Advances in Consumer Research
ISSN (Print): 0098-9258
ISSN(Online): 3079-1766

Vol. 2, Issue 4 (2025) https://acr-journal.com

Sustainable Indices in India and Abroad

Prof. Prantik Ray'

(XLRI, Jamshedpur)

Cite this paper as: Prof. Prantik Ray (2025) Sustainable Indices in India and Abroad. Advances in Consumer Research, 2
(4), 2525-2535

KEYWORDS ABSTRACT

Sustainable This article provides a comprehensive analysis of sustainable indices (also known as ESG indices)
Indices, ESG in India and globally, examining their definition, importance, and evolution within the financial
Investing, landscape. Unlike traditional market benchmarks, sustainable indices integrate environmental,
Greenwashing social, and governance (ESG) factors to assess long-term value creation and risk mitigation. The

report delves into major sustainable indices, their construction methodologies, and their impact on
portfolio performance and investor perception. It also addresses critical challenges such as
greenwashing, the lack of standardized ESG metrics, and data availability issues. Finally, the report
explores future trends, including the growth of ESG ETFs, the increasing influence of Al and big
data analytics in ESG investing, and the continuous evolution of regulatory frameworks to promote
responsible investment practices..

1. INTRODUCTION
Definition and Importance of Sustainable Indices

Sustainable indices, also referred to as ESG (Environmental, Social, and Governance) indices, are stock market indices that
track the performance of companies for their efforts in sustainability, equity, inclusion, and good corporate governance
(Morningstar, 2023). Unlike traditional stock market indices, which primarily focus on financial performance, sustainable
indices integrate sustainability practices, ethical governance, and social responsibility factors to assess long-term value
creation and risk mitigation.

The importance of sustainable indices stems from the increasing awareness of climate change, corporate social responsibility,
and ethical business practices. Investors, regulators, and stakeholders recognize that companies with strong ESG
commitments tend to have lower regulatory risks, better stakeholder relationships, and more resilient business models
(OECD, 2022). Sustainable indices help investors make informed decisions by identifying companies that align with
sustainability principles, promoting responsible investing and corporate accountability.

Growth of ESG Investing and the Role of Sustainable Indices

Over the last two decades, ESG investing has transitioned from a niche concept to a mainstream investment strategy. Factors
driving this growth include heightened environmental concerns, corporate governance failures, and social inequalities.
Regulatory frameworks and policies, such as the European Union’s Sustainable Finance Disclosure Regulation (SFDR) and
the Securities and Exchange Board of India's (SEBI) Business Responsibility and Sustainability Reporting (BRSR), have
encouraged the adoption of ESG considerations in investment decision-making (SEBI, 2021).

Sustainable indices play a pivotal role in ESG investing by offering benchmarks for investors seeking to allocate capital
toward sustainable businesses. These indices provide transparency, standardization, and comparability, allowing investors to
evaluate ESG performance across different companies and industries (S&P Global, 2023). By tracking these indices, asset
managers can construct ESG-focused portfolios and develop exchange-traded funds (ETFs) that cater to responsible
investment strategies.

According to a report by Morningstar (2023), ESG-focused assets under management (AUM) surpassed $40 trillion globally,
reflecting a significant shift in investment preferences. Sustainable indices facilitate this transition by integrating ESG
considerations into traditional investment methodologies, making sustainable investing more accessible to institutional and
retail investors alike-.
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Objectives and Scope of the Report

The objective of this report is to provide a comprehensive analysis of sustainable indices in India and abroad. Specifically,
the report will:

Define and examine the role of sustainable indices in the financial ecosystem.
Analyze key sustainable indices in India and globally.

Discuss methodologies and criteria used to construct these indices.

Evaluate their impact on financial performance and risk mitigation.

Identify challenges and criticisms associated with ESG indices.

Explore future trends and developments in the ESG investing landscape.

