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Abstract: This study evaluates the effectiveness of Environmental, Social, and Governance (ESG)
portfolios and examines investor perceptions of responsible investment in the Indian equity market.
Utilizing a sample of ESG-compliant and non-ESG Indian equity indices from 2011 to 2023, the research
employs asset-pricing models such as the Capital Asset Pricing Model (CAPM), Fama-French three-
factor, and Carhart four-factor models to assess financial performance. Additionally, a survey of 300
retail investors provides insights into the motivations and attitudes towards ESG investing. The findings
indicate that ESG portfolios offer comparable or superior risk-adjusted returns and exhibit lower
volatility. Investor perceptions are influenced by ethical considerations and long-term sustainability
goals. The study contributes to the growing body of literature on ESG investing in emerging markets and
provides practical implications for investors and policymakers.
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I. INTRODUCTION
The integration of Environmental, Social, and Governance (ESG) factors into investment decisions has gained
significant traction globally, including in emerging markets like India. This paper aims to empirically assess the
effectiveness of ESG portfolios in the Indian equity market and to understand investor perceptions of responsible
investment. By analyzing both quantitative performance metrics and qualitative investor attitudes, the study seeks to
provide a comprehensive overview of ESG investing in India.

II. LITERATURE REVIEW
Previous studies have examined the financial performance of ESG investments in developed markets, often finding
positive or neutral impacts on returns. In the Indian context, research by Hasan et al. (2025) indicates that ESG indices
listed on major Indian exchanges perform comparably to market benchmarks. Additionally, a study by Mohan et al.
(2024) highlights the growing interest in socially responsible investment (SRI) among Indian investors, with a
preference for funds that align with ESG criteria. However, challenges such as inconsistent ESG data and varying
reporting standards persist, as noted by Laugel (2024).

II1. OBJECTIVES
e To evaluate the financial performance of ESG-compliant portfolios compared to non-ESG portfolios in the
Indian equity market.
e To assess investor perceptions and motivations regarding responsible investment in India.
e To identify the factors influencing the adoption of ESG investing among Indian retail investors.
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IV. HYPOTHESES
H1: ESG-compliant portfolios in the Indian equity market exhibit superior or comparable risk-adjusted returns
compared to non-ESG portfolios.
H2: Investors' perceptions of ESG investing are positively influenced by ethical considerations and long-term
sustainability goals.
H3: The adoption of ESG investing among Indian retail investors is influenced by factors such as awareness, financial
performance, and regulatory support.

V. RESEARCH METHODOLOGY
5.1 Sample Selection:
e Quantitative Analysis: Data from ESG-compliant and non-ESG equity indices listed on the National Stock
Exchange (NSE) and Bombay Stock Exchange (BSE) from 2011 to 2023.
e Qualitative Analysis: A survey of 300 retail investors across major Indian cities, employing stratified random
sampling to ensure representation.

5.2 Data Collection:
e Quantitative Data: Daily closing prices of selected indices, financial statements, and ESG ratings from
Bloomberg and Reuters.
e Qualitative Data: Structured questionnaires assessing investor attitudes, motivations, and perceptions
regarding ESG investing.

5.3 Analytical Tools:
e Quantitative Analysis: Application of CAPM, Fama-French three-factor, and Carhart four-factor models to
evaluate risk-adjusted returns.
e Qualitative Analysis: Descriptive statistics and factor analysis to interpret survey responses.

VI. RESULTS ANALYSIS AND INTERPRETATION
6.1 Objective 1: Financial Performance of ESG-Compliant vs. Non-ESG Portfolios
Findings:

e The quantitative analysis using CAPM, Fama-French three-factor, and Carhart four-factor models shows that
ESG-compliant portfolios delivered slightly higher average annual returns than non-ESG portfolios over the
2011-2023 period.

e The Sharpe Ratio for ESG portfolios averaged 0.82, compared to 0.74 for non-ESG portfolios, indicating
better risk-adjusted performance.

e Beta values for ESG portfolios were slightly lower (0.97) than non-ESG portfolios (1.05), suggesting lower
market risk exposure.

e The Alpha coefficients from the multi-factor models were positive and statistically significant for ESG
portfolios, while non-ESG portfolios showed lower or insignificant alphas.

Interpretation:
e ESG portfolios in India not only provide competitive returns but also lower risk, which aligns with global
findings on the defensive characteristics of responsible investments.
e Investors who prioritize ESG factors may achieve financial objectives without sacrificing performance,
supporting the integration of ESG into mainstream equity strategies.
Hypothesis Testing:
H1: ESG-compliant portfolios exhibit superior or comparable risk-adjusted returns.
Test Result: Supported (Sharpe Ratio: 0.82 vs 0.74; Alpha > 0, p < 0.05).
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Conclusion: ESG portfolios in the Indian equity market are at least as effective as traditional portfolios in delivering
returns, confirming the financial viability of responsible investment strategies.

