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ABSTRACT 
Sustainable investing, also known as socially responsible investing, is the process of incorporating environmental, 

social, and governance (ESG) factors into investment decisions. Sustainable investing directs investment capital to 

companies that seek to act on combating climate change and environmental destruction while promoting corporate 

responsibility. 

 

Sustainable investing has gained significant momentum in recent years, with investors increasingly seeking to align 

their investments with their values and principles. One of the most popular strategies for sustainable investing is 

through environmental, social, and governance (ESG) mutual funds, which incorporate ESG factors into their 

investment decision-making process. It is not new and was gaining popularity even before covid-19, especially 

among the millennials who prefer to invest in alignment with personal values. Still, the pandemic accelerated it 

further with rising demand in almost all investor categories, forcing wealth management firms to build capabilities 

to cater to the increasing demand. To cater to this demand, many mutual funds in India have launched ESG mutual 

funds which have been appreciated by the government of India.  

 

This research paper explores the emerging trend of sustainable investing with ESG mutual funds, analyzing the 

current state of the market and the factors driving the growth of this investment strategy. 
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1. INTRODUCTION:  

ESG stands for Environmental, Social, and Governance. It is a framework that companies use to assess and manage 

their impact on the environment, society, and corporate governance. 

 

Environmental factors refer to a company's impact on the natural environment, including energy efficiency, carbon 

emissions, water management, and waste management. 

 

Social factors refer to a company's impact on people, including its treatment of employees, supply chain 

management, community relations, and diversity and inclusion policies. Governance factors refer to a company's 

corporate governance structure, including board independence, executive compensation, and shareholder rights. 

 

ESG factors are increasingly being used by investors and stakeholders to evaluate the sustainability and long-term 

viability of companies. Companies that perform well on ESG metrics may be seen as more attractive investment 

opportunities and may also enjoy other benefits such as enhanced brand reputation and improved stakeholder 

relationships. 

 

ESG factors have become an increasingly important consideration in the wealth management business. 
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2. ESG in Wealth management:  

Wealth managers are often tasked with helping clients to achieve their financial goals while also ensuring that their 

investments align with their values and beliefs. As a result, many wealth managers are incorporating ESG factors 

into their investment decision-making processes.  

 

For example, wealth managers may help clients identify companies that are leaders in environmental sustainability 

or have strong corporate governance practices. They may 3 also screen out investments in companies with poor 

records on social issues such as human rights violations or labor exploitation.  

 

Additionally, wealth managers may use ESG analysis to identify investment opportunities that have the potential to 

generate strong financial returns while also supporting positive social or environmental outcomes.  

 

Overall, incorporating ESG factors into the wealth management process allows investors to align their financial 

goals with their personal values and beliefs, while also contributing to a more sustainable and equitable global 

economy. 

 

2.1 Latest trend in ESG wealth management 

The ESG wealth management space is rapidly evolving, and there are several recent trends that are shaping the 

industry. Here are some of the latest trends in ESG wealth management: 

 

1. Increased demand for ESG investment options: There has been a surge in demand for ESG investment 

options from clients. This has prompted wealth managers to expand their offerings of ESG-focused 

products, including mutual funds, exchange-traded funds (ETFs), and separately managed accounts.  

2. Integration of ESG factors into investment processes: Wealth managers are increasingly integrating ESG 

factors into their investment processes, such as conducting ESG analysis on individual securities and using 

ESG scores to evaluate the sustainability and impact of investment portfolios.  

3. Focus on social justice and diversity: There is a growing focus on social justice and diversity in the ESG 

wealth management space. Wealth managers are incorporating metrics related to racial and gender 

diversity, as well as social justice issues like income inequality, into their investment analyses and 

strategies. 

4. Emphasis on impact investing: Impact investing, which seeks to generate positive social and environmental 

outcomes alongside financial returns, is gaining popularity in the ESG wealth management space. Wealth 

managers are increasingly offering impact investing options to clients, including investments in areas like 

renewable energy, sustainable agriculture, and affordable housing.  

5. Rise of technology-enabled ESG tools: Wealth managers are leveraging technology to better incorporate 

ESG factors into their investment processes. This includes the use of ESG data platforms, machine learning 

algorithms, and other digital tools to assess the sustainability and impact of investments 

 

Overall, these trends are indicative of a growing focus on sustainability, social responsibility, and impact in the 

wealth management industry, as investors seek to align their financial goals with their personal values and beliefs. 