The scope includes an in-depth review of regulatory frameworks, investor perspectives, and emerging market trends. By
examining sustainable indices from an academic and industry standpoint, this report aims to provide valuable insights for
policymakers, investors, and corporations integrating sustainability into their financial strategies.

Overview of Sustainable Indices
What Are Sustainable Indices?

Sustainable indices are market indices designed to track the performance of companies based on ESG criteria rather than
purely financial metrics. These indices evaluate corporate sustainability using various methodologies that assess
environmental impact, ethical business conduct, and governance transparency (MSCI, 2023)

e Sustainable indices serve multiple purposes, including:

® Providing benchmarks for sustainable investment funds.

® Encouraging corporations to adopt better ESG practices.

e Offering investors an alternative to traditional financial indices that do not consider non- financial risks

(OECD, 2022).

These indices differ in scope and methodology. Some focus on broad ESG themes, such as the MSCI ESG Indexes,
while others target specific sustainability areas, such as the S&P Global Clean Energy Index, which tracks renewable
energy companies.

Evolution of Sustainable Indices in Global Financial Markets

The concept of sustainability in investment gained traction in the 1990s when ethical investing and corporate social
responsibility became key concerns for investors. The first major sustainable index, the Dow Jones Sustainability Index
(DJSI), was launched in 1999 (S&P Global, 2023).

Since then, the landscape of ESG indices has evolved significantly:

® 2000s: Introduction of ESG indices such as the FTSE4Good Index Series and MSCI ESG Leaders Index.

® 2010s: The Paris Climate Agreement (2015) and the UN Sustainable Development Goals (SDGs) accelerated
the demand for sustainable investing, leading to the creation of climate-focused indices like the S&P Paris-
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Aligned Climate Index.

® 2020s: The rise of ESG ETFs and green bonds popularized sustainable indices, with institutional investors
incorporating ESG benchmarks into their decision-making (Morningstar, 2023).

Today, nearly every major stock exchange offers ESG indices, and investors increasingly use these benchmarks to assess
sustainability risks and opportunities

Comparison Between Traditional and Sustainable Indices

Traditional stock market indices, such as the S&P 500, NIFTY 50, and Dow Jones Industrial Average (DJIA), track companies
based on financial performance and market capitalization. These indices reflect the overall health of financial markets but
do not consider non-financial factors like environmental impact, corporate ethics, or governance practices. In contrast,
sustainable indices, such as the MSCI ESG Leaders Index, FTSE4Good, and Dow Jones Sustainability Index (DJSI),
integrate Environmental, Social, and Governance (ESG) criteria to assess long-term value creation, risk mitigation, and
corporate responsibility (MSCI, 2023).

One key difference is the stock selection methodology. Traditional indices are typically market cap-weighted, prioritizing
the financial strength of companies, whereas sustainable indices useESG scores, carbon footprint analysis, and ethical
business practices as selection criteria (UNPRI, 2021). As a result, companies with strong ESG performance but lower market
capitalization may be included in sustainable indices, while financially strong but environmentally irresponsible firms may
be excluded.

Another major distinction lies in risk assessment. Traditional indices focus on financial volatility, liquidity, and earnings
performance, while sustainable indices incorporate climate risk, regulatory risks, and reputational damage into their
evaluations (OECD, 2022). Studies indicate that companies in ESG-focused indices often demonstrate lower volatility and
better resilience during economic downturns (Morningstar, 2022).

Investor demand also differs. Traditional indices attract a broad range of investors, including passive index fund managers
and retail investors. Sustainable indices, however, cater to ESG- conscious investors and impact funds, driving capital
allocation toward socially responsible businesses (Bloomberg, 2023). Additionally, with global regulatory bodies like SEBI,
the European Union, and the IFRS Foundation enforcing ESG disclosure standards, sustainable indices are becoming an
essential part of the investment landscape (IFRS, 2023).

