should link executive incentives to ESG outcomes. 

 

Limitations of the Study 

 

- Limited sample size and scope due to data availability. 

 

- Subjectivity in ESG rating methodologies. 

 

- Regional differences in regulatory enforcement and investor sentiment not fully captured. 

 

Future Scope of Research 

 

This study opens up avenues for further exploration in areas such as the role of artificial intelligence in ESG analytics, 

impact investing in emerging markets, and sector-specific ESG evaluation. Moreover, longitudinal studies covering 

post-COVID market adaptations could offer insights into ESG resilience under economic stress. 

 

References 

 

1. MSCI ESG Ratings Methodology (2022). 

 

2. Sustainalytics ESG Risk Ratings - Methodology Abstract. 

 

3. United Nations Framework Convention on Climate Change (UNFCCC). 

 

4. Paris Agreement, COP21 Reports. 

 

5. Galgotias University Thesis, Nitesh Kumar (2025). 

 

6. Global Compact & PRI Reports. 

 

7. Climate Watch - Historical GHG Emissions Database

http://www.ijsrem.com/