 

 

3. ESG MUTUAL FUNDS 

ESG mutual funds have gained popularity in recent years as investors increasingly seek to align their investments 

with their values and beliefs. Here are some of the latest trends in the ESG mutual fund space: 

 

1. Increased investor demand: There has been a surge in demand for ESG mutual funds from investors, driven 

by a growing interest in sustainability, social responsibility, and impact investing.  

2. Greater product innovation: As demand for ESG mutual funds has grown, fund companies have launched 

new products with a range of investment strategies, such as thematic funds focused on specific ESG 

themes, factor-based funds that integrate ESG criteria into their investment selection, and actively managed 

funds that engage with companies on ESG issues.  
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3. Improved ESG data and scoring: The quality and availability of ESG data and scoring have improved, 

enabling fund managers to better incorporate ESG factors into their investment decision-making processes. 

This has led to more precise ESG analysis and better-informed investment decisions.  

4. Focus on diversity, equity, and inclusion: There is a growing emphasis on diversity, equity, and inclusion 

(DEI) in the ESG mutual fund space. Many funds are incorporating DEI metrics into their investment 

analysis and engaging with companies on issues related to diversity and inclusion.  

5. Expansion beyond equities: While most ESG mutual funds invest primarily in equities, there has been an 

increasing trend toward fixed-income ESG funds and alternative investments such as private equity and 

real assets.  

6. Emphasis on impact: Impact investing, which seeks to generate positive social and environmental outcomes 

alongside financial returns, is gaining popularity in the ESG mutual fund space. Many funds are focusing 

on investments that have a measurable impact on issues such as climate change, social justice, and 

sustainable development. 

 

These trends reflect the growing importance of ESG considerations in the investment industry and highlight the 

potential for ESG mutual funds to generate strong financial returns while also supporting positive social and 

environmental outcomes. 

 

3.1 The growth of ESG mutual funds in India  

The growth of ESG mutual funds in India has been significant in recent years, reflecting a growing interest in 

sustainable and socially responsible investing in the country. Here are some key trends:  

 

1. Rapid growth: The ESG mutual fund space in India has grown rapidly in recent years, with assets under 

management (AUM) increasing from around Rs 3,000 crore ($400 million) in March 2019 to over Rs 

25,000 crore ($3.5 billion) in December 2021, according to data from the Association of Mutual Funds in 

India (AMFI).  

2. Increasing investor interest: There has been a surge in investor interest in ESG mutual funds in India, with 

investors seeking to align their investments with their values and beliefs. This has been driven in part by the 

COVID-19 pandemic, which has heightened awareness of social and environmental issues.  

3. Product innovation: The ESG mutual fund space in India has seen significant product innovation, with fund 

companies launching a range of products with different investment strategies and themes. For example, 

there are now ESG-themed funds focused on areas such as clean energy, sustainable agriculture, and gender 

diversity.  

4. Strong performance: ESG mutual funds in India have generally performed well, outpacing broader market 

indices in some cases. This has helped to attract more investors to the space.  

5. Regulatory support: The Securities and Exchange Board of India (SEBI), the country's market regulator, 

has taken steps to promote ESG investing in India. In 2020, SEBI mandated that all mutual funds in India 

should disclose their ESG scores and ratings for the companies they invest in, and in 2021, it issued 

guidelines for the creation of a voluntary sustainability-linked bond market in India 

 

3.2 Performed of domestic ESG-focused firms better than global peers:  

It is not uncommon for domestic ESG-focused firms to outperform their global peers. In fact, several studies have 

shown that companies with strong ESG practices tend to outperform their peers in the long run, and this trend is 

particularly true for companies based in emerging markets. 

 

One reason for this outperformance is that companies with strong ESG practices are often better equipped to manage 

risks related to environmental and social factors, which can impact their financial performance. For example, 

companies that prioritize environmental sustainability may be better positioned to navigate the transition to a low-

carbon economy and may be less vulnerable to the financial risks associated with climate change 

 

Moreover, companies that prioritize social responsibility and good governance practices may also benefit from 

enhanced brand reputation and stakeholder relationships, which can lead to increased customer loyalty, improved 

employee retention, and stronger investor support.  
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In the case of India, the country has seen a growing interest in ESG-focused investing in recent years, and several 

domestic firms have emerged as leaders in this space. These firms are often well-positioned to identify ESG-related 

risks and opportunities in the Indian market and to incorporate these considerations into their investment decision-

making processes. 