Despite their advantages, sustainable indices face challenges such as greenwashing, lack of standardized ESG metrics, and
data inconsistencies across jurisdictions (CDP, 2023). Traditional indices, while financially robust, fail to account for long-
term environmental and governance risks, which can impact financial stability over time. As ESG investing continues to
grow, sustainable indices are bridging the gap between financial returns and responsible investing, pushing corporations
toward greater transparency and sustainability-driven growth

Sustainable Indices in India
Overview of ESG and Sustainability Investing in India

Environmental, Social, and Governance (ESG) investing has gained significant traction in India over the past decade, driven
by increasing awareness of sustainability issues, regulatory push, and growing investor demand for responsible investment
options. ESG investing integrates non- financial factors into investment decisions, focusing on companies that demonstrate
strong environmental stewardship, social responsibility, and robust governance practices. In India, ESG investing aligns with
the country’s broader sustainability goals, such as achieving net-zero emissions by 2070 and promoting inclusive growth.

The market has seen a surge in ESG-focused funds, green bonds, and sustainability-linked financial products. According to
Morningstar (2022), the assets under management (AUM) of ESG funds in India grew by 46% in 2021, reaching 312,300
crore (approximately $1.6 billion). This growth reflects rising investor confidence in sustainable investing and the potential
for long-term value creation.

Major Sustainable Indices in India

Sustainable indices in India serve as benchmarks for ESG performance, enabling investors to identify companies that align
with sustainability principles. Some of the prominent indices include:

NIFTY 100 ESG Index: This index tracks the performance of companies within the NIFTY 100 index based on their ESG
scores. It excludes businesses involved in alcohol, tobacco, weapons, and fossil fuels, making it a popular choice for ESG-
conscious investors.

NIFTY 100 Enhanced ESG Index: A more stringent version of the NIFTY 100 ESG Index, it applies additional filters to
select companies with superior ESG practices and lower carbon footprints.

S&P BSE 100 ESG Index: Developed by S&P Dow Jones Indices in collaboration with BSE, this index evaluates companies
in the S&P BSE 100 based on their ESG performance, providing a benchmark for sustainable investing in India
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S&P BSE CARBONEX: This index focuses on companies with lower carbon emissions, catering to investors seeking to
reduce their carbon exposure and support climate- friendly businesses.

Other ESG-related indices: These include thematic indices like the NIFTY ESG Sector Leaders Index and the NIFTY India
Sustainability Index, which cater to specific sustainability themes and sectors.

As 0f 2023, the NIFTY 100 ESG Index has delivered an annualized return of 15.2% over the past five years, outperforming
the NIFTY 100 Index, which returned 14.5% during the same period (NSE India, 2023)

Regulatory Framework and Government Policies

The regulatory landscape for ESG and sustainability investing in India has evolved significantly, with the Securities and
Exchange Board of India (SEBI) playing a pivotal role in shaping the framework.

SEBI’s ESG Guidelines: SEBI has mandated the top 1,000 listed companies to disclose their ESG-related information through
the Business Responsibility and Sustainability Report (BRSR). This framework ensures transparency and accountability,
enabling investors to make informed decisions. SEBI has also introduced guidelines for ESG mutual funds, requiring them
to invest at least 65% of their AUM in companies aligned with ESG principles (SEBI, 2021).

India’s Green Bond Market and Sustainability Disclosures: India’s green bond market has grown rapidly, with issuances
reaching $7.2 billion in 2022, a 40% increase from the previous year (Climate Bonds Initiative, 2023). SEBI’s Green Bond
Guidelines provide a framework for issuers, ensuring that proceeds are used for environmentally beneficial projects.
Additionally, the Reserve Bank of India (RBI) has included green bonds in its liquidity operations, further boosting the
market.

These regulatory measures have strengthened India’s position as a growing hub for sustainable
finance.
Performance and Trends of Sustainable Indices in India

The performance of sustainable indices in India has demonstrated resilience and competitive returns, attracting both
institutional and retail investors. Studies have shown that companies with strong ESG practices tend to outperform their peers
in the long run, as they are better equipped to manage risks and capitalize on opportunities.