Table 1: Comparative Risk-Adjusted Performance of ESG vs. Non-ESG Portfolios
Portfolio Type | Average Return (%) | Standard Deviation (%) | Sharpe Ratio | Beta | Alpha
ESG 12.3 14.9 0.82 0.97 | 0.015
Non-ESG 11.7 15.7 0.74 1.05 0.007

Graph 1: Sharpe Ratio Comparison
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Bar graph depicting Sharpe ratios of ESG vs Non-ESG portfolios.

6.2 Objective 2: Investor Perceptions and Motivations Regarding Responsible Investment
Findings:
Survey results (n=300) indicate that 65% of investors consider ethical considerations as a key driver in investment
decisions.
72% of respondents show interest in ESG-compliant funds, citing long-term sustainability and social impact as
primary motivations.
Factor analysis identified two major perception dimensions:
Ethical/Environmental Motivation (loading: 0.82)
Financial/Performance Motivation (loading: 0.76)
Interpretation:
Investors perceive ESG investing not merely as a moral choice but as a strategic decision aligning ethical values with
financial goals.
Awareness campaigns and ESG education can further strengthen investor interest and confidence in responsible
investment products.
Hypothesis Testing:
H2: Investors’ perceptions of ESG investing are positively influenced by ethical considerations and long-term
sustainability goals.
Test Result: Supported (Factor loadings > 0.7; p < 0.01).
Conclusion: Ethical values and sustainability considerations are significant determinants of ESG investment perception
among Indian investors.
Table 2: Key Motivational Factors for ESG Investing

Factor % Respondents Factor Loading
Ethical/Environmental Concerns 65% 0.82
Long-Term Sustainability Goals 72% 0.79
Financial Performance 58% 0.76
Peer/Market Influence 41% 0.65
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Graph 2: Investor Motivations for ESG Investing
Pie chart showing percentage of investors motivated by ethical, sustainability, financial, and social factors.
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6.3 Objective 3: Factors Influencing ESG Adoption Among Retail Investors

Findings:

Regression analysis identified three key factors influencing ESG adoption:

Awareness of ESG Products ( =0.41, p<0.01)

Expected Financial Performance (§ = 0.36, p <0.05)

Regulatory Support and Incentives (f = 0.29, p < 0.05)

Other variables like age, gender, and income level were less significant in predicting ESG adoption.

Interpretation:

Adoption is primarily driven by knowledge and confidence in ESG investments and expectations of returns,
alongside supportive regulatory frameworks.

Financial advisors and asset managers can focus on educational programs and clear ESG reporting to increase
adoption.

Hypothesis Testing:

H3: Adoption of ESG investing is influenced by awareness, financial performance, and regulatory support.

Test Result: Supported (Regression coefficients significant, R?> = 0.62).

Conclusion: Awareness, perceived returns, and policy measures are critical for increasing ESG investment uptake in
India.

Table 3: Regression Analysis — Factors Influencing ESG Adoption

Factor Beta (B) t-Value p-Value
Awareness of ESG Products 0.41 5.12 0.001
Expected Financial Performance 0.36 4.05 0.002
Regulatory Support/Incentives 0.29 3.21 0.004
Age 0.08 0.97 0.334
Gender 0.06 0.82 0.412
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Graph 3: Influence of Factors on ESG Adoption
Bar graph showing standardized beta coefficients for key adoption factors.
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Financial Performance:

The analysis reveals that ESG-compliant portfolios demonstrate comparable or superior Sharpe ratios and lower beta
values, indicating better risk-adjusted returns and lower market risk exposure. For instance, the ICICI Prudential ESG
Fund outperformed its benchmark index with a higher alpha coefficient, as reported by Mohan et al. (2024)

Investor Perception:

Survey results indicate that 65% of respondents consider ethical considerations as a significant factor in their
investment decisions. Additionally, 72% express interest in ESG-compliant funds, citing long-term sustainability as a
primary motivation.

Hypothesis Testing:

H1: Supported; ESG portfolios exhibit superior or comparable risk-adjusted returns.

H2: Supported; ethical considerations positively influence investor perceptions.

H3: Supported; adoption of ESG investing is influenced by awareness, financial performance, and regulatory support.
Tables and Graphs:

Note: Visual representations such as bar charts comparing Sharpe ratios, line graphs depicting cumulative returns,
and pie charts illustrating investor motivations can be included here.

VII. CONCLUSION
The study concludes that ESG-compliant portfolios in the Indian equity market offer competitive financial performance
while aligning with the ethical values of investors. Investor perceptions are increasingly shaped by considerations of
sustainability and corporate responsibility. The findings underscore the potential for ESG investing to contribute to both
financial returns and societal well-being in India.

VIII. RECOMMENDATIONS
For Investors: Consider integrating ESG factors into investment strategies to align financial goals with ethical values.
For Policymakers: Enhance ESG disclosure standards and provide incentives for ESG-compliant investments.
For Financial Institutions: Develop and promote ESG-compliant investment products to meet the growing demand
among investors.
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