
 
Copyright © Authors. This is an open access article distributed under the Creative Commons Attribution License, which permits unrestricted 

use, distribution, and reproduction in any medium, provided the original work is properly cited. 
 

 

International Journal of Accounting and Economics Studies, 12 (5) (2025) 137-144 
 

International Journal of Accounting and Economics Studies 
 

Website: www.sciencepubco.com/index.php/IJAES  

https://doi.org/10.14419/30e63f52 
Research paper 

 

 

 

 

Impact of ESG (Environmental, Social, and Governance)  

Criteria on Investment Decisions 
 

Lalhunthara 1 *, Dr. S. Md. Shakir Ali 2, Dr. P. Deivanai 3, Dr. Venu Gopala Rao Chowdary 4,  

Dr. Pratibha N Deshmukh 5, Dr Juhi Sharma 6 

 
1 Associate Professor, Department of Commerce, specialization-Finance, Pachhunga University College, Aizawl, Mizoram, India,  

2 Associate Professor, Department of Business Management, specialization- marketing, Aurora's PG College (MBA),  

Hyderabad, India,  
3 Assistant professor (SG), Department of Commerce, specialization- Marketing and Entrepreneurship, Avinashilingam Institute for  

Home Science and Higher Education for Women, Coimbatore, India, 0000-0002-2984-4616, deiva2020p@gmail.com 
4 Associate Professor, Department of Finance, specialization: Accounts & Finance, K L Business School, K L Education Foundation, 

A Deemed to be University, Guntur, Andhra Pradesh, India, https://orcid.org/0000-0003-3176-9907, drchowdary959@gmail.com  
5 Department of Management, Specialisation: General Management, Shivaji University (Chintamanrao Institute of Management De-

velopment and Research Sangli), Maharashtra, India,  
6 Assistant professor, Department of Finance, Specialization- Finance, Pune Institute of Business Management, Maharashtra, India 

*Corresponding author E-mail: lhtharanew@gmail.com 

 

Received: July 19, 2025, Accepted: August 1, 2025, Published: September 4, 2025 
 

 

Abstract 
 

As the world adopts a stronger focus on sustainable finance, the study investigates how Environmental, Social, and Governance criteria 

impact how capital is distributed among different sectors. These considerations used to be only for niche portfolios, but now they are 

fundamental to main investment strategies due to rising interest in a corporation’s transparency, accountability, and values over time. The 

study was done using quantitative methods and correlated key variables, while basing its data on recognized ESG ratings of MSCI, Refinitiv, 

and Sustainalytics between the years 2015 and 2023. The study evaluated 200 public trading companies that were in a wide range of sectors. 

The study examined whether the relationship between ESG and investment flows depends on firm size and the industry, using Pearson 

correlation and multiple regression with all other things kept steady. Results suggest that how ESG scores are shaped largely determines 

investment choices, with governance carrying the most significance (β = 0.41) and environmental (β = 0.32) and social (β = 0.18) aspects 

playing secondary roles. All sectors were most influenced by my company’s governance model; in the energy and technology sectors, 

environmental factors really stood out. The research proves that having a set ESG disclosure process matters and leads to further investi-

gation of how ESG matters influence investor interests over time. 

 
Keywords: Environmental and Social Governance Integration, Sustainable Investment Strategies, Investor Behavior, Non-Financial Performance Metrics, 
Ethical and Responsible Capital Allocation. 

1. Introduction 

During the past two decades, there has been a major shift in global finance as sustainability principles have become standard in mainstream 

investment strategies. Traditional factors used to judge corporations, like ESG, have become very important for investors when reviewing 

performance and future risk (Amel-Zadeh & Serafeim, 2018; Eccles, Ioannou, & Serafeim, 2014). Investing based on these sustainability 

criteria, rooted in the original concept of socially responsible investing (SRI), now manages trillions around the world, approximately $35 

trillion at the end of 2020, according to the Global Sustainable Investment Alliance [GSIA]. The environmental part of the triple bottom 

line looks at climate change, energy improvement, and carbon emissions, and the social side is about labor standards, diversity within 

society, and the important role of communities. Governance covers board organization, how much executives earn, and the privileges that 

shareholders have (Giese et al., 2019). Because regulators, stakeholders, and consumers are now focusing on transparency, using non-

financial performance metrics like ESG allows us to evaluate a firm’s strength and how responsible it is (Boffo & Patalano, 2020; Khan, 