Performance: The NIFTY 100 ESG Index and S&P BSE 100 ESG Index have consistently delivered returns comparable to
or better than their conventional counterparts. For instance, during the COVID-19 pandemic, ESG indices exhibited lower
volatility and faster recovery, highlighting the benefits of sustainable investing during market downturns. The NIFTY 100
ESG Index delivered a 5-year annualized return of 15.2%, outperforming the NIFTY 100 Index’s 14.5% (NSE India, 2023)

Trends: There is a growing trend of ESG integration in investment strategies, with asset managers launching new ESG-
focused funds and products. Thematic investments in areas like renewable energy, clean technology, and social impact are
gaining momentum. Additionally, institutional investors, including pension funds and insurance companies, are increasingly
allocating capital to sustainable indices.

According to a report by CRISIL (2023), the AUM of ESG funds in India has grown at a compound annual growth rate
(CAGR) of over 40% in the last five years, reaching 325,000 crore (approximately $3.3 billion) in 2023.

Sustainable Indices Across the World

Sustainability indices have become pivotal in guiding investors toward companies that demonstrate strong environmental,
social, and governance (ESG) practices. These indices not only promote responsible investment but also encourage
corporations to adopt sustainable practices.

Leading Sustainable Indices Globally

MSCI ESG Indexes: Established in 1990, MSCI offers a comprehensive suite of ESG indexes, enabling institutional investors
to integrate extra-financial considerations into their portfolios. These indexes are designed to maximize exposure to positive
ESG metrics while reducing carbon footprints.

Dow Jones Sustainability Indices (DJSI): Launched in 1999, the DJSI evaluates companies based on long-term economic,
environmental, and social criteria. It represents the top 10% of the largest 2,500 companies in the S&P Global Broad Market
Index, identifying global sustainability leaders

FTSE4Good Index Series: Introduced in 2001, the FTSE4Good Index Series comprises benchmark and tradable indices for
ESG investors. It includes companies with positive reputations for corporate responsibility and is tailored for various
geographic regions.

STOXX ESG Indices: The STOXX Global ESG Leaders Index selects companies with best-in- class criteria based on
Sustainalytics' sustainability ratings. It includes approximately 400 world-leading companies, offering a robust benchmark
for ESG performance.
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Bloomberg Gender-Equality Index: This index tracks companies committed to transparency in gender-data reporting. In
2023, it included 484 companies across 45 countries, highlighting firms dedicated to advancing women's equality in the
workplace.

Role of International Financial Institutions

World Bank: The World Bank has been a pioneer in promoting sustainability, issuing its first labeled green bond in 2008.
It has aligned its sustainability reporting with the Global Reporting Initiative (GRI) standards since 2004 and is transitioning
its climate disclosures to align with the International Sustainability Standards Board (ISSB) standards.

United Nations Principles for Responsible Investment (UNPRI): Launched in 2006, UNPRI provides a voluntary
framework for investors to incorporate ESG issues into their decision-making processes. It aims to understand the investment
implications of ESG factors and support signatories in integrating these factors into their investments.

Global Reporting Initiative (GRI): Established in 1997, GRI offers widely recognized sustainability reporting standards.
As of recent data, 82% of the world's largest 250 corporations report in accordance with GRI Standards, underscoring its
global adoption.

Task Force on Climate-related Financial Disclosures (TCFD): Formed in 2015, TCFD provides recommendations for
voluntary climate-related financial disclosures. Its guidelines help companies disclose clear, comparable, and consistent
information about the risks and opportunities presented by climate change.

Performance and Investor Trends

The integration of ESG factors into investment strategies has seen significant growth. MSCI ESG Research, for instance, is
utilized by over 1,400 investors worldwide and forms the basis of more than 1,500 equity and fixed income indexes. This
surge indicates a rising demand for sustainable investment options.