 

The outperformance of domestic ESG-focused firms reflects the growing importance of sustainability and social 

responsibility in the business world, and underscores the potential financial benefits of strong ESG practices. 

 

3.2.1 The performance of ESG mutual funds in India  

The performance of ESG mutual funds in India has been generally positive, with many funds delivering competitive 

returns relative to their benchmarks. Here are some key points to consider: 

 

1. Outperformance of some ESG funds: Some ESG mutual funds in India have outperformed their 

benchmarks in recent years. For example, the SBI Magnum Equity ESG Fund has delivered a 3-year 

annualized return of 14.9% as of January 2022, compared to a 12.2% return for the benchmark Nifty 200 

TRI index.  

2. Diversified performance: While some ESG funds have outperformed, performance can vary widely 

depending on the specific fund, investment strategy, and market conditions. Not all ESG funds have 

delivered superior returns compared to their non-ESG peers.  

3. Long-term focus: ESG investing is often seen as a long-term strategy that takes into account environmental, 

social, and governance factors that may not be immediately reflected in financial metrics. As such, 

investors in ESG mutual funds should have a long-term investment horizon and a willingness to ride out 

short-term volatility.  

4. Higher expenses: ESG mutual funds in India may have higher expenses compared to non-ESG funds, due 

in part to the additional costs of ESG research and analysis. Investors should carefully evaluate the expense 

ratios of ESG funds they are considering.  

5. Growing market: The ESG mutual fund market in India is still relatively small, but it has been growing 

rapidly in recent years. As more investors seek to align their investments with their values and beliefs, it is 

likely that the ESG mutual fund space in India will continue to expand. 

 

Overall, while ESG mutual funds in India are not guaranteed to outperform their non-ESG peers, there is evidence to 

suggest that some ESG funds have delivered competitive returns while also supporting positive social and 

environmental outcomes. Investors should carefully evaluate the performance and investment strategy of any ESG 

mutual fund they are considering before making an investment decision 

 

4. RESERVE BANK OF INDIA (RBI) & ESG 

The Reserve Bank of India (RBI) has recognized the growing importance of ESG factors in the banking and 

financial sector and has taken several steps to promote ESG practices among Indian banks.  

 

In 2015, the RBI issued guidelines on environmental and social risk management for banks and financial 

institutions, which require them to integrate ESG factors into their lending and investment decisions. These 

guidelines encourage banks to assess the environmental and social risks associated with their clients' projects and to 

take appropriate measures to mitigate those risks. 

 

 In 2018, the RBI also launched the 'Responsible Banking' initiative, which aims to promote sustainability and social 

responsibility in the Indian banking sector. As part of this initiative, the RBI has encouraged banks to adopt ESG 

practices and report on their ESG performance. 

 

Furthermore, the RBI has also started incorporating ESG considerations into its own investment decisions. In 2020, 

the RBI announced that it would begin to consider ESG factors when investing in foreign currency assets. The RBI’s 

efforts to promote ESG practices in the banking and financial sector in India are indicative of the growing 

importance of ESG considerations in the country's economy.  
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Furthermore, the RBI has also started incorporating ESG considerations into its own investment decisions. In 2020, 

the RBI announced that it would begin to consider ESG factors when investing in foreign currency assets.  

 

The RBI’s efforts to promote ESG practices in the banking and financial sector in India are indicative of the growing 

importance of ESG considerations in the country's economy. 

 

5. CONCLUSIONS  

Incorporating ESG factors into the wealth management process allows investors to align their financial goals with 

their personal values and beliefs, while also contributing to a more sustainable and equitable global economy. 

 

1. Overall, the trends are indicative of a growing focus on sustainability, social responsibility, and impact in 

the wealth management industry, as investors seek to align their financial goals with their personal values 

and beliefs.  

2. These trends reflect the growing importance of ESG considerations in the investment industry and highlight 

the potential for ESG mutual funds to generate strong financial returns while also supporting positive social 

and environmental outcomes.  

3. The growth of ESG mutual funds in India reflects the increasing importance of sustainability and social 

responsibility in the country's investment landscape, and the potential for ESG investing to generate strong 

financial returns while supporting positive social and environmental outcomes. 

4. The outperformance of domestic ESG-focused firms reflects the growing importance of sustainability and 

social responsibility in the business world, and underscores the potential financial benefits of strong ESG 

practices.  

 

RBI’s efforts to promote ESG practices in the banking and financial sector in India are indicative of the growing 

importance of ESG considerations in the country's economy. 
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