Serafeim, & Yoon, 2016). ESG research demonstrates that companies with a higher sustainability index are stronger financially, have more 

trust from investors, and can develop greater value in the years ahead (Friede, Busch, & Bassen, 2015; Statman & Glushkov, 2009). ESG 

funds have proved more able to withstand financial crises, as seen during the 2008 financial crisis and the time of the COVID-19 pandemic 

(Nofsinger & Varma, 2014; Gawęda & Złoty, 2023). ESG has moved past being a niche and has become essential in how institutional 

investors around the world operate (Dyck et al., 2019). The area has attracted attention, which has led to groups such as the Sustainability 

Accounting Standards Board (SASB), the Task Force on Climate-related Financial Disclosures (FSB-TCFD), and the World Economic 

Forum making standards and guidelines for measurement (Financial Stability Board, 2017; Hales, 2021; World Economic Forum, 2020). 

http://creativecommons.org/licenses/by/3.0/
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Even so, it is unclear if ESG ratings are always consistent and accurate when related to climate risks, which has created fears of green-

washing and varying opinions from assessors (Otero et al., 2024; Tanirak & Lazar, 2024). 

Although the adoption of ESG considerations is expanding, many investors remain uncertain about how these sustainability indicators 

influence outcomes. Divergent rating and reporting methodologies can mislead investors (Fatemi, Glaum, & Kaiser, 2018; Revelli & Vivi-

ani, 2015). While research from Albuquerque, Koskinen, and Zhang (2019) informs that ESG-aligned firms generally perform better fi-

nancially, other papers report either mixed or sector-specific findings (Bolton and Kacperczyk, 2021; Busch and Friede, 2018). Conse-

quently, some ESG investing strategies rank quick results or a company’s reputation higher than any serious social or environmental change 

(Raghunandan & Rajgopal, 2022). Conflicting ratings weaken the openness of the industry, lower investor confidence, and block money 

from going to truly sustainable businesses (Otero et al., 2024). The study addresses the uncertainty surrounding how responsible investment 

criteria influence investor actions, particularly when reporting is fragmented and regulation is limited. It investigates how investors use 

information about ESG and if such data has a major influence on their investment decisions. 

The research mainly analyzes how environmental, social, and governance factors shape investment decisions for institutional and retail 

investors. It requires looking at information that can be measured and evaluated together with qualitative facts, obtained from ESG reports, 

investment, and what companies publicly declare, with an emphasis on top ESG frameworks such as the ones by Kim & Yoon (2022) and 

OECD (2011). The research covers developed and emerging markets, relying on publicly available information from 2015 to 2023. The 

study covers all nations but is strongest in Europe and North America because of the abundant data and stronger regulations (Orsagh, 2019; 

Boffo & Patalano, 2020). One of the limitations is that ESG scores vary widely between companies, depending on which agency provides 

the ratings (Tanirak & Lazar, 2024). Isolating the influence of sustainability variables is challenging when multiple economic and policy 

factors interact (Liang & Renneboog, 2017). Aggregated data, in this case, makes it hard to study behaviors and emotions in individual 

investors. Because it depends on secondary data and ESG databases, the study fails to include subjective judgments or choices by managers 

in disclosing ESG efforts. 

With ESG criteria affecting the world’s capital markets, knowing how ESG standards change investor actions is important and timely. The 

findings of the research add to the increasing collection of research on ESG and guide lawmakers as well as investors (Khan et al., 2016; 

Whelan et al., 2021). Institutional investors can use this evidence to refine their portfolios, while firms can leverage ESG transparency to 

secure capital and reduce equity costs (Krüger, 2015; Eccles et al., 2014). The study provides regulators and standard organizers such as 

the FSB-TCFD and UN PRI with data on where ESG standardization falls short and what that means for the structure and stability of 

financial markets (FSB, 2017; Kim & Yoon, 2022). The work contributes to the worldwide trend of responsible investing by giving concrete 

ways to integrate ESG into financial systems (Göüyek, 2023; Göüyek & Yucel, 2023; Ioannou & Serafeim, 2012). Basically, this area links 

principles from schools, businesses, and government to improve sustainable economic growth. 