Companies included in sustainability indices often experience enhanced reputations and increased investor interest. For
example, BBVA's inclusion in the DJSI World and Europe indices, with a score of 89/100, positions it as a leader in European
banking and third worldwide.

Investor trends also reflect a growing emphasis on gender equality. The Bloomberg Gender- Equality Index's expansion to
include 484 companies across 45 countries demonstrates a heightened focus on gender-data transparency and equality in the
workplace

In summary, sustainability indices play a crucial role in promoting responsible investment and corporate transparency. The
active participation of international financial institutions and the positive performance of companies within these indices
underscore the increasing importance of ESG considerations in the global financial landscape

2. METHODOLOGIES FOR ESG INDEX CONSTRUCTION

Selection Criteria for Companies in ESG Indices

The selection of companies for inclusion in ESG indices is a critical process that ensures the index reflects sustainable and
responsible investment principles. The criteria for selection typically include:

Environmental Factors: Companies are evaluated based on their carbon footprint, energy efficiency, waste management, and
resource conservation. For example, companies with lower CO: emissions and higher renewable energy usage are preferred.
According to the International Energy Agency (IEA), global CO: emissions from energy combustion and industrial processes
reached 36.3 billion metric tons in 2021, highlighting the need for companies to reduce their environmental impact (IEA,
2022).

Social Factors: This includes labor practices, diversity and inclusion, community engagement, and human rights. Companies
with strong social governance, such as those with gender-diverse boards and fair labor practices, are often prioritized. For
instance, a 2021 study by McKinsey found that companies in the top quartile for gender diversity on executive teams were
25% more likely to have above-average profitability (McKinsey, 2021).

Governance Factors: Corporate governance, including board structure, executive compensation, and transparency, plays a
significant role. Companies with strong governance practices, such as independent boards and ethical business practices, are
favored. A report by the Harvard Law School Forum on Corporate Governance (2020) emphasized that companies with
strong governance structures are less likely to face financial scandals or regulatory penalties.

ESG Performance Scores: Companies are often required to meet minimum ESG performance scores as determined by rating
agencies like MSCI, Sustainalytics, or Refinitiv. These scores are based on comprehensive assessments of the company’s ESG
practices.
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Exclusionary Screens: Certain industries, such as tobacco, weapons, and fossil fuels, are often excluded from ESG indices
due to their negative social or environmental impact. For example, the NIFTY 100 ESG Index excludes companies involved
in alcohol, tobacco, and fossil fuels (NSE India, 2023)

ESGRating Agencies and Their Methodologies

ESG rating agencies play a crucial role in assessing companies' sustainability performance. Below are some of the leading
ESG rating agencies and their methodologies:

MSCI:

MSCI ESG Ratings evaluate companies on a scale of AAA (leader) to CCC (laggard) based on their exposure to ESG risks
and their ability to manage those risks. MSCI uses a rules- based methodology to identify industry leaders and laggards based
on their ESG performance. The rating is based on 37 key issues across three pillars: Environmental, Social, and Governance.
For example, MSCI assesses a company’s carbon emissions, water usage, and labor practices. As of 2023, MSCI covers over
14,000 companies globally (MSCI, 2023).

Sustainalytics:

Sustainalytics provides ESG Risk Ratings, which measure a company’s exposure to ESG risks and how well it manages those
risks. The ratings range from 0 (low risk) to 100 (high risk). Sustainalytics evaluates companies based on 20 material ESG
issues, including carbon emissions, human rights, and corporate governance. Sustainalytics also provides a "Controversy
Score," which assesses the severity of a company’s involvement in ESG- related controversies. As of 2023, Sustainalytics
covers over 13,000 companies worldwide (Sustainalytics, 2023).

Refinitiv:
Refinitiv’s ESG scores are based on a company’s relative performance across 10 main themes, including emissions,

environmental innovation, and human rights. The scores range from 0 (poor) to 100 (excellent). Refinitiv uses publicly
available data to assess over 450 ESG metrics, making it one of the most comprehensive ESG rating systems. Refinitiv also
provides a "Controversy Score" to measure a company’s involvement in ESG- related incidents. As of 2023, Refinitiv covers
over 9,000 companies globally (Refinitiv, 2023).

Weighting and Scoring Systems

The weighting and scoring systems used in ESG indices are designed to reflect the relative importance of different ESG
factors. These systems vary depending on the index provider and the specific ESG goals of the index. Below are some
common approaches:

Equal Weighting: Some ESG indices assign equal weight to all companies, regardless of their market capitalization. This
approach ensures that smaller companies with strong ESG performance are not overshadowed by larger companies with
weaker ESG practices. For example, the S&P 500 ESG Index uses a modified equal-weighting approach to ensure
diversification (S&P Global, 2023).

Market Capitalization Weighting: Many ESG indices, such as the NIFTY 100 ESG Index, use market capitalization
weighting, where larger companies have a greater influence on the index’s performance. However, companies with poor ESG
scores may be excluded or underweighted.

ESG Score Weighting: Some indices weight companies based on their ESG scores. For example, the MSCI ESG Leaders
Index assigns higher weights to companies with better ESG performance. This approach ensures that the index is heavily
influenced by companies with strong sustainability practices.

Thematic Weighting: Some ESG indices focus on specific themes, such as renewable energy or gender diversity. For
example, the S&P Global Clean Energy Index weights companies based on their involvement in clean energy production
and technology (S&P Global, 2023).

Hybrid Approaches: Many ESG indices use a combination of the above methods. For example, the FTSE4Good Index
uses a combination of market capitalization weighting and ESG score weighting to ensure a balanced approach (FTSE
Russell, 2023).

Impact of Sustainable Indices on Investments
ESG Indices and Portfolio Performance

Sustainable indices have evolved from niche benchmarks into vital tools for assessing market resilience and long-term
performance. Multiple studies have shown that ESG-based portfolios tend to exhibit lower volatility compared to
conventional portfolios. For instance, Morningstar

(2023) found that ESG funds generally show reduced volatility during market downturns, while the Indian NIFTY 100 ESG
Index has achieved a five-year annualized return of 15.2%, slightly outperforming its traditional counterpart (NSE India,
2023). Furthermore, a meta-analysis by the NYU Stern Center (2021) that reviewed over 1,000 studies concluded that
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companies with robust ESG practices are more resilient during economic stress. In addition, innovative research by Torri et
al. (2023) introduced ESG-coherent risk measures, which integrate ESG scores with conventional risk factors, highlighting
that sustainable investments can deliver superior risk- adjusted returns.

Sustainable indices not only reduce portfolio volatility but also contribute to improved long- term risk-adjusted
performance.

Relationship Between ESG Scores and Financial Returns

A growing body of evidence supports a positive correlation between high ESG scores and enhanced financial performance.
Companies with superior ESG ratings, as reported by MSCI (2023) and Refinitiv (2023), typically benefit from lower
financing costs, higher returns on equity, and reduced beta due to better management of regulatory and operational risks.
Emerging quantitative strategies—such as those encompassed by ESG Quant (Kell, 2024)—demonstrate that integrating
non-financial ESG data with traditional financial metrics offers a more comprehensive view of a firm's long-term value.
Although the positive relationship is generally more pronounced in sectors like renewable energy and technology, traditional
sectors such as oil and gas may face initial trade-offs due to higher upfront costs for sustainable transitions.