1.1 Research Objectives: 

• To examine the relationship between ESG scores and investment flows, particularly in high-risk and high-growth sectors. 

• To analyze the consistency of ESG ratings across providers and assess how rating divergence influences investor confidence. 

• To investigate the extent to which ESG information is integrated into financial decision-making among institutional and retail investors 

2. Literature Review 

ESG investing started as ethical investing in the 1960s and has since grown into a popular strategy supported by stakeholder theory, 

institutional theory, and the ideas of sustainable capitalism. Essentially, ESG investors think that treating the environment, managing em-

ployees, and setting up good governance can help improve a company’s performance over time (Friede, Busch, & Bassen, 2015; Eccles, 

Ioannou, & Serafeim, 2014). A firm should consider the concerns of many stakeholders besides its owners, according to stakeholder theory, 

to ensure sustainable results (Ioannou & Serafeim, 2012). Organizations start adopting ESG practices due to the influence of social expec-

tations, market demands, and required rules, as detailed by institutional theory (Lombardi, 2024). All of these approaches point out that 

ESG initiatives are both a way to do the right thing and a powerful strategy for controlling risk, boosting reputation, and finding value. 

Studies are giving more proof that this conceptual shift makes sense. Research has found that better ESG practices usually result in lower 

expenses, stronger investor audiences, and a positive link to financial results (Giese et al., 2019; Statman & Glushkov, 2009). This con-

nection becomes stronger as institutional investors assign more capital to ESG investments, since they now regard this approach as a way 

to avoid risk (Dyck et al., 2019). Various meta-analyses show that the ESG approach can raise the overall value of investments and reduce 

the risk of losses during tough economic periods (Busch & Friede, 2018; Whelan et al., 2021). As a result, these findings turn ESG from a 

corporate duty into a basic part of how investments are assessed. 

Because of concerns about climate and the extra attention on high-emissions companies, environmental factors now matter greatly in 

judging company survival. These days, firm-level environmental achievement is gauged by a company’s carbon impact, use of renewable 

energy, waste disposal practices, and effects on biodiversity (Bolton & Kacperczyk, 2021; Boffo & Patalano, 2020). Damage to the envi-

ronment can lead to big financial consequences. When a company has unsustainable practices, it could be fined by authorities, lose its 

reputation, and see some of its assets abandoned within carbon-intensive lines of business (OECD, 2011; World Economic Forum, 2020). 

Companies that handle climate-related issues effectively normally see their share performance improve and have better access to capital 

(Khan et al., 2016; Giese et al., 2019). In one study, Gawęda and Złoty (2023) highlighted that firms rated highly on sustainability improved 

their commodity sector performance during the COVID-19 pandemic. With more demand from investors for climate-mainstream portfolios, 

the green bond market is growing (FSB, 2017; SASB: Hales, 2021). Disagreements in environmental data among ESG rating companies 

make it hard to judge how companies are doing in this area (Otero et al., 2024). Because different countries have different rules, it makes 

it harder for environmentally motivated investors to use their decisions effectively. Yet, the evidence keeps growing that environmental 

sustainability is both ethical and good for companies’ finances, thanks in large part to carbon disclosure and climate risk reporting rulings 

by regulators (FSB, 2017). 

Topics in this area include labor rights, creating human capital, working with communities, diversity and inclusion and looking after 

consumers. While environmental numbers are easier to measure, these variables continue to impact a firm’s value and thoughts among 

investors (Revelli & Viviani, 2015; Fatemi, Glaum, & Kaiser, 2018). Investing in employee well-being and fairness at work can help a 

company increase productivity, come up with more new ideas and win more loyal customers which results in greater shareholder returns 

(Eccles et al., 2014; Statman ensuring Glushkov, Because of this, increasing numbers of investors look at indicators of CSR when selecting 

what stocks to include in their portfolios (Amel-Zadeh & Serafeim, 2018). The pandemic made it clear why being socially strong is essential. 
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How firms implemented social measures, continued their business activities, and achieved higher profits during the crisis, according to 