High ESG performance is linked to financial efficiencies and lower capital costs, although sector- specific nuances exist.
Investor Perception and ESG Fund Inflows

Investor sentiment is rapidly shifting toward sustainable investments, driven by both ethical considerations and a pursuit of
long-term value. Global ESG fund inflows reached nearly $1.2 trillion in 2022, with markets like India experiencing asset
growth exceeding 40% on a compound annual basis (CRISIL, 2023). This surge is fueled by evolving regulatory frameworks
such as the revised Sustainable Finance Disclosure Regulation (SFDR) in the European Union—which enhances
transparency—and by generational shifts. Younger investors, particularly Millennials and Gen Z, increasingly demand
transparency and ethical practices, steering significant capital

into ESG investments. Such shifts have forced asset managers to prioritize ESG integration
despite occasional short-term underperformance.

Enhanced transparency, combined with shifting generational preferences, is driving substantial ESG fund inflows
globally.

Challenges and Criticism of Sustainable Indices
Greenwashing in ESG Investing

Greenwashing remains a pervasive challenge in sustainable investing, where companies may exaggerate or misrepresent
their ESG credentials. High-profile cases—such as Mercer’s $11.3 million fine for misleading sustainability claims (Longo,
2024; The Australian, 2024)—exemplify the risks associated with unreliable ESG disclosures. Recent research by Hassani and
Bahini (2024) further introduces the concept of “crosswashing,” where firms engage in superficial sustainability projects solely
to enhance their ESG scores while core unsustainable practices persist. Such practices not only distort investor perceptions
but also erode trust in ESG indices.

Greenwashing and crosswashing undermine the credibility of ESG data, necessitating more robust verification
mechanisms.

Lack of Standardized ESG Metrics

A major criticism of sustainable indices is the absence of universally standardized ESG metrics. Different rating agencies—
including MSCI, Sustainalytics, and Refinitiv—employ varying methodologies, leading to significant discrepancies or an
“ESG ratings gap” (Berg, Kolbel, & Rigobon, 2022; Vincenzi et al., 2021). This inconsistency is further compounded by the
reliance on self-reported, often unaudited, ESG data, making cross-industry and cross-geography comparisons challenging
(OECD, 2022). Although initiatives by the International Sustainability Standards Board (ISSB) and regulatory updates like
the SFDR are steps toward harmonization, widespread adoption remains limited.

Inconsistent ESG measurement hinders comparability and reliability, highlighting the urgent need for global standardization
Regulatory and Data Availability Issues

The regulatory framework for ESG disclosures is highly fragmented. While regions such as the European Union and India
have implemented robust ESG reporting requirements (SEBI, 2021), other jurisdictions lag behind, resulting in significant
data gaps and inconsistencies. This fragmentation forces index providers to rely on self-reported ESG data that may lack
independent verification. Recent legal actions against major asset managers such as BlackRock and Vanguard (Reuters, 2025)
further emphasize the need for uniform regulations and reliable data to protect investors.

Fragmented regulation and inconsistent data availability create significant challenges for constructing reliable
sustainable indices.

Trade-offs Between ESG Performance and Financial Returns
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Although long-term benefits of ESG practices are well documented, short-term trade-offs continue to challenge investors.
High upfront costs associated with transitioning to sustainable technologies—such as renewable energy investments—can
temporarily depress profitability. Furthermore, the exclusion of entire sectors (e.g., fossil fuels) to meet ESG criteria may
reduce portfolio diversification, leading to increased concentration risk. For example, a recent market analysis by The Times
(2025) revealed that UK ethical funds underperformed market trackers by an average of 3.8% per annum over a five-year
period, resulting in substantial capital outflows. Despite these short-term challenges, many studies argue that long-term
advantages—such as lower financing costs and enhanced operational efficiencies—justify the ESG approach.

Short-term financial trade-offs exist despite the long-term benefits of ESG investments; investors must balance ethical
considerations with realistic performance expectations.

Future Trends and Developments
Growth of ESGETFsand Passive Investing

The growth of ESG Exchange-Traded Funds (ETFs) and passive investing has surged in recent years as investors increasingly
prioritize sustainability alongside financial returns. ESG ETFs, which track indices composed of companies meeting specific
environmental, social, and governance criteria, provide a cost-effective and diversified way for investors to align
their portfolios with

sustainability goals. The rise of passive investing in ESG is fueled by growing regulatory support, corporate ESG disclosures,
and investor demand for ethical investment options. Additionally, the integration of Al and big data analytics has enhanced
ESG index construction, allowing for more refined screening and risk assessment.

Over the past two years, ESG ETFs have shown mixed performance, influenced by market dynamics. In 2023, they
outperformed traditional funds with a 12.6% median return versus 8.6%. However, 2024 saw challenges, with U.S. ESG funds
facing $13 billion in outflows after a $9 billion outflow in 2023. Despite this, they still edged out traditional funds with a 1.7%
median return, driven by large-cap equities.
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Emerging Technologies and Alin ESG Investing

Emerging technologies, particularly Artificial Intelligence (Al), are revolutionizing ESG investing by enhancing data
analysis and decision-making. For instance, Al enables investors to process vastamounts of unstructured ESG data, identifying
hidden risks and opportunities, thereby facilitating more informed investment choices.

Additionally, Al-powered platforms are assisting companies in monitoring environmental impacts; for example, Al and
satellite technology are pivotal tools aiding companies in

meeting EU regulations by collecting and analyzing geolocation data from farms to monitor deforestation risks.
Role of Policy and International Collaboration
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International collaboration and policy development are pivotal in advancing Environmental, Social, and Governance (ESG)
investments, as they establish unified frameworks and mobilize resources for sustainable finance.

World Economic Forum (WEF) Annual Meeting 2024 in Davos:

The 2024 Davos meeting, themed "Rebuilding Trust," emphasized the importance of collective action in transitioning away
from fossil fuels. Leaders from various sectors convened to discuss strategies for a clean energy transition, highlighting the role of
public- private partnerships in achieving ESG objectives.

United Nations Climate Change Conference (COP28):

At COP28, the "UAE Consensus" was adopted, setting ambitious targets to triple renewable energy capacity and double energy
efficiency by 2030. This agreement marked a significant step toward reducing global reliance on fossil fuels and demonstrated
the impact of coordinated international policy on ESG investments.

3. CONCLUSION

Key Takeaways from the Study

The evolution of sustainable indices highlights the increasing integration of Environmental, Social, and Governance (ESG)
considerations into financial markets. These indices serve as benchmarks that help investors allocate capital responsibly while
promoting corporate accountability. The study investigates the significant growth of ESG investing, driven by regulatory

frameworks, investor demand, and technological advancements. The performance of ESG indices, particularly in times of
economic uncertainty, suggests that sustainability-focused investments can offer competitive returns while mitigating long-term risks.

Recommendations for Policymakers, Investors, and Corporates

For policymakers, strengthening regulatory frameworks and enforcing standardized ESG disclosure requirements will enhance
transparency and comparability in sustainable investments. Investors should adopt a long-term perspective, integrating ESG
factors into risk assessment and portfolio strategies while remaining cautious of greenwashing.

Corporates, on the other hand, must align business strategies with sustainability goals, improve ESG reporting practices, and
actively engage in responsible corporate governance to attract long-term capital inflows.

The Future of Sustainable Indices

Looking ahead, sustainable indices are expected to play a crucial role in shaping investment landscapes. The rise of ESG ETFs and
passive investing is likely to continue, fueled by regulatory support and data-driven advancements. Emerging technologies,
including artificial intelligence and blockchain, will further enhance ESG data analysis, reducing discrepancies in ratings and
improving investment decision-making. Additionally, global collaboration at forums such as Davos and COP summits will be
instrumental in aligning sustainability objectives across economies. Despite challenges such as data inconsistencies and
regulatory fragmentation, the continued evolution of sustainable indices will drive more responsible investment practices,
contributing to long-term financial stability and sustainable development
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