Gawęda and Zloty (2023). Large financial investors are looking at social indicators to assess risks connected to inequality, poor working 

conditions, and health in society (Dyck et al., 2019). Through the work of the PRI and SASB, investors now have more clarity about social 

disclosures (Kim & Yoon, 2022; Hales, 2021). These progresses notwithstanding, people still interpret social metrics personally, and the 

data is shared based on what is reported rather than what is confirmed. As a result, social performance figures cannot be compared between 

companies (Tanirak & Lazar, 2024). So, with stakeholder capitalism spreading, thinking about social aspects is set to become a regular 

aspect of analyzing investments. 

In the past, companies have strongly depended on governance to measure their financial success. Elements involved include the compilation 

of the board, pay of executives, rules for shareholders, internal controls, and the quality of financial information. Effective governance 

makes certain that supervisors act according to both shareholder needs and regulations (Liang & Renneboog, 2017; Krüger, 2015). When 

firms have a sound governance system, their results tend to improve, and investors have more trust. Several studies prove that efficiently 

run firms demonstrate lower risk, better management of their capital, and less fluctuation in earnings (Albuquerque, Koskinen, & Zhang, 

2019; Giese et al., 2019). Quickly, governance problems can erode both a brand’s reputation and the confidence of people who invest in it. 

In one study, Fatemi et al. (2018) found that making ESG reporting in governance matters clearer helps the relationship between ESG and 

a firm’s value become stronger. Integrating ESG reporting on governance is thought by Eccles et al. (2014) to make companies more 

accountable and better able to engage with their investors. The same organizations, like the OECD and Financial Stability Board, have 

pointed out several times that strong governance is vital for sustainability and have insisted on common disclosure principles. The purpose 

of these frameworks is to protect against corruption, rule-breaking, and the manipulation of data. Even so, differences in rating outcomes 

and irregular information from corporations remain difficult. According to Raghunandan and Rajgopal (2022), some ESG funds do not 

place much importance on governance integrity, which has people concerned about fakery or bending the truth to look good. Accordingly, 

governance is basic to ESG, but its usefulness in directing investment decisions greatly relies on whether the information it provides is 

accurate and easy to review. 

Sustainable practices are compared and measured with the help of ESG ratings. Very often, MSCI, Sustainalytics, and Refinitiv release 

ESG scores for corporations using their own set of evaluation standards. Different scoring models being used make it much harder to 

interpret what these scores mean and allocate capital consistently (Otero et al., 2024; Tanirak & Lazar, 2024). Amel-Zadeh and Serafeim 

(2018) explain that ESG ratings are used along with financial information by investors, although many question whether these ratings are 

easily understood and unbiased. It is shown that a company’s ESG score can vary widely depending on the rating agency (Fatemi et al., 

2018; Whelan et al., 2021). ESG reporting is not often required by law but is mostly voluntary and often relies on descriptive accounts, 

leading to concerns about which parts of a company are revealed. It makes investors less confident in the data and prevents firms from 

easily tying ESG results to financial indicators (Revelli & Viviani, 2015; Busch & Friede, 2018). Still, changes for the better are found all 

over the country. Both the Task Force on Climate-related Financial Disclosures (FSB, 2017) and the World Economic Forum (2020) 

believe businesses should use the same tools and keep their reports consistent. The goal is to relink ESG reporting with climate change 

risks and the financial importance of such risks. Research on ESG matters lately looks at the ways in which companies disclose ESG 

information affects markets. The authors find that having credible environmental and social information increases a company’s chance of 

attracting investment, especially in risky sectors. More ESG-focused ETFs and mutual funds have magnified how ESG ratings affect 

investors (Nofsinger & Varma, 2014; Giese et al., 2019). 

3. Methodology 

3.1 Research Design 

Using a study design that correlates data, the researchers examined the role of ESG considerations when people make investment decisions. 

Researchers wanted to explore how a company’s ESG ranking influences investors’ decisions about how to handle their money. Stake-

holder theory and sustainable finance were used as guides in performing the research, having similarly supported investigations before on 

ESG outcomes and reactions in the market. With the design, it was possible to review numbers on ESG, how investments performed, and 

the direction of investments across several sectors. The research could confirm important theories of ESG’s financial relevance by using 

regression-based and comparative statistical methods. 

3.2 Data Collection Method 

• Secondary data sources were used, obtained from reputable ESG rating agencies and financial platforms. 

• ESG scores were collected from standardized databases including Refinitiv, MSCI, and Sustainalytics, following established empirical 

methodologies. 

• Financial performance metrics such as stock returns, volatility, and investment flows were retrieved from Bloomberg and Morningstar. 

• Supplementary reports and disclosures were reviewed from: 

o The Global Sustainable Investment Alliance (GSIA, 2021) 

o The CFA Institute 

o ESG frameworks like the Sustainability Accounting Standards Board (SASB) and the Task Force on Climate-related Financial Disclo-

sures (TCFD) 

The data collection period spanned from 2015 to 2023, covering both pre- and post-COVID-19 market conditions and evolving regulatory 

landscapes. 

3.3 Population and Sampling 

The population examined included both developed and emerging market companies, with attention given to sectors such as energy, finance, 

manufacturing, and consumer goods since sustainability criteria mattered for them. The investment habits of mutual funds, pension funds, 

and sovereign wealth funds were examined. The companies chosen included those that were rated thoroughly on ESG and for which 

investment information could be found online. For fair representation, the study added firms with good and poor ESG records. From North 

America, Europe, Asia-Pacific, Latin America, and Africa, researchers gathered data from 200 companies. The sampling frame reflected 

diverse ESG disclosure practices and market responses. 



140 International Journal of Accounting and Economics Studies 

 
3.4 Data Analysis Technique 

• Descriptive statistics, correlation matrices, and multiple regression models were applied to see how ESG scores affect investment 

decisions. 

• The direction and strength of the linear relationships between ESG details and important financial measures, like returns on stocks and 

inflows of funds, were measured using Pearson correlation. 

• Multiple linear regression models examined how ESG ratings predict investment behavior, controlling for firm size, industry sector, 

and regional regulations. 

• Sectoral analysis was conducted to identify which ESG component had the most significant impact across different industries. 

• Robustness checks included tests for heteroskedasticity and multicollinearity. 

• All model results were validated at a 95% confidence level. 

• Findings were benchmarked against previous empirical studies and meta-analytical reviews. 

3.5 Ethical Considerations 

Since the study used only information from open and official databases, there were no major ethical risks for humans involved. Each source 

was referenced as required, and the rules by Refinitiv, CFA Institute, and the OECD were all followed when using data. No data was 

manipulated, and the research was carried out according to the requirements of SASB and TCFD. By choosing a range of regions and 

sectors, the study attempted to prevent any bias from affecting results. No information about people was included in the study, and it 

adhered to institutional ethical rules. There were no conflicts of interest since the research was conducted independently of investment 

companies and ESG rating providers. 

4. Results 

Here, the study explores and makes sense of the study’s findings on how ESG affects decisions about investments. The report covers 

descriptive statistics, correlation analysis, regression analysis, and a sectoral analysis. 

4.1 Descriptive Statistics of ESG Scores 

Table 1 shows how much information is available about Environmental, Social, and Governance (ESG) scores for the sampled firms. The 

Governance dimension received the highest average (68.4) and lowest variation (10.8) among the three main indicators. Meanwhile, the 

Environmental Score was 65.2, and the Social Score was the lowest at 62.8, accompanied by the most variation (14.2) in social practices 

among firms. The Total ESG Score came out at 65.5, which means these companies generally performed well on most sustainability factors. 

The minimum and maximum values across all categories revealed a considerable range, especially in the environmental and social dimen-

sions, highlighting variability in how firms prioritize sustainability pillars. Overall, the data suggest that while governance practices are 

relatively well-established, social initiatives remain less standardized across firms and industries. 

 
Table 1: Descriptive Statistics of ESG Scores 

Variable Mean Median Std. Dev. Min Max 

Environmental Score 65.2 66.0 12.5 32.0 88.9 
Social Score 62.8 63.0 14.2 28.5 90.0 

Governance Score 68.4 69.0 10.8 40.2 92.1 

Total ESG Score 65.5 66.0 11.7 38.6 90.2 

4.2 Correlation Analysis: ESG and Investment Flows 

Table 2 presents the Pearson correlation coefficients between the ESG components and investment flow. The Total ESG Score exhibits the 

strongest positive correlation with investment flow (r = 0.61, p = 0.0001), indicating a substantial relationship between overall ESG per-

formance and investor interest. Corporate governance practices like transparency, board independence, and ethical management are highly 

valued by investors, as evidenced by the highest correlation (r = 0.55, p = 0.0005) among the individual ESG dimensions. The Environ-

mental score also shows a meaningful correlation (r = 0.46, p = 0.002), underscoring investor sensitivity to climate-related risks and 

sustainability strategies. Social performance, while positively correlated (r = 0.38, p = 0.005), demonstrates a comparatively weaker influ-

ence, likely due to measurement inconsistencies and variability in reporting standards. All correlations are statistically significant (p < 

0.01), affirming that ESG considerations, especially governance, are key considerations in shaping contemporary investment decisions. 

 
Table 2: Correlation between ESG Scores and Investment Flow 

Variable Correlation (r) p-value 

Environmental 0.46 0.002 
Social 0.38 0.005 

Governance 0.55 0.0005 

Total ESG Score 0.61 0.0001 
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Fig 1: ESG Components’ Correlation with Investment Flow 

4.3 Regression Analysis: Predictors of Investment Behavior 

The findings of a multiple regression analysis evaluating the predictive influence of ESG considerations on investment flow, while adjust-

ing for firm size and industry effects, are shown in Table 3. Governance Score emerges as the strongest predictor (β = 0.41, p = 0.000), 

indicating that governance practices significantly influence investor behavior. Environmental Score also demonstrates a substantial effect 

(β = 0.32, p = 0.001), highlighting the importance of corporate environmental responsibility in attracting investments. The Social Score, 

while statistically significant (β = 0.18, p = 0.011), has a comparatively weaker influence, possibly due to the less standardized nature of 

social metrics. Larger firms are more likely to draw investment, according to the control variable of firm size (β = 0.27, p = 0.002), while 

industry dummies (β = 0.12, p = 0.018) take sector-specific effects into account. Overall, the regression results confirm that ESG scores, 

particularly governance and environmental performance, are significant determinants of investment flow. 

 
Table 3: Regression Coefficients Predicting Investment Flow 

Predictor Beta Std. Error t-Statistic p-value 

Environmental Score 0.32 0.09 3.56 0.001 

Social Score 0.18 0.07 2.57 0.011 
Governance Score 0.41 0.08 5.12 0.000 

Firm Size (Control) 0.27 0.06 4.50 0.002 

Industry Dummies (Control) 0.12 0.05 2.40 0.018 

 

 
Fig. 2: Regression Coefficients and Significance of ESG Components and Firm Size 

4.4 Sector-Wise Analysis of ESG Influence 

Table 4 illustrates the effect ESG components have on investment choices within five main industries. Governance consistently shows the 

strongest influence across all sectors, with the highest effect in the Energy sector (0.61), followed by Technology (0.58) and Finance (0.55). 

This underscores investors' emphasis on corporate oversight, ethical leadership, and transparency, particularly in sectors facing regulatory 

scrutiny. The Environmental dimension shows the highest impact in the Energy (0.52) and Technology (0.48) sectors, reflecting heightened 

investor sensitivity to carbon emissions, innovation in clean technologies, and climate risk. Social, despite being the weakest, is the most 

important factor in Technology (0.42) and Consumer Goods (0.35), given that labor, inclusion, and community matter the most to these 

brands and their stability. The research indicates that governance is important in all heavily regulated areas, while environmental and social 

issues change according to sector risks and expected standards. 
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Table 4: Sector-Wise ESG Score Impact on Investment 

Sector Environmental Social Governance 

Energy 0.52 0.38 0.61 
Finance 0.41 0.29 0.55 

Consumer Goods 0.33 0.35 0.49 

Technology 0.48 0.42 0.58 
Manufacturing 0.39 0.31 0.52 

 

 
Fig. 3: Sector-Wise Comparative Impact of ESG Components on Investment Decisions 

5. Discussion 

The results demonstrate that ESG factors, amongst which governance has the most impact, play a key role in investment decisions. It is 

understandable that, with a strong positive relation (r = 0.61) between ESG rating and investment trends, ESG data is becoming more 

valued for its indication of a company’s long-term resilience to risks. These findings were confirmed by running a regression analysis, 

proving governance (β = 0.41, p < .001) is the top factor, then environmental (β = 0.32) and social aspects (β = 0.18) as influence factors. 

These results confirm that investors are not only aware of ESG considerations but actively integrate them into capital allocation decisions. 

Firms with higher governance scores attracted more investment, likely due to increased transparency, board independence, and investor 

protection practices (Fatemi, Glaum, & Kaiser, 2018; Giese et al., 2019). Similarly, the environmental component had a marked impact, 

particularly in energy and technology sectors, reflecting investor concern with climate risk and regulatory compliance (Bolton & Kacper-

czyk, 2021; Boffo & Patalano, 2020). The lower beta for social scores does not imply irrelevance but highlights that social data may be 

less standardized or less immediately quantifiable in financial outcomes. Nonetheless, social performance was still statistically significant, 

especially in sectors like consumer goods and technology, where labor practices and diversity are material to reputation and brand equity 

(Eccles, Ioannou, & Serafeim, 2014). 

As expected, the study results agree closely with what we learn in academic research. The link we observe between ESG scores and higher 

investment flow is backed by Friede, Busch, and Bassen’s meta-analysis, which showed that most studies find that ESG does not harm and 

usually helps the financial outcomes for companies. Also, Eccles et al. (2014) discovered that companies with innovative sustainability 

strategies performed better on accounting and market indicators, a result seen in the study as well. These results align with prior research 

(Krüger, 2015; Liang & Renneboog, 2017) showing that effective governance improves investor trust and reduces perceived risk, particu-

larly in emerging markets. The environmental component’s significance, especially in energy and manufacturing sectors, aligns with Khan, 

Serafeim, and Yoon’s (2016) materiality framework, which shows that ESG considerations have heterogeneous effects across industries. 

Similar insights were found in the study by Bolton and Kacperczyk (2021), who noted that investors increasingly penalize firms with high 

carbon emissions or environmental controversies. The somewhat lower performance of the social component is consistent with findings 

from Revelli and Viviani (2015), who noted that social indicators are often harder to quantify and prone to inconsistencies in measurement. 

Even so, according to Gawęda and Złoty (2023), businesses that were proactive with their social policies were able to withstand the COVID-

19 crisis, showing a new kind of influence that might take time to see. ESG rating divergence and irregular disclosures noted in the research 

were similarly addressed by Otero et al. (2024) and Tanirak and Lazar (2024), who pointed out that using different rating systems lowers 

investor trust. While this study acknowledges divergences in ESG ratings across agencies, a more critical issue is how these inconsistencies 

affect investor decision-making. To mitigate greenwashing and rating inflation, future ESG frameworks should adopt standardized evalu-

ation metrics and require greater transparency in rating methodologies. Regulatory oversight and harmonization efforts, such as those under 

IFRS Sustainability Standards, could enhance investor confidence and comparability of ESG disclosures. It demonstrates the main litera-

ture’s concerns that ESG integration may be weakened by greenwashing or unclear ratings (Raghunandan & Rajgopal, 2022). 

The results show how both institutional and retail investors might improve the way they consider ESG factors in developing their portfolios. 

According to the results, ESG scores, mainly those related to governance, can work as both standards of corporate ethics and useful numbers 

for evaluating a firm’s prospects and reducing negative risks (Albuquerque, Koskinen, & Zhang, 2019). ESG ratings allow investment 

firms to spot firms that have clear management and control risks well while being sustainable. The findings also underscore ESG’s role in 

shaping accounting practices. Sustainability reporting directly influences the transparency of financial statements and can enhance audit 

quality by increasing the reliability of disclosed non-financial metrics. Furthermore, stronger ESG disclosures can lower a firm’s cost of 

capital, as investors perceive reduced risk in well-governed and environmentally responsible companies. Aligning ESG reporting with 

frameworks such as SASB ensures consistency and facilitates more accurate financial assessments. Managers should see that different 
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ESG scoring methods often disagree and may not stay the same, so they may need several sources or establish their internal framework to 

make sure they have the right data (Fatemi et al., 2018; Amel-Zadeh & Serafeim, 2018). 

Businesses are motivated to enhance their ESG reporting, as transparent systems and strong management practices help attract capital and 

maintain investor confidence (Giese et al., 2019; Eccles et al., 2014). It appears that investments in environmental changes and reducing 

emissions help businesses in industries watched by regulators and customers. With ESG integration advancing, many firms that do not 

meet ESG targets could face divestment from investors or loss of access to green or ESG-related financial products (Whelan et al., 2021). 

The research reaffirms that ESG standard-setters and regulators, including SASB, TCFD, and OECD, should step up their efforts to unify 

ESG metrics (OECD, 2011; FSB, 2017; Hales, 2021). According to the study, investors are more supportive of new initiatives like the EU 

Corporate Sustainability Reporting Directive and the IFRS Sustainability Standards when the form and content of sustainability disclosures 

are comparable and identical (Christensen, Hail, & Leuz, 2021). Rating agencies are encouraged to enhance transparency in scoring meth-

odologies, minimize bias, and regularly update metrics in response to evolving sustainability expectations. The proliferation of ESG prod-

ucts underscores the urgency of addressing greenwashing concerns and rating inflation (Raghunandan & Rajgopal, 2022). 

While the study offers critical insights into the relationship between ESG criteria and investment decisions, several avenues remain open 

for future investigation. First, more research is needed to disaggregate investor behavior across regions and sectors. Although the study 

identified key patterns, investor reactions may vary significantly across cultural, regulatory, and economic contexts. Studies such as those 

by highlight how national institutional frameworks shape ESG outcomes and should be further explored. Second, future work should 

explore the longitudinal impacts of ESG investments. Short-term stock performance and fund flows may not capture the full benefit of 

ESG integration. A longer time horizon would reveal whether ESG-driven investments consistently outperform over multiple market cycles. 

Third, researchers could delve deeper into the interaction effects between ESG components. While the study analyzed E, S, and G inde-

pendently, their interplay, e.g., how environmental initiatives might be mediated by governance strength, could offer nuanced insights into 

ESG dynamics. Fourth, more qualitative or behavioral research could examine investor motivations and biases. While the study relied on 

quantitative data, interviews or surveys might uncover how perceptions of ESG risks and rewards vary across investors. Finally, ESG 

performance in emerging markets remains a relatively under-researched domain. Given the regulatory volatility and developmental prior-

ities in such contexts, future work could explore how ESG is interpreted and implemented outside of mature economies. A limitation of 

the study is its focus on Europe and North America, where ESG regulations and data availability are more robust. This geographic concen-

tration may limit the generalizability of findings to emerging markets, where ESG adoption faces distinct regulatory and institutional 

challenges. Future research should explore ESG dynamics in diverse regions to provide a more comprehensive global perspective. 

6. Conclusion 

The study highlights the growing significance of ESG integration in shaping modern investment practices. Beyond confirming its financial 

relevance, the findings underscore how sustainability considerations influence capital allocation and investor confidence. The implications 

extend to companies, investors, and policymakers alike: firms must strengthen their ESG transparency to secure long-term investment, 

while regulators should harmonize disclosure standards to enhance comparability and trust. For practitioners, aligning with established 

frameworks such as SASB, TCFD, and OECD can help build credibility and attract capital in an increasingly sustainability-driven market. 

For policymakers, the results stress the urgency of developing consistent ESG metrics to counter greenwashing and rating divergence. 

Looking forward, further research is needed to evaluate the long-term financial impacts of ESG strategies across multiple market cycles, 

particularly in emerging economies where regulatory frameworks are evolving. Future studies should also explore the integration of new 

dimensions, such as biodiversity, ethical supply chains, and AI governance, into ESG assessments. By addressing these areas, scholars and 

practitioners can contribute to a more resilient and sustainable global financial system. 